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Abstract 

 

This paper examines the macroeconomic management of Zambia’s natural resource 

endowment over the past century.  We describe how the state has adopted different 

strategies to secure a share of the rents from copper mining, how these strategies have 

affected incentives for exploration and production and how the associated 

macroeconomic policy regimes have shaped the value and distribution of the natural 

resource rents.  We focus principally on the shift from public back to private ownership 

and control of the sector that took place at the end of the 1990s and on how the terms of 

the privatization affected the impact of the commodity price boom of 2003-08 on the 

domestic economy.   We suggest that while the state and people of Zambia captured a 

nugatory share of the rents accruing from this boom, high levels of investment in the 

sector, combined with recent reforms to the mining taxation regime and in the conduct of 

macroeconomic policy have left Zambia better-placed to benefit from future growth in 

the copper sector.  
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1. Introduction 
 

The history and economics of Zambia is intimately entwined with that of the copper 

industry.  It is a history in three acts, beginning with the successful exploitation and 

development of remote and initially unpromising ore reserves in the late 1800s which 

eventually led to Zambia, a country of less than 2 million people,1 becoming one of the 

'big five' global copper producers in the first half of the 20th century.  The second long 

act traces the period from the late 1950s, when Zambian mines briefly accounted for 

almost 15 percent of global production, through to the end of the 20th century.  This 

period witnessed the apotheosis of the copper industry with high and rising prices during 

the long boom from the 1950s to the early 1970s setting the stage for the emergence as 

‘state within a state’ of the vast nationalized mining conglomerate, Zambia Consolidated 

Copper Mines (ZCCM).  By the mid-1980s it was often said that ‘Zambia was ZCCM 

and ZCCM was Zambia’.  But the period closed with the steady persistent decline in 

prices, production and profitability over the final quarter of the century and the near 

collapse of the copper industry.  By the mid-1990s, the losses of ZCCM posed such a 

severe threat to public finances that its privatization became inevitable, despite political 

opposition from many quarters.  The privatization of the mines and subsequent recovery 

of the sector -- against the background of the 2003-2008 global commodity price boom -- 

and the contest over the shape of the regime for mining taxation constitute the 

(unfinished) third act of the story. 

 

The economic history of Zambia and its mining industry has been examined in detail a 

number of times (see for example, Gulhati (1989), Bates and Collier (1993), Mwanawina 

and Mulungushi, 2008)).  In this paper we therefore focus overwhelmingly on the third 

act.. We emphasize three principal themes.  The first concerns the nature of property 

rights over mineral resources, how through time the state has adopted different strategies 

to secure a share of the rents from copper mining and how these strategies have affected 

incentives for both exploration and production.   The second key theme concerns 

macroeconomic management of copper price movements.  Copper mining in Zambia is 

                                                 
1 1931 Census of Northern Rhodesia, as reported in Davis (1933). 
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an enclave activity, both technically and spatially.  Over time, as mining has moved 

deeper underground it has become increasingly capital- and import-intensive and 

although the mines have been the largest employer in the formal economy after the 

government, both forward and backwards market linkages with the domestic economy 

beyond the local environs have been weak: fiscal and quasi-fiscal transfers have therefore 

been the key link between the mining sector and the rest of the economy.  However, as 

has been documented extensively elsewhere, the manner in which fiscal and other 

macroeconomic policy instruments were deployed in the 1970s and 1980s had disastrous 

consequences for the economy and people of Zambia.  The potential benefits of the price 

and production boom of the early 1970s failed to be exploited, while the adverse effects 

of the long 20-year slide in world copper prices from the mid-1970s were hugely 

magnified through the application of increasingly distortionary macroeconomic policy 

measures.  So severe were these distortions that the authorities were unable to take 

advantage of the mini price boom at the end of the 1980s which in the end did little other 

than provide temporary fiscal relief to the disastrous Economic Recovery Programme, 

thereby further delaying much-needed adjustment.  We argue, that by contrast, the 2003-

2008 mineral price boom, appears to have been managed rather more effectively.  This 

leads directly to our third theme, namely the shifting perspectives on the capacity of the 

state in macroeconomic management and, relatedly, its taste for and capacity to manage 

external volatility. 

 

The paper emphasizes two key features which together shape prospects for the Zambian 

economy.  The first is the decisive shift of property rights over mining rents from the 

public to the private sector.  The state-ownership model adopted in the immediate post-

Independence decades ultimately proved poorly-suited to efficiently manage the inherent 

volatility of the global copper market and to withstand the drift towards dysfunctional 

rent-seeking that ultimately badly damaged the sector and the economy.  A direct 

consequence of this failure was that the shift away from state ownership was both rapid 

and comprehensive: the sale of ZCCM definitely improved the efficiency of mining 

operations and the long-run prospects for the sector but it also effectively handed 

entitlement to an overwhelming share of the future rents from the sector to foreign 

4 
 



 
 

owners.  The recent copper price boom revealed the magnitude of this transfer which, 

against a background of rising political opposition, prompted government into a re-

negotiation of the resource contract in an attempt to gain control over a larger share of the 

rents from the sector. We argue that this has been partially successful although the sharp 

fall in copper prices from mid-2008 saw taxable rents substantially reduced.  Attempts to 

shift this balance further in favour of the state are likely to play an important role in the 

political economy of Zambia in coming years. 

 

The second feature is that the shift in the structure of ownership has been accompanied 

by a substantially improved framework for economic management.  Choices made over 

the exchange rate and monetary regime have improved the capacity of the authorities to 

respond flexibly to the volatility in copper prices, thereby avoiding the excessive real 

exchange rate misalignment that characterized the macro-economy in the 1970s and 80s, 

while fiscal reforms offer the prospect of significantly increased efficiency in the public 

investment of windfall incomes. 

 

The remainder of this paper is structured as follows.  Section 2 provides a brief overview 

of the history of copper mining in Zambia from the development of the industry in the 

late 19th century until the nationalization of the mines in the early 1970s.  Section 3 then 

offers a brief normative perspective on macroeconomic management given the structure 

of mining in Zambia.  This sets the scene for Sections 4 and 5 which describe the 

disastrous macroeconomics of the 1970s and 1980s and the reorientation of economic 

management in the 1990s under the Movement for Multiparty Democracy (MMD) 

government.  Section 6 describes the privatization of ZCCM in the late 1990s and Section 

7 discusses the management of the copper price boom of 2003-2008.  Section 8 

concludes. 
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2. Copper mining in Zambia: history, geography and politics 
 

History 

Copper mining in Zambia has its modern origins in British colonial interests in Southern 

Africa at the end of the 19th century.  The existence of rich copper deposits lying close to 

the surface in the crescent of land stretching 500km from Luanshya in modern-day 

Zambia to Katanga in the modern-day Democratic Republic of Congo had been known 

for centuries but systematic prospecting in the area dates from the height of the European 

‘Scramble for Africa’ in the final quarter of the 19th century when a wave of small-scale 

prospectors licensed by Cecil Rhodes’ British South Africa Company (BSAC) converged 

on the area.  Prospecting rights were secured in the system of mutual recognition 

established by the European powers at the Congress of Berlin in 1884.  The Congress 

defined the limits of the BSAC’s concession to the north (thereby ceding rights over the 

immensely rich surface deposits around Katanga to the Congo Free State, later the 

Belgian Congo), but in doing so it conferred authority to the BSAC for prospecting over 

the territory of modern-day Zambia.  These rights were secured through a treaty with the 

Paramount Chief of Barotseland, whose chieftaincy covered the entire modern 

Copperbelt area.  In exchange for providing security to the Chief, the BSAC acquired in 

perpetuity monopoly rights to the prospecting and mining of copper within the territory. 

 

Initially, rights were allocated over numerous small concessions resulting in an artisanal 

mining industry geared to what was believed about the geology of the region at the time.  

While this model thrived in the geology of Katanga, it was less successful on the 

Northern Rhodesian concessions and until the 1920s few of the mines on the Copperbelt 

were economic, and production in the Katanga region of the then Belgian Congo vastly 

exceeded that of Northern Rhodesia.  The reason was partly due to the geology of 

deposits and partly because of the geography of the Copperbelt.  The ore body around 

Katanga was predominantly above ground and consisted of extremely high-grade copper 

oxide ores (the copper content was as high a 15% compared to a global average of 1-2%).  

By contrast, on the Zambian side the ores were comparatively low grade (3%-5%) and 
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were predominantly underground. At these grades, and given the remoteness of the 

deposits, incentives for mining were limited. 

 

The decade following the end of the First World War, however, radically altered the 

prospects for the Zambian copper industry. While the continued industrialization of the 

global economy, and especially the continued industrialization of war, underpinned a 

sustained growth in global demand for copper (the recession of the early 1930s 

notwithstanding), Zambia’s participation in the global copper market was driven more by 

geological happenstance and enlightened public policy. The former was the discovery in 

the early 1920s that the thin oxidized layer of ore body mined in the early part of the 

century in fact overlaid much richer sulphide seams below the surface.  This simple 

discovery massively increased the potential commercial value of the ore body.2 

 

This potential was exploited thanks to two critical decisions by the BSAC.  First, in 1922 

the policy of granting prospecting and mining rights to small concessionaires was 

abandoned in favour of granting rights to larger commercial operations, most notably 

Ernest Oppenheimer’s Anglo American Corporation.  The second was the decision to 

extend Rhodes’s ‘Cape to Cairo’ railway the 600km from Victoria Falls to the Copperbelt 

(with a coaling stop half-way along the line-of-rail at what is modern-day Lusaka).  

Together, the consolidation of rights and the provision of infrastructure created the 

conditions where large-scale private capital investment allowed the mining industry to 

incur the fixed costs necessary to overcome the social inefficiencies of artisanal mining 

                                                 
2 The production of copper from sulphides involves four steps.  First, copper-bearing ore is mined and 
crushed before being passed through a concentrator where the crushed ore is combined with water and 
chemicals to separate fine mineral particles from waste materials known as tailings.  Second, the 
concentrated material is then smelted to produce a copper matte.  In the third step the matte is passed 
through a converter where the copper sulphides in the matte are oxidized which removes the copper slag 
and leaves molten metallic copper, known at blister copper.  Finally, blister copper is refined through 
electrolysis (which involves passing an electric current from impure copper anodes to pure copper cathodes 
while both are immersed in sulphuric acid). Pure copper is exported either as cathodes or as wire, bars or 
ingots.  The extraction of pure copper from copper oxide ore, as found around Katanga, requires an 
additional (and expensive) leaching process using sulphuric acid before smelting can occur. 
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and exploit the economies of scale in deep-mined copper production.3  Two foreign 

mining houses, Anglo American Corporation (AAC) of South Africa and the Rhodesian 

(later Roan) Selection Trust, owned by the American Metal Climax Inc. (Amax), quickly 

consolidated their grip on the industry and between them established Northern Rhodesia 

as one of the ‘big five’ producers (the others being the US, Russia, Chile and 

Congo/Zaire).  Within a decade, Northern Rhodesia had emerged as a major supplier of 

copper to the world economy, accounting for 10% of world production in the 1930s and 

40s, and reaching its maximum share of almost 15% in 1959.4 (see Figure 1). 

 

With this basic ownership structure in place, the industry rode the long post-Second 

World War boom, with production responding to rising world demand and prices which 

were boosted by first the Korean and then the Vietnam wars.  At Independence in 1964, 

thanks to this long period of high and steady prices, Zambia could boast the highest per-

capita income in Sub-Saharan Africa (albeit one that was very poorly distributed). 

 

Geography, linkages and state ownership  

In 1969 production peaked at 700,000 tons of copper.  In the same year, the government 

of Zambia took its first steps towards state ownership of the mining sector.  The case for 

state ownership, first articulated in President Kenneth Kaunda's Mulungushi Declaration 

in 1968, rested fundamentally on the basic notion of economic nationalism -- Zambia's 

national identity was defined by copper but control remained in foreign hands -- but was 

reinforced by an intellectual climate at the time that championed the state's capacity to 

absorb and manage economic risk.5  In the case of Zambia, the feasibility of this model 

                                                 
3 Collier and Venables (2008) note how the same consolidation of rights allowed De Beers to buy out the 
full value of the claims of artisanal miners at the Kimberley diamond mines and still generate large profits 
by internalizing the social inefficiencies of their mining technology. 
4  In the first half of the 19th century, the UK accounted for almost 40% of world copper production. By the 
end of the First World War UK production was almost negligible while the US accounted for almost 60% 
of global output with Latin American mines, principally those in Chile, accounting for much of the 
remainder.  While the US has remained a major producer, the 20th century saw the dramatic rise of 
production in Africa, Russia and, in particular South America (Chile and Peru).  See US Geological Survey 
(2008). 
5  Post Independence politics in Zambia spans three 'Republics'.  The First Republic ran from Independence 
in 1964 until 1973.  A state of emergency, declared within months of Independence in response to internal 
dissent in Northern Zambia, handed Prime Minister (and subsequently President) Kaunda extensive 
executive power which was consolidated in 1973 when he declared Zambia a one-party state, the Second 
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of economic management was further reinforced by the apparent success of the mining 

industry itself (even though the state long contended that the private mine owners had 

underinvested in the sector since Independence). The region of the Copperbelt is large 

and before the emergence of large scale industry was very sparsely populated, principally 

by subsistence farmers.  To create and sustain an effective supply of skilled labour to the 

mines, the mining houses had, since the early 1930s, made substantial investment in the 

training, health and social welfare of its labour force (see, for example, Robinson (1933) 

and Coleman (1971)).  By the early 1970s, the Copperbelt was in effect a collection of 

well-run and prosperous company towns populated by a relatively well-educated, well-

paid and heavily urbanized labour force that both enjoyed high quality cradle-to-grave 

welfare provision, courtesy of the mining houses, and constituted an important source of 

aggregate demand. 

 

The Mulungushi Declaration can be seen in part as an attempt to recast this ‘company 

town’ model to a national scale.  The fundamental problem, however, was that the model 

relied on exactly the same resource base which, unknown to government at the time, was 

at its zenith.  While state ownership on its own was unable to greatly strengthen 

backward linkages (although large state-owned import-substituting industrial 

conglomerates such as ZIMCO were created to supply the copper industry), it could and 

did strengthen forward linkages, principally through the widening remit of the state-

owned copper industry and through fiscal means.  As was soon to become clear, 

however, this strategy was fundamentally unsustainable, particularly when world copper 

prices declined. 

 

President Kaunda's Matero Declaration of August 1969 implemented the Mulungushi 

Declaration in the mining sector with the announcement that government would acquire a 

51% controlling stake in the Roan Selection Trust and Anglo American’s operations in 
                                                                                                                                                 
Republic, which persisted until 1991.  Faced with mounting opposition in the late 1990s as a result of 
increasing political autocracy and a discredited economic strategy, President Kaunda yielded to pressures 
for the restoration of multiparty democratic politics and voluntarily stood for re-election in 1991.  His 
defeat to Frederick Chiluba heralded the current Third Republic.  Chiluba served two terms as President, 
handing over the Levy Mwanawasa in 2001.  President Mwanawasa died in office in 2008 half-way 
through his second term.  His vice-president, Rupiah Banda was elected President in October 2008.  All 
three presidents of the Third Republic have represented the Movement for Multiparty Democracy (MMD). 
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Zambia, creating Roan Consolidated Mines (RCM) and Nchanga Consolidated Copper 

Mines (NCCM).  The equity acquisition was initially debt-financed through the issue of 

domestic bonds but in April 1974 the Government of Zambia redeemed the bonds for 

cash, the latter being raised from foreign exchange reserves and the accumulation of 

(expensive) foreign debt.  In 1982, RCM and NCCM were merged to create ZCCM. At 

that point, the Government of Zambia held 60% of the equity, AAC 27% and the 

remainder was held by a range of private investors.6 

 

3. A growth strategy for Zambia: normative considerations  
 

The macroeconomic framework 

Ever since the discovery of extensive copper reserves in the 1920s the country has faced 

the same fundamental challenge: how to convert this natural wealth into an equitably 

distributed and sustainable flow of resources to the citizens of the country in a manner 

that supports employment and growth in the non-mineral economy but does so without 

destroying the incentives for mining exploration and production.7  This is a difficult 

challenge on a number of grounds.  First, despite their presence as major producers 

throughout the 20th century, the Zambian mining houses have never been large enough to 

exert market power: they have always been price takers in the market where prices are 

highly volatile and subject to occasional short sharp spikes and long troughs.  

Historically, the demand for copper has been driven by war and investment booms, 

particularly real estate booms: prices for copper are therefore driven more by 'accelerator' 

effects than income effects, arguably exacerbating their volatility.  Outside the long 

armaments-driven boom from the 1930s to the 1960s, price spikes have tended to be 

relatively short-lived. Cashin et al (2002), for example, estimate the half-life of mineral 

                                                 
6  The Anglo American shareholding also gave the corporation pre-emptive rights to acquire ZCCM were 
government to sell its equity share.  As we note below, these rights were not exercised. 
 
7  This challenge was clearly articulated by Austin Robinson as early as 1993 when he contributed to the 
London Missionary Society’s enquiry into the impact of the ‘modern industry’ of mining on the livelihoods 
and (spiritual) well-being of the people of the Copperbelt region.  Robinson’s analysis, thought stripped of 
contemporary language, differs very little from modern analyses of the challenges to managing natural 
resource endowments (Robinson, 1933). 
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booms to be less than four years.  Price volatility emanating from global demand-side 

effects is often exacerbated by local supply-side factors.  Copper mining is capital 

intensive, particularly in underground mining regions such as Zambia.  Uncertainty about 

future prices and the cost of production due to a complex local geology combined with 

substantial sunk costs associated with exploration activities, environmental legacies and 

geographical isolation, creates conditions in which investors typically face a high option 

value of waiting to invest. (This option value is further enhanced when, as in Zambia, 

property rights are secure and the threat of expropriation is low).  Moreover, the 'bad 

news principle' prevails in such environments generating excess sensitivity to adverse 

changes in expected prices or taxes, thereby further raising investment hurdles and 

contributing to an uneven and strongly pro-cyclical pattern of investment at both the local 

and global levels.  This serves to exacerbate demand-side driven price volatility.8 

 

Second, and allied to this, the intrinsic geology of mining in Zambia makes it a high cost 

producer dependent on an import- and capital-intensive technology (Figure 2).  

Combined with a less than advantageous geography this has meant that not only does the 

sector have weak market links to the rest of the economy but that the potentially taxable 

economic rents from the sector -- the flow of value that could potentially be consumed or 

re-invested elsewhere in the economy -- are limited on average.  Only in particularly 

good times does the sector generate potentially transformative rents, but then 

policymakers are confronted with the well-known range of challenges associated with 

managing large resource inflows to ensure that periodic resource booms do not inflict 

long-term damage on the non-resource economy. 

 

Third, outside of the enclave mining sector and its immediate local economy, Zambia 

suffers from many of the disadvantages of the resource-scarce, landlocked economies of 

Africa: distance to markets, low population densities and an unpromising neighbourhood 

(Collier and O’Connell, 2007).  The priorities for development, then, are twofold.  The 

                                                 
8  The 'bad news principle' reflects the asymmetric effect of positive and negative shocks on the option to 
wait: since the option value is the ability to avoid bad outcomes,  'good news' (positive shocks) do not 
change the value of the option whereas 'bad news' (negative shocks) increases the option value, further 
delaying investment (Dixit and Pindyck, 1994).  
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first is in the penetration of regional exports where possible, and the second the 

development of activities which are either not distance-critical (such as e-commerce) or 

which can exploit other natural advantages (such as horticulture and tourism and, 

increasingly, time-zones for back-office processing for corporate clients to the west and 

the east).  The common theme is that all elements of this strategy requires the provision 

of complementary inputs, in the form of physical infrastructure in transport, power and 

communication networks, in terms of a flexible and well-trained skilled labour force, and 

in terms of a strongly export-oriented trade policy. 

 

 

A dual strategy: smooth mining output and strong fiscal response 

Given these conditions, mining production would optimally be strongly pro-cyclical with 

producers choosing to leave resources in the ground when prices are below their long-run 

trend, mothballing mines as required, and vice versa when prices are high.  Indeed, this is 

exactly what was observed in Zambia in the 1930s when most mines were small and were 

still on or close to the surface (Coleman, 1971).  Over time, however, fixed costs in 

Zambian mining have risen sharply, partly as a result of the geology (mines went deeper 

underground and Zambia now has a number of very wet deep mines that require constant 

pumping) and geography (Zambia is a long way from markets) but also from rising fixed 

costs of employment (exacerbated by low investment) and, through the 1970s and 80s, 

sharply rising non-mining costs as the remit of the state-owned ZCCM widened beyond 

its core mining business.  As a result the scale of production can adjust less easily to 

changes in price.  Flexibility may be possible, of course, through active inventory 

management.  Fine copper is neither bulky nor perishable: net of the costs of working 

capital and security, therefore, active inventory management should be integral to 

efficient resource management. 

 

These characteristics shift the macroeconomic burden onto trade and supply-side policies 

and particularly onto fiscal policy.  At the same time it puts pressure on monetary policy 

to minimize the adverse transmission of short-run price volatility in the mining sector to 

the rest of the economy through excess volatility in the exchange rate and/or inflation. 
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Fiscal policy in this setting should embrace two key features.  The first is the capacity to 

generate high public saving from periodic temporary price booms.  Given the ownership 

structure in the sector, this has direct implications for the design of the tax regime.  The 

second is flexibility in public expenditure, so that the authorities can credibly commit to 

adjust expenditure downwards as mining revenues first peak and decline.9  The required 

degree of expenditure flexibility depends on broader fiscal flexibility (for example, 

whether government can efficiently substitute non-resource taxation for mineral-based 

taxes in the downturn) and the country’s capacity to smooth out revenue instability, either 

through external borrowing or accessing (deep) domestic debt markets.  As the following 

sections suggest, both these features were conspicuous by their absence during the period 

from the early 1970s to the late 1990s. The preliminary evidence from the 

macroeconomic response to the 2003-08 boom suggests that progress has been made 

towards establishing a more responsive mining sector and a more flexible 

macroeconomic framework. 

 

4. Macroeconomic management I: the 1970s and 1980s. 
 

The three decades from the 1969 Matero Declaration were a disaster for the mining 

industry in Zambia and for the economy as a whole.  Bad luck played a major part: 

almost as soon as government had acquired majority control of the industry, world copper 

prices started their long decline, the geological conditions in mining became more 

challenging  and the geopolitical environment of Southern Africa severely disadvantaged 

land-locked Zambia's engagement with the world economy.10  But bad luck was 

compounded by poor management.  What really destroyed the sector was the sharp rise in 

                                                 
9  O’Connell et al (2008) analyze the problems of  non-credible fiscal regimes in the analogous context of 
uncertain aid flows, showing how credibility problems lead to higher equilibrium inflation as the private 
sector believes government will be unable to adjust expenditure rapidly enough to avoid falling back on 
domestic deficit financing. 
10  During the 1980s Zambia's geographical isolation was exacerbated by regional political crises which cut 
off natural transport routes through (the then) Southern Rhodesia, Angola and Mozambique and South 
Africa, while the economic crisis in Tanzania at the time severely reduced the throughput at the port of Dar 
Es Salaam.   At times during the late 1970s and early 1980s, ZCCM considered shipping copper by air 
(Rotberg, 2002). 
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unit costs of production through the period.   Only a small proportion of this increase can 

be attributed to the worsening geological conditions: as Figure 3 shows, production costs 

fell sharply from the mid-1990s, long before substantial new investment occurred in the 

sector and when geological conditions were, if anything, continuing to deteriorate.  

Rather, the rising cost base reflected the lack of checks and balances to control the 

enormous expansion in unprofitable non-core activities and outright rent seeking 

activities that accompanied the progressive dissolution of the boundaries between the 

state, UNIP and ZCCM. (see Bates and Collier, 1993) By the early 1990s, when the one-

party state of President Kenneth Kaunda's Second Republic was successfully challenged 

by the Movement for Multiparty Democracy (MMD), ZCCM had been draw so far into 

the indirect financing of state and party activities that rents in the mining sector in 

Zambia had been all but eliminated. 

 

The macroeconomic (mis-)management of the 1970s and 1980s in Zambia have been 

extensively documented elsewhere (for example, Gulhati, 1989; Aron and Elbadawi, 

1992; Bates and Collier, 1993; Adam and Musonda, 1999; Bigsten and Kayizzi-

Mugerwa, 2000).  Problems emerged early in the decade when following a sharp 

doubling between 1972 and 1974, world copper prices fell sharply and steadily.  Treating 

the temporary positive shock as if it were permanent and the negative shock as if it were 

temporary, the authorities failed to save during the boom and sought to sustain absorption 

(both public and private) during the long slump through extensive external borrowing 

(see Figure 4).  During the late 1970s, borrowing to smooth domestic expenditure 

appeared appropriate (and indeed the strategy was initially supported and financed by the 

World Bank and other donors) as Zambia’s credit rating was good and most observers 

expected a rapid upturn in the price of copper (McPherson, 1995).  As the decade 

continued, however, the Bank and other observers revised downwards their price 

expectations.  The government of Zambia did not.   Its continued strategy of high 

borrowing and high absorption, pushed the current account further into deficit..  Delays in 

adjustment proved very costly and the subsequent crisis of the 1980s thus stemmed in 

large measure from the combination of a failure to save when copper prices were 

temporarily high and a failure to adjust when they were persistently low. 
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With absorption consistently exceeding GDP through the late 1970s and 1980s and with 

output growth declining, debt grew rapidly and the country’s access to all but the most 

expensive credit dried up. As access to external finance diminished consumption was 

sustained mainly through a severe squeeze on investment, in general but also in the 

mining sector (Figure 5). 

 

Gross fixed capital formation as a share of GDP decreased from an average of over 30% 

of GDP per annum from 1965-74 to 23% per annum in decade from 1974 and to around 

15% per annum at the end of the 1980s and early 1990s, barely sufficient to maintain, let 

alone increase, the capital-labour ratio..  Mining investment, in particular, plummeted.  

Gross public investment through ZCCM barely covered the depreciation of the capital 

stock in mining while Anglo-American's investment effectively dried up. (AAC's 

engagement in Zambia did remain highly profitable, however, as it took advantage of its 

monopoly supply position to the sector.)  The depletion of non-renewable natural 

resources during the 1980s (at low world prices) thus financed public and private 

consumption and was used to service external debt.  For most of last 40 years, Zambia’s 

investment rate fell well short of satisfying the Hartwick rule11: as a consequence total 

wealth was severely depleted (see Figure 6).  

 

Low investment and adverse external conditions saw total output stagnate in both the 

mineral and non-mineral sectors. As a result, per capita incomes contracted sharply in the 

1970s and 1980s (and continued to do so through much of the 1990s) while standard 

development indicators worsened dramatically.  Just one, infant mortality, summarizes 

the collapse: despite the absence of war, sanctions or catastrophic crop failure, the steady 

decline in infant mortality achieved since independence in 1964 was sharply reversed in 

the 1980s.  By 2006 the infant mortality rate was no lower than it was in 1970 and some 

20 percent higher than the lowest level achieved at the end of the 1970s. (Table 1). 

 

                                                 
11  Hartwick (1977) rule defines the level of capital accumulation required to exactly offset the depletion of 
non-renewable resources and leave the society’s net wealth (inclusive of natural resources) unchanged. 
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As the 1980s proceeded, the macroeconomic control regime became increasingly 

distorted as the authorities repeatedly delayed adjustment and thwarted reforms.  With 

access to credit becoming more difficult and a reluctance to actively use the exchange 

rate to effect adjustment, the external balance was increasingly enforced by the 

application of strict exchange controls, quantity rationing on imports and domestic price 

controls.  Combined with severe financial repression measures, this highly distorted 

structure of relative prices served to favour (privileged) urban consumers -- through 

undervalued imports and domestic food -- but did so by creating a severe anti-rural and 

anti-export bias, reflecting the increasingly high rates of protection and the overvalued 

real exchange rate (Adam and Musonda, 1999).  At the same time, capacity utilization in 

the highly import-intensive domestic economy collapsed dramatically as the external 

balance worsened.12 

 
Reform initiatives 
From the late 1970s, it was increasingly clear that a substantial economic adjustment was 

required: this, rather than traditional project-based borrowing quickly came to 

characterize the government's engagement with the IMF and World Bank throughout the 

next two decades.  Adjustment programmes were negotiated in 1978 and again in 1983 

but with limited success (Bigsten & Kayizzi-Mugerwa, 2000).  The 1983 reforms did 

however, put pressure on government to liberalize the exchange rate regime to eliminate 

the severe real exchange rate overvaluation.  Exchange rate adjustment was thwarted, 

however, by a weak external position and an incompatible fiscal stance, arguably 

weakened by insufficient donor aid flows (Allsopp, Joshi and Mistry, 1989).  The effect 

was that price decontrols and the removal of subsidies on basic foodstuffs were 

accompanied by a rapid nominal exchange rate depreciation which hit hard the previously 

protected but politically powerful urban population on the Copperbelt.  Food riots ensued 

in 1986, prompting the suspension of reform efforts (Bates and Collier, 1993). 

 

                                                 
12  The import and capital intensity of domestic production was itself a consequence of the economic 
strategy of the period.  The combination of paternalistic state ownership in the mining sector, high 
protection, an overvalued real exchange rate and widespread financial repression engineered relative factor 
prices which resulted in wages being ‘too high’ relative to some long run equilibrium and capital ‘too 
cheap’ (Gulhati, 1989).  The high wage-rental ratio lead to production structures that were inconsistent with 
the economy’s factor endowment valued at world prices. 
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The denouement of the failed adjustment efforts of the 1980s, and indeed of President 

Kaunda's Second Republic, began in May 1987 when the government broke off relations 

with the IMF, abandoned the IMF backed economic reforms and adopted a Growth from 

Own Resources economic recovery programme (ERP).  Ironically this period coincided 

with a brief but important recovery in copper prices which, arguably, would have eased 

the adjustment costs entailed by the donor-supported reform programme. But instead 

policy took a more populist turn.  Exchange rate reforms were reversed, price controls re-

instated and debt service payments were limited to 10 percent of export earnings. 

Although the positive terms of trade effect in 1987 and 1988 extended the life of the ERP 

it was insufficient to reconcile the programme's fundamental macroeconomic 

incompatibility.  Relative prices, particularly for foreign exchange, became severely 

distorted, the anti-export bias increased and investment expenditure collapsed.  Open and 

disguised unemployment rose dramatically.  With the rents from the mining sector 

exhausted, any remaining political support for the programme and its principal sponsor, 

President Kaunda, dissolved.   The ERP collapsed in 1989 and a new reform package, 

very similar in design to the 1983 programme, was agreed with the IMF.  Central to the 

programme was again the removal of administrative controls, particularly on the 

exchange rate, but this time with a much stronger emphasis on fiscal control.  In practice, 

however, the details of the 1989 programme are relatively unimportant: much more 

important was that re-engagement with the IMF -- which included the humiliating 

appointment of an IMF-approved expatriate governor of the central bank13 -- was a 

critical nail in the coffin of the economic and political model of the one-party state of the 

Second Republic.  Within a year, President Kaunda had acceded to pressures to hold 

competitive multiparty elections and in October 1991, Kaunda suffered a landslide defeat 

at the hands of the Movement for Multiparty Democracy (MMD) candidate, Frederick 

Chiluba, while UNIP ceded 125 of the 150 parliamentary seats to the MMD.  Kaunda's 

dignified departure from the presidency of Zambia was, however, a decisive political 

                                                 
13 Jacques Bussière, from the Bank of Canada, was appointed governor of the Bank of Zambia from 1990-
1992 before being replaced by the first MMD-appointed governor, Dominic Mulaisho.  Bussière proceeded 
from Zambia to become governor of the Bank of Jamaica, on similar interim terms. 
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landmark for the continent: he was the first of the generation of African Independence 

leaders to peacefully leave the political stage through electoral defeat.14 

 

A second major consequence of the end of the Second Republic was that although the 

election of 1991 was not fought explicitly on the issue of ZCCM and the copper industry, