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Executive Summary 
 

Background 
1. Zambia qualified for HIPC debt relief assistance at decision point in December 2000. On 
April 8, 2005 Zambia became the 13th regional member country (RMC) to reach the completion 
point under the enhanced HIPC Initiative. As a result, the Boards of Directors of the IMF and the 
World Bank approved a total irrevocable debt relief from multilateral and bilateral creditors 
amounting to US$ 2.5 billion in end-1999 NPV terms (US$ 3.9 billion in nominal terms). 

 

Qualification for HIPC Completion Point 
2. In line with the enhanced HIPC framework arrangements at decision point, Zambia 
fulfilled five main conditions to reach the completion point: 

(i) There was satisfactory implementation of a full PRSP (2002–2004) for at least one 
year with the following main features: promotion of growth, enhancement in the 
delivery of social services, the fight against HIV/AIDS, gender equality, improved 
environment and good governance   

(ii) There were encouraging macro-economic policy changes and performance through 
satisfactory implementation of the IMF-supported PRGF program. This included 
continued positive real GDP growth from 3.3 percent (2002) to 5.0 percent (2004); 
reduction of inflation from 26.7 percent (2002) to 17.5 percent (2004); large fiscal 
adjustment through government spending restraint; decline in domestic borrowings; 
large increase in bank credit to private sector; improved export performance; and 
implementation of an economic restructuring program. 

(iii) Some progress was also made in meeting specific social sector targets. This involved: 
a nation-wide HIV/AIDS program including establishment of an HIV/AIDS Council; 
satisfactory education sector reform; and improvement in health reforms in the form 
of decentralization of decision-making and financial responsibility, as well as 
reorganization of drugs and supply chain. 

(iv) There was also satisfactory implementation of key structural reforms. These took the 
form of commercialization of the Zambia Electricity Supply Company (ZESCO), and 
implementation of a Financial Reform Plan and negotiations for the sale of Zambia 
National Commercial Bank (ZNCB).  

(v) Major initiatives were under way in improving the Public Expenditure Management 
System. The highlight was the tracking of poverty reducing spending for which the 
government’s commitment is expected to increase by at least 1.6 percent of GDP over 
the 2004 – 2006 period.  

 
HIPC Costs and the Bank Group’s participation in PRSP related areas 
 
3. Of the total debt relief of US $2,499 million in end-1999 NPV terms, multilateral 
creditors will account for US $1,331.1 million (53.3 percent) of Zambia’s debt relief, while 
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bilateral and commercial creditors will deliver the remaining balance of US $1,167.8 million 
(46.7 percent). The Bank Group’s share of debt relief will amount to US $146.1 million in NPV 
terms, which is equivalent to about 10.97 percent of the multilateral creditors’ assistance, and 
about 5.8 percent of total assistance from all creditors.  
 
4. Zambia’s debt stock corresponds to a 184 percent debt to export ratio, 13 percentage 
points above the decision point projection.  Given the predicted recovery of exports (favourable 
metal prices, growth of copper production) and an increased share of grants in external financing, 
the level is expected to fall below the recommended threshold of 150 percent.  
 
5. Sensitivity Analysis under three potential adverse scenarios was undertaken: (i) lower 
copper prices and export volumes: (ii) lower real GDP growth and non-traditional export growth; 
(iii) increased borrowing to meet a shortfall in grant disbursements. The analysis showed that by 
maintaining macroeconomic stability and assuring that structural reforms are implemented, the 
Zambian economy will withstand severe shocks like permanent falling of copper prize or 
shortfall of donor’s grants. As there was no exchange or discount rate shocks affecting the debt 
relief profile significantly, additional topping-up debt relief assistance at the completion point 
was not recommended. 
 
Delivery Modality and Indicative Financing Arrangements 
 
6. The Bank Group has made a commitment to provide irrevocable debt relief to Zambia of 
US $146.10 million in end-1999 NPV terms, equivalent to US $214.50 million in nominal terms, 
with effect from January 2001. The Bank Group’s debt relief to Zambia during the interim period 
was US$58.44 million in end-1999 NPV terms, equivalent to US$ 61.15 million in nominal 
terms. This amount reached the 40 percent ceiling of interim debt relief delivered over total 
HIPC assistance approved at decision point. The rest of the debt relief would be provided by 
releasing Zambia from up to 80 percent of its debt service obligations to the Bank Group each 
year, until the entire amount is delivered. The total debt relief would be delivered by July 2025. 
 
7. The proposed Bank Group’s contribution of debt relief to Zambia will be financed by 20 
percent of internal resources (US$29.22 million), 40 percent from European Commission 
Pledges (US$58.22 million) and 40 percent from the HIPC Trust Fund (US $ 58.22 million). 
 
Recommendation 
 
9. The Boards of Directors are invited to approve the proposed HIPC assistance of the Bank 
Group of US $146.10 million in end–1999 NPV terms. 



