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EXECUTIVE SUMMARY

Zambia stands at a critical juncture where ambitious national development goals, aligned with the UN
Sustainable Development Goals (SDGs) and Vision 2030, collide with the realities of a protracted debt crisis
and recurrent climate shocks. This summary provides an analysis of Zambia’s fiscal journey from 2017 to
2024, focusing on the transition from the Seventh (7NDP) to the Fighth National Development Plan
(SNDP).

1. The Ambition-Reality Gap

Zambia’s development plans initially prioritized massive infrastructure expansion funded by non-concessional

commercial debt. However, the "triple threat" of declining copper prices, volatile exchange rates, and high

interest rates transformed this ambition into a debt trap, leading to a sovereign default in 2020.

¢ Policy Shift: The SNDP (2022—-2026) marks a pivot from state-led construction toward a market-driven
model, emphasizing Public-Private Partnerships (PPPs) and targeted value addition, particularly in
agriculture.

© Fiscal Austerity: While the government successfully reduced the fiscal deficit from 9.3% in 2020 to 4.8%

in 2024, this consolidation often came at the cost of "cannibalizing" social sector investments.

2. Shocks and Resilience (2020-2024)

Zambia’s economy has been hit by a "perpetual crisis" cycle. The COVID-19 pandemic and severe droughts

(2019 and 2024) have repeatedly derailed growth targets.

¢ Climate Impact: The 2024 drought caused a 7% real GDP contraction, forcing emergency budget
realignments to fund food security and social protection.

© Budgetary Friction: The country operates a cash-budget system, meaning that during low-revenue
months, the Treasury prioritizes debt and payroll, leaving "discretionary” sectors like health and education

with significant funding shortfalls (underspending).

3. The Role of the IMF

The IMFE Extended Credit Facility (HCE), approved in 2022, has acted as a "fiscal anchot" to restore

international credibility.

© Social Floors: A key innovation is the "Social Spending Floort," which protects minimum funding for the
Social Cash Transfer (SCT). Beneficiaries increased from 616,464 in 2020 to 1.3 million in 2024.

© The "Mirage of Recovery': Despite meeting IMF targets, the real-world value of social protection has
been eroded by the removal of fuel subsidies and high inflation, leading to a "survivalist" rather than

"aspirational" development strategy.



4. Sectoral Performance Highlights

Sector Trend (2017-2024) Key Driver

Education High Volantlity Drrven by "Free Education” policy but hindered by poor
pupil-teacher ratios.

Health Persistent Shortfalls Infrastructure projects stalled due to hquidity constramts;
high reliance on donors for drugs.

Agnculture | Strategic Prvot Shuft from input subsidies (FISP) to value-chain
enhancement.

Social Scaled Up Sigmificant expansion of SCT, though adequacy 1s

Protection challenged by intlation.




Section 1: The Ambition — Zambia's National Development Plans, Budgetary
Allocations, and Debt

Zambia's commitment to national development and the Sustainable Development Goals (SDGs) is anchored
in its long-term national planning, with Vision 2030 serving as the overarching blueprint. This vision is
implemented through successive multi-annual plans, primarily the Seventh National Development Plan
(7TNDP) (2017-2021) and the Eighth National Development Plan (8NDP) (2022-20206), as focus for this
analysis. These plans explicitly integrate and align their national goals with the SDGs, viewing them not as

separate targets but as an integrated framework for socio-economic transformation.

The plans' focus on critical sectors like health, education, and social protection is a direct reflection of this
commitment, as they set specific, measurable targets for poverty reduction, improved health outcomes, and

universal access to social services and education.

However, the journey from these ambitious plans to reality has been significantly impacted by fiscal pressures
and a challenging economic and political landscape. The underlying financial assumptions of the 7NDP
proved unsustainable due to rising public debt, leading to limited resources for developmental programs. The
subsequent SNDP was formulated against this backdrop, explicitly acknowledging the need to address high
debt levels and the impacts of the COVID-19 pandemic. In response, it shifted the financing strategy from a
reliance on government revenue and loans to a more diversified model, emphasizing Public-Private
Partnerships (PPPs) and other alternative financing mechanisms to fund major projects and rationalize

government spending;

The country's fiscal journey is also intertwined with its engagement with international partners like the
International Monetary Fund (IMF). The IMF Extended Credit Facility (ECF), approved in August 2022, has
been a key driver of fiscal policy changes, guiding budgetary projections and a commitment to fiscal and debt
sustainability. Under this program, the government has had to reprioritize spending, scale up social safety nets,
and commit to domestic revenue mobilization, at times missing targets on expenditure arrears and social

spending due to fiscal constraints.

This reality underscores the reality in which the domestic political economy and short-term pressures have
often influenced the prioritization of visible projects over long-term, sustainable investments, highlighting the

persistent challenge of aligning development ambitions with fiscal realities. This report starts with a review of



the ambitions of the country as set out in the 7th and 8th National Development Plans and then conducts an

analysis of how the performance of these plans was impacted by the debt crisis.

1.1 Sectoral Ambitions and Global Commitments

Zambia's multi-annual development plans were linked to global and regional strategic frameworks, including
the UN Sustainable Development Goals (SDGs), Zambia's Vision 2030, and the African Union's Agenda
2063. The government’s ambition was to align public expenditure with these goals to drive socioeconomic
transformation. The Seventh National Development Plan (7NDP), which covered the period from 2017 to
2021, and the Eighth National Development Plan (8NDP), covering the period from 2022 to 2026, were the

primary multi-annual plans used to achieve these objectives.

* Agriculture: The agriculture, livestock, and fisheries sectors are central to Zambia's long-term Vision 2030.
The ambition is centred on achieving food security and enhanced productivity, aligning with SDG 2 (Zero
Hunger) [1]. The government's commitment was demonstrated by spending that sometimes exceeded the
Comprehensive Africa Agriculture Development Programme (CAADP) benchmark of 10% of government

expenditure, reaching as high as 14% in certain years.

The primary goals to achieve this vision include increasing agricultural productivity and the amount of land
under cultivation and irrigation, boosting agricultural and agro-processed exports, and promoting agricultural
mechanization by targeting 2 tractors per 100 hectares of arable land by 2030. The plan also sets specific
targets for increasing the livestock population to 6 million and the fish population to 300,000 metric tons by

2030. A key focus is on preserving the agricultural resource base to ensure long-term sustainability.

As highlighted in Table 1 below, a comparative review of the 7NDP and 8NDP, adjusted to constant 2024
prices, reveals a fundamental policy pivot from broad-based input subsidies to targeted value addition. While
the sector’s total real-term allocation contracted by 56% (from K71.2 billion to K31.1 billion) due to fiscal
consolidation, the composition of spending shifted aggressively. Resources for 'Production and Inputs' and
'Infrastructure’ were reduced by over 90%, while the allocation for 'Enhancing Agriculture Value Chains'
surged from KO0.9 billion to K25 billion. This confirms a strategic transition away from state-funded

cultivation and construction towards a market-driven model focused on processing and industrialization."



Table 1: Agriculture, livestock and Fisheries Programmes 2017-2026

Programme Heading 2017-2021 2022-2026

(ZMW"000") (ZMW"000™)
Improve Production and Productivity incl 51,188,722 2,726,339
inputs
Enhance Agriculture Value Chains 936,269 25,039,418
Infrastructure Investment and Development 17,098,782 202,892
Livestock Development 931,007 1,788,479
Promote Diversification Within the Agriculture 25,469 542,768
Sector
Promote Small-Scale Agriculture 309,466 293,236
Fisheries and Aquaculture Development 75,043 381,697
Agricultural Mechamzation 535,706 3,825
Improve Access to Finance for Production and 120,406
Exports

71,220,871 31,068,654

Source: Analysis of Vision 2030 7TNDP and 8NDP Implementation Plans (Constant 2024 Prices)

* Electricity: Zambia's national development plans for the electricity sector are primarily focused on
increasing generation capacity and expanding access to provide a reliable supply of power for both domestic
and industrial use, thereby supporting the country's economic transformation in line with SDG 7. As of 2016,
Zambia had installed a capacity of 2,714 MW of which 97 percent was from hydro and 3 percent from other
sources. It was envisaged that other sources of energy which included geothermal, wind, solar and coal would
grow to about 15 percent by 2030, with the aim to increase it to 4093 MW by 2026, with investment of
150MW per annum in line with demand. Additional investment in power generation was due to the country's

overreliance on hydropower, which made it vulnerable to climate change.

A good example is the period preceding the 7NDP experienced a reduction in capacity of hydro power
generation of 600MW, mainly attributed to poor rainfall. This shortfall resulted in significant power outages
which had a devastating impact on economic growth. The implementation of renewable energy projects,
however, faced hurdles like policy gaps and delayed financing, which undermined progress toward climate

goals [1-4].

The Seventh National Development Plan (7NDP) (2017-2021) aimed to address inadequate and unreliable

electricity supply, which it recognized as a major constraint to economic diversification. ."
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The plan sought to increase electricity generation capacity from 2,714 MW to 3,747 MW and aimed to
increase the national electricity access rate from 67% to 84% by 2026. The 8NDP reflects an aggressive
'Infrastructure Investment Cycle, with total allocations quadrupling to K402 billion. The plan signals a
decisive pivot toward climate resilience, increasing Renewable Energy funding by over 32,000% (to K5.8
billion) to break hydro-dependency. However, the focus is heavily industrial: 98% of the budget targets the
main grid (Generation and Transmission), while direct funding for Rural Access has declined, implying a

strategic reliance on off-budget partners for last-mile connectivity.as shown in Table 2 below.

Table 2: Electricity Related Programmes 2017-2026

Programme Source of Funding 2017-2021 2022-2026
(ZMW"000™) (ZMW"000™)

Enhance Generation, Transmission | GRZ, Loan, Secured 87,221,991 393,522,951
and Distribution of Electricity Financing
Enhance Strategic Petroleum GRZ/Strategic 398,608 3,124,142
Reserves Reserve Fund
Promote Renewable and Alternative | GRZ/Donors 17,858 2,874,031
Energy
Improve Electricity Access to Rural | GRZ/Donors 9,380 6,706
and Peri-Urban Areas

87,647,897 402,527,830

Source: Analysis of Vision 2030 7TINDP and S8NDP Implementation Plans (Constant 2024 Prices)

Social Protection: Zambia’s development agenda aims to ensure the provision of livelihood and
empowerment by providing livelihood support and protection of the most vulnerable citizens from risks and
shocks. The government’s commitment was demonstrated by a significant increase in the sector’s share of the
national budget, from approximately 3.6% in 2021 to 7.4% in 2024, intended to align with the SGD targets

for poverty reduction [5] and introduction of social policy programmes like the Social Cash Transfer.

A look at Vision 2030 highlights the country’s sector plan which demonstrates a resilient 35% real-term
growth in allocations (rising to K64.9 billion) in the social welfare programmes, driven by a massive
consolidation of resources into direct welfare. The 'Enhance Welfare and Livelihoods' programme—which
houses the Social Cash Transfer—tripled in value (from K12.4 billion to K41.9 billion), now consuming
nearly 65% of the entire sector budget. This indicates a decisive policy shift away from broad, indirect support
mechanisms like 'Reducing Developmental Inequalities' (which faced a sharp 77% cut) toward high-impact,

direct cash assistance models to protect the most vulnerable against rising living costs.
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Table 3: Social Welfare Programmes 2017-2026

Programme 2017-2021 20222026
(ZMW"000™) | (ZMW"000™)

strengthening Coordination of Social Protection

System 4 385 14432

Enhance Welfare and Livelihoods of Poor and

Vulnerable People 12.430.266 41,950,737

Reduce Developmental Inequalities 24.176,165 5514112

Increase Access to Decent and Affordable

Housing 7.918,250 14,879,569

Reduce Vulnerability Associated with HIV and

AIDS 3.347.830 2511,759
47,876,897 64,870,609

Source: Analysis of Vision 2030 TNDP and 8NDP Implementation Plans
(Constant 2024 Prices)

« Water and Sanitation: Zambia's national development plans for the water and sanitation sector are
consistently focused on improving access and ensuring sustainable management of water resources as a
critical enabler for growth, health, poverty reduction and overall development. The long-term Vision 2030
sets an ambitious goal of achieving 100% access to clean water and 90% sanitation coverage by 2030, directly
aligning with the UN Sustainable Development Goals (SDG 06) [6] and driving subsequent medium-term

plans and government policies.

The 7NDP recognized that inadequate water and sanitation services were a major barrier to development,
especially in rural and peri-urban areas. Its ambition was to improve water supply and sanitation infrastructure
to increase access and reduce waterborne diseases. While specific percentage targets were not detailed in the
main document, the plan’s implementation focused on infrastructure development, including the construction
of boreholes and water treatment facilities to expand the network and improve service delivery. The SNDP
also continues the strategic focus on the water sector, with nominal allocations nearly doubling from K10.8
billion to K20.3 billion. The 8NDP’ ambition is to further increase access to clean and safe water and

sanitation services through an integrated approach.
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The plan outlines a massive investment program, the Zambia Water Investment Programme (ZIP), which
aims to mobilize approximately US$5.75 billion by 2030. This funding is to be sourced from a blended
financing model that heavily relies on both public and private sources, including Public-Private Partnerships
(PPPs), to attract the necessary investments. Table 4 provides an analysis of the estimated investment needs

during this period, broken down into the NDP target periods.

Table 4: Water and Sanitation Cost Estimates 2017-2026

2017-2021 2022-2026
Programmes (Z (Z

Water supply and sanitation services improved infrastructure & systems
strengthened 10,562,673 20,211,367

Enhance Research in Water Supply and Sanitation Services 29,433 69,484

Sustainable mechanism for financing of water and sanitation services

established and operational 236,387

10,828,493 | 20,280,852

Source: Analysis of Vision 2030 TNDP and SNDP Implementation Plans (Constant 2024 Prices)

Roads: Infrastructure development aims to facilitate trade and logistics (SDG 9). The 7NDP aimed to
improve transport systems to position Zambia as a regional hub and address the constraints of inadequate
road networks. Between 2017 and 2024, the plan was to construct at least 3500kms of road and rehabilitate

over 140,000kms.

