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 The past quarter has seen a notable deterioration in Zambia’s growth 

prospects. The announcement of budgetary aid suspension in the context of 

the ongoing stalemate regarding IMF support resulted in a confidence crisis, 

which was then followed by an unconvincing fiscal budget statement. We have 

now revised growth for 2018 markedly lower from 4.1% to 2.5% on account of a 

larger shortfall on the external position, negative revisions to the growth-

supportive fiscal position and foreign direct investment, a higher inflation 

projection and a weaker kwacha exchange rate. 

 Zambia’s merchandise trade position weakened markedly during 2018 H1, with a rise 

in exports being more than offset by a higher import bill. Together with a wider 

services account deficit, the weaker merchandise trade position is expected to result 

in a wider current account deficit this year. Zambia’s current account deficit is 

projected to widen from 3.9% of GDP in 2017 to 5.5% of GDP this year, before 

widening further to 6.6% of GDP in 2019.  

 September saw a lending freeze trigger a sharp sell-off of the kwacha, while a sense 

of urgency to address investors’ loss of confidence was severely lacking in the recent 

budget statement. Zambia remains hopeful that discussions with the IMF will bear 

fruit, but we attach a low probability to an agreement this quarter as the pace of 

consolidation – albeit more realistic than in previous budgets – signalled a discounted 

view of external risks to fragile economic recovery. 

 Consumer price inflation is projected to average 8.1% this year before averaging 8.9% 

in 2019. In turn, the policy rate is expected to be maintained at 9.75% for the 

remainder of 2018 and deep into 2019, bar a further deterioration in risk perceptions – 

most likely stemming from fiscal concerns. 
 

 
 

Growth projection 

revised lower to 

2.5% for 2018 on 

loss of confidence 

and weakening 

macro-fundamentals 

 

Latest budget did 

little to restore 

confidence, while an 

agreement with the 

IMF seems a far way 

off 

 

 

2016 2017 2018 2019 2020 2021
Nominal GDP $bn 20.96 25.81 25.84 24.53 26.46 28.60

Nominal GDP per capita $ 1,261.21 1,506.77 1,464.44 1,350.29 1,416.73 1,484.62

Real GDP growth % year 3.61 3.95 2.47 3.40 4.39 4.67

CPI inflation % 17.87 6.58 8.05 8.88 7.59 7.48

LCU/$ Average 10.31 9.52 10.48 12.31 12.79 13.30

Exports $bn 6.53 8.22 9.18 9.64 10.11 10.75

Imports $bn 6.54 7.85 9.17 9.78 9.98 10.41

Current account $bn -0.95 -1.01 -1.41 -1.62 -1.45 -1.38

Current account % of GDP -4.55 -3.90 -5.47 -6.61 -5.46 -4.82

FDI % of GDP 2.32 4.15 2.02 3.28 3.71 4.06

External debt % of GDP 45.56 40.68 45.27 51.78 51.01 50.18

Reserves $bn 2.35 2.08 1.93 2.16 2.47 2.95

Import cover Months 3.56 2.66 2.13 2.24 2.49 2.83

Government balance % of GDP -5.80 -7.18 -8.12 -6.76 -5.99 -5.81

Government debt % of GDP 60.06 54.86 66.47 68.89 66.76 66.73

Brent Crude oil US$/bbl 43.5 54.2 74.1 76.5 73.0 73.5

Key Assumptions / Forecasts
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Growth prospects much weaker 

Successive hits to investor confidence stemming from the ongoing IMF stalemate and the 

aid freeze due to corruption allegations have eaten away at the fragile growth recovery. 

Following a lacklustre start to the year, high-frequency growth indicators suggest that real 

economic activity slowed in Q3, and we anticipate a worsening in conditions in Q4. This 

has resulted in a marked reduction in our 2018 growth forecast, from 4.1% to 2.5%. In 

addition to weaker macroeconomic fundamentals related to heightened risk perceptions, 

two key drivers behind recent growth have also transformed into two key sources of 

downside risk: 

• Infrastructure investment: The positive impact on growth stemming from years 

of heavy capital spending has not materialised to the desired extent, and the 

continuation of this trend could push public debt into unsustainable territory.   

 

• Mining developments: The potential increase in business operation costs due to 

the new tax regulations will weigh on economic activity in the sector. 

While we expect that Zambia will gradually emerge from economic hardship as 

agricultural, manufacturing, energy and mining sector performance improves, the lack of 

sectoral rebalancing still leaves Zambia highly vulnerable to terms of trade shocks. Real 

GDP growth is projected to pick up from 2.5% this year to 3.4% in 2019, before improving 

further to 4.4% the following year. 

 

 

Trade deficit weaker than expected 
 

We have adjusted our current account forecast to reflect a weaker merchandise trade 

balance. After recording a $182m merchandise trade surplus during 2017 H1, Zambia 

recorded a merchandise trade deficit of around $15m during the first half of this year. 

While exports will be supported by higher copper prices and export volumes, the 

merchandise trade balance will remain under pressure due to higher international oil 

prices and as the demand-side recovery is accompanied by higher consumer and capital 

goods imports over the medium term. We expect a largely balanced merchandise trade 

account this year (compared with a surplus of $364m last year), but import pressures are 

expected to result in a $135m merchandise trade deficit in 2019. The current account 

deficit is projected to widen from 5.5% of GDP this year to 6.6% of GDP in 2019.  

 

 

Growth recovery 

expected over the 

medium term due to 

stronger industrial 

sector growth, but 

investor confidence 

will remain fragile 

 

Growth outlook has 
deteriorated markedly due to a 
deterioration in risk 
perceptions and the related 
weakening in macro-
fundamentals. 

 

A recovery is still expected 
over the medium term, driven 
by stronger growth in the 
industrial sector.  
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Weaker kwacha to feed into inflation 
 

The recent kwacha slump has sent the local unit into oversold territory, although recovery 

potential remains hampered by debt sustainability concerns. The budget address for 2019 

did little to soothe concerns. Structurally high inflation and twin deficits continue to expose 

the kwacha to a depreciatory bias. We anticipate that price pressures will intensify towards 

year-end, driven by exchange rate pass-through, higher food price inflation and 

administered price adjustments. While we have revised the timeline with regard to the 

emergence of demand-side pressures to 2019 H2, cost-push inflation risks are skewed to 

the upside – primarily taking the form of further kwacha weakness and higher oil prices. 

The policy loosening cycle could continue in 2019 H2, but given the fluidness of the 

situation, monetary authorities could be forced to tighten monetary policy further to limit 

pass-through to the domestic price environment if fiscal mismanagement results in a 

further deterioration of investor confidence. 

 

 

Fiscal pressures persist 
 

The fiscal deficit for 2018 is now projected at 8.1% of GDP, which is slightly wider than our 

previous forecast of 7.7% of GDP and wider than the government’s current projection of a 

7.4% of GDP deficit. We have revised our fiscal forecasts due to our lower growth 

assumption and expectation of weaker revenue growth as a proportion of GDP. The fiscal 

deficit is expected to narrow next year (as a proportion of GDP) due to a pick-up in growth 

and the accompanying boost to revenue generation.  

Merchandise exports have 
recovered so far this year, but 
this has been more than offset 
by stronger goods imports. 

 

Current account deficit to 
widen further next year due to 
weaker merchandise trade 
position. 
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Price pressure to 

increase in Q4, 

driven by kwacha 

weakness and 

administered cost 

adjustments 

 

Fiscal projections adjusted to 
reflect weaker economic 
growth and the accompanying 
negative impact on revenue 
generation. 

 

Fiscal position to improve over 
the medium term in line with a 
pick-up in growth, but the 
intended consolidation 
trajectory continues to 
disappoint.  
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Fiscal position 

remains a concern, 

and effective 

consolidation will be 

key in restoring 

investor confidence 
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Economic & Political Risk Update 
 

Zambia has seen a deterioration in all three major economic risk pillars over the past 

quarter. Economic Policy risk has weakened due to hightened monetary volatility and 

disappointing developments on the fiscal front, while Economic Structure risk has 

increased due to a weaker growth outlook, larger external imbalances, and a slump in 

relations with multilateral organisations. In turn, Liquidity Risk remains elevated due to the 

country’s inability to build on its forex holdings in the context of rising import pressures. 

The past quarter has seen numerous negative forecast adjustments, including a reduction 

in expected real GDP growth, a widening of both the projected twin deficits and an upward 

adjustment in price inflation forecasts, while we have also factored in stronger 

depreciatory pressure on the kwacha exchange rate.   

The composition of the sovereign balance sheet – external debt liabilities account for the 

largest share of public sector debt – poses structural risk to the entire economic system as 

exchange rate depreciation inflates the real debt burden. This contributes to external and 

fiscal fragility. Given the context of a narrow export base, weak external buffers and 

significant single-commodity dependence, Zambia continues to face a high risk of debt 

distress. In addition, we continue to attach a high probability to upward revisions of the 

public debt burden, the discovery of off-balance sheet debt and negative balance sheet 

effects, which further exacerbates concerns related to debt sustainability. 

Ongoing failure to secure IMF financial assistance will likely pressure the copper producer 

to continue borrowing in foreign currency, unravelling fledgling consolidation efforts as 

revenue inflows are inadequate to meet external liabilities. Over the past three years, high 

debt interest costs and currency intervention culminated in a rapid drawdown of the 

foreign exchange buffer, further increasing the probability of a negative balance of 

payments shock in the absence of support from multilateral organisations. Meanwhile, 

successive hits to investor confidence in the form of the ongoing IMF stalemate and the 

aid freeze due to corruption allegations further eat away at the fragile growth recovery. 

Furthermore, the latest fiscal budget failed dismally to instil confidence back into 

government finances, while proposed tax measures in the mining sector run the risk of 

harming the country’s most important forex and government revenue generator.  

Key strengths: 

• A conservative and prudent monetary policy framework 

• A track record of political stability 

• Favourable long-term growth potential on the back of resource wealth 

• Progress towards financial sector integration and financial inclusion.  

Key weaknesses: 

• Sizable twin deficits (fiscal and current accounts) 

• Fiscal spendthrift and weak revenue mobilisation 

• A narrow export base and an overreliance on copper sector  

• Significant infrastructure deficit 

• Vulnerability to negative spillovers from China due to trade and credit ties.     

The latest fiscal 

budget failed 

dismally to instil 

confidence back into 

government finances 

 

Ongoing stalemate 

with the IMF and the 

aid freeze due to 

corruption 

allegations eat away 

at the fragile growth 

recovery  
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Economic Risk Comparison 

Weak performance relative to peers  

Zambia compares unfavourably when looking at the copper 

producer’s performance on numerous macroeconomic 

indicators and comparing them to the median performance 

of some other regional mineral exporters, as well as when 

compared to the African median performance.  Indicators in 

which Zambia underperforms relative to both peer groupings 

relate to foreign exchange reserves, consumer price 

inflation, government finances and real GDP growth. 

Zambia’s weakest comparison relates to its fiscal position, 

with the copper producer expected to record an average 

fiscal deficit equivalent to 7.4% of GDP over the 2017-19 

period compared with the mineral exporter median deficit of 

3.6% of GDP, and the Africa median deficit of 4.4% of GDP. 

Another notable underperformance relates to foreign 

exchange reserves, with Zambia expected to maintain a 

level of forex holdings to cover an average 2.3 months of 

imports over the forecast period compared with a mineral 

exporter median of 4.5 months and an African median of 4.8 

months. Indicators in which Zambia slightly outperforms the 

African median but underperform relative to other mineral 

exporters related to external balances and FDI, while the 

copper producer is expected to record a higher average 

consumer price inflation rate than both peer groupings over 

the forecast period. 

Credit rating developments 

Earlier this month, Fitch Ratings announced that it had 

adjusted Zambia's sovereign credit rating one notch weaker 

to B- while the outlook was maintained at negative. The 

ratings agency ascribed the adjustment to negative revisions 

in its assumptions for Zambia’s pace of debt accumulation 

and due to expectations of wider fiscal deficits. In addition, 

Fitch noted that upward revisions to fiscal deficits and 

government debt have weakened the credibility of the 

government's fiscal targets. Other factors weighing on the 

country’s credit rating as highlighted by Fitch include 

currency risk and weak performances in development 

indicators. At the end of August, S&P Global Ratings 

announced that it had adjusted Zambia's sovereign credit 

rating one notch weaker to B- while setting the outlook at 

stable. S&P followed a decision by Moody’s to downgrade 

Zambia’s sovereign credit rating from B3 to Caa1 at the end 

of July, also attributing the move to ongoing fiscal 

consolidation challenges.
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Zambia & Peers Graph

In the accompanying graph above, we compare the 
individual performance of Zambia on six 
macroeconomic indicators, using averages for the 

2017-19  period, against the median of some 
regional mineral exporters. We also compare 
Zambia's performance to the median of all 29 

countries covered by NKC across the continent to 
show how Zambia measures up in an African 
context.

Mineral exporting peers: Botswana, DRC, 
Mozambique, and Namibia. 
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Note: The international ratings agencies provide an 

assessment of sovereign credit risk, indicating a 

government's willingness and ability to repay its debts. 

NKC, in turn, focuses exclusively on elements of 

economic and political risk, not sovereign risk.
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Economic Policy 

Donor support at risk 

On September 18, the UK announced that it has suspended 

aid to the Zambian government on account of suspected 

fraud and corruption. While aid does not form a cornerstone 

of fiscal receipts by any means, the announcement 

pummelled the kwacha and sovereign credit as debt 

sustainability has been increasingly drawn into question this 

year, with investor sentiment souring as Zambia continued to 

accrue external debt at an unabated pace despite warnings 

from the IMF and rating agencies. The setback has been the 

latest to unravel confidence in the copper producer, as 

Zambia remains at a stalemate with the IMF regarding a 

financial support programme. Progress towards unlocking 

IMF aid has stalled due to disagreements over the 

acceptable pace of debt contraction and a lack of 

implementation of “credible measures”, with the Fund 

warning that government borrowing “continues to 

compromise the country’s debt sustainability and risks 

undermining its macroeconomic stability”. In the wake of the 

UK aid suspension, President Edgar Lungu instructed the 

secretary to the Cabinet to “take decisive action to curb all 

malpractices in the administration of the social cash-transfer 

programme”. Presidential spokesperson Amos Chanda 

recently stated that Community Development and Social 

Welfare Minister Emerine Kabanshi has been replaced by 

Olipa Phiri. In addition, Minister of Finance Margaret 

Mwanakatwe has indicated that debt figures will be 

published on a quarterly basis to “keep citizens and other 

interested stakeholders abreast of the developments on this 

topical issue that has attracted so much attention and 

interest”. 

Economic Policy risk 

Zambia’s economic policy risk has deteriorated markedly 

over the past two quarters. Monetary stability has been 

negatively affected by the central bank’s inability to contain 

kwacha volatility and keep consumer price inflation within 

the targeted range, while the failure to provide accurate and 

timely economic data has raised some concern regarding 

the actual level of public debt. In turn, fiscal policy remains a 

concern as the government does not seem committed (at 

least to the desired degree) to undertake fiscal 

consolidation. Kwacha weakness has put pressure on most 

of Zambia’s other macroeconomic fundamentals, and while 

monetary authorities seem to be doing what they can given 

current circumstances, fiscal policy has not pulled its weight 

in fending off undesired pressures. 

 

Dim prospects of new IMF programme

IMF staff have met with Zambian authorities on 
numerous occasions since 2014 to assess the 
country’s viability for financial and technical 
support worth $1.3bn. Negotiations have been 
fraught with delays due to disagreements over 
the acceptable pace of debt contraction, an 
“unbalanced policy mix”, which the Fund deemed 
to have contributed to economic stress, and a 
lack of concrete steps taken to improve revenue 
collection, reduce borrowing and scale back on 
new capital projects. 

 

50

52

54

56

58

60

62

64

Economic Policy Risk

Source: NKC Research

 

Economic Policy Risk

Along with Political Risk, Economic Structure Risk and 
Liquidity Risk, Economic Policy Risk represents one of 

the pillars of the NKC in-house scorecards. Each 
country's Economic Policy Risk score incorporates 
idiosyncratic factors related to monetary and fiscal 

policy, regulatory developments affecting trade and 
foreign capital, as well as the way in which the 
country's local currency is managed. The higher the 

score, the less favourable the country's performance, 
with 100 representing the highest risk. 
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Economic Growth 

Growth prospects have deteriorated… 

We have revised our growth forecast for 2018 markedly 

lower, from 4.1% to 2.5%, on account of a larger shortfall on 

the external position, negative revisions to the growth-

supportive fiscal position and foreign direct investment, a 

higher inflation projection and a weaker kwacha exchange 

rate. Following a lacklustre start to the year, high-frequency 

growth indicators suggest that real economic activity slowed 

in Q3, and we anticipate a worsening in conditions in Q4. In 

addition, two key drivers behind recent growth have also 

transformed into two key sources of downside risk: 

Infrastructure investment: The positive impact on growth 

stemming from years of heavy capital spending has not 

materialised to the desired extent. The continuation of debt-

financed infrastructure spending will weigh on other 

macroeconomic fundamentals if these growth dividends are 

not realised.  

Mining development: The potential increase in business 

operation costs due to the new tax regulations will weigh on 

economic activity in the sector, presenting serious 

headwinds to investment and growth. Economic growth 

prospects could be dampened in the longer term due to a 

slowdown in copper production. 

… but a rebound expected next year 

Successive hits to investor confidence in the form of the 

ongoing IMF stalemate and the aid freeze due to corruption 

allegations further eat away at the fragile growth recovery. In 

addition, the Zambia Chamber of Mines has stated that 

several mines would become unprofitable if the new tax 

measures were implemented, with overall copper production 

likely to fall. The chamber also noted that some companies 

have already scrapped expansion plans following the 

announcement of the new tax measures. While we expect 

that Zambia will gradually emerge from economic hardship 

as agricultural, manufacturing, energy and mining sector 

performance improves, the lack of sectoral rebalancing still 

leaves Zambia highly vulnerable to terms of trade shocks. 

Real GDP growth is projected to pick up from 2.5% this year 

to 3.4% in 2019, before improving further to 4.4% the 

following year.  
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Current Account  

Weakening trade position 

Zambia’s merchandise trade position weakened markedly 

during 2018 H1, with a rise in exports being more than offset 

by a higher import bill. After recording a $182m merchandise 

trade surplus during 2017 H1, Zambia recorded a 

merchandise trade deficit of around $15m during the first 

half of this year. Exports rose by 20.7% y-o-y, reaching just 

under $4.6bn, but this was offset by a 27.2% y-o-y increase 

in goods imports, the latter reaching just over $4.6bn. 

Copper exports continued to recover, rising by 22.8% y-o-y 

to reach $3.5bn during 2018 H1. 

The deterioration in the merchandise trade balance was 

accompanied by a larger shortfall in the invisibles trade 

account. The services deficit widened 40.6% y-o-y, reaching 

$415m, largely due to higher transportation payments, while 

the income account deficit widened by 32.1% y-o-y to reach 

$507m. In turn, the transfers account improved slightly, with 

the surplus increasing 14.8% y-o-y to reach $180m. Overall, 

the current account deficit more than doubled during the first 

half of the year, widening from $340m in 2017 H1 to $757m 

during 2018 H1. 

Outlook 

Zambia’s economic quagmire is rooted in fiscal overstretch 

in the context of considerable single-commodity 

dependence, leaving the country ill-prepared to adapt to 

terms of trade shocks. Unfortunately it does not look like the 

government is making much progress in addressing this 

vulnerability – fiscal consolidation efforts continue to 

disappoint, while the country is in a sense doubling down on 

its copper dependence by imposing higher royalties. In 

addition, there has not been much progress in the form of 

export diversification. While exports will be supported by 

higher copper prices and export volumes, the merchandise 

trade balance will remain under pressure as demand-side 

recovery is accompanied by higher consumer and capital 

goods imports. We expect a largely balanced merchandise 

trade account this year (compared with a surplus of $364m 

last year), but import pressures are expected to result in a 

$134m merchandise trade deficit in 2019. Together with a 

wider services account shortfall, the weaker merchandise 

trade position is expected to result in a wider current account 

deficit this year. Zambia’s current account deficit is projected 

to widen from 3.9% of GDP in 2017 to 5.5% of GDP this 

year, before widening further to 6.6% of GDP in 2019.
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Capital Account 

Mining royalties to weigh on investment 

Foreign investment could be negatively affected by tax 

measures put forward in the most recent budget. Changes to 

the mining tax regime include an increase in mineral royalty 

rates by 1.5 percentage points at all levels of the sliding 

scale. A fourth-tier rate (at 10%) has been introduced to the 

sliding scale and will apply at a copper price above 

$7,500/tonne. In addition, VAT is being replaced by a non-

refundable sales tax, which ends the current system 

whereby generous rebates are given by the State as a fiscal 

incentive. The government has stated that it remains open to 

dialogue with mining companies to discuss the transition to 

the new mining tax regime. Still, risk perceptions will be 

negatively affected by the proposed tax measures, and we 

expect FDI to drop from just over $1bn in 2017 to just over 

$500m this year. The recovery in growth will encourage 

increased foreign investment, but FDI is only expected to 

breach the $1bn level again over the medium term. 

External debt on a declining path 

We do not anticipate an IMF deal before 2019 H2. Informed 

by this projection, we remain cautious of Zambia’s ability to 

raise external public debt in 2019 as set out in the latest 

budget, unless investor confidence can be restored. The 

latter will require a policy anchor, which does not seem to be 

forthcoming. Consequently, we have revised our external 

debt forecast lower to incorporate the accumulation of 

slightly less, albeit more expensive, external debt. 

Reserves still under pressure 

There is considerable doubt over whether the BoZ has the 

firepower to intervene in forex markets given the weak 

reserve buffer and ongoing need to meet external debt 

obligations with forex holdings. An import cover position of 

below four months is too low to fend off a terms of trade 

shock, and Zambia’s current position (below three months) 

should raise some concern. In an attempt to address the 

situation, the BoZ has directed mining companies to pay 

mineral royalties directly to the central bank in US dollars. 

News of the new measure had a favourable impact on the 

kwacha exchange rate, but it remains to be seen whether 

this will result in a longer-term improvement in forex 

holdings. Still, inadequate forex reserves are expected to 

remain a concern, with import cover projected to remain 

below three months over the medium term.
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Market Developments  

Kwacha caught between opposing forces 

The volatile kwacha is primarily a free-floating currency that 

has been allowed to depreciate in line with fundamentals in 

recent years. A shift in monetary policy towards a rates-

based framework has aided a reduction in volatility, with high 

borrowing rates discouraging speculative net dollar 

positioning amid elevated domestic and external risks. 

Kwacha volatility is emphasised by general thin liquidity 

conditions and high exposure to copper sector dynamics. 

The kwacha contended with opposing forces in H1, which 

were mainly the following: 

• An initial improvement in the current account in line 

with higher copper prices; the trade deficit however 

widened due to a more expensive import bill by Q2. 

• Investor fears regarding the depth of indebtedness 

after IMF debt sustainability warnings and a 

downgrade by S&P Global Ratings in August. 

September marked a stark deviation from the previous 

month as a lending freeze triggered a sharp sell-off. The 

kwacha slump sent the local unit to oversold territory, 

although recovery potential remains hampered by debt 

sustainability concerns. The budget address for 2019 did 

little to soothe concerns. Structuraly high inflation and twin 

deficits expose the kwacha to a depreciatory bias going 

forward. 

Kwacha to remain under pressure 

The kwacha is forecast to remain on the back foot and prone 

to excessive volatility despite a conservative monetary policy 

stance. The key drivers behind this are: 

• Rising inflation: inflation briefly breached the 

medium-term target due to cost-push pressures. 

• Rising global headwinds due to US policy 

uncertainty and trade war fears. 

• Disappointing fiscal consolidation, uncertainty 

regarding the level of indebtedness and below-

potential GDP growth. 

The kwacha is expected to average ZK10.5/$ this year 

before averaging around ZK12.3/$ in 2019. Risk perceptions 

will continue to drive kwacha volatility. A larger interest rate 

differential on government yields vis-à-vis the US (due to 

fiscal concerns) will support the kwacha to a certain extent, 

but this will have a detrimental impact on fiscal finances, 

which will again result in a negative feedback loop.
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A favourable sell-off? 

A distinction should be made whether a sell-off in the 

kwacha is rooted in a loss of confidence in the country’s 

fiscal position or a mere consequence of the changing 

external environment, with the international competitiveness 

gains associated with the latter in our view outweighing 

short-term transitory effects on inflation. We expect the 

kwacha to overshoot levels associated with estimated 

equilibrium, but opacity with regard to the actual level of 

public debt and the role of the IMF going forward will prevent 

clawback of recent losses unless these underlying concerns 

are addressed. Even under the scenario of a marked 

recovery in the kwacha over the short term to realign with 

fundamentals, the local unit will remain on a depreciatory 

trend over the medium term due to structural twin deficits 

and a higher inflation differential to trading partners. 

Lusaka Stock Exchange 

The Lusaka All-Share Index (LASI) has had a volatile year 

so far. After gaining just over 5% in early February due to 

favourable copper price developments and the implied 

benefits to the Zambian economy, these gains were 

overturned during the subsequent six months as the new 

economic reality set in – exacerbated by weaker copper 

prices. A brief recovery in early September was again 

reversed later that month, and by mid-October the LASI had 

lost just over 5% since the highs reached in 2018 Q1.   

Debt market 

Considering that the budget envisions a notable amount of 

debt contracted on commercial terms, buyers of domestic 

debt should remain concerned regarding considerable FX 

tail risks. Due to the composition of the public balance sheet, 

the outlook for the kwacha exchange rate and debt trajectory 

need to be mentioned in the same breath. We continue to 

attach a high probability to large negative balance sheet 

effects and/or marked revisions of the debt metrics. These 

concerns will continue to put upward pressure on 

government borrowing costs, which will, in turn, increase 

pressure on the country’s fiscal position.  

 

80

120

160

200

240

280

LCU/$
(indexed, 2010 = 100)

Botswana DRC Mozambique

South Africa Tanzania Zambia

Source: NKC Research

Depreciation

 

0

2

4

6

8

10

12

4,000

4,500

5,000

5,500

6,000

Apr-17 Aug-17 Dec-17 Apr-18 Aug-18

Lusaka Stock Exchange

30-Day Volatility (%), rhs LuSE LASI, lhs

Source: Reuters

 

6

8

10

12

14

16

18

20

22

Jun-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18

Zambia T-bill Bid Yields                                  
(%, secondary market)

91 D 273 D 364 D

Source: Reuters



 

 
Page 12 

 

Country Quarterly Update | Zambia 

 

Monetary Environment 

Inflation increasing steadily 

Consumer price index (CPI) inflation eased slightly in 

September, dropping to within the upper threshold of the 

government’s target range of 6% y-o-y to 8% y-o-y. The 

headline inflation rate was recorded at 7.9% y-o-y last 

month, reflecting a slight decline from the 8.1% y-o-y reading 

in August, and coming in below the 8% y-o-y threshold, 

albeit marginally so. 

Rising fuel prices 

Zambia’s Energy Regulation Board (ERB) recently 

announced a petrol price increase of roughly 15%, now set 

at just over ZK16/litre, while diesel pump prices have also 

been increased by around 13.7% to ZK14.65/litre. The fuel 

price increase was inevitable given the collapse in the 

kwacha exchange rate observed over the past month – the 

regulator cited the kwacha depreciation of over 26% since 

the previous upward fuel price adjustment in February as a 

key driver behind the decision. The recent rise in 

international oil prices would have exacerbated pressure on 

the cost of fuel imports, and given the current fiscal context 

(with government finances front and centre in Zambian risk 

discussions), subsidies were not an option to offset these 

price pressures. The ERB was thus compelled to allow these 

price pressures to trickle down to consumers. 

Outlook 

The reversion back to within the inflation target band is 

considered to be temporary, and we expect inflationary 

pressures to again increase over the short term. We 

anticipate that price pressures will intensify towards year-

end, driven by exchange rate pass-through, food price 

developments as Zambia heads into the lean season, and 

administered price adjustments. While we have revised the 

timeline with regard to the emergence of demand-side 

pressures to 2019 H2, cost-push inflation risks are skewed 

to the upside – primarily taking the form of further kwacha 

weakness and higher oil prices. Consumer price inflation is 

projected to average 8.1% this year before averaging 8.9% 

in 2019. In turn, the policy rate is expected to be maintained 

at 9.75% for the remainder of 2018 and deep into 2019. The 

policy loosening cycle could continue in 2019 H2, but given 

the fluidness of the situation, monetary authorities could be 

forced to tighten monetary policy further to limit pass-through 

to the domestic price environment if fiscal mismanagement 

results in a further deterioration in investor confidence. 
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Fiscal Policy 

Recent developments 

The government proposes to spend ZK86.6bn, or 28.9% of 

GDP, during the next fiscal year according to the recently 

released fiscal budget. The bulk of the budget has been 

diverted to general public services (36%, with the largest 

component allocated to debt obligations), economic affairs 

(23.8%, focusing on narrowing the infrastructural shortfall 

with the majority of spending diverted towards road 

infrastructure), and education (15.3%, in line with the 

socioeconomic development goals as prioritised in the 

medium-term expenditure framework). In turn, the 

government plans to raise 64.6% of the proposed spending 

from domestic revenue sources, with the remainder 

expected to be met by co-operating partners (at a somewhat 

optimistic 2.2% of the budget, or 0.6% of GDP) and 

domestic and foreign borrowing (33.2% of the budget). 

Government revenue, which is expected to equate to 18.7% 

of GDP, will be dominated by receipts from income tax 

(7.8% of GDP), value-added tax (5.0% of GDP) and customs 

& excise (2.8% of GDP). Disappointingly, the budget again 

referred to the debt position as at end-June, failing to 

provide an update on this critical metric. 

Debt remains a concern 

Public external debt stood at $9.4bn by end-June, or 34.7% 

of GDP. In turn, the domestic public debt stock stood at 

ZK51.9bn by end-June (19.2% of GDP) while the domestic 

arrears stock was measured at ZK13.9bn by end-March. We 

project that public debt will equate to just over 66% of GDP 

by end-2018, which captures our pessimistic revision for the 

kwacha at year-end (seen at ZK12.1/$). This is above the 

consensus projection both in terms of the nominal value of 

debt and currency valuation. Public debt is expected to 

increase to just under 69% of GDP next year, before easing 

to 67% of GDP in 2020.  

Outlook 

The fiscal deficit for 2018 is now projected at 8.1% of GDP, 

which is slightly wider than our previous forecast of 7.7% of 

GDP and the government’s current projection of a 7.4% of 

GDP deficit. We have revised our fiscal forecasts due to our 

lower growth assumption and expectation of weaker revenue 

growth as a proportion of GDP. The fiscal deficit is expected 

to narrow next year (as a proportion of GDP) due to a pick-

up in growth and the accompanying boost to revenue 

growth.
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Special Insert: 

Fiscal budget 2019  
Finance Minister Margaret Mwanakatwe’s maiden budgetary 

address at the end of September delivered vocal 

commitment towards fiscal consolidation via expenditure 

streamlining and increased revenue mobilisation, but 

underwhelmed notably in terms of details on how the 

government plans to achieve these goals. The budget rests 

upon the assumptions that growth of “at least 4%” will be 

achieved, that inflation will be kept within the medium-term 

target range of 6% - 8%, and that the import cover position 

will improve to three months. Zambian authorities envision 

the deficit equating to 6.5% of GDP in 2019, from a revised 

7.4% of GDP in 2018 (compared to an initial target of 6.1% 

of GDP). 

We consider the budget to be more realistic with regard to 

the budgetary assumptions than previous years, with the 

deviation between our own projections and government 

forecasts on growth, revenue and the projected shortfall 

considerably narrower than seen over 2013-17. As such, in 

the absence of a large shock to the terms of trade, we place 

the probability of a notable revision in the budget deficit 

target later in 2019 at low. This will signal an about-turn from 

recent years, which have been marred by numerous and 

substantial target revisions. While more realistic, we hoped 

to see more decisive action to rein in recurrent spending, 

which will limit the build-up of new arrears. Fiscal arrears 

remain large and a drag on growth-productive expenditure. 

Our critique of the recent budget spans multiple layers, but 

at the core rests upon the notion that a sense of urgency to 

address investors’ loss of confidence severely lacks. While 

Zambia is hopeful that discussions with the IMF will resume 

in October, we attach a low probability to a fruitful end this 

quarter as the pace of consolidation – albeit more realistic 

than in previous budgets – signals a discounted view of 

external risks to fragile economic recovery. Critically, Zambia 

missed an opportunity to appease investors’ and analysts’ 

concerns by failing to provide deeper insight into the current 

public debt position, raising questions as to the reasons 

behind the delay. 
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Political Developments 

Current political environment 

Zambia’s political environment continues to deteriorate amid a series of crises that include the suspension of 

aid by some donors as well as a growing debt crisis that has the potential to stoke political unrest in the longer 

term. Repression, paranoia, and the continuing decay of democratic principle now characterise the political 

scene. We consider political risk in the country to be low to moderate with the overall trend negative. The 

trend on our measure of the effectiveness of state structures has changed from neutral to negative, which 

means three of our four measures of political risk are now negative. The increasingly erratic President Edgar 

Lungu is turning more often to populist measures and outbursts that undermine investor and business 

confidence in the country. In earlier reports we argued that the Constitutional Court ruling that Mr Lungu can 

contest the 2021 presidential election was sound. Despite the ruling, the president remains under fire. As his 

support inside and outside of the ruling Patriotic Front (PF) declines, his response is increasingly populist – 

forcing many of the more pragmatic figures out of his government. From a financial and economic 

perspective, the slide backward may be even more pronounced. In the wake of an internal report (apparently 

by the auditor general) doing the rounds since last November indicating that aid money was being siphoned 

off ‘Cashgate’ (Malawi) style, the UK suspended all aid in September until a series of questions were 

answered and key issues around financial controls were addressed. 

Loss of aid is less damaging than the harm to reputation  

The lack of clarity on the issue and the failure by the Zambian government to provide answers led to the 

suspension of aid by other countries as well, including Scandinavian nations and the Netherlands. While 

Zambia’s aid dependency is relatively small and manageable, it is investor and business confidence in the 

country that takes a knock, and that is a more serious setback. British media reported that three government 

departments – education, health and community development – were under investigation. At the ministry of 

education, claims of a multi-million-dollar fraud are being investigated in connection with internal payments 

and procurements systems. Civil groups and opposition parties claim the scourge of corruption is a growing 

problem and that the Lungu administration has been buying political favour with money and resources that did 

not belong to it ahead of elections they might otherwise lose. None of this has been proven and opposition 

parties tend to make claims they cannot substantiate, even though there always appears to be an element of 

truth that is never fully unpacked.  

Government’s apparent lack of concern over debt has a China link 

The cold hard facts of the matter are that Zambia, like Malawi, will discover that aid assistance does not return 

very quickly. While Zambia is less dependent on this aid than many other countries, the signals it sends are 

very negative. Add to that growing concerns over the debt burden and the fact that the political system is 

beginning to creak. Irresponsible media comments by senior Zambian political leaders – such as Vice 

President Inonge Wina – who publicly castigate opposition party and civil society concerns over the debt issue 

as “out of proportion and over dramatic” – do little to instil confidence that the regime has any idea of the 

looming crisis. “Zambia's debt has become a camouflage, a tool to destabilise Zambian people's confidence in 

their government and to force a regime change,” she added. The obvious retort is that the government itself is 

doing a wonderful job undermining people’s confidence in its ability to govern. Regional sources close to 

developments in Zambia suggest that the government’s lack of concern over the debt issue is based on a 

belief that when the chips are down, China will provide. While that expectation may or may not carry any 

weight, it is a concern to civil society groups who believe that any deepening financial commitments to China 

could be disastrous. Given China’s activities in Zambia, there is some cause for concern – China is one of the 

country’s main investors. 
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Outlook  

Zambia faces hard times ahead and the growing risks to political stability inherent in its current economic and 

financial challenges imply a downgrade in its overall political risk profile during the next quarter unless 

dramatic improvements in governance are achieved. The threat of instability in the short to medium term is 

relatively high and when electoral pressures are added, the political environment will become even more toxic. 
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Measure One – Legitimacy of Government

Stable, trend negative - harassment of opposition leaders and elements of civil society negatively affects legitimacy.

Measure Two – Effectiveness of State Structures

Stable, trend negative - policy confusion persists.
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Stable, trend neutral - minor party-political tensions.