ZAMBIA - HIPC APPROVAL DOCUMENT 
COMPLETION POINT UNDER THE ENHANCED FRAMEWORK 

 
 
I.  INTRODUCTION 
 
1.1 Zambia reached its decision point in December 2000 and qualified for US$ 2.5 billion 
worth of total debt relief assistance in end-1999 NPV terms1. On April 8, 2005, Zambia became the 
13th regional member country (RMC) to reach the completion point under the enhanced HIPC 
Initiative. As a result, the Boards of Directors of the IMF and the World Bank approved a total 
irrevocable debt relief from multilateral and bilateral creditors amounting to US$2.5 billion in 
end-1999 NPV terms (US$ 3.9 billion in nominal terms). This document presents the justification 
for Zambia’s qualification for HIPC assistance as well as the proposed plan to finance the Bank 
Group’s share of the country’s revised costs of debt relief.  
 
1.2 Following this introduction, Section 2 summarizes details of the status of implementation 
of Zambia’s policy reform during the interim period, and its progress in meeting the completion 
point conditions. The total debt relief is disaggregated in Section 3 to illustrate the breakdown of 
HIPC costs to all creditors at the decision point and at completion point. Section 4 shows the 
HIPC debt relief assistance delivered by the Bank Group during the interim period. The Bank 
Group’s operations are reviewed in Section 5. Section 6 updates the debt sustainability analysis 
for Zambia and summarizes the sensitivity of Zambia’s debt sustainability to three severe 
negative shocks.  Section 7 presents details of the proposed debt relief modality and the impact 
of debt relief on Zambia’s debt service profile. The indicative debt relief contributions per 
sources of financing are presented in Section 8. Finally, recommendations for the Boards’ 
consideration are contained in Section 9. 

 
 
II.  QUALIFICATION FOR THE HIPC COMPLETION POINT  
 
2.1 In line with the enhanced HIPC framework arrangements at decision point, Zambia had 
to fulfill the following five main conditions to reach the completion point: 
 

(i) Adoption of a full PRSP and its satisfactory implementation for at least one year; 
 
(ii) Maintenance of macroeconomic stability through satisfactory implementation of the 

IMF-supported PRGF program;  
 

(iii) Progress in meeting specific social sector targets (2 objectives in HIV/AIDS, 3 
criteria in Education and 4 targets in Health); 

 
(iv) Satisfactory implementation of key structural reforms, one (1) in the electricity sector 

and one (1) in the financial sector; 
 

(v) Satisfactory implementation of two (2) public expenditure management processes.  

                                                 
1 Zambia – HIPC Approval Document: Decision Point under the Enhanced Framework, ref. ADB/BD/WP/2001/07. 
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2.2 The government has met all but three of the fifteen (15) specific structural and 
quantitative triggers that were set at the decision point to monitor Zambia’s progress in meeting 
the completion point conditions under the enhanced HIPC framework. The first  two structural 
conditions which were not met were partly caused by reasons beyond government’s control. 
These include: the review and implementation of the piloting of an integrated financial 
management and information system (IFMIS), and the restructuring of the international bidding 
in the privatization of the Zambia Electricity Supply Company (ZESCO). The trigger on IFMIS 
has not been met due to weak implementation capacity and delayed and protracted procurement 
difficulties outside of the government’s control. But key steps have been taken to prepare  for the 
initiation of the IFMIS pilot2. Regarding ZESCO, an understanding was reached between the 
Government, IDA and IMF that commercialization of ZESCO, instead of restructuring and 
privatization, would rather be pursued whereby the government would retain ownership while 
would operate on an independent and commercial basis. The commercialization of ZESCO is still in 
its interim phase but significant progress has been made towards its implementation. The third 
condition involving the process of privatization of the Zambia National Commercial Bank 
(ZNCB) was unduly prolonged as the Amalgamated Bank of South Africa (ABSA), the selected 
bidder for the privatization of ZNCB, pulled out of the negotiations with the government because 
of legal problems. The board of Zambia’s Privatization Agency (ZPA) therefore terminated the 
negotiations and issued a new invitation to bid for the sale of 49 percent equity in ZNCB instead 
of the original 51 percent equity. The Zambian authorities gave the assurance that they were 
committed to re-launch the privatization process during the course of 2005. 
 
2.3 Thus, in view of the substantial overall progress in implementing a broader strategy to 
strengthen public expenditure management, the authority’s commitment to actively advance the 
privatization, as well as the development of a comprehensive financial sector development plan 
to strengthen the financial sector, the Boards of the IMF and the World Bank granted waivers for 
these non-observed triggers and assessed that Zambia had reached the completion point under 
the enhanced HIPC initiative. 
 
2.4 A copy of the relevant HIPC completion point document prepared by the Bretton Woods 
Institutions (BWI), including key HIPC reforms and objectives for reaching the floating 
completion point, is attached as Annex V to this report for ease of reference. These reforms are 
briefly discussed below. 
 
 A. Zambia’s Poverty Reduction Strategy 

 
2.5 Zambia completed its PRSP (2002-2004) in 2002 and the first annual progress report 
covering the period January 2002-end June 2003 was issued and later discussed by the Boards of 
the IMF and IDA in 2004. Zambia’s PRSP was designed to: (i) promote growth and 
diversification in production and exports; (ii) improve delivery of social services; (iii) foster 
appropriate policies for fighting HIV/AIDS; (iv) address gender inequality; and (v) protect the 
environment. In March 2005, a second annual progress report covering the period July 2003–

                                                 
2 These steps include, among others, (i) IFMIS management and technical committees have been constituted; (ii) the 
IFMIS design has been completed; (iii) the preparations of sites has almost been completed; and (iv) the local area 
network(LAN) at the Ministry of National Planning has been revamped to accommodate the new pilot scheme.  
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December 2004 was finalized and discussed concurrently with the HIPC Completion Point 
document by the Boards of the IMF and IDA in April 2005. Discussions on the implementation 
of the PRSP for the year 2004 concluded that Zambia’s performance to improve the 
predictability of funding led to significant achievements in the country’s expenditure monitoring 
as evidenced by the agreement of the Boards that Zambia has had a satisfactory PRSP 
implementation. 
 
 B. Macroeconomic Performance in 2002-2004 
 
2.6 During the last three years (2002-2004), generally, the Zambian economy has improved 
as demonstrated by (i) continued positive real GDP growth from 3.3 percent in 2002 to 5.0 
percent in 2004, and (ii) reduction of inflation from 26.7 percent in 2002 to 17.5 percent in 2004. 
The expansion in growth was mainly attributed to the recovery of agricultural output from the 
effects of the 2002 drought. The fall of annual inflation, on the other hand, was largely due to the 
fall in food prices following the bumper harvest. Government also facilitated private sector 
investment during that period, especially in the mining, agricultural, and tourism sectors. The 
mining sector continued to grow mainly due to increases in copper production coupled with 
favourable international metal prices. Following new investments and favourable weather 
conditions for crops, the performance of the agriculture sector was also favourable.  
 
2.7 The incidence of poverty in Zambia was 73 percent of the population at the time of the 
preparation of the PRSP in 2002, and the rate went down by the end of the PRSP in 2004 to 67 
percent. However, Zambia’s encouraging macroeconomic performance during the last three 
years was still not strong enough to bring poverty down to the 65 percent target by 2004 and 
maintain inflation in the single digits target as set by the government. In particular, during 2002-
2003 Zambia embraced higher than programmed expenditures especially on government 
department charges and wage bills. Furthermore, the country also had to face shortfalls in donor 
budget support due to the fact that Zambia had not reached agreement on a new PRGF 
programme, resulting in an increase in the stock of government securities, monetisation of the 
domestic debt and the adverse impact on inflation.   
 
2.8 Zambia’s macroeconomic policy improved substantially in 2004 during which the main 
challenge was to reach agreement on a Poverty Reduction and Growth Facility (PRGF) 
arrangement with the IMF. This was a critical and cardinal condition for the country to reach the 
Completion Point under the enhanced HIPC Initiative. During the first half of 2004, a three-year 
PRGF arrangement was approved by the IMF Board and the implementation of the large fiscal 
adjustment through government spending restraint allowed for a sharp decline in domestic 
borrowing and subsequently a substantial reduction in interest rates as well as a large increase in 
bank credit to the private sector.  
 
2.9 Export performance improved in 2004 from 2000-2003 export earnings. Copper mining 
continued to represent an important lifeline to Zambia’s economy and favourable metal prices 
coupled with increases in copper production helped reduce the Zambia’ external current account 
deficit from 16.2 percent of GDP in 2003, to 11.9 percent of GDP in 2004. In order to boost and 
continue to make the mining sector viable, the Government is implementing a comprehensive 
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economic restructuring programme aimed at promoting private sector led mining development. 
In this regard, both large and small-scale mining are being encouraged. 
  
 C.  Progress in the Social Sector 
 
2.10 Zambia continues to struggle against a rampant HIV/AIDS epidemic. One in five of the 
population is infected with HIV while life expectancy has dropped below 40 years. HIV has 
spread throughout the country and to all parts of society. The impact of AIDS has gone far 
beyond the individual level and all areas of the public sector within the economy have been 
weakened. Since the country’s Decision Point, responses to HIV and AIDS in Zambia have 
aimed to prevent HIV transmission and reduce the personal, social and economic impact. In line 
with this, the government in 2000 engaged in a nationwide HIV/AIDS program and established 
the National HIV/AIDS/STD/TB Council (NAC). The Council which has been recently fully 
staffed, is to serve as the single, high-level institution responsible for technical leadership, 
strategic management, and effective coordination of all government and civil interventions.  
More recently, the government has declared HIV/AIDS a national emergency in a bid to boost 
treatment and prevention efforts. By the end of the year 2004, around 20,000 people had received 
ARV drugs, of an estimated 149,000 in need.  
 
2.11 Zambia’s progress in Education sector reform has been satisfactory over the past three 
years. The Zambian education system had seriously deteriorated over the last twenty years before 
the Decision Point due to economic decline, lack of resources and institutional inefficiencies. 
The milestone of increasing the share of education in the discretionary budget from 18.5 percent 
in 1999, to at least 20.5 percent was included in the HIPC program as a trigger. Based on data 
from the Ministry of Finance and National Planning (MFNP), this share was 21.4 percent in 
2003, 20.6 percent in 2004, and 24.1 percent in 2005. This trigger was therefore met. In addition,  
action plans have been put in place to increase the share of education in the discretionary budget, 
improve the quality of learning environment and increase student retention in all provinces. As a 
result, enrolment nationwide surged by 15 percent between 2001 and 2003, and the cumulative 
full cycle retention rate, corresponding to the observed annual rates, increased from 73 percent to 
83 percent among the five relatively lagging provinces. The education sector has seen increased 
enrolment at all levels of education since 2000. The need for more teachers was addressed in the 
2005 budget, creating fiscal space to incorporate 700 additional teachers in Zambia’s schools, 
effectively improving Zambia’s pupil/teacher ratios. 
 
2.12 The government’s desire to promote quality Health care over the last decade before the 
Decision Point has suffered from weaknesses in public expenditure management. However, part 
of the process of health reforms put in place during the last three years, and successfully 
managed by Zambia, include the increase of budget execution to ensure that resources are 
disbursed more efficiently and directly to the District Health Management Boards. To improve 
transparency and access to information on expenditure allocation, government agreed to the 
trigger for timely release of complete, detailed, annual health expenditure data. This trigger was 
satisfied as the Income and Expenditure Reports for 2001 and 2002 were finalized in 2004, and 
the 2003 Report was released in early 2005. Also, as one of the triggers was to implement and 
scale up an action plan for malaria, the government scaled up the deployment of Co-artem, an 
effective anti-malaria medicine, in selected 28 pilot districts. In 2004, the Ministry of Health 
carried out a nationwide inventory of functional laboratories to establish the staffing situation, 
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and conducted an evaluation exercise of its Rapid Diagnostic Tests (RDTs). Accordingly, 34 
percent of malaria cases are now diagnosed through such laboratory tests. In addition, the 
Ministry increased the distribution of Insecticide Treated Nets in all districts throughout the 
country. Looking forward, the Ministry has developed a plan to increase the number of 
functional laboratories in 2005 and 2006, by training staff for RDT in 28 districts by the end of 
the 2004/2005 transmission season.  
 
 D. Key Structural Reforms 

 
2.13 Privatization of the state-owned energy utility, ZESCO, and the remaining state-owned 
commercial bank, Zambia National Commercial Bank (ZNCB), were introduced as part of the 
HIPC key conditionalities to qualify for the Completion Point. The Zambian government is 
currently proceeding with the reform of the electricity utility (ZESCO) after an understanding 
was reached that commercialization, rather than restructuring and privatization, would be 
necessary. The commercialization of ZESCO is still in its interim phase but significant progress 
has been made towards its implementation. Between December 2003 and December 2004, the 
government has implemented the 14 pre-requisite measures required for a viable 
commercialization strategy and is preparing for the evaluation of the ZESCO new business plan 
in June 2005. Negotiations for the sale of ZNCB, however, were finally interrupted early in 2005 
even though they were at an advanced stage the year before. The authorities gave the assurance 
that they were committed to re-launch the privatization process during the course of 2005.  
 
2.14 To further strengthen the role of the financial sector, the Government, working closely 
with the Bank of Zambia and other stakeholders, prepared a comprehensive Financial Sector 
Development Plan (FSDP) which was approved in June 2004. The vision of the plan is to 
develop a stable, sound and market based financial system that will support efficient 
mobilization and allocation of resources necessary for economic diversification, sustainable 
growth and poverty reduction. A team to spearhead the implementation of the plan has been 
appointed and the Government has begun restructuring the two state owned non-bank financial 
institutions. The implementation of the FSDP is supported by the cooperating partners and 
includes initiatives that should facilitate increased access to financial services by the rural and 
urban poor.  
  
 E. Public Expenditure Management Reforms 
 
2.15 The assessment of the status of Zambia’s public expenditure management systems 
revealed significant monitoring weaknesses in terms of transparency and accountability. Priority 
actions were recommended to address the key shortcomings. In June 2004, the Authorities 
approved the Public Expenditure Management and Financial Accountability (PEMFA) roadmap. 
The roadmap contains a broad range and detailed program of reforms to strengthen public 
expenditure management. The government, with support from the donor community, has made 
substantial progress with its broad strategy to strengthen PEMFA, in line with the 
recommendations of the PEMFA review. Major initiatives have started to be implemented in the 
area of budget classification to enhance budget preparation and transparency, and in the area of 
information technology to address many of the deficiencies of the current system. In particular, 
Zambia stepped up efforts in strengthening the planning and budgeting process and the 
expenditure program monitoring through the preparation of a Medium Term Expenditure 
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Framework (MTEF) for 2005-2007, the introduction of Activity Based Budgeting (ABB) as well 
as of performance indicators for monitoring public expenditures within the PEMFA framework.  
 

 
F.  Use of HIPC Interim Relief and Tracking of Poverty Reducing Spending 
 

2.16 Spending linked to HIPC expenditure are clearly identified in the budget and reported 
under separate codes as part of the current budget code structure. More comprehensive budget 
execution reports are expected to be published and will allow line ministries, departments and 
provinces to report on the execution of HIPC poverty spending in their expenditure reports.  
 
2.17 Zambia has put in place, since it reached the Decision Point, a coherent strategy for 
channeling savings on HIPC debt relief into priority social sector investments. To facilitate 
monitoring, funding for these programs was channeled through a special account at the Bank of 
Zambia. Budgetary savings overall during the interim period have been used broadly in line with 
the criteria set forth at the decision point. They were used mainly to support investments in 
infrastructure, small-scale farmers and food security, and education. Looking ahead, the 
government is also committed, under the Medium-term Expenditure Framework (MTEF), to 
increase spending on poverty programs by at least 1.6 percent of GDP between 2004 and 2006.   
 
 
III.  HIPC COSTS  

 
Breakdown of Total HIPC Costs among Creditors 

 
3.1 Of the total debt relief of US$2,499 million in end-1999 NPV terms, multilateral 
creditors will account for US$1,331.1 million (53.3 percent) of Zambia’s debt relief, while 
bilateral and commercial creditors will deliver the remaining balance of US$1,167.8 million 
(46.7 percent)3. The Bank Group’s share of debt relief will amount to US$146.1 million in NPV 
terms, which is equivalent to about 10.97 percent of the multilateral creditors’ assistance, and 
about 5.8 percent of total assistance from all creditors. Table 1 below shows a breakdown of the 
total costs in end-1999 NPV terms, among the bilateral and multilateral creditors. 
 

                                                 
3 IMF/IDA: Zambia: Completion Point document under the Enhanced HIPC Initiative, April 2005, Table 4, Pp 37-38, section  
under Zambia’s Status of Creditor Participation under the Enhanced HIPC Initiative. 
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Table 1.     Breakdown of Zambia’s HIPC Debt Relief Costs 
(US$ million, in end-1999 NPV terms) 

Creditors Decision Point 
Debt Relief 

 

Completion 
Point Debt Relief

 

Percentage of total 
debt relief from 

multilateral 
creditors 

Percentage of total 
debt relief from  

all 
 creditors 

      1- Bilateral Creditors 1,145 1,145  45.8 
      2- Multilateral 
Creditors 

1,331 1,331 
100.0 53.3 

                        of which:     
                 Bank Group 146.1 146.1 10.97                  5.8 
                 World Bank 
(IDA) 

488 488 
36.7                  19.5 

                 IMF 602 602 45.2                  24.1 
                 Other 
Multilaterals 

95 95 
7.1                3.8 

      3- Commercial 
Creditors 

23 23 
 0.9 

Total HIPC Debt Relief 2,499 2,499 - 100.0 
 
Source: Bank Group HIPC database 
             IMF/IDA, “Zambia: Enhanced HIPC Completion Point Document, April 2005, tables 3/4, Pp.37 and 38,  

unless otherwise stated. 
              
 
IV. ASSISTANCE DELIVERED DURING THE INTERIM PERIOD  
 
4.1 The Bank Group debt relief to Zambia during the interim period was US$61.15 million in 
nominal terms, equivalent to US$58.44 million in end-1999 NPV terms. That amount reached 
the 40 percent ceiling of interim debt relief delivered over total HIPC assistance approved at 
decision point. Due to the failure by Zambia to reach the completion point by end-2003, and as 
interim resources initially transferred from the HIPC Trust Fund were exhausted, the country 
ended up paying its full debt service obligations due to the Bank Group from end-2003 to the 
date the completion point debt relief would be approved4.  
 
4.2  In order to compensate for the interruption of HIPC assistance between end-2003 and the 
Completion Point date, while maintaining the same amount of irrevocable debt relief assistance 
in NPV terms as recommended at Decision Point, it is proposed that the debt relief schedule be 
extended by 11 years beyond the original schedule approved at Decision Point. Accordingly, the 
total debt relief would increase to US$ 214.50 million, in nominal terms (see Annexes I - III). 
 

                                                 
4 As Zambia is entitled to irrevocable debt relief at completion point from April 2005, when the Boards of the 
IMF/World Bank approved completion point debt relief, the country will be reimbursed for part of its full debt 
service obligations paid from April 2005 to the date the Bank Group approves Zambia’s completion point debt 
relief. On the other hand, part of the full debt service obligations Zambia paid from end 2003 to April 2005, when 
debt relief payments were interrupted, will be compensated for by extending the period of debt relief beyond that 
which was approved at decision point.     
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V. BANK GROUP INVOLVEMENT IN THE PRSP PROCESS 
 

5.1 Zambia’s PSRP was completed in 2002, involving the Bank Group, various development 
partners, civil society organizations, and other stakeholders who made significant contributions 
to its preparation. The PRSP (2002-2004) set out medium term objectives, focusing on economic 
and structural measures. It also outlined reforms in the cross-cutting themes of HIV/AIDS, 
gender, environment, and governance. The PRSP recognizes the role of private sector in poverty 
reduction, and identifies manufacturing, tourism, and infrastructure as key sectors of 
intervention. Zambia’s PRSP is fully in line with the Millennium Development Goals and makes 
references towards the realization of the MDGs for the country especially through (i) promoting 
growth, (ii) enhancements in social services, and (iii) improving good governance. Although the 
PRSP ended in 2004, implementation of its activities has been rolled over to the end of 2005. 
 
5.2 The Bank Group’s strategy reflected in the Country Strategy Paper (2002-2004)5 for 
Zambia under ADF-IX is based on the country’s PRSP and reflects the guiding principles of 
selectivity, country ownership, participatory approach and strategic partnership as emphasized by 
the Bank Group’s Strategic Plan. Under the ADF-IX enhanced performance-based allocation 
system, the Bank Group approved, in accordance with the operational priorities contained in the 
CSP (2002-2004) a basic allocation of UA 31.70 million (disaggregated into UA 23.14 million 
for loans and UA 8.56 millions for grants) for Zambia. In view of subsequent reallocation of 
resources to finance new projects and programs for the country, the Bank’s total commitment to 
date amounts to UA 35.69 million, implying a UA 3.99 million of additional resources.  
 