The 8NDP reflects a situation where nominal allocation on roads suggests growth. However, the data in Table
5 (Constant 2024 Prices) reveals a 17.6% reduction in real-term purchasing power for the combined road and
transport infrastructure programs, falling from K79.55 billion in the 7NDP period to K65.52 billion for
2022-2026.

This contraction signaled a deliberate policy shift to move large-scale, capital-intensive road construction off
the national balance sheet and onto Public-Private Partnerships (PPPs). By doing so, the government aims to
maintain essential infrastructure development without further straining public debt. Perhaps the difference is
in allocation towards Canals, Bridges, and Harbour Construction" which saw a massive real-term increase—
from K72 million to over K2.2 billion. This suggests a strategic pivot toward rural connectivity and specialized

transport infrastructure in areas where private sector funding through PPPs is less viable.
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Table 5: Roads Related Programmes 2017-2026

Programme Source of 2017-2021 2022-2026
Punding K'000 K'000
Road Development and Maintenance GRZ 79,482 452 63,237 571
Canals, bridges and labour construction and GRZ 12377 2285333
rehabilitation
79,554,829 65,522,904

Source: Analysis of Vision 2030, TNDP and 8NDP Implementation Plans (Constant 2024 Prices)

¢ Bducation: Zambia’s national development plans view education as a cornerstone of human capital
development with a consistent focus on improving access, quality, and relevance to the needs of the economy.
The ambition was to improve access and quality of services (SDGs 3 and 4), with budgetary allocations aimed

at expanding infrastructure and enhancing human capital [7].

By 2030, the education plan aims to establish a comprehensive and diversified curriculum that is responsive to
the social and economic needs of the community. Key goals for basic and high school levels include
improving net enrolment rates to 99% for basic school and enhancing learning conditions by reducing pupil-
to-teacher ratios to 40:1 and 25:1, respectively. The plan also seeks to ensure a pupil-to-textbook ratio of 1:1
at the basic level, reduce the average distance to schools for learners, and work toward the total elimination of
illiteracy. Finally, it targets an annual 2% increase in university and skills training output, while also increasing

equitable access and maintaining quality standards.

Table 6 highlights the projected allocation, which signifies a massive pivot, with allocation projected to
increase to almost 10-fold (from K20.9 Billion to K182.5 Billion), driven almost entirely by the introduction
of direct grants for Primary & Secondary Education (the "Free Education" policy). Per the NDPs, funding
was expected to be sourced from a mix of traditional and alternative finance mechanisms, including Public

Private Partnerships.
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Table 6: Education Related Programmes 2017-2026

Programme Category 2017-2021 2022-20206
K'000 K'000
Primary & Secondary education 143,037,367
Student access to loans for 33,969,654
university education increased 0,622,987
Early childhood education 2,776,085
Enhance Prvate Sector 29,751 1,214,067
Participation
Infrastructure Development 5,931,022 1,375,356
Enhance Access to Skills Training - 2,119,800 27,706
TVET
Bursary and programme support for
poor and vulnerable 1,876,672
Continuous Review of Curniculum 600,567 15,045
Research and Development 603,488 25,360
Teacher Training, Recruitment and 133,583 3,060
Deployment Improved
Investment in adult learning & 48,199 27,631
Inclusive Education
Evidence based decision making 26,511
strengthened
20,992,580 182,501,332
Source: Analysis of Vision 2030 TNDP and SNDP Implementation Plans

(Constant 2024 Prices)

Zambia’s development ambitions on health is anchored on goals such as reducing both
under-five and maternal mortality rates, with targets of 50 per 1,000 live births and 180 per 100,000 live
births, respectively. The plan also focuses on improving access to healthcare by increasing the proportion of
rural households living within 5km of a health facility to 80% and by significantly reducing the population-to-

doctor and population-to-nurse ratios to 5,000 and 700, respectively.

To achieve these goals, the 7 and 8 NDPs not only projected infrastructural development essential in health
delivery but also came up with programmes aimed at improving healthcare services and expand capacity to
increase access to quality care. Key programs include strengthening public health through initiatives like
maternal and child health care promotion, disease prevention, and epidemic preparedness. It also focused on
enhancing food security and nutrition by promoting school feeding programs and micro-nutrient fortification.

Another key area of focus is to stop the spread of HIV/AIDS, tuberculosis and malatia.
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The total estimated cost for these programmes was projected at K 36 Billion, with projected increase in

allocation in the 8NDP, reflecting scaled-up financial commitment to health security, surveillance, as well as

food security and nutrition as shown in Table 7 below.

Table 7: Health Related Programmes 2017-2026

Programme Area 2017-2021 2022-2026
K'000 K'000

1. Medicines & Medical Supply Chain 3,733,970 31,905,244

2. Infrastructure, Equipment & Transport 6,696,152 | 10,985,902

3. Nutntion & Food Security 180,505 8,574,678

4. Human Resources (HR) 6,728,067 4,510,062

3. Public Health, Disease Control & 13,836,124 4,589,784

Operations

6. Information Systems (M&E) 45,212 608,529
31,240,031 | 60,974,199

Source: Analysis of Vision 2030 TNDP and SNDP Implementation Plans

(Constant 2024 Prices)

Zambia's development plans were underpinned by a flawed assumption about the change in global financing

landscape and the macroeconomic conditions at the time of conceiving the development aspiration. This is

seen in a strategic shift away from traditional concessional financing following debt cancellation under the

Highly Indebted Poor Countries (HIPC) initiative in 2005.

This led to a deliberate pivot toward less-restricted, non-concessional commercial debt from both external

ptivate creditors and the domestic market [7], influenced by both the Zambian government's policy choices

and the changing global lending landscape. Policymakers perceived that multilateral loans carried restrictive

policy conditionalities that limited the government's flexibility in implementing its development agenda. The

government's desire to gain independence from these conditionalities drove a pivot toward less-restricted,

non-concessional commercial debt from both external private creditors and the domestic market [7, 8, 10, 11].
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While Zambia's policy choices were a key driver, the shift was also heavily influenced by changes in the global
creditor landscape. Following the HIPC initiative, the global creditor landscape for many developing countries
like Zambia underwent a significant transformation. Paris Club bilateral creditors (developed countries) largely
shifted from offering concessional loans to providing grants, partly due to negative experiences with debt
write-offs. Rich lenders like the Paris Club also moved away from financing large-scale infrastructure projects.

This created a gap in the concessional lending market.

At the same time, while multilateral creditors like the World Bank and IMF continued to lend, Zambia's
government may have found their conditionalities too restrictive or the loan amounts too small relative to

development needs. This situation encouraged the country to seek alternative financing sources.

The resulting void was quickly filled by emerging creditors, most notably China, which provided large-scale
infrastructure financing with fewer apparent conditionalities. Additionally, external and domestic private
creditors entered the market, attracted by the high returns and the perception of Zambia's creditworthiness
following the HIPC debt relief. This dynamic contributed to a dramatic increase in Zambia's debt from non-

traditional sources.

This strategic shift was also heavily influenced by a political climate that leaned towards the desire to
implement large-scale, highly visible infrastructure projects. These projects often required quick financing
without the extensive due diligence and conditionalities associated with traditional development finance,

making commercial loans more appealing,

This sharp increase in debt was driven by a notable change in the composition of Zambia’s public debt.
Figure 1 clearly shows the rise of non-concessional commercial and domestic borrowing. The composition of
Zambia’s public debt shifted dramatically, with commercial and domestic debt playing an increasingly
prominent role, but also, exposed the economy to heightened refinancing risks and macroeconomic

vulnerabilities.

The data on debt reveals a dramatic increase in both domestic and external borrowing from 2018 onwards.
Domestically, borrowing from government securities alone increased from K20.2 billion in 2015 to K229.3
billion by 2024 at current prices (KK20.2 billion in 2015 to K54.2 billion by eatly 2024 at Constant 2015 prices),
while total public debt (which includes external debt) rose from K95.5 billion in 2015 to over K660 billion in
2024 (K95.5 billion in 2015 to K155.5 billion by early 2024 at Constant 2015 prices).
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Figure 1: Zambia’s Debt Composition 2015-2024

Debt Composition
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Source: Authors’ analysis of Republic of Zambia’s Financial Reports 2015-2024

Zambia’s Vision 2030 came from a backdrop of tripling of the price of copper, cancellation of virtually all of

external debt and a declining trend in inflation rates. It is worth noting that in the implementation framework

of NDPs, the major funding source was stated as Government of the Republic of Zambia (GRZ), indicating

the confidence in generating resources to achieve these objectives. Some key macroeconomic assumptions

that proved to be inaccurate and contributed to the debt crisis include:

O Sustained High Copper Prices: The government’s plans were built on the assumption that high copper

prices would continue to provide sufficient foreign exchange earnings to service the rising external debt

[11,12]. However, after 2014, copper prices began to decline, straining the country’s fiscal position as it

continued to borrow.

O Productive Use of Borrowed Funds: The assumption was that the borrowed funds would finance high

return infrastructure projects that would generate revenue to repay the loans.
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However, a significant portion of the debt was used for projects with unclear or long-term returns, and some
was used for general government consumption. For example, over 40% of the $750 million 2012 Eurobond
was disbursed to ZESCO (the Zambian National Electricity Corporation) to finance the Kafue Gorge Lower
Hydro Power Project. However, the project was commissioned after the bond had matured, failing to generate

timely returns [12].

O Favourable Global Monetary Policy: The government was emboldened to enter commercial debts by low
interest rates in the US, which made external borrowing more attractive. This led to the build-up of debt.
However, when the US Federal Reserve began to raise interest rates, it triggered a crisis by increasing the cost

of debt service and causing net portfolio outflows [11].

The government's plans, such as the 7NDP and 8NDP, aimed to achieve debt sustainability through a

combination of fiscal consolidation, structural reforms, and a shift in financing sources.

* Fiscal Consolidation: Both the 7NDP and 8NDP aimed to reduce the fiscal deficit and limit borrowing. The
7NDP, for example, sought to bring the deficit to less than 3% of GDP by limiting domestic and foreign
borrowing. The SNDP had a similar goal of reducing the fiscal deficit to 3.6% of GDP by 2026 and

containing domestic borrowing to less than 4.8% of GDP.

However, as the initial analysis shows, the government failed to adhere to this fiscal prudence. The
government's need to "catch-up with the infrastructure backlog" resulted in large budget deficits becoming
the norm from about 2011 onwards, a situation that had been building since the cash-budgeting era of the

nineties.

* Structural Reforms and Debt Management: The plans also included structural reforms and a shift in debt
management strategy. The government intended to use concessional resources as much as possible and only
pursue non-concessional borrowing for projects with high rates of return. The S8NDP also planned to
strengthen public finance management and enhance parliamentary oversight through revisions to the Loans
and Guarantees (Authorisation) Act. Despite these stated intentions, the government's actions did not align

with these plans.

For instance, the government issued three Eurobonds in quick succession to finance infrastructure, even as
copper export earnings began to drop. Additionally, the legal framework for patliamentary oversight remained

weak, allowing the executive to bypass proper checks and balances in contracting debt [12].
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* Diversification of Financing Sources: Both plans aimed to diversify funding sources. The 7NDP relied on a
mix of domestic revenues, grants, and controlled borrowing. The SNDP aimed to leverage non-traditional
sources like Public-Private Partnerships (PPPs) and green bonds to reduce reliance on traditional borrowing.
However, the government's pursuit of these plans was undermined by a lack of transparency, particularly
concerning borrowing from new creditors like China. The exact amount of Chinese debt was often unclear,
making it difficult for domestic actors to ascertain the country's true debt situation. This opaqueness

contributed to the debt build-up [13].

In summary, following the HIPC initiative, Zambia's external debt rapidly and unsustainably increased,
reaching $12 billion (130% of GNI) by 2019. This led to a default in 2020, just 14 years after the previous
debt relief. This scenario was driven by flawed assumptions in the government's multi-annual plans for fiscal
discipline. The plans failed due to a combination of external factors, such as volatile copper prices and shifts
in US monetary policy, and internal issues, including a lack of transparency and ineffective patliamentary

oversight.

1.3 Macroeconomic Assumptions and Debt Sustainability

In this section analyzes the performance of key macroeconomic variables under the Eighth National
Development Plan (8NDP) by comparing the plan's logical assumptions with the actual outcomes. It
highlights the successes and challenges in achieving the targeted fiscal stability and economic growth. The
viability for debt sustainability hinges on several key macroeconomic assumptions, all of which are
interconnected. The data captured in Table 8 below presents the planning estimates of these measures,

highlighting the difference between the plan's projections and the actual budgeted performance.
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Macroeconomic Indicator Baseline | Annual Annual Annual Annual Annual

Targets | Targets Targets Targets Targets
2022 2023 2024 2025 2026

Real GDP growth (%) 4.6 36 36 43 45 4.7

GDP at Constant prices (2021) (ZMW, 144,090 147,525 | 152530650 | 158,467.20 | 165,188.00 | 172,686.60

millions)

CPI inflation {end of period) 211 7 6-8 6-8 6-8 6-8

Share of Non-Traditional Earnings (NTEs) 249 | =30 =30 =30 =30 =30

earnings as %o total export earnings

Trade balance L] s53% billicm) -152 -0.177 | Positive Positive Positive Positive

Public Debt (% of GDP) =100 - - - - <65

Domestic revenue to GDP ratio (%) 175 | =18 21.8 223 229 23

Overall fiscal deficit, including grants (% of 33| <3 77 5 31 25

GDP)

Gross international reserves (months of =3 =2 =3 =3 =3 =3

Import cover)

Share of non-mining to GDP (%) 78.3 | =80 =80 =80 =80 =80

Current account balance, including grants (%o 2| = (2.4 =2 =2 =2 =2

of GDP)

Source: SNDP Implementation Plan, ZamStats/MoFNP, BOZ

* Real GDP Growth:

The plan assumes a consistent increase in Real GDP growth from 3.6% in 2022 to 4.7% by 2026. Multi-
annual plans show a fluctuating but generally positive trend, with growth at 3.5% in 2022, 4% in 2023, and a
notable increase to 4.8% in 2024. This aligns with the NDP's foundational assumption that economic growth

will increase the size of the economy and, in turn, reduce the debt burden.

e Public Debt and Fiscal Prudence:

The 8NDP worked on an assumption of a dramatic reduction of Public Debt burden from over 100% of

GDP in 2022 to less than 65% by 2026.

*The Overall Fiscal Deficit and Domestic Revenue Mobilization:

The 8NDP contains a significant contradiction in its fiscal targets for 2022-2026. While the plan for domestic
revenue mobilization is characterized by a steady and consistent upward trajectory, moving from 17.5% to a
targeted 23.0% of GDP, the plan for the overall fiscal deficit is notably volatile. The deficit is not planned to

decrease linearly; instead, it is set to rise from a planned
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5.3% in a base year to a planned 7.7% in 2024 before a dramatic drop to 2.5% in 2026. This disconnect
between a consistently increasing revenue plan and a fluctuating fiscal deficit plan reveals that the
government's spending targets are not fully synchronized with its revenue goals, undermining the overall logic

of a smooth path toward fiscal consolidation.

The plan aims for a continuous and robust increase in government revenue, which should naturally lead to a
consistent reduction in the deficit (assuming constant or controlled expenditure). However, the plan for the
deficit itself shows an increase in a key period (2022-2023). This implies a planned rise in government

expenditure during that time that is large enough to outpace the planned increase in revenue.

In a logically sound fiscal plan, a steady increase in revenue would be the primary driver of a steady decrease
in the deficit. The fact that the SNDP plans for revenue to grow consistently while the deficit grows for a year
before shrinking suggests that the government's spending and revenue targets are not fully synchronized. This
makes the overall fiscal consolidation strategy less predictable and highlights that the plan is built on an
assumption of significant and fluctuating non-revenue factors (most likely expenditure) that will influence the
final fiscal balance. The plan for the deficit is therefore inherently unstable, despite the stability of its revenue

mobilization component.

Table 9 shows actual macroeconomic indicators for 2019-2024 , which reveal a contrast between operational
fiscal discipline and a volatile, ballooning debt burden. The government achieved a remarkable reduction in
the fiscal deficit, bringing it down from a crisis peak of 9.3% in 2020 to just 4.8% in 2024, supported by
resilient GDP growth of roughly 4% and a robust recovery in import cover. However, this deficit reduction

masked an expansion in the debt stock.

The debt-to-GDP ratio underwent a volatile trajectory, surging from 34.00% in 2017 to a peak of 80.10% in
2020. While there was a notable reduction to 56.40% in 2022, the ratio surged again to 73.70% in 2023. This
disconnect implies that despite efforts to reduce the fiscal deficit, external factors—such as rising interest
rates and currency fluctuations—drove the total debt burden faster than repayment efforts or fiscal
consolidation could control it. Consequently, the ambition of the multiannual plans remains constrained, as

the target of reducing debt to less than 65% by 2026 has yet to be realized.
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Furthermore, the data indicates that this fiscal consolidation was achieved through severe austerity that
cannibalized social development. While donor grants provided a temporary buffer in 2022 (peaking at 5.42%
of GDP), their sharp decline to 1.61% in 2024 forced the government to make deep cuts to maintain fiscal
targets in the face of rising debt costs. Consequently, spending on critical human capital sectors was slashed
between 2023 and 2024: Education fell from 3.90% to 2.74%, Health Care from 2.92% to 2.19%, and
Agriculture from 1.84% to 1.24%. This confirms that the burden of servicing an enlarged debt stock has
effectively crowded out essential public investment, forcing a stark trade-off between satisfying fiscal metrics

and funding the real economy..

Table 9: Macro Economic Performance Indicators for 2019 — 2024

2019 2020 2021 2022 2023 2024
Tax % GDP 17.19%6 | 1691% | 18.84% | 18.14% | 17.68% 17.23%
Grants % GDP 0.57%% (0.84% 2.41% 5.42% 4.84% 1.61%
Debt 2% GDP 50.2%% 80.1%% 71.5% 56.4% 73.7% 69.6%
Fiscal Deficit %% GDP 6.5% 5.5% 0.30% 6.70% T.70% 4 80%
Import Cover (Months) 2.1 24 44 38 37 46
Interest Rates 11.7% 19.2% 16.4% 9.9% 13.1% 16.7%
Domestic Revenue % GDP 18% 22% 18% 21% 209% 22%
GDP Growth Rate 2.0% -3%0 3.6% 5.2% 5.4% 494
Sector Spending
Education % GDP 3.39%% 2.75% 3.12% 2.81% 3.90% 2.74%
Health Care? GDP 2.07%% 2.14% 2.20% 217% 2.92% 2.19%
Agriculture? GDP 0.69%% 1.07% 1.30% 2.05% 1.84% 1.24%
Social Protection% GDP 0.55% 0.01% 1.08% 0.97% 1.38% 131%
Water and Sanitation% GDP 0.05%% 0.31% 0.30% 0.20% 0.16% 0.09%;
Roads%s GDP 0.90%% 1.36% 0.18% 071%
Electnaty?e GDP 0.04%% 0.09% 0.15% 0.06% 0.21% 0.10%

Source: Analysis of MoFINP Financial Reports and BOZ Annual Reports

The period leading up to 2017 was marked by a deepening economic crisis in Zambia. Concerns were already
being raised on the level and sustainability of Zambia’s debt and unrealistic expectations in meeting the
country’s development agenda. For instance, as early as 2015, concerns were being raised about the
sustainability of the country’s debt due to a "quadruple crisis". This crisis included an 80% depreciation of
the local currency, a severe electricity crisis, and a widening fiscal deficit that had grown from about 1% of
GDP in 2011 to 6% by 2015. The situation was exacerbated by the issuance of three Eurobonds totalling

US$3 billion to fund infrastructure projects and a decline in international copper prices [11, 12].
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Concerns also grew over the lack of transparency regarding Chinese loans to Zambia. It was estimated by the
onset of the 8NDP the debt to China at around US$4 billion, highlighting that the country was increasingly

relying on high-interest commercial and non-concessional loans [13].

This lack of transparency, coupled with mismanagement of public finances, created an environment ripe for
corruption and inflated project costs, with possible consequences of including debt default could lead to
vulture funds and international creditors taking over Zambia's mineral resources [14]. The Zambian
government was seen as fully responsible for the crisis, having ignored warnings from local economists, the

opposition, and external advisors.

The 2021 general elections yielded a political transition from the Patriotic Front (PF) to the United Party for
National Development (UPND). The Zambian government’s strategy, as reflected in its annual budget
speeches from 2017 to 2024 and in the shift in sectoral priorities from 7NDP to SNDP described in Section
1.1, shifted away from expansionary development. Instead of relying on ambitious external fundraising, the
government chose to prioritize internal reforms, fiscal discipline, and a more sustainable, domestically focused

development model.

However, this defensive posture raised significant questions regarding the ambition of the plans themselves.
When viewed against international benchmarks, such as the Sustainable Development Goals (SDGs), the
targets set during this period appear modest and constrained. The period from 2017 to 2024 reflects a period
of fiscal dualism across consecutive administrations. While the 2030 Agenda calls for aggressive scaling of
social protection, universal health coverage, and quality education, the subsequent execution through annual

Finance Acts was increasingly constrained by debt-servicing obligations.

The transition from the 2017-2021 planning cycle to the post-2021 framework marks a shift where austerity
moved from a 'reactive necessity' in annual budgets to a 'formalized policy pillar' in the national strategy. The
necessity of servicing an unsustainable debt burden forced a trade-off: the government could prioritize fiscal
survival or developmental ambition, but not both. Consequently, the plans from 2017 to 2024 represent a

"survivalist" strategy rather than an aspirational roadmap toward the SDGs.
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Summary of Reasons for Curtailed Ambition in External Funding

* Debt Crisis and Unsustainable Borrowing The heavy debt burden was a central factor limiting
development. The government viewed national debt as a "constitutional and statutory obligation," which
effectively cannibalized resources meant for the SDGs. An official from the Ministry of Finance explained
that the "higher the national debt, the more likely it is to adversely impact public investment, especially in key

priority sectors such as the social sector, as well as looking at infrastructure".

This was directly felt in sectors like health, where facilities could not be completed "because of lack of
funding". The government's focus shifted from contracting new debt to managing existing obligations to
"release cash" for development, and officials emphasized the importance of transparency in new borrowing

arrangements.

* Emphasis on Fiscal Discipline and Credibility: Successive budgets prioritized restoring fiscal credibility.
The government aimed to contain expenditure and enhance domestic revenue mobilization to reduce the
fiscal deficit. The goal was to demonstrate a commitment to spending within means, which naturally
depressed the ambition of development projects compared to what was required for poverty alleviation. An
official from the Ministry of Finance stated that fiscal policy decisions were shaped by "the political side of
things, the structural economic challenges as well as pressure from our cooperating partners".

* Preference for "Homegrown'"

Solutions: The government prioritized its own economic recovery
programs, such as "Zambia Plus," as the primary drivers of growth. External support from institutions like
the IMF was seen as a complement to these domestic efforts, not a foundation. This approach was
particularly evident as the government engaged with the IMF for a program that would anchor debt

restructuring, but only after implementing its own internal reforms. This inward-looking strategy, while

sovereign, limited the scale of resources available for ambitious multi-year planning.
e Unreliability of External Grants: The 2018 budget speech noted that revenues were below target in 2017

partly due to the "non-disbursement of grants from cooperating partners". This unpredictability discouraged

the government from building ambitious plans reliant on donor aid.
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e Strategic and Concessional Borrowing: Instead of broad, ambitious external fundraising, the government

became more selective. It canceled non-concessional loans and focused on securing highly favorable, long-

term concessional loans from multilateral creditors for specific, high-priority projects. This was intended to

build the country's capacity to service debt once it was restructured without adding to the debt burden. While

prudent for debt management, this significantly reduced the volume of capital available for broad-based

development initiatives.

* Decentralization of Local Development: In a significant policy shift, the government focused on

decentralization, specifically by increasing the Constituency Development Fund (CDF) to empower local

communities. The Center for Trade Policy and Development noted that this approach, while slow in some

areas, was politically sensitive and designed to fund local infrastructure and create jobs using local labor,

thereby reducing the need for large, centrally managed projects.

The government believes that CDF is a "game changer in many respects, including rural roads

". Howevet,

critics note it may also be a way to manage lower central ambitions by shifting the burden of development

execution to local levels, using smaller, labour-intensive projects rather than large-scale national infrastructure.

Table 10 below provides excerpts in budget speeches during this time, that provide the basis for the summary

above.

Table 10:Revenue Raising Rationale in Budgeting

Year | Reason Summary of Reasons Excerpts of Budget Speeches
Category

2017 | Strategic & The government's "Zambia Plus" program | "Sir, tuming the economy around requires that we make hard
Homegrown | was 2 homegrown imtiative, mtended to choices and implement difficult reforms." "I would Like to
Approach be a foundation for stability rather than retterate that "Zambia Plus’s 1s 2 home-grown Economic

relving on external support. The Minister
of Finance explicitly stated that no
financing arrangements with the IMF had
been agreed upon.

Recovery Programme to be complemented by external support

from our Cooperating Partners, including the International

Monetary Fund (IMF)." "Sir, I would like to clarfy that Zambia
has not vet discussed any programme with the IMF. Therefore,

there are no cond:ltlons or financing arrangements that have
been agreed upon.”
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Year | Reason Summary of Reasons Excerpts of Budget Speeches
Category
2018 | External A revenue shortfall in 2017 was partly "Revenues and grants are projected to be below target by... on
Factors & attributed to the "non-disbursement of account of...the non-disbursement of grants from cooperating
Fiscal Crsis | grants from cooperating partners". This partmers." "I will subsequently outline the measures we are
highlighted the unreliability of external undertaking to comprehensively deal with the issue of debt.”
grants. The government aimed to counter | "Slow down the contraction of new debt to ensure debt
this by focusing on fiscal consolidation sustainability."
and slowing down the accumulation of
new debt.
2019 | Fiscal Crisis | The government pursued fiscal "The budget that secks to progressively reduce the fiscal deficit,
& Debt consolidation to address unsustainable maintain a sustainable debt position and safeguard the
Management | debt and deficits. It aimed to increase vulnerability of our society.” "The proposed measures will
domestic revenue to 18.7% of GDP and ensure that domestic revenue as a proportion of GDP increases
limited expenditure to reduce the fiscal to 18.7 percent from 17.7 percent in 2018." "Total resources...
deficit to 6.5% of GDP. The share of Domestic revenues account for 64.6 percent, while 2.2 percent
external grants was a small 2.2% of the is support from cooperating partners."
total budget.
2020 | Fiscal Crisis | The budget prioritized restoring fiscal "The Budget... prioritize creating fiscal space, ensuring debt
& Debt health by addressing the debt overhang sustainability and dismantling domestic arrears.” "The
Management | and dismantling domestic arrears. The government will slow down external debt contraction; postpone
government committed to postponing or or cancel some pipeline loans; cease the issuance of
canceling some pipeline loans and ceasing | guarantees." "I have increased the allocation towards
the issuance of new guarantees to reduce dismantling of arrears to K2.3 billion in 2020 from K437
the debt burden. The strategy was mullion in 2019."
centered on 2 "doing more with less"
approach.
2021 | Fiscal Casis | The government's new Economic "Government has developed a medium-term Economic
& Strategic Recovery Programme was a homegrown Recovery Programme...It also contains measures to restore debt
Approach strategy to address a growing external debt | sustainability." "Government remains committed to restoring
of US§11.97 billion. It explicitly stopped | public debt sustainability...contraction of new commercial
contracting new commercial external debt, | external debt has been stopped.” "Sir, so far,
canceling US$1.1 billion in pipeline loans, | US1.1billionpipelineloanshavebeencancelledandUS280.0 million
and saving US§280 million from re- has been saved from the re-scoping of projects.”
scoping projects. The focus was on local
solutions and resilience.
| 2022 | Fiscal Crisis | The new administration inherited an "This Government has inherited an economy suffering from

& Strategic economy with "extreme indebtedness” the effects of extreme indebtedness and COVID-19." "The

Approach and a fiscal deficit of 10.4% of GDP. It fiscal deficit, on a cash basis, is projected at K39.0 billion or
anchored its strategy on a new IMF- 10.4 percent of GDP..." "The New Dawn Administration is
funded program to facilitate debt actively engaging the International Monetary Fund for a funded
restructuring and release cash. A key, programme... Once attained, Zambia will be able to engage
domestically focused policy was to take creditors to restructure its debt..." "The anchor... for the New
development "closer to the people” by Dawn Administration is taking resources closer to the people.
significantly mcreasing the Constituency To this end, we have significantly increased the Constituency
Development Fund (CDF) to K25.7 Development Fund or CDF to K25.7 mullion per constituency
million per constituency. compared to K1.6 million allocated in 2021."

2023 | Fiscal Crisis | With an IMF-supported program in place, | "The Programme with the IMF has enabled Government to
& Debt the government’s focus was on using this | make progress in resolving the debt crisis. It has also helped to
Management | anchor to unlock resources from other unlock resources from bilateral and multlateral development
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Year | Reason Summary of Reasons Excerpts of Budget Speeches
Category
development partners and engage partners to support our development agenda." "I am pleased to
creditors on debt restructuring. It secured | report that we have secured US$300 million from the World
a US$300 million concessional loan from | Bank for the development of farm blocks..." "This is money we
the World Bank for farm block are borrowing on very soft terms to create jobs and make
development, framing it as money money for Zambia."
borrowed on "very soft terms to create
jobs and make money". This was a
strategic use of external funds for
productive purposes, rather than general
expenditure.

2024 | Fiscal Crsis | The government's external debt was now | "Madam Speaker, Zambia's external debt is now under control
& Strategic "under control" after a restructuring following the debt restructuring agreement reached earlier this
Approach agreement. The new budget focused on vear." "The focus of the 2024 Budget is, therefore, to promote

"Unlocking Economic Potential" by economic growth through enhanced private sector investment,
increasing domestic revenue to /9% of increase production and productivity, and improve public

the budget. It continued to prortize service delivery." "I propose to increase the allocation to CDF
Public-Private Partnerships and further to K4.8 billion...each constituency will receive K30.6 million
increased the CDF to K30.6 million per from the current K28.3 million."

constituency to empower local

communities and reduce reliance on

external debt for infrastructure projects.

1.5: Conclusion

Zambia's development ambitions, particulatly its ability to pursue external funding, have been significantly
curtailed by a multi-faceted crisis of debt, fiscal mismanagement, and political pressures. The most prominent
reason for this was the sheer scale of the nation's public debt, which was consistently described as a
"constitutional and statutory obligation" that adversely impacted public investment in essential sectors like
health and infrastructure. This reality forced the government to pivot away from ambitious fundraising and
instead focus on managing existing obligations to "release cash" for development. This is evident from an
official of the Ministry of Health who said, "some facilities that were started cannot be completed because of
lack of funding". This context also reveals that, for many years, the government's approach was a strategic
shift away from non-concessional loans towards more highly favourable, long-term concessional financing

from multilateral partners.

The government's response, especially after 2020, was anchored in a renewed emphasis on fiscal discipline and
homegrown solutions rather than a reliance on external funding. The political economy dictated that while
certain reforms—such as phasing out fuel subsidies could be implemented, others in sensitive sectors like

agriculture had to be approached with caution.

28




This political dimension, where, as one key informant put it, "the agricultural sector is where the votes come
in from," illustrates a key constraint on the pace of reform. The government also prioritized domestic
initiatives like the Constituency Development Fund (CDF), aiming to empower local communities and create
jobs directly, effectively reducing the need for large, centrally managed projects that often depended on
external loans. This strategy was seen as a "game changer in many respects" for local development, including

rural roads.

In summary, Zambia's multi-annual plans, while setting ambitious goals aligned with global commitments like
the SDGs, were continuously challenged by a volatile economic landscape and a deep-seated fiscal crisis. A
conscious shift in strategy moved the focus from borrowing for development to a more disciplined,

domestically funded, and transparent approach.

This recalibration of external partnerships meant that foreign support became a complement to internal
reforms rather than a substitute for sound fiscal management. This new path aimed to address the nation's
infrastructure and development needs in a manner that was financially sustainable and politically viable.
However, the IMF's praise for Zambia's "broadly satisfactory" performance and commitment to reforms can
be a "mirage of recovery". While macroeconomic indicators may show positive trends, the cost is often borne

by the most vulnerable through cuts to social spending.

The protracted and back-and-forth negotiations under the G20 Common Framework, which kept the
Zambian economy in a "standstill for over 3.5 years," highlight the weaknesses of the international financial
architecture. This process demonstrates that the system is not designed for a timely resolution but rather to
manage creditor interests. Ultimately, while Zambia has moved toward a more disciplined and domestically
funded approach, its ability to fully address its infrastructure backlog and development needs remains
constrained by an international financial system that prioritizes debt repayment over true financial

sustainability and self-determination.
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Section 2: Shocks - Analysis of the Impact of Shocks on Zambia's Fiscal Landscape

Zambia's macroeconomic landscape from 2019 to 2024 was significantly shaped by a series of internal and
external shocks, which often derailed the government's multiannual plans and budgetary objectives. While
initial economic strategies were designed to foster growth and stability, recurrent challenges such as adverse
weather conditions, global commodity price volatility, and the unprecedented COVID-19 pandemic forced

repeated coutse cortrections.

These shocks had a direct impact on key economic indicators, causing frequent revisions to fiscal targets and
monetary policy stances. The Government of Zambia (GRZ) and the Bank of Zambia (BoZ) consistently
responded with measures aimed at fiscal consolidation, debt management, and buttressing the financial sector

against further instability.

An analysis of annual performance against stated objectives reveals a clear pattern: ambitious growth,
inflation, and fiscal deficit targets were frequently missed as shocks materialized. For instance, severe droughts
in 2019 and 2024 negatively impacted the agriculture and energy sectors, directly leading to a contraction or

slowdown in GDP and a surge in food and electricity prices.

The COVID-19 pandemic in 2020 amplified existing vulnerabilities, pushing the economy into a recession and
culminating in a sovereign debt default. Furthermore, global commodity price fluctuations, particularly for
coppet, and a strong US dollar combined with pressures from servicing external debt regularly contributed to
the Kwacha’s depreciation and inflationary pressures, making it difficult for the BoZ to maintain price stability

within its target band.

Despite these setbacks, the period also highlights moments of resilience and strategic shifts. Economic
recovery began to take hold in 2021 and 2022, with GDP growth exceeding expectations, international
reserves reaching historic highs, and inflation trending downwards. This was largely a result of favourable
external conditions, successful fiscal consolidation efforts, and a positive change in market sentiment. While
challenges persisted, the government's and the BoZ's responses, such as the "Zambia Plus" economic
recovery program and the establishment of facilities to support key sectors, demonstrate a consistent, though

often challenged, commitment to navigating a turbulent economic environment.
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2.1 Key Impacts of Shocks and Government Responses (2020-2024)
Key Informant Interviews with government officials and civil society organizations provide additional context

on how these shocks impacted government operations and service delivery.

* Political and Fiscal Pressures

The government's fiscal policy and public investment priorities have been heavily influenced by a combination
of political, structural, and external pressures. The national debt, considered a "constitutional and statutory
obligation," often forced the government to reduce resources for public investment in critical sectors like
health and infrastructure. An official from the Ministry of Health confirmed this, stating that many planned

health facilities could not be completed "because of lack of funding".

e Climate Shocks and Service Delivery

Climate shocks, such as drought, directly impacted agricultural production and food security. This led to a
need for government interventions and adaptations. According to an official from the Ministry of Education,
the government has responded by promoting investments in climate initiatives and exploring alternative

funding options like grants and green bonds to avoid increasing the debt burden.

* Inefficiencies and Mismanagement

Officials also highlighted internal inefficiencies and issues that hampered effective service delivery. A Ministry
of Health official noted that many new medical equipment purchases "don't last" and that there is "some kind
of inefficiency" in the procurement and supply chain process for medical supplies. This results in costly
outsourcing to the private sector. Similarly, an official from the Ministry of Education noted a key challenge in
enforcing good behaviour among teachers, particulatly the practice of "teachers shunning rural places”

despite large investments in the education sector [1].

* Challenges in Policy Reforms

While the government has initiated economic reforms, their implementation has sometimes been slow due to
political factors. An official from a Civil Society Organization (CSO) explained that reforms in the agricultural
sector, such as the transition to an e-voucher system, have been sluggish because the sector is politically
sensitive. As the official put it, "any citizen would understand that the agricultural sector is where the votes
come in from" and "you don't want to sort of mess around with the agricultural sector" for fear that "the
farmers might rebel". This suggests a balancing act between implementing necessary reforms and managing

public perception and political support.
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Table 11 provides a summary of the multi-annual plans, and a chronology showing the shocks in

each year, and how the GRZ and BOZ responded to these shocks.
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Primary and Budget Balance

The Budget Balance represents the difference between a government's total revenue and its total expenditure,
including interest payments on debt. The data, represented by the green line, shows a persistent negative
balance or deficit for most of the period. This means the government consistently spent more than it
collected, necessitating further borrowing. A notable exception is the year 2020, which shows a significant
surplus. This surplus is likely a direct result of the Debt Service Suspension Initiative (IDSSI), which

temporarily halted interest payments on external debt, thus improving the overall budget balance.

The Primary Balance and Debt Burden

The Primary Balance (represented by the green line in Figure 2) has remained largely positive for nearly a
decade. This indicates that, excluding debt service obligations, the government’s core revenue has generally
been sufficient to cover its non-interest operational expenditures. While the primary balance has been a
surplus since the onset of the 7NDP, the data points to a decline toward 2024. This negative trajectory is
concerning because a shrinking primary surplus suggests that fundamental spending is beginning to outpace

revenue generation, even before debt is factored in.

This deviation is particularly notable given that the IMF program typically conditions its support on
maintaining a positive primary surplus, with interpretation of failing to meet this suggesting
underperformance in revenue generation or government struggling to shed off non-interest spending, often
exacerbated by external shocks like the 2024 drought and the necessity of maintaining minimal social
protection floors. It should be noted that the budget deficit figures presented here may differ from central
bank (BOZ) reporting. While BOZ typically utilizes an accrual basis, the data in Figure 2 reflects Government
of the Republic of Zambia (GRZ) financial reports, which utilize a cash basis. This distinction is critical for
understanding budget execution: while accruals represent economic theory and obligations, the cash basis
reflects the liquidity management and lived reality of the treasury—highlighting what was actually paid versus

what was owed.
The Budget Balance (represented by the orange line) tells a different story to the primary balance. While the

primary balance is improving, the overall budget remains in a persistent deficit, projected at approximately

3.0% of GDP by the end of 2024. The gap between these two lines represents Interest Payments.
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Historically, this gap was driven by high debt service costs. Notably:

* The 2020 Stability: Despite the COVID-19 "spending push," the primary balance remained relatively stable
because the collapse of the construction and roads budget effectively froze many capital projects, resulting in
a reallocation of funds rather than a massive net expenditure increase.

* The 2022 Interest Spike: A huge gap remained in 2022. While the Debt Service Suspension Initiative (DSSI)
provided relief for bilateral debt, it did not cover commercial or domestic debt. Consequently, interest
payments remained high as the government continued to service its domestic securities.

¢ 2023-2024 Convergence: Interestingly, interest payments (the gap) appear to narrow in 2023 and 2024
despite rising global interest rates. This is largely attributed to debt restructuring efforts aimed at securing

rates below market peaks and a strategic shift in liquidity management.

We observe a sharp deterioration of the Primary Balance (green line), which plummeted from a healthy
surplus of approximately 4.6% in 2022 to a deficit of about 1.7% in 2024. Consequently, the gap between the
Primary Balance and the Overall Budget Balance (orange line) has narrowed significantly toward the end of
2024. In previous years (like 2022), a large gap existed, indicating that high interest payments were the main

cause of the budget deficit. However, by 2024, this dynamic shifted.

The narrowing gap coupled with the decline of both lines into negative territory suggests that the fiscal
deterioration is no longer just about debt service costs. Instead, the government has slipped into a primary
deficit, meaning that core revenue is no longer sufficient to cover even basic non-interest expenditure. This
convergence indicates that fiscal slippage—Ilikely driven by the drought response and revenue shortfalls—has

become the dominant driver of the deficit, rather than interest payments alone.
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Figure 2: Primary Vs Budget Balance 2015-2024
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2.2 Main Fiscal Measures Taken in Response to Shocks

Between 2020 and 2024, Zambia's government implemented a series of fiscal measures to navigate significant
economic challenges, including a crippling debt crisis, the global COVID-19 pandemic, and the impacts of
climate change. Each yeat's budget addressed the most pressing issues of the time, demonstrating a strategic

shift from immediate crisis management to long-term economic transformation.

The fiscal policies evolved from stabilizing a volatile economy and addressing the pandemic's fallout to
focusing on debt restructuring, increasing social spending, and fostering private sector investment. This period
saw key initiatives such as increasing the Constituency Development Fund (CDF) to empower local
communities, recruiting a record number of public workers, and providing targeted tax incentives to stimulate
growth in critical sectors like mining and agriculture. These measures were designed to unlock the country's
economic potential, create jobs, and improve the livelthoods of its people. Table 13 below provides a list of

shocks and the fiscal measures taken in response to them.
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Table 13: Fiscal Measures in Response to Shocks 2020-Present

Year Primary Shocks and Challenges Fiscal Measures and Responses

2020 | Global Slowdown, High Debt, Chmate Increased Spending to Mitdgate Shocks: The budget addressed
Change, COVID-19. The economy faced | climate change by investing in climate-smart agricultsre and irrgation
2 contraction due to the global economic | projects to reduce reliznee on rain-fed farming. To tackle the
slowdowrn, an inherited debt burden, and | pandemic, the budgset was realigned to increase resources for the
domestic issues like adwverse weather heszlth sector.
affecting agriculture end energy. The
COVID-19 pandemic forther exacesbated | Revenue and Debt Management: The government maintained the
thase izsnes, leading to lower revenua exizting Value Added Tax (WAT) system after public consultation,
collection. opting to improve complance rather than introducing 2 new sales tax.