Measure Four – Role of Civil Society/Checks and Balances

Stable, trend negative - government intimidation of critical media.
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Background 

Economic development 
 

After a long period of high growth, driven by strong copper sector performance and government spending, the 

Zambian economy came under duress by mid-2014 as a severe shock to the terms of trade laid bare the 

structural challenges of weak infrastructure and a narrow economic base. In 2014, international copper prices 

plummeted, leaving the fiscally fragile country to contend with multiple credit rating downgrades and soaring 

borrowing costs. Furthermore, by 2015 Zambia was in the throes of a power crisis on account of adverse 

weather conditions and an over-reliance on hydropower, which exacerbated the pain inflicted by global 

economic malaise. At its peak, the daily power deficit was estimated at nearly 1,000 MW, with forced power 

rationing, undermining business sector activity and necessitating power imports. Cognisant of the challenges 

to economic recovery and diversification, Zambia indicated in 2016 that it would seek technical and financial 

assistance from the IMF, but relations have been strained between the country and the Fund. 

Structure of the economy 

The landlocked country is endowed with a wealth of natural resources, including an assortment of mineral 

deposits and arable land spanning much of the country’s 75 million hectares. In addition, an abundance of 

water sources allows Zambia to hold more than a third of the Southern African region’s water supply, with 

resultant opportunities for tourism, agricultural development and hydroelectricity. The strength of the 

economy’s external position relies heavily on the performance of the copper sector, which accounts for more 

than 75% of export earnings and draws the vast majority of FDI pledges. Nonetheless, the copper sector fails 

to provide any significant linkage to the real economy, with the majority of the Zambian labour force (both 

formal and informal) are engaged in agricultural activities. Geographically, Zambia is favourably located as a 

regional hub and serves as an entry point into the Southern African Development Community (SADC).  

Balance of payments 

Zambia is highly susceptible to shocks to the terms of trade due to its dependence on copper and a narrow 

export base. Strong direct trade ties with China, and implicit exposure to the Asian giant due to its position as 

primary global consumer of copper, imply that sectoral rebalancing and a slowdown in economic growth in the 

latter have far-reaching consequences for Zambia via the merchandise trade channel. The merchandise trade 

account has worsened since 2014 due to the spillover effects of severe supply-side shocks and structural 

vulnerabilities. The deterioration in the trade position is further reflective of the impact of currency 

depreciation, which increases the cost of import products in kwacha terms. Zambian imports are relatively 

inelastic due to the power crisis and large infrastructural shortfall, thereby curbing the degree to which the 

free-floating exchange rate can absorb shocks to the terms of trade. 

Policy and politics 

Zambia won its independence from the United Kingdom in October 1964 with Kenneth Kaunda winning the 

election to become the country’s first post-colonial president. The country has experienced several peaceful 

changes in president and one change in ruling party since the advent of multiparty democracy. Zambia’s more 

recent political history has witnessed some reversal of the earlier democratic gains. Two heavily-contested 

elections in 2015 and 2016 – the former forced by the death in office of President Michael Sata – saw 

President Edgar Lungu of the ruling Patriotic Front (PF) defeating his closest rival, Hakainde Hichilema of the 

United Party for National Development (UPND), in a disputed outcome where Mr Lungu and the PF were 

accused of vote rigging with several irregularities in the vote tallies and in general conduct of the polls. The 

elections set the tone for a contested and often hostile political environment in which the ruling PF and Mr 

Lungu engaged in a clampdown on legitimate opposition and on any form of criticism that seriously 

undermined Zambia’s democratic culture. 
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Key Facts 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Geography

Area:
Total: 752,618 km

2
; Land: 743,398 km

2
; Water: 

9,220 km
2

Climate:
Tropical; modified by altitude; rainy season 

(October to April)

Terrain:
Mostly high plateau with some hills and 

mountains

Land use:
Agricultural land: 31.7%; forest: 66.3%; other: 

2% (2011 est.)

Natural resources:
Copper, cobalt, zinc, lead, coal, emeralds, 

gold, silver, uranium, hydropower

Source: CIA

Demographics
Population: 16,591,390 (June 2017 est.)

Population growth rate (%): 2.94% (2016 est.)

Life expectancy at birth: 52.5 years (2016 est.)

Languages:

Bembe 33.4%, Nyanja 14.7%, Tonga 11.4%, 

Lozi 5.5%, Chewa 4.5%, Nsenga 2.9%, 

Tumbuka 2.5%, Lunda (North Western) 1.9%, 

Kaonde 1.8%, Lala 1.8%, Lamba 1.8%, 

English (official) 1.7%, Luvale 1.5%, Mambwe 

1.3%, Namwanga 1.2%, Lenje 1.1%, Bisa 1%, 

other 9.7%, unspecified 0.2%

Adult literacy rate (%): 63.4% (2015 est.)

HIV/AIDS adult prevalence: 12.4% (2016 est.)

Population below poverty line: 60.5% (2010 est.) Source : CIA Factbook

Sources: CIA and World Bank

Politics
Head of state: President Edgar LUNGU

Head of government: President Edgar LUNGU

Capital: Lusaka

Independence: 1964 from the UK

Political system: Republic

Next presidential election: 2021

Next legislative election: 2021

Currency: Zambian kwacha

Corruption perceptions index 2017
Score

Developed economies (average) 75.04

Emerging economies (average) 38.45

Zambia 37.00

Africa 32.09

Source: Transparency International

Scoring system  100 = highly clean, 0 = highly corrupt
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Economic Data 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2015 2016 2017E 2018F 2019F 2020F 2021F 2022F

National Income

Nominal GDP ($bn) 21.2 21.0 25.8 25.8 24.5 26.5 28.6 31.1

Real GDP Growth (%) 2.9 3.6 4.0 2.5 3.4 4.4 4.7 4.9

Population (m) 16.1 16.6 17.1 17.6 18.2 18.7 19.3 19.8

GDP per Capita $ 1,319.5 1,261.2 1,506.8 1,464.4 1,350.3 1,416.7 1,484.6 1,565.8

Unemployment (%) 15.0 15.0 15.0 15.0 15.0 15.0 15.0 15.0

Consumer Price Inflation (%) 10.1 17.9 6.6 8.0 8.9 7.6 7.5 7.4

Short-term Interest (lending) Rate 21.1 28.1 26.9 23.4 21.9 19.5 17.6 16.3

External Accounts

Exports ($bn) 7.4 6.5 8.2 9.2 9.6 10.1 10.8 11.6

Imports ($bn) 7.4 6.5 7.9 9.2 9.8 10.0 10.4 11.2

Trade Balance ($bn) -0.1 0.0 0.4 0.0 -0.1 0.1 0.3 0.4

Current Account Balance ($bn) -0.8 -1.0 -1.0 -1.4 -1.6 -1.4 -1.4 -1.5

Current Account Balance (% of GDP) -3.9 -4.6 -3.9 -5.5 -6.6 -5.5 -4.8 -4.9

Exchange Rate/US$ 8.6 10.3 9.5 10.5 12.3 12.8 13.3 13.8

Net FDI ($bn) 1.72 0.49 1.07 0.52 0.81 0.98 1.16 1.32

Net FDI (% of GDP) 8.1 2.3 4.2 2.0 3.3 3.7 4.1 4.2

Foreign Reserves ($bn) 3.0 2.4 2.1 1.9 2.2 2.5 2.9 3.4

Import Cover (months) 4.0 3.6 2.7 2.1 2.2 2.5 2.8 3.0

Public Finances

Fiscal Account: Expenditure (% of GDP) 28.1 24.0 24.9 25.7 24.9 24.3 24.2 23.6

Fiscal Account: Revenue (% of GDP) 18.8 18.2 17.7 17.5 18.2 18.3 18.4 18.4

Government Balance (LCU bn) -17.1 -12.5 -17.6 -22.0 -20.4 -20.3 -22.1 -22.5

Government Balance (% of GDP) -9.3 -5.8 -7.2 -8.1 -6.8 -6.0 -5.8 -5.3

Debt Indicators

Government Debt (LCU bn) 112.6 129.8 134.8 180.0 207.9 225.9 253.8 291.2

Government Debt ($bn) 13.0 12.6 14.2 17.2 16.9 17.7 19.1 21.2

Government Debt (% of GDP) 61.4 60.1 54.9 66.5 68.9 66.8 66.7 68.1

Total External Debt ($bn) 8.7 9.5 10.5 11.7 12.7 13.5 14.4 15.3

Total External Debt (% of GDP) 41.2 45.6 40.7 45.3 51.8 51.0 50.2 49.3

Real GDP Growth (%)

World 2.9 2.4 3.0 3.1 2.8 2.7 2.8 2.8

US 2.9 1.6 2.2 2.9 2.3 1.6 1.8 1.9

China 6.9 6.7 6.9 6.5 6.1 5.7 5.4 5.2

Euro zone 1.9 1.8 2.5 2.0 1.7 1.6 1.4 1.3

Consumer Price Inflation (%)

US 0.1 1.3 2.1 2.4 2.0 1.9 2.0 2.0

China 1.4 2.0 1.5 2.2 2.5 2.7 2.8 2.8

Euro zone 0.0 0.2 1.5 1.8 1.7 1.7 1.8 1.9

Exchange Rates

CNY/$ 6.3 6.6 6.8 6.6 6.5 6.2 6.1 6.0

$/€ 1.11 1.11 1.13 1.19 1.22 1.25 1.25 1.25

Commodities

Brent Crude Oil (US$/bbl) 52.4 43.5 54.2 74.1 76.5 73.0 73.5 75.3

Zambia Economic Data

Key International Assumptions



 

 
Page 20 

 

Europe, Middle East, and Africa 

 

Global Headquarters 

Abbey House  

121 St Aldates  

Oxford, OX1 1HB 

Tel: +44 1865 268 900 

 

London 

Broadwall House  

21 Broadwall  

London, SE1 9PL  

Tel: +44 (0)2039 108 000 

 

Belfast 

Lagan House  

Sackville Street  

County Antrim,  

BT27 4AB Lisburn, UK 

Tel: + 44 2892 635400  

 

Milan 

Corso Italia 47 

20122 Milan, Italy 

Tel: +39 02 8295 2521 

 

Frankfurt 

Marienstr. 15 

60329 Frankfurt am Main 

Germany 

Tel: +49 69 96 758 658 

 

Paris 

3 Square Desaix 

75015 Paris, France 

Tel: +33 (0)1 78 91 50 52 

 

Cape Town  

12 Cecilia Street 

Paarl, 7646, South Africa 

Tel: +27(0)21 863 6200 

 

Dubai 

Level 5, One JLT 

Jumeirah Lake Towers 

Dubai, UAE  

Tel: +971 (0) 4 429 5876  

Americas: 

 

New York 

5 Hanover Square, 8th Floor  

New York, NY 10004, USA 

Tel: +1 (646) 786 1879 

 

Philadelphia 

303 West Lancaster Avenue  

Suite 2e  

Wayne, PA 19087, USA 

Tel:  +1 (646) 786 1879  

 

Mexico City 

Jose Maria Velasco, 13,  

Despacho 502 (Community 

Citroz) 

San Jose Insurgentes 

Mexico City, CP 03900 

Tel:  +52 155 5419-4173 

 

Boston 

51 Sawyer Rd 

Building 2 - Suite 400 

Waltham, MA 02453, USA 

Tel: +1 (617) 206 6114 

 

Chicago 

8770 Bryn Mawr Avenue,  

Suite 1300  

Chicago, IL 60631, USA 

Tel: +1 (773) 867-8140 

 

Los Angeles 

2500 Broadway 

Building F, Suite F-125 

Santa Monica, CA 90404 

USA 

Tel:  +1 (424) 238 4331  

 

Toronto 

2425 Matheson Blvd East 

8th Floor 

Mississauga, Ontario 

L4W 5K4, Canada 

Tel:  +1 (905) 361 6573  

 

 

Asia Pacific: 

 

Singapore 

6 Battery Road 

#38-05 

Singapore 049909 

Tel: +65 6850 0110  

 

Sydney 

Level 8, 99 Walker Street 

North Sydney NSW 2060  

Australia 

Tel: +61 (0)2 8458 4200 

 

Melbourne 

Level 40, Rialto South Tower 

525 Collins Street 

Melbourne VIC 3000 

Australia 

Tel: +61 3 8679 7300 

 

Hong Kong 

30/F, Suite 3015-16 

Entertainment Building 

30 Queen’s Road Central 

Hong Kong 

Tel: +852 3103 1097 

 

Tokyo 

Pacific Century Place Marunouchi 

8F 

1-11-1 Marunouchi, Chiyoda-ku 

Tokyo 100-6208 

Tel: +81-(0)3-6860-8264 

 

www.africaneconomics.com 
info@nkc.co.za 
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