5.3 Bank Group operations concentrated, under the ADF-IX cycle, in few areas where the 
operations would have the highest development impact, with the objective of improving social 
services and promoting growth. To achieve these objectives, the Bank approved a water and 
sanitation project (2003) for eight centers to enhance the quality and quantity of water and 
sanitation services in the central province. A child welfare program to improve access for 
children-in-need to social services and provide an appropriate framework for child welfare was 
approved in October 2004. Owing to internal discussions within the government about the merits 
of financing the project with a loan or grant, and sustainability concerns, the contract has not yet 
been signed.  
 
 
VI UPDATED DEBT SUSTAINABILITY AND SENSITIVITY ANALYSIS 
 
 A. Updated Debt Sustainability Analysis at end-2003 
 
6.1 Based on Zambia’s reconciled debt data, the NPV of Zambia’s debt in end-2003 terms is 
estimated at US$4,872 million after full application of traditional debt relief mechanisms, and at 
US$2,078 million after full delivery of HIPC initiative debt relief. Thus Zambia’s debt stock  
corresponds to a 184 percent debt-to-exports ratio, and represents an increase from a projected 
161 percent at decision point. However, the NPV of external debt could be further reduced to 
US$1,958 million, equivalent to 174 percent of exports, after additional bilateral debt relief.  
 
                                                 
5 Zambia: Country Strategy Paper 2002-2004, ref. ADF/BD/WP/2003/70, dated  23 June 2003. 
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6.2 The net increase in the value of the NPV of debt-to-exports ratio between the decision 
point and end-2003 is the result of several factors: (i) changes in the discount rates and exchange 
rates used for the calculation of the NPV of external debt; and (ii) shortfall in export growth 
during 2000-2003 relative to that predicted at the time of the decision point.6 The long-term debt-
to-export ratio outlook shows the ratio declining below the 150 percent threshold starting in 
2004, given the predicted recovery of exports and increased share of grants in external financing. 
Zambia therefore does not meet the conditions for topping-up assistance as the country’s 
economic circumstances will improve over the entire projection period.  
 
 B. Sensitivity Analysis 

 
6.3 An assessment of Zambia’s debt sustainability was undertaken by examining its 
sensitivity under three potential adverse scenarios: (i) lower copper prices and copper export 
volumes; (ii) lower real GDP growth and non-traditional export growth; and (iii) increased 
borrowing to meet a shortfall in grant disbursements. 
 
6.4 The first scenario indicates that Zambia remains highly vulnerable to declines in copper 
prices. Assuming a sharp fall of 20 percent in addition to the 29 percent decrease already 
incorporated in the debt sustainability model by 2007, and also assuming a 16 percent export 
volume decline than in the base line scenario, the impact on the debt to export ratio will be such 
that the ratio remains relatively higher than in the base case, but significantly lower than the 
HIPC threshold of 150 percent over the projection period.   
 
6.5 Concerning the second scenario the projections made show that failure to implement 
structural and economic reforms could result in lower GDP growth in Zambia. In this scenario, 
GDP growth and nontraditional export volume are assumed to be 3 percent beginning in 2005 
compared to 5 and 7 percent respectively in the baseline. By 2010, projections show a ratio of 
NPV of debt-to-exports slightly higher on average than in the base case but lower than the 
threshold.  
 
6.6 The third scenario assumes a shortfall of 25 percent in disbursements of external 
assistance in the form of grants. As in the baseline scenario, the shortfall is made up with 
additional borrowings to maintain real GDP growth. In this scenario, the NPV of debt-to-exports 
ratio would be marginally higher on average than in the base case throughout the projection 
period but remains below the threshold.  
 
6.7 Overall, the sensitivity analysis shows that the Zambian authorities’ commitment to 
maintain macroeconomic stability and assure that structural reforms are implemented creates 
favourable conditions for debt sustainability after HIPC initiative assistance. The outcome after 
the shocks in all three cases reveals that the debt-to-exports ratio remains below the HIPC 
threshold, demonstrating the resilience of the Zambian economy even when subjected to several 
types of shocks.  
 
 

                                                 
6  IMF/IDA, “Zambia: Completion Point Document for the Enhanced Heavily Indebted Poor Countries (HIPC) 
Initiative”, April 2005; See Table, page 24.  
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VII.  PROPOSED DELIVERY MODALITY 
 
7.1  At the decision point, the Boards of Directors of the IMF and the World Bank approved 
the proposal that the debt relief assistance to Zambia be geared towards smoothing the time 
profile of Zambia’s debt service to the BWIs and the other multilateral creditors. For the Bank 
Group, the bulk of the debt relief would be provided between 2000-2025 when debt service 
obligations are the highest, until the required NPV of debt reduction is achieved in 2025. 
 
7.2 As Zambia reached the completion point in April 2004, it is proposed that the Bank 
Group makes a commitment to provide irrevocable debt relief of US$ 146.10 million in end-
1999 NPV terms equivalent to US$ 214.50 million in nominal terms with effect from January 
2001 as per the debt relief schedule.7 The debt relief would be provided by releasing Zambia 
from up to 80 percent of its debt service obligations to the Bank Group each year, until the entire 
amount is delivered. The total debt relief would be delivered by July 2025. 
 
7.3   The impact of debt relief on Zambia’s debt service profile is illustrated in Chart 1 below. 
The country’s debt service profile before and after HIPC assistance is shown in Annex IV. The 
provision of debt relief, as described, is consistent with the rules and regulations of the African 
Development Bank and the African Development Fund. 
 
 
 
Chart 1:  Impact of Debt Relief on Zambia’s Bank Group Debt Service Profile 
                    (US$ million) 
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Source: Annex IV 
 

                                                 
7 See Annex I and III for more detailed information on the proposed debt relief schedule. 
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Legal Aspects of Debt Relief Operations 
 
7.4 Debt relief for Zambia is to be provided, under the enhanced HIPC framework, in 
accordance with the terms described in the preceding paragraphs. These terms will be 
implemented by: 

 
(i) A Revised Debt Relief Agreement between the Bank Group and the Government of 

Zambia; 
 
(ii) A Contribution Agreement between the Bank Group and the IDA, and 

 
 
(iii) A HIPC Trust Fund Grant Agreement between the Bank Group, the International     

Development Association (IDA) and the Government of Zambia.  
 
 
 
VIII. INDICATIVE FINANCING ARRANGEMENTS   

 
8.1 The Bank Group’s share of debt relief will be financed as shown in Table 2 below. 
 
 

Table 2: Indicative Financing Arrangements 
 

(US$ million, 1999 NPV terms) 
 

Sources of Financing Total Contribution Percent  
  (%) 
Internal Resources 29.22 20 
                Of which   
                             ADB             17.28               59.2 
                             ADF             11.94              40.8 
   
European Commission Pledge 58.44 40 
   
HIPC Trust Fund 58.44 40 
   
TOTAL 146.10 100 

 
 
IX RECOMMENDATIONS 
 
9.1 The Boards of Executive Directors are invited to: 
 

• Note the justifications for Zambia’s qualification for HIPC assistance at its completion 
point, under the enhanced HIPC framework; and 

• Approve the completion point for Zambia as well as the proposed HIPC assistance of 
US$146.10 million in end-1999 NPV terms according to the financial arrangements 
presented in Section 8. 



Annex I 
AFRICAN DEVELOPMENT BANK 

 
   HIPC Debt Relief Schedule 

    (US$ million) 
ZAMBIA 
Completion Point 
Date 
April 2005 

Calendar Year TOTAL 
ADB 

TOTAL 
(ADB/ADF) 

 
 

   

 2001 19.756828 22.431995 
 2002 16.694965 19.709427 
 2003 15.764013 19.010640 
 2004* - - 
 2005 7.105020 9.013302 
 2006 13.513716 17.324496 
 2007 10.232836 14.040319 
 2008 5.009466 9.177115 
 2009 4.708425 8.894992 
 2010 2.715879 7.612643 
 2011 0.905196 6.117662 
 2012 0.505987 6.169313 
 2013 - 5.916207 
 2014 - 5.881752 
 2015 - 5.845171 
 2016 - 5.810919 
 2017 - 5.804429 
 2018 - 5.799903 
 2019 - 5.825849 
 2020 - 5.853010 
 2021 - 5.813074 
 2022 - 5.775062 
 2023 - 5.737049 
 2024 - 5.700544 
 2025 - 5.231464 
    
 96.912332 214.496335 

   
Summary   

 Total Nominal Relief                                     US$ 214.496335 
mn 

          of which  
                       ADB US$ 96.912332 mn 
                       ADF US$ 117.584003 mn 
 Total NPV Relief                                    US$ 146.100000 

mn      
 Duration 25 years 

 
* Debt relief assistance to Zambia was suspended from end December 2003 to April 2005. 

 
 
 
 
 
 



 
 

Annex II 
 

 AFRICAN DEVELOPMENT FUND 
   HIPC Debt Relief Schedule 

    (US$ million) 
ZAMBIA 
Completion Point 
Date 
April 2005 

Calendar Year TOTAL 
ADF 

TOTAL 
(ADB/ADF) 

 2001 2.675167 22.431995 
 2002 3.014462 19.709427 
 2003 3.246627 19.010640 
 2004* - - 
 2005 1.908282 9.013302 
 2006 3.810779 17.324496 
 2007 3.807482 14.040319 
 2008 4.167648 9.177115 
 2009 4.186567 8.894992 
 2010 4.896764 7.612643 
 2011 5.212465 6.117662 
 2012 5.663326 6.169313 
 2013 5.916207 5.916207 
 2014 5.881752 5.881752 
 2015 5.845171 5.845171 
 2016 5.810919 5.810919 
 2017 5.804429 5.804429 
 2018 5.799903 5.799903 
 2019 5.825849 5.825849 
 2020 5.853010 5.853010 
 2021 5.813074 5.813074 
 2022 5.775062 5.775062 
 2023 5.737049 5.737049 
 2024 5.700544 5.700544 
 2025 5.231464 5.231464 
    
 117.584003 214.496335 

  
Summary   

 Total Nominal Relief                                            US$ 
214.496335 mn 

          of which  
                       ADB US$ 96.912332 mn 
                       ADF US$ 117.584003 mn 
 Total NPV Relief                                            US$ 

146.100000 mn      
 Duration 25 years 

                                 
* Debt relief assistance to Zambia was suspended from end December 2003 to April 2005 

 
                                    
 
 
 



 
 

Annex III 
 
 

AFRICAN DEVELOPMENT BANK GROUP 
 

Summary of HIPC Debt Relief Schedule Revised 
(US$ million) 

ZAMBIA 
Completion Point 
Date  
April 2005  

Calendar year Debt Relief Approved  
at Decision Point 

Revised Debt Relief at 
Completion Point 

 2001- 2003* 61.152062 61.152062 
 2004 18.836455 - 
 2005 18.087867 9.013302 
 2006 17.324496 17.324496 
 2007 14.040319 14.040319 
 2008 9.177115 9.177115 
 2009 8.894992 8.894992 
 2010 7.612643 7.612643 
 2011 6.117662 6.117662 
 2012 6.169313 6.169313 
 2013 5.916207 5.916207 
 2014 4.314903 5.881752 
 2015 0 5.845171 
 2016 0 5.810919 
 2017 0 5.804429 
 2018 0 5.799903 
 2019 0 5.825849 
 2020 0 5.853010 
 2021 0 5.813074 
 2022 0 5.775062 
 2023 0 5.737049 
 2024 0 5.700544 
 2025 0 5.231464 
    
 TOTAL 177.644034 214.496335 

                         

                                       * Cumulative of the total debt relief provided during the interim period. 
 

Note: Total debt relief in nominal terms is now estimated at US$ 214.50 million as compared to US$ 177.64 
million as estimated at decision point. The increase is due to extension of the period of delivery in order to take 
account of the period (2004) for which no debt relief was provided because of suspension of debt relief as 
Zambia had not yet reached its completion point as scheduled but had already benefited from 40 percent of debt 
relief in NPV terms during the interim period. Debt relief resumes at the completion point in April 2005 and 
ends in July 2025. 

 
 
 
 
 
 
 
 



 
 
 

Annex IV 
 

HIPC Debt Relief Assistance Impact on Zambia Debt Service Profile * 
                                                                     (US$ million) 

Debt Service Before Debt Relief Debt relief 
 

Debt Service After Debt Relief 
 Calendar Year 

ADB ADF Bank 
Group ADB ADF Bank Group ADB ADF Bank Group

2001 25.729 3.484 29.213 19.757 2.675 22.432 5.972 0.809 6.781 
2002 21.742 3.926 25.667 16.695 3.014 19.709 5.047 0.911 5.958 
2003 20.529 4.228 24.757 15.764 3.247 19.011 4.765 0.981 5.747 
2004 19.332 4.213 23.546 - - - 19.332 4.213 23.546 
2005 18.105 4.505 22.610 7.105 1.908 9.013 10.999 2.597 13.597 
2006 16.892 4.763 21.656 13.514 3.811 17.324 3.378 0.953 4.331 
2007 12.791 4.759 17.550 10.233 3.807 14.040 2.558 0.952 3.510 
2008 6.262 5.210 11.471 5.009 4.168 9.177 1.252 1.042 2.294 
2009 5.886 5.233 11.119 4.708 4.187 8.895 1.177 1.047 2.224 
2010 3.395 6.121 9.516 2.716 4.897 7.613 0.679 1.224 1.903 
2011 1.131 6.516 7.647 0.905 5.212 6.118 0.226 1.303 1.529 
2012 0.632 7.079 7.712 0.506 5.663 6.169 0.126 1.416 1.542 
2013 - 7.395 7.395 - 5.916 5.916 - 1.479 1.479 
2014 - 7.352 7.352 - 5.882 5.882 - 1.470 1.470 
2015 - 7.306 7.306 - 5.845 5.845 - 1.461 1.461 
2016 - 7.264 7.264 - 5.811 5.811 - 1.453 1.453 
2017 - 7.256 7.256 - 5.804 5.804 - 1.451 1.451 
2018 - 7.250 7.250 - 5.800 5.800 - 1.450 1.450 
2019 - 7.282 7.282 - 5.826 5.826 - 1.456 1.456 
2020 - 7.316 7.316 - 5.853 5.853 - 1.463 1.463 
2021 - 7.266 7.266 - 5.813 5.813 - 1.453 1.453 
2022 - 7.219 7.219 - 5.775 5.775 - 1.444 1.444 
2023 - 7.171 7.171 - 5.737 5.737 - 1.434 1.434 
2024 - 7.126 7.126 - 5.701 5.701 - 1.425 1.425 

Jan-July 25 - 6.869 6.869 - 5.231 5.231 - 1.638 1.638 
Total 152.426 154.110 306.536 96.912 117.584 214.496 55.514 36.526 92.040 

 
* Based on debt outstanding as at end-December 1999. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Annex V 

 

IMF/ World Bank - HIPC Completion Point Document for Zambia 

 

http://www.imf.org/external/pubs/ft/scr/2005/cr05137.pdf 

http://www.imf.org/external/pubs/ft/scr/2005/cr05137.pdf