A COVID-19 bond was issued to raise domestic fonds for
dizmantling arrears, paying VAT sefunds, and supporting small and
medium-sized enterprizes (3MEs). The government also zimed to
slow down debt accomulation.

2021 | Cragomg COVID-19 Pandemic, Elevated | Social and Economic Support: The government lavached an
Diebt Crisiz, znd Fising Inflation. The Economic Eecovery Programme to stimulate growth and protect the
economy was still recovering from the wulnerable. The number of hooseholds on the Socizl Cash Trzasfer
patdemic, with sectors kke tourizm being | Programme was mereased to 994,000, and the transfer value was
hit partsculasly hard. Inflation was high, ezised. The budget zlzo allocsted K1.1 billion to the Food Secusity
averagmng 15.0%% in the frst eight months | Pack Programme.
of the vear, desven by energy and food
prices. The national external debt stock Diebt and Tax Measures: The government actively engagad with the
increased to US$11.97 hillion. 520's Diebt Service Suspension Initiative to secure debt relisf To aid

the tourizm sector, corporate moome tax for hotels and lodges was
reduced from 35% to 1394,

2022 | Extreme Indebtedness, Lingerng Fiscal Prudence and Social Investment: The govesnment
COVID-19, and High Cost of Laving. The | committed to restoring fizeal and debt sustainahility and engaged with
new admin:ztration inherited an economy | the IMF for an Extended Credit Facility (ECF) program. A key
with unsustainable debt levels, a measure was 2 deamatic increase in social spending. The govesnment
constrained fiscal space, and high hired 30,000 teachers and 11,200 hezlth personnel to address staff
inflation. The fiseal deficit was projected shortages. The Constitnency Development Fund (CDF) was increasad
at 10.4%: of GDPF. The goveraments to F23.7 million per constituency from K1.6 million, and its scope
challenge was to rebuild the economy, was broadened to include bursaries and empowerment schemes.
ereate jobs, and improve lvekhoods.

Tax and Revenue: The PAYE tex-exempt threshold was rzized to
E4.500. Minersl rovalty deductiility for corporate income tax was
reintroduced to attract ittmestment in the minng sector.

2023 | Global Inflationzry Pressures, Dlomestic Expenditure and Debt Resolution: The budget pricctized
Food Supply Shocks. Global growth was stababkming the economy by zecuring an IMF ECF arrangement, which
down due to international conflicts and anchored the debt restroctusing process. The government simed to
fnancizl tightening. affecting commeodity | reduce the fizcal deficit to 7.7% of GDP from 9.8%. To tackle
prices. Domestically, food prices, inflation zad food prices, the government stzndardized VAT on petrol
particularhy maize, roze due to the late and diesel, arqung this would free up resoucces from inefficient
onzet of rains and other weather-related subsidies to fund social programs like free education.
issues, driving up inflation. The countey's
debt sifuation was 4 major constrant. Social Measures: The allocation for dismantling domestic arrears was

itncreased to E6.8 billion. Pension arrears under the Public Serice
Penzions Fund were cleared, and the government began to address the
backlog for the Local Authorities Superannmation Fund.

2024 | Drought and it= Impact on Food and Targeted Interventions and Growth: The government zimed to

Energy, Corrency Depreciation, Cost of
Living. The economy experianced a
slowdown due to reduced mining
production znd the adrerze effect: of
dronght. which impacted agenculture and
electricity generation. Inflation edged up
to 12%0 dooren by food poces and the
depreciation of the Kwacha. The
government's theme was "Unlocking
Economic Poteatial” to build on its
recent stabiity

reduce the fiscal deficit to 4.5% of GDF and limit domestic
borrowing. It moreazed the sllocation to the Constitnency
Dievelopment Fund (CDF) to F4.8 ballion, a 7% increase from 2023,
to sopport commnity peojects and entreprenenrship.

Food and Energy Security: To address high mesl prices, the
movernment relezzed maize stocks from the Food Feserve Agency
(FRA) for community milling. It alzo provided incentives for local
marnufacturers to produce fertilizer, which had seen s sigrificant price
reduction. The government nvested heavily in farm blocks, roads, and
irpigztion infrastructure to boost agricultursl production and reduce
chmate slnerability.

Source: Analysiz of BOZ Annual Report 2012-2024, GR7 Budget Speechez 2019-2024
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2.3 Sectoral Performance

The data reveals that government spending across all seven key sectors discussed earlier consistently fell short
of budget allocations from 2017 to 2024. This trend highlights the persistent fiscal pressures and the gap
between development ambitions and financial realities. Despite increases in planned budgets over the years,
actual expenditures were constrained, a pattern consistent with the fiscal consolidation and debt management

strategies.

This is as a result of Zambia operating a cash budget system which means that if tax payments are low and
debt payments high in a particular month, treasury does not release funds to ministries. For example, in the
case of a sector like education, the ministry may have the administrative capacity to build a school, implement
the plan etc, but if funds are not released, the variance appears and is disguised as underspending. Below is a

breakdown of the performance for each sector. Results are presented in constant 2024 prices/real terms:

Sectoral Performance: 2017-2024

Figure 3 and Table 14 show that there were fiscal volatility and evidence of fiscal contraction in 2024. While
the 2021-2023 period showed signs of recovery and increased spending in key sectors, 2024 marks a sharp
reversal, with the economy (GDP) contracting by 7% and nearly every major sector facing double-digit

spending cuts.

1. The fiscal cliff is explicit from the contraction in most sectors in 2024. This coincides with a 7% decline in
real GDP and enaction of austerity measures across all sectors covered in the analysis:

* Human Capital Reversal: After a massive surge in 2023 (where Education grew 41% and Health 37%), both
sectors faced deep cuts in 2024 (-18% and -13% respectively). This unteliable/stop go funding creates
instability, making it difficult to sustain the improvements made in the previous year.

* Productive Sector Collapse: Agriculture contracted 22% in 2024. Given the backdrop of the drought in the
previous year, withdrawing funding from the sector during a crisis likely exacerbated the economic

contraction.
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2. Social Protection: Social Protection is the only primary sector (outside of the volatile Roads category) to
register growth in 2024 (+10%).

3. There is also instability in infrastructure planning:

e Water and Sanitation: This sector contracted for three consecutive years (2022-2024), with the cuts

intensifying to -39% in 2024.

Figure 3: Sectoral Performance-2024
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Source: Analvsiz of BOZ Annual Report 2019-2024 & GRZ Financial Reports

Table 1: Fiscal Measures in Response to Shocks 2020-Present

Sector Growth/Contraction
2018 2019 2020 2021 2022 2023 2024

Education -3% -7% -22% 24% -9% 41% -18%
Health Care -15% 10% -1% 12% -1% 37% -13%
Agriculture -39% -34% 48% 33% 59% -9% -22%
Social Protection! -48% 37% -98% 12184% -10% 44% 10%
Water and Sanitation - - - 3% -33% -17% -39%
Roads - - - - - -87% 360%
Electricity -4% -8% 107% 88% -57% 231% -45%

GDP, constant 2024 price 4% 0% -5% 9% 25% 3% -7%

Source: Analysis of BOZ Annual Report 2019-2024 & GRZ Financial Reports in Constant 2024

Prices
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2.5 Conclusion

Zambia's multi-annual plans set ambitious goals, but their implementation was continuously challenged by a
volatile economic landscape and a deep-seated fiscal crisis. A strategic shift moved the focus from borrowing
for development to a more disciplined, domestically funded, and transparent approach. This recalibration
meant that foreign support became a complement to internal reforms rather than a substitute for sound fiscal
management. This new path aimed to address the nation's infrastructure backlog and development needs in a

way that was financially sustainable and politically viable.

However, the IMF's praise for Zambia's "broadly satisfactory" performance and commitment to reforms can
be a "mirage of recovery". While macroeconomic indicators may show positive trends, the cost is often borne
by the most vulnerable through cuts to social spending. The protracted and back-and-forth negotiations under
the G20 Common Framework, which kept the Zambian economy in a "standstill for over 3.5 years," highlight

the weaknesses of the international financial architecture.

This process demonstrates that the system is not designed for a timely resolution but rather to manage
creditor interests. Ultimately, while Zambia has moved toward a more disciplined and domestically funded
approach, its ability to fully address its infrastructure backlog and development needs remains constrained by
an international financial system that prioritizes debt repayment over true financial sustainability and self-

determination.

Analysis of actual data, captured in Figure 4 and Table 14 suggests that the fiscal consolidation in 2024 was
not achieved through gradual efficiency gains, but through a shock contraction. The government essentially
erased the spending growth of 2023 to manage the economic shrinkage of 2024, sacrificing investment in

Health, Education, and Agriculture while attempting to maintain a basic safety net through Social Protection.
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Section 3: IMF to the Rescue?

3.1 The IMF Program's Impact on Fiscal and Sectoral Policy

The IMF program, initiated in 2022, marked a fundamental policy shift for Zambia, moving the government
away from an unsustainable fiscal trajectory and toward fiscal consolidation. This change was a direct
response to the debt crisis that saw the country default in 2020 and a clear departure from the government's
pre-negotiation budget plans. The IMF's Extended Credit Facility (ECF) arrangement was approved by the
IMF Board of Directors on August 31, 2022, nearly two years after Zambia's sovereign debt default in

November 2020. The program was set for a duration of 38 months, running from 2022 to 2025.

1. Policy Shift and Fiscal Balances

Prior to the IMF engagement, the government's budget plans were based on an "expansionary fiscal policy,"
where the government consistently spent more than it was collecting, leading to debt accumulation and
unsustainable debt levels. The fiscal deficit for 2020 was projected to rise to an unsustainable 14.2% of GDP
against an original target of 5.5%. This policy shift necessitated a fundamental change toward fiscal
consolidation because, in the words of a government informant, "the path at which we were was

unsustainable".

This policy change, whose primary goal was to restore macroeconomic stability and reduce the budget deficit,

was primarily achieved through:

* Expenditure Rationalization: This included the "temoval of fuel subsidies, as well as the moving towards
the cost-reflective electricity tariffs".

* Revenue Mobilization: The government undertook to strengthening the Zambia Revenue Authority’s
(ZRA) ability to collect revenues by encouraging them to introduce electronic tax systems as well as widening

the tax base.

The government's commitment to fiscal consolidation is evident when comparing budget targets (See Table
11 in Section Two). The 2021 budget aimed for a fiscal deficit of 9.3% of GDP, while the first budget under
the new administration, for 2022, set a lower target of 6.7% of GDP. Although the actual deficit for 2022 was
higher than planned at 7.8% of GDP, partly due to the war in Ukraine affecting the cost of agricultural
inputs, the 2023 deficit ended at 5.7% of GDP, below the target of 7.7%.
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A notable consequence of the IMF reforms was a disconnect in understanding of fiscal consolidation at the
ministry level. The Ministry of Finance, focused on broader economic objectives and using tools like
performance-based budgeting to control spending, often clashed with line ministries. These ministries, with
their deep understanding of their sectors, felt their ability to deliver programs was compromised by external
expenditure ceilings. This created a tension where the Ministry of Finance, rather than the ministry directly
responsible for a sector like health or education, ultimately determined the funding for social impact

programs as explained by an informant.

“And these figures have been coming from what we submit as the ministry in conjunction with the Ministry
of Finance and National Planning. Because they look at our performance, for instance, the current
performance this year, they will assess our performance, then they will come up with ceilings, they will set

ceilings. Then they will advise the ministry that these are the ceilings for the following year”.

2. Reprioritization of Sectoral Spending

The shift in fiscal policy had a direct influence on public investment priorities, and this was reflected in
interviews with different ministries. Those representing sectors like infrastructure and energy expressed a
positive view of the changes, as the new budget allocations favoured their areas. In contrast, ministries
focused on social protection may have had different experiences. This reprioritization resulted in tangible
investments, such as increased funding for roads, water, and sanitation, which a Ministry of Finance official

presented as a positive step.

In contrast, the Ministry of Health has faced significant challenges. A representative from the Ministry of
Health noted that public investment in the sector has been hampered by limited fiscal space and a lack of
funding. As a result, several health facilities that were started could not be completed. A government-
sponsored project to build 120 mini-hospitals and five Level One hospitals has been repeatedly postponed
due to insufficient funding. The Ministry of Health also relies heavily on external partners for drug
procurement, with partners supplying almost half of the required drugs. A situation that was recently
painfully brought home with the shutting down of the United States Agency for international Development

(USAID).
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Therefore, it appears that while some sectors like roads and water have seen positive shifts in allocation,
other social sectors like health continue to face significant challenges due to debt constraints and limited

fiscal space.

Key informants from various ministries provided details on how different sectors were affected.

* Healthcare

O Public investment in the health sector has been constrained by a lack of funding and limited fiscal space.

O Several planned health facilities remain uncompleted because of insufficient funding,.

O A government-sponsored project to construct 120 mini-hospitals and five level one hospitals has been
repeatedly postponed due to a lack of funds.

O The Ministry of Health has relied heavily on partners to procure drugs, with partners supplying almost half
of the required drugs.

* Education
O The government has prioritized human capital development, with a focus on recruiting teachers and
healthcare personnel.

O In 2022, the government was able to recruit 30,000 teachers and 11,000 healthcare personnel.

* Social Protection

O The government has increased allocations for social protection to mitigate the impact of climate-related
shocks.

O In response to the 2023-2024 drought, the government realigned the 2024 budget to provide additional
resources for social protection through an emergency cash response.

O Other measures included a cash-for-work program to help citizens
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* Electricity
O The government is encouraging investment in alternative energy sources, such as solar power, to reduce

reliance on hydropower and "cushion ourselves from climate risk".
Y

* Roads, Water, and Sanitation
O Allocations for roads and water sanitation have increased.
O Funding for water sanitation increased from 175 million to almost 1.1 billion.

O Following a drought, additional resources were allocated to water and sanitation.

* Agriculture

O The government engaged commercial farmers to produce food using irrigation.

O Long-term plans include a shift to year-round production and the use of "climate smart technologies".

O The government created a "sustainable agriculture finance facility" and "shock loans" to help farmers

access financing, irrigation facilities, and machinery.

Table 15 below provides an analysis of budget allocation and actual spending for the seven sectors, with
detailed explanations of the rationale for reprioritization of resources. Explanations on logic of allocation is
drawn from analysis of Budget Speeches, BOZ Annual Financial Reports, the Yellow books and GRZ
Financial Reports between 2020 and 2024.

51



_mmuﬂm $T0T VTSV FTOZ-610T s2upeadg 1e2png ZUO FZ07-610T ¥od=y [FNUeY ZOd FI0T-610T S100g MOR4 JO sEAEUY :20mog

To0Li- | 6908l | ITIOST o0rLcc- | T691CT SHLGET 8TCTOT- | T18T96C I5T0LT FPLUTCH | EDCECE6 | L67LLC°T fyamaerg
TOL6E°E- | 98T°C | TOPEOE Toac- | 16 0ETT LF96T°T 9819~ | TESLSE £9°859°9 oo speoy
CCT A s CTTost CERE- i ‘101" Bl T et " fCCE noe - gols onEe HOREILES
OC'CETG |BLCED | STIOCT 086 | TTZHE0T | 09191 LUFE0TT 196°8€T1 LFLGET FS0CE°T OFL'CSBl | LZ90T°C ——
- [ . . o - - - < - = . 1 - o - 1 . = - [ ﬂH_U..D.uanHm
9SSRIl | OFLE | 88601 FICL0°T- | 0SOZER | 9F+o0l SOEEH - | PEEETD 97 CF0g 168817 | oFeglo | $O8L6 [10g
TeL1ge- | ggg AT | CTTFIT- | COOTETT | 1T°8L0°CT 0L€98°F- | CUHFETI | S1°S6S01 | €5206°01- | TTEST'9 | SLL90°6T AMMILEY
6T8CCT- | 9891 | $EOLI 69°LLTT- | SOTELET | 80°0HCTIT TTSIEE- | OUTFYET | T&€ie’il oCFEF Y- | 8TOFLET | F1°T8TRT e EIH
8096+ T- | LFFOE | SF6TIT TTHFO'C- | OFTE0CE | +9'1ES8T G6FIEY | TLVELLT | LO9gTeT 84°C6T°0 | FLOISET |TLEIBST uoneInpy
t._..—.._.uham__ -._..—.._.HJH__ _.._..—._.H.ﬂ__ :.—.—..._...—an_.__ _.-_.._._.u.—.ﬂ__ :.—.—...-..han____ ‘..—._.l.—.ﬁ HHJHH _._..—.._.._.u.—.ﬁt _._..—.._.._.u.—.ﬁt :at ..-‘..—._.u.—.ﬁ__ __.—.._.._.H..ﬁ:
qANZ INZ | INZ qANZ qANZ qANZ ..umﬁmuﬁ,.u qINZ qINZ qANZ HqINZ qANZ
sousIagI(] | [FTUOy | weEpng | sousisgng | [Prwoy | 185png : Fmoy | 1@eEpng | sowempny | [Pmoy | wEpng
¥ZOT £TOT TTOT 1202 101035
A 1ZT1- | S1'T6F | 9F6THFT BU°LO- | OTGT'EET | LOCHTLE SFECT- | LELT00T | LE6C1SS 650 | ¥9°0LT C0'TLT Aromaarg
VN VN OCFILE- | PEES FO818TI V/N VN VN | ¥/N speoy
e 8 G0006° TL6FETT- | #908°CLE | 650L6°C ViN ViN F8987- | FFITSFD | O1°ZTS TonETES
| 1E6L'T - " ST ' ' r p PUE J20E 4,
. - - - H . 4 - = . oy - 1 - . = - I :D..D.Uﬂunﬂm
697 | 9275 | 91HF 09 LFYTE- | vTEE COTLEY COOFTT- | +FSTFT | ETFSIGF BOTLE | LFETILY | 00F6679 Fog
161852 | 68179 | 88501 BLO0C | €T O T9LTT Teois’e- | PETTC0 | S9vELFL CLSET- | FEETCOL | LLF89F1 AMMoUEY
FCEST- | 06TTT | LLL79T 1599871~ | TOFET IT1ET91 068 T | TTEPTTL | cTegssl 1569 | BETOTCL |T998Ltl | @D pERH
BOTLTTT- | gBLCT | €18°LT LFaa0Te- | 9ee0E FC0CSOF LEFE0T- | TFTFSTIT | 907 1ECYE SOSIET- | TLPDOTT | 900FSST uonEINpPE
-._..—.._.Ham__ :._.._.._.u.—_.ﬁ__ _.._..—._.H.ﬂ__ :.—.—..__...—aﬁ_.__ [TL1 id :.—.—.._-...H.ﬂ____ H—.._.u.—.ﬁ HHJHH _._..—.._.._.H..ﬁt _._..—.._.._.H..ﬁt __.—.._.._.Hﬁt _.__.—.._.._.H..ﬁt _.__.—.._.._.H..ﬁ:
qANZ ANZ | INZ qANZ qANZ ANZ ..umﬁ.“u : qINZ qINZ qANZ qANZ HqNZ
. Iiily)
sousIagL] | [Py | 1eEpng | soustspny | [PTady | 188png Fmoy | 1eEpng | souwsmspyy | [emdy | 1eEpng
0Z0T 6102 8T0Z LI0T 1013345

FOOTL10T 2AUERHOLR ] [EF01095 €1 995 L

52




* Social Spending: The government opted to increase social spending in education, health, and social
protection to protect vulnerable populations from the effects of the fiscal reforms. The 2022 Budget Speech
explicitly stated, "through this Budget, we will increase support to the social sectors and social protection
programmes". This was a deliberate choice, with a government informant explaining: "...ramped up social
spending in order to protect our people from the reforms which were being undertaken like fuel subsidy,
increased transport costs so people needed more money now to meet their cost of living." The rise in fuel
prices led to higher transportation costs, impacting the overall cost of living and necessitating increased social

spending to support vulnerable households.

A prime example of this is the free education policy that was rolled out in 2022. As shown in Table 15 above,
there was consistent underspending across all sectors, but the under-expenditure in social sectors like
Education and Health in 2022 and 2023 was substantial. However, the government has been making strides
to improve the situation, with the difference between the budget and actuals decreasing from 2022 to 2024
for both sectors. This is likely due to the "mass recruitment of teachers country-wide" and "employment of

additional health workers" that bolstered the performance of these sectors in 2022.

¢ Public Investments: The IMF program emphasized efficiency and prioritization over the volume of
projects. According to a key informant, the focus is now on “how efficient and the rate of return" of projects,
rather than just "how many projects you are doing". This necessitated an audit to halt "low impact projects"
that were financed from external borrowing to limit the debt burden. The 2023 Budget Speech highlights that
despite these efforts, debt levels are still rising due to the necessity of carrying over some advanced projects
from the previous administration and financing essential services like education and health with concessional

loans from multilateral partners.

* The significant difference between the budgeted and actual spending on Roads and Electricity in all three
years (2022-2024) shown in Table 15 reflects the government's approach of cautious spending in non-social
sectors, especially after a period of over-expenditure on infrastructure by the previous administration. This is

particularly evident in the huge variance in road spending in 2024.
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3. Reforms in Public Investment and Debt Management
The IMF program also catalysed significant reforms to improve transparency and accountability, particularly

in how the government contracts and manages debt.

¢ Public Debt Management: A new Public Debt Management Act was developed and enacted, which
provides a legal framework for better debt management even though the initiative to pass such an Act long
predated the IMF program. A key informant stated that this new law "provides for us to be presenting for the
next fiscal year, how much we intend to borrow and from whom, then Patliament has to approve". The
informant confirmed that this reform "has brought oversight in the contraction of debt". This is a critical
change, as earlier legal frameworks had provisions that allowed the Minister of Finance to contract debt

without parliamentary authorization, which contributed to the debt crisis.

* Public Investment Reforms: The government has introduced measures to improve the efficiency and
transparency of public investments, including project appraisal and selection. The focus is now on projects

with a high rate of return and better value for money.

3.2 IMF Social Spending Agreements: Initial vs. Fourth Review

To analyze the execution of social policy under the IMF ECF, this study compares the Quantitative
Performance Criteria (QPC) and Indicative Targets (ITs) established in the 2022 Request for Arrangement
against the outturns recorded in the 2024 Fourth Review. Under the Technical Memorandum of
Understanding (TMU), 'Social Spending' is defined as a ring-fenced fiscal aggregate comprising government
outlays on the Social Cash Transfer, Food Security Pack, Empowerment Funds, Water and Sanitation,

Pension transfers, and the Health and Education sectors.

It is essential to recognize that the ECF monitoring framework is iterative rather than linear, with each review
serving as a compliance audit against recalibrated benchmarks rather than a static trend analysis. As illustrated
in Table 16 below, the 'Status' of these programs reflects the government's adherence to period-specific
targets that were fundamentally reset during the 2024 review cycle to accommodate exogenous shocks—
specifically the historic drought. Consequently, meeting a 'Status' milestone in 2024 signifies technical
compliance with re-baselined emergency floors (which expanded the spending floor from K6.2 billion to K50

billion) rather than a simple progtession toward the program's initial 2022 developmental goals
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Programme Inddal Agreement (August 2022) Stamus & Update (Fourth Review - Dec 2024)
Reform Area
1. Social Cash Tazget Inereaze beneficiaries to 994,000 | Status: Scaled up.
Transzfer (2CT) households. Reform: Increase tranzfer Update: Beneficiaries increased to 2.3 million.
valoe to K 200 (from EL 150); KL 400 for | Transfer velue douhled to K 400/ month (top-up) for
dizzbled members. all beneficianes.
Dote: Top-up expices Jone 2025
2. Emergency Mot in oxmnal program. Update: New program mtroduced for drought
Caszh Transfer gesponze. Target: Cover 957,000 beneficiaries affected
(ECT] by drought.

3. Cash for Work
(CFW)

Mot in onpnal program.

Update: New program mtroduced for temporary
income. Allocation: F 2.0 billion prowision w1 2024

budget.
Mote: Expires June 2025

4. School Feeding
Program

Tazget Jcale up Home-Grown Schocl
Feeding from 39 to 5% districts.

Status: Further expansion.

Update: Expanded to 106 districts (adding 37
drought-zffected districts). Allocation: K 0.5 balkon
budgeted for 2023,

3. Education Target Fecruit 30,000 teachers in 2022, | Status: Onagomg,

Hiring Update: Hire 4 200 teachers :n 2024; Plan to hire
2,000 20 2025 Goal: Improwve teacher-pupd ratio (avg
1:55 in Z024).

6. Hezlth Hinng Target Fecrnit 11,000 medical staff in Status: Ongomng.

2022,

Update: Hire 4,000 hezlth workers in 2024; Plan to
huare 2,000 i1 2025,

7. Pensions

Tazget Clezr outstanding pension
arrears accumuolated by end-2021.

Status: Reform planmng.
Update: Evaluating options to reform publc pension
schemes for financial sostanakbdity,

B. Spending Floor
Indicative Target)

2022 Target: K 6.2 billion2023 Target: K
6.5 ballion

2024 Target: K 50 killion (End-Dec).2025
Proposal: K 42 hilkon (End-Sept) 2023
Budget Floor: K 50 billion.

Source: Imitial and Fourth Remiew of the IMF Extended Credit Facihty (ECF)
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3.3. IMF’s Social Spending Floor in Budgetary Discussions

The government confirmed that it used the IMF’s social spending floor policy as a key point of leverage in
negotiations. The informant stated, "we also, of course, used the compliance of the IMF on protecting social
spending floor policy" as a means to protect vital sectors. This approach was successful because the IMF, as
an institution, has evolved its stance where social floors are a prerequisite on program approval. The
informant noted that the IMF has since realized that while undertaking economic reforms, "there are these
effects. So how do we cater for these effects? It's by increasing the social spending aspect when we're

implementing IMF programs."

This is a departure from previous structural adjustment programs that "really sent a lot of people into poverty
without any social safety net programs." However, this success requires a critical lens. Critics argue these
"social floors" often act as a 'fig leaf' for broader austerity, protecting a narrow budgetary island while the
wider public sector contracts. This is because while the government used these floors to hire staff and scale
cash transfers, the real value of that spending was eroded by inflation and the removal of fuel subsidies. In
the end, while the "floot" ensures technical survival, it falls short of the robust developmental spending

envisioned in original national plans.

It would therefore follow that the government and the IMF engaged in a collaborative process where they, as
put by an official from the Ministry of Finance "normally engage, then agree, okay, this is how much we see
as spending on social spending. So, we can't go below that". However, the logic of the 'floot' is inherently
dual-natured. On one hand, it provided the necessary fiscal framework for the government to repurpose
funds freed from inefficient subsidies into social sectors. On the other hand, as critics of austerity argue,
these floors often function as a recalibrated minimum rather than an expansionary ceiling. While the IMF did
not oppose the government's push to protect social spending, agreement was reached within the limits of the
program, indicating meeting this floor served as a technical compliance milestone, ensuring that vital sectors
were protected from the most severe impacts of reform, even if the real-world value of that protection

remained under constant pressure from inflation and external shocks.

However, despite the statements pointing to increase in social protection targets spending (See Table 10),
analysis of the broader sector performance captured in Table 15 points a more nuanced picture. That is, the
IMF's social spending floor policy, while a useful tool in negotiations, was not as effective in fully shielding
ministries from execution challenges. Even during the IMF program years (2022-2024), we observe that

substantial gaps remained between budgeted amounts and actual cash execution in Health and Education.
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This suggests that while the IMF policy was a successful 'negotiation tool' for ring-fencing specific social
safety nets, it was less effective at ensuring the full operational funding of the broader social service delivery
system, which remained constrained by limited capacity and fiscal contraction. The reasons for this appear to
be rooted in a combination of public perception and persistent challenges with inefficient management and a

lack of capacity. Specifically, they included:

a. Public Perception and Policy Ownership

A key hurdle was that the public did not fully embrace the reforms. An official from the Ministry of Finance's
Economic Management Department noted that the general public often viewed the IMF-backed reforms as
"externally imposed by the fund". This perception was a challenge for the government, even though they
claimed the reforms were their own. This public resistance created slow progress in implementing changes,

such as tax policy reforms, which are critical for domestic revenue mobilization to fund the budget.

b. Inefficient Spending and Mismanagement

The interviews also revealed that even when funds were directed toward social sectors, a number of
inefficiencies hampered their effectiveness.

* Supply Chain Weaknesses: An official at the Ministry of Health pointed to the inefficiency of the supply
chain. They stated that a lot of money is lost due to "preferences" (i.e., patronage) and a lack of a secure
electronic tracking system for supplies.

* Poor Project Management: The same official highlighted issues with infrastructure projects, mentioning that
some were built to a "sharp standard" and that medical equipment did not last long, suggesting a lack of
proper supervision and procurement issues, compounded by insufficient maintenance budgets to sustain the
assets.

* Capacity Constraints: A representative from the Ministry of Finance's Public Investment Department stated
that the primary challenge was "poor project development,”" which they attributed to a lack of skills and
capacity in ministries. This meant that some projects were not properly planned and failed to achieve their
intended goals. This issue persisted because the sensitization efforts for these new tools and guidelines were

still ongoing.
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3.4. Fiscal Constraints and the Strategy for Debt Restructuring

Given the fiscal reforms, one would expect GRZ to craft actions that were to safeguard vulnerable citizens. A
key informant from the Ministry of Finance explained that the government had to "engage the Fund and
explain to them that in as much as we are doing this, these reforms have got an impact on these social sectors
and also the poor". However, responses from KlIs suggest that the Zambian government did not have the
leverage to demand less stringent conditions, despite the clear need for increased social spending. When it
became clear that debt restructuring was unavoidable, the Zambian government did not push for a larger
deficit or more debt relief to fund increased social spending. This decision was driven by severe fiscal
constraints, the demands of the IMF's debt sustainability framework, and the need to prioritize credibility

with a diverse group of creditors.

The situation was starkly likened, by one informant, to a person "drowning" who is "struggling to come out
but there is nothing". The government's fiscal position was severely limited, with up to 90% of the budget
going towards salaries and debt servicing, leaving only 10% for other operations and development activities.

In our assessments of the KlIs, reasons included:

a. Limited Fiscal Space and Creditor Perspectives

The government's ability to demand more debt relief was severely limited by its dire financial situation. The
interviews highlight that the majority of the budget was already allocated to non-discretionary spending.

O "So it was limited, no fiscal space actually to undertake this social spending, because like I said, 90% of our
budget used to go to salaries and debts and this, then you only remain with 10%." Now, 10% wasn't even
sufficient for ministries and other spending agencies to do their normal operations." Official in the Ministry

of Finance, Economics Management Department.
O "So creditors wouldn't be in support of social spending because others believe you're not targeting your

social protection properly so why should I give you a haircut." Official Ministry of Finance, Economics

Management Department.
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O "For example, Zambia, we have a limited fiscal space. So now with your limited fiscal space do you want to
continue providing inefficient subsidies or you have to remove them? So that has been the main topic to

become efficient." Another official from the Ministry of Finance.

The government advocated either maintaining social spending or "increase it so that the poor and the
vulnerable are protected from these reforms." This push was particularly challenging given the severe fiscal
constraints. The respondent noted that prior to the program, there was "no fiscal space actually to undertake
this social spending, because like I said, 90% of our budget used to go to salaries and debts". This highlights
the limited fiscal manoeuvrability the government faced in a period of debt distress and high-interest

payments.

b. The Need for Credibility
The government also had to deal with a varied group of creditors who did not all support increased social
spending. The IMF program was deemed crucial for restoring trust with creditors. The government had to

demonstrate its commitment to fiscal sustainability before it could receive more favourable terms.

Ultimately, the government's main goal was to secure an IMF program to, in their logic, restore credibility
and demonstrate a commitment to fiscal responsibility. An informant from the Ministry of Finance explained
the country's difficult financial position, noting that with unsustainable macroeconomic imbalance it didn't
make sense to increase social spending. He emphasized the principle of "produce first, and then you spend."
The IMF program, he added, was a crucial turning point, as it signified a new level of commitment that gave

international partners the confidence to "start loosening up" their restrictions.
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c. Political Versus Donor Priorities

The interviews also reveal a conflict between what is politically popular and what is fiscally responsible in the
eyes of donors. This push-and-pull dynamic further complicated negotiations for debt relief. As clearly put by
a key informant in the Ministry of Finance "so for donors, for them, it's the issue of expanding the tax base.
As well as removing exemptions. So there are these push and pullbacks which happen between the two. The
other one is supporting increasing the taxes. No, we can't increase the taxes, but how are you going to fund
your services if you can't increase your taxes or expand your tax base, what comes out is the resistance in the

reform process."

d. Historical Context and Policy Shift

This fiscal crisis did not emerge in a vacuum. It was the culmination of a decade of pro-cyclical expansionary
fiscal policy where high levels of public spending were maintained during periods of economic growth,
leaving the state with no buffer when shocks occurred. A key informant from the Ministry of Finance
explained that the previous administration focused on infrastructure development. This led to a situation
where there were "no productive assets" from the borrowing to service the debt, leaving the government in a
position of extreme fiscal fragility. This borrowing was also heavily influenced by external factors, such as the

US monetary policy, which facilitated the issuance of Eurobonds during periods of low interest rates.

The government’s decision to prioritize fiscal consolidation over making ambitious spending demands was
therefore a strategic pivot. It was a necessary move to signal a fundamental policy shift and restore the trust

that had been lost.

3.4 Conclusion

In summary, while Zambia’s multi-annual plans set ambitious goals, their execution was defined by a
continuous recalibration largely because of the volatile economic landscape and financial crisis. A conscious
shift in strategy moved the focus from unsustainable external borrowing to a domestically funded approach.
However, this recalibration was not merely a matter of transparency; it was a strategic attempt to create fiscal
space by removing long-standing subsidies on fuel and electricity. This move was essential to satisfy the
rigidity of the IMF’s macroeconomic austerity while simultaneously funding the "social floors" required to

prevent a total collapse of the welfare system.
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The data illustrates that the IMF’s ECF functioned as an iterative monitoring framework rather than a static
trend analysis. As evidenced by the 2024 review cycle, benchmarks were reset to accommodate exogenous
shocks—most notably the historic drought. This collaborative process between the government and the IMF
ensured that social spending remained protected as a "technical compliance milestone." However, the logic of
the "floor" remains dual-natured: it provided a vital safety net for programs like the Social Cash Transfer

(SCT), yet it often functioned as a restrictive minimum rather than an expansionary ceiling.

Ultimately, a significant contradiction remains in the sectoral outcomes. While the government met hiring
targets in education and health to satisfy the spending floors, the "real-world" value of this protection was
undermined by the neglect of non-wage operations. The lagging procurement of medical supplies and school
materials reveals that technical adherence to IMF targets does not always translate to quality service delivery.
In this context, foreign support has become a complement to internal reforms, but the struggle to balance
wage-heavy compliance with substantive operational impact remains the primary challenge for Zambia’s fiscal

management.
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Section 4: Spending Hits the Ground — An Analysis of Social Sector Spending

This section provides an in-depth analysis of the efficiency and effectiveness of government spending in the
three key social sectors: education, health, and social protection. It examines the persistent discrepancies
between budget allocations and actual spending, assesses the extent to which spending is targeted at the poor,
and evaluates performance against common efficiency metrics. The analysis draws on a combination of

quantitative data from financial reports, key informant interviews, and academic/public policy literature.

4.1 Discrepancies Between Budget Allocations and Actual Spending

An analysis of budget allocations and actual spending across the three social sectors shows consistent
underspending since the onset of the 7NDP. This trend has continued even during the IMF conditionalities
suggesting discrepancies go beyond the IMF measures, rather a structural problem in the budget to
implementation process. Figure 4 provides an analysis of the underspending as a percentage of the budget
set in the line ministry. Representing efficiency as the percentage of underspending in a sectot's budget can

provide a clearer picture of spending effectiveness.

A lower percentage of underspending could suggest that a ministry or agency is better at utilizing the funds
allocated to it. Conversely, a high percentage of underspending might indicate that the allocated budget was
not fully utilized for the intended purposes. As mentioned earlier, another reason for underspending is the
shaped by administrative weakness of the cash budget system. The variance between budget and outturn—
often disguised as underspending—is fundamentally a liquidity issue. When the Treasury prioritizes debt
obligations and payroll during low-revenue months, it creates a 'bottleneck’ that prevents the release of funds

for operational necessities.
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Figure 4: Underspending in the Social Sectors
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The data (Figure 3) reveals a consistent and significant pattern of underspending across all three social
sectors from 2017 to 2024. It shows underspending was highest in Social Protection, reaching a peak of
50.60% in 2018. Health Care consistently experienced high underspending, averaging around 25%, while
Education, though performing slightly better, still had significant shortfalls of 10% to 25% annually.

Given the persistent underspending, we sought to make sense of this trend through an analysis of KlIs,

budget speeches, and BOZ annual reports to understand the logic on a sector-by-sector basis.

* Education

While the education sector has had the lowest percentage of underspending among the three, it still shows
significant shortfalls, hovering between 10% and 25% annually. The KlIs point to systemic issues as a
contributing factor. An official from the Ministry of Finance's Economic Management Department noted
that the dominant factors influencing fiscal policy between 2020 and 2024 were structural economic
challenges and pressures from cooperating partners. This environment led to cash rationing and
unpredictable releases during execution. Consequently, even though budget lines were approved, the actual
liquidity was often unavailable to meet these commitments, creating a gap between the budget and actual
expenditure. The KII with the Ministry of Finance's Department for Public Investments mentioned that
bureaucratic processes, particularly in procurement, can cause delays and contribute to underspending. This
suggests that even with budget allocations for educational programs and infrastructure, administrative

inefficiencies can prevent the timely disbursement of funds.
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The health sector has consistently experienced high underspending, averaging around 25% for most of the
period shown in Figure 4. An official with Ministry of Health directly links this discrepancy to a "lack of
funding" that prevented the completion of planned health facilities. This explanation highlights a critical fiscal
disconnect while budgets are allocated on paper, the actual cash disbursement often fails to materialize. Due
to the tight fiscal environment, the Treasury frequently employed cash rationing, withholding the liquid funds
necessary to execute these planned capital projects. Further, we observe that the underspending is a structural
weakness of the cash budget system and hierarchy of fiscal priorities on-discretionary' expenditures—
specifically debt service and the public sector wage bill—which must be settled regardless of revenue

performance.

In situations where external shocks such as droughts manifest, capital projects such as health facility
construction, are classified as discretionary, they are the first to be withheld. This creates a 'fiscal disconnect'
where a ministry may have the administrative readiness to execute a project, but the cash never materializes
because it was 'crowded out' by the pre-existing commitments to debt and payroll. Thus, the underspending
in Figure 4 is less a measure of departmental efficiency and more a measure of the health sectot's

vulnerability to the Treasury’s monthly liquidity constraints.

Additionally, the health official also pointed to significant inefficiencies in the supply chain and procurement
of medical equipment, noting that new equipment often has a short lifespan and leads to costly outsourcing
to the private sector. These issues, which cause financial losses and poor value for money, are a form of

inefficiency that directly impacts a ministry's ability to fully utilize its budget.

The social protection sector has experienced the most significant and volatile underspending, reaching a peak
of 50.60% in 2018. This trend is explained by a key insight from the Ministry of Finance's Economic
Management Department. This metric does not necessarily imply a lack of demand or administrative
incapacity; rather, it largely reflects the non-disbursement of pledged donor funds that had been factored into
the national budget. An insight from the Ministry of Finance's Economic Management Department explains
this dynamic: cooperating partners and creditors were often hesitant to support increased social spending,
believing that the social protection programs were not being effectively targeted at the poor. This external
pressure to demonstrate fiscal prudence, especially during debt restructuring negotiations, created a barrier to

utilizing the full budget.
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4.2 Measures to Address Spending Discrepancies and their Critiques

The Zambian government has undertaken several key initiatives to address the persistent discrepancies
between budget allocations and actual spending. However, a review of the Key Informant Interviews (KIIs)
reveals that the effectiveness of these measures is not without its challenges. This section reviews the
measures that have been undertaken, then assesses their real-world impact and suggests ways to strengthen

them. Measures include:

* Public Finance Management Act

The Public Finance Management Act aims to create a robust framework for managing public funds and
strengthening accountability. An informant with the Ministry of Finance's Budget Office notes that the Act
provides for more consistent execution of debt sustainability analyses and outlines processes to ensure debt

sustainability, with Parliament's approval now required for borrowing.

Critique: While the Act provides a legal framework, its effectiveness is challenged by external shocks and the
reality of on-the-ground implementation. An official from the Budget Office acknowledges that resource
mobilization can face challenges, "For instance, we might have a climate challenge which might affect cash
flows to the Treasury". This suggests that even with a strong legal framework, external factors can hinder its

effectiveness.

* Electronic Government Procurement (E-GP) System

The E-GP system is intended to reduce bureaucracy and corruption, thereby streamlining the procurement
process and ensuring more efficient use of funds. The Ministry of Health, in particular, recognizes the need
for such a system. An official from the Ministry’s Planning and Budget Department expresses a desire for an

electronic system to "track our supplies from first up to the last mile".
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Critique: Despite the government's intentions, interviews suggest a fully effective system is not yet in place.
An official from the Ministry of Health implied that the current supply chain is a significant source of
financial loss. The official noted that "we lose a lot of money in terms of unified use," highlighting the
inefficiencies caused by the lack of a single, integrated system for managing supplies. This challenge, along
with a lack of proper supervision, can lead to the construction of sub-standard infrastructure. An official
from the Ministry of Finance's Budget Office also confirmed that while measures have been implemented to

contain wasteful spending, these are still ongoing efforts.

¢ Public Investment Plan

The Ministry of Finance publishes an annual Public Investment Plan to promote transparency by detailing all
ongoing and planned public projects, including their financials, contractors, and funding sources. An official
from the Ministry’s Department of Public Investments states that this plan is a key tool for avoiding cost
overruns and limiting debt. Prioritization of projects that have passed an appraisal process is intended to

ensure they are viable and aligned with national goals.

Critique: While the plan exists and is published, its effectiveness is questioned in practice. A Ministry of
Health official notes that even with planned projects, many facilities that were started could not be completed
due to a lack of funding. This suggests that the planning and budgeting process, even with the Public
Investment Plan, does not always guarantee the necessary funds for project completion, leading to a number

of unfinished projects.

* IMF Extended Credit Facility (ECF) Arrangement

The IMF ECF Arrangement and ongoing debt restructuring efforts are central to increasing fiscal space and
restoring creditor confidence. An official from the Ministry of Finance's Economic Management Department
notes that the program has supported the government financially and technically and has helped restore
credibility and investor confidence. The official also states that the program has "enhanced social spending”

and enabled the government to protect the poor from reforms.
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Critique: Despite these benefits, a civil society representative expresses scepticism, stating that the reforms
were "not conditions that the government would have actually ever dreamt of implementing on their own".
The interviewee points to the removal of fuel and electricity subsidies as an example, which went against the
ruling party's campaign promises. The CSO representative also notes that while social spending has increased,
a trade-off has been made, as the IMF program requires the Bank of Zambia to maintain a minimum level of
foreign reserves, which "means that the Bank of Zambia cannot dip into that foreign exchange to intervene
into the market whenever the exchange rate is depreciating”. This has led to a depreciation of the currency
and a rising cost of living. By limiting the BoZ’s ability to intervene in the foreign exchange market, the policy
essentially prioritizes Net International Reserves (NIR) targets over exchange rate stability. As the Kwacha
depreciates, the fiscal impact is two-fold: first, the cost of imported essential commodities, such as medicines
and educational materials, inflates beyond the allocated budget; and second, the domestic cost of servicing

external debt—and the fuel required for rural service delivery—spikes.

4.3 Targeting and Pro-Poor Spending

While donors treated targeting as a critical measure of the program's compliance and effectiveness, this
approach is not without controversy. Advocates for universal social protection argue that targeted programs
are inherently prone to errors, making it difficult to minimize false inclusions and exclusions. Nevertheless,
because the specific financing agreements were predicated on these targeting metrics, the perceived failure to
meet them resulted in the withdrawal of external support. The government's plans and policy shifts have

sought to improve the pro-poor nature of spending, particularly through its recent fiscal reforms.

Table 17 presents a summary of social assistance programmes initiated by the Government of the Republic of
Zambia (GRZ) to address social inequalities. This data is derived from the detailed analysis offered in the
WIDER Working Paper 2024/91, covering the period since the onset of the Eighth National Development
Plan (8NDP).
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Table 17: Social Assistance Programmes 2020-2025

Sector & Scheme

Institutional Features &

Population Coverage

Notes & Developments by Year

General Objectives
Social Protection

Socizl  Cash Transfer | Established in 2003,  this | It targets female-headed, | 2020: The number of beneficiaries was §16,464.

(5CT) government-funded progeam | child-headed, chronically | 2021: The monthly transfer value was K110 and the
fwith donor support) amms to | dl, disabled, and eldery- | program expznded to cover 994,000 honseholds.
protect  extremely poor ead | headed households. | 2022: The monthly transfer value increzsed to K200,
vulnersble houzeholds by | Coverzge was at §16,464 | with K400 for disabled persons. The government's
prowmiding non-conteibutory | hovsehelds i 2020 and | share of speading on the 3CT was 65%. The ramaining
pevments. Payments for people | grew  to 13  milbon | 33% was funded by Cooperstng Partners (CPs),

with diszbiities

standard amount

zre double the

households i 2024,

prmanly the Wodd Bank, -with additionszl suppost
trom UINICEF, the European Usnion, and bilateral
partness meloding Ireland, Sweden, and the UKL
2023: The sumber of beneficiaries reached 1.1 million.
2024: The imitial allocation was K4.1 bidlion, but a
supplementary budget added K5.2 billion mn response
to drought, brnging the total to K9.3 bilion. The
government's share of spending rose to 71%. The
mumber of beneficiaries reached 1.3 million.

20235: The sllocation for the SCT is K& 2 billion, which
iz 3 100% gise in nominal tesms from 2024's initial
budget. The trznsfer values are zet zt K800 for
standard houvseholds and K1200 for disabled
households. This budget includes over 950,000 aew
beneficiaries from the temporary Emergency Cash
Transfer (ECT) program. After June 2025, the
allocation is expected to revert to previous levels as the
ECT program ends.

Food Security Pack (FEF)

This

program, running since 2000,

government-funded

Targets vulnershle but
vizble farmer households.

2024: The program's coverage was expanded to
242000 households in zll 116  districts. The

aims to empower poor  sad | Coversge was expanded to | government provides agricultural inputs to households
vulhersble but wizhle farmer | 242,000 houssholds = sll | which have lost their productire szzets due to climate-
households  with  agsicultural | 116 disteiets in 2024, related conditions.

inputs and Evelihood skills. The
program requares a2 10%0 parback

sonial support for needs such as
the repatriation of stranded
clients, secondary edocation
requirements, and baby forenla
It does not cater to large-scale
emergency needs.

incapacitated households
with in-kind support and

recommended 859
voltierable stodents  for
tertiary education
bursaries.  The  target
FIoups also innchade
ouphanss, neglected
childran, minor disaster

Tictims, and single-headed

houszehaolds.

from beneficiaries after

assistanice.
Public Welfare Assistance | The oldest welfare progesm | As  of June 2024, it | 2024: The government seceived 100% of its funding
Scheme [PWAS) establbzhed in 1930, It provides | supported 27,257 | from the GEZ. A: of June, 1t had supported 27,257

incapacitated households and recommended 839
volnerable stodents for terbiary education bucsaries.

Health Care

Mationzl Heslth Insurance
Scheme [INHIMA)

Launched i 2018, operated by
the Masmistry of  Hezlth
Contrbutions are 2% of basie
income for formal emplovees and
an average of K30 per family per
month for informsal workers. The

scheme aims to provide univessal

As of June 2024, combined
coverage stood at over 4.6
mullion and
beneficizries, representing
23% of the population.
Begistration zmong 2CT
beneficizries has zlso been

members

201%: The scheme was lannched.

2023-2026: The NHIMA Strategic Plan for this period
zxms to achieve Universal Health Coverage (UHC) and
zligns wath the Eighth National Development Plan.
2024: The combined coverage stood at over 4.6 million
members and beneficiaries, representing 2330 of the
population. Registrstion for SCT beneficiaries was

agcess to quabty  insused | promoted. promoted.

healthcare  zervices for ozl

Zambians.
Educadon
Girls' Education, Women | Effective in 2016, this projectis 2 | The EG5 program | 2020 Additiona] funding was secured from the Wosd
Empowerment znd | cooperation between the Wodld | supports  over 150,000 | Bank to expand coverage. By December 2021, a total
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Bank and the government The
EGS component provides school
fees for female secondary
students from 3CT households to
increase their access to education

and ensure sustained learning.

girls, with plans to expand
to 262,444,

of 38,974 beneficiaries had been sponsored since the
project’s inception.

2022: The program's expansion plans were highlichted
ir1 the budget.

2024: The project will be phased out 2s of December
2024 and achieved strong results i poverty reduction
and humsan ecaprtal outcomes. It also provided a
supplementary grant to a puhes 2f SCT beneficiaries
to mmproTe conskmption and resilence.

Fevived m 2003 by the
government énd the Word Food
Programma, the Alinistey of
Education is zesponszible for its
implementation. It provides one
cooked meal a day to learners to
reduce poverty and malnutrition.

As of 2024, the program
benefits: over 2 million
learners 1 shout 3200
schools across 70 disteoicts.
In 2020, the program
covered 1 million learness
in 39 districts.

2020-2024: A national strategy was in place for this
period.

2024: In response to a severe drought, the governmant
upicaled the program from eardy childhood to
secondary education in 37 affected districts to ensuge
children continued attending claszes and did not miss
school due to hunger and starvation.

Livelihood [GEWEL)
(includes Keeping Gids in
School - KG5)
Home Grown School
Meals (FIGSL
Agriculture /Livelihoods

Farmer Input

Zupport

Started i 2002 and sopported by

It iz operstional i all 10

2023 /24: The program uvsed two modalittes: Electronic

Programme (FISF) the government. Its primary gosl | prowvinces and 116 districts, | vouchers (e-Voucher) in Central and Tusaks provinces
iz to improve the accesshility of | with @ beneficiary target of | and Direct Input Supply DIS) in the other sight
agricultural inputs (seeds, [ 1,024,434 smzll-scale | provinces.
ferttbizer] at a reduced cost for | farmers for the 2023,/24
small-seale farmers. farming season.

Orther Social Insurance

Pubhe Service Pension | A maendatory somsl mmsurance | An estmated 95,000 | 2022: The government committed to ensuring timely

Fund (P3PF)

scheme for formal sector public
employees, established in 1996, It
pavs retirement, medical
retirement. and death benefits.

beneficiaries as of 2023,
with 13% of the elderdy
coverad.

pavments and clearing  pension The
government announced it had cleased zll dues up to
December 2021,

2024: The government allocated K2.1 billion to the
Lamhia Fevenue Authosty to enhance domestic

revenue mobilization.

afrears.

Extenzion of coverige to
the mformal sectos
through NAPSA

Initiated in 2017 with a Statutory
Instrument n 2019 to extend
pension schemes to the informal
economy. It offers voluntary
socizl  insurance benefits  like
retirement, invalidity, survivors,
and matesnity.

It initally  targets ey
informal worker
associztions Lke the Bus

and Taxi Digivers
Association. The curzent
mmber of etirollad

memberz iz not pubkely
available.

2017: The initiastive was stirted to extend pension
schemes to the informal economy.

2024: NAPSA included 2 Weather Index Insusance
(W) and access to credit facihibes to tallor benefit
packages for members.

Source: _dwher awalsis awd WIDER Working Paper 2024/27)  Ukited Natons Unibersin World  Ieminer for  Doveligoment Eromomeics Rerearch
tgns: /| migder www eie | poklination | w0249 7 -rocial protection- ke anitarian- conte. paf
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4.3 Efficiency Metrics in Social Spending

The efficiency of public spending is a crucial measure of whether resources are effectively converted into

intended outcomes. The government's performance on these metrics has been mixed, with reforms currently

underway to address long-standing challenges that have often been exacerbated by fiscal constraints. Table 18

below provides a comparative overview of key efficiency metrics and government performance in the social

sectofrs.

Table 18: Social Assistance Metrics

milkon members and beneficiarie: reprezenting
23% of the population.

Sector Metric Government Performance Source(s) of Data
Social Protection Execotion Rate The execution rate is poor, with high and velatle | Author Anslysis of Minstey of Finance and
underspending. The provided figure shows | Nabonal Plenning (QMMOFaP) Estmates of
vnderspending as high as 30.60% in 2015, Bevenue and Expenditure; UNICEF budget
beiefs; povernment and donos reports on social
speading.
Targeting & Coverage SCT coverzge grew from 616,464 households in | Mindistrr of Community Development and
2020 to 1.3 milion in 2024, but thiz stll doesa't | Social Services (MCDSE) program data; Living
cover all who are in extreme poverty. Conditions Monitoring Susvey (LCMS).
The increased number, however, reflects a
comautment to protecting the vulnerable from
the effects of fizcal reforms.
Transfer Adequacy SCT teznsfer value was K200/ month from 2022 | MQOFaP  budzst speeches; MCDE2  dats;
to early 2024, which is insufficient to combat | UNICEF budget briefs.
inflztion and reduce poverty.
A "small but still an increase” in cash transfer
amounts was noted. However, more analysis is
needed to provide & clear assessment of whether
these teansfers are sufficient to Lft people out of
poverty.
Education Pupil-to-Teacher Ratic High at the primary level, with 2 value of 42.06 i1 | Misustry  of Eduweation ([JoE) statistics;
2017 againct z global average of 21.75. This is | UNESCO data.
hagher i rural aseas end community schools.
Completion & Progression | Grade 7 completion rate was 97% i 2019. The | MoE, stabistics; Zambiz Educaton Statisteal
Grade 12 completion rate was 32% in 2020, and | Bulletin.
the Grade 9 transition rate was 63% in the same
vear.
Learning Outcomes MManimum proficiency level Low, with Grade 1 | MoE: Woeld Vision reports on education.
Literzey at 43% and Grade 4 Ltersey at 43-50% in
2021.
He:zlth Benefit Incidence Not pro-pooe: urhan and wealthier populations | Ministry of Health reports; Waorld Bank Public
receive a greater share of health subsidies. Expendituse Feviews; household surveys.
Fesousce Allocation Distribution of subsidies doesa't zlign with | Ministry of Health reports; World Bank Public
reported illness rates across provinces. Expendituse Feviews; houzehold surveys.
Cowverage (NHIMA) As of June 2024, the NHIMA covered over 4.6 | Ministry of Health reports; National Health

Insurance Management Authority NEILIA).
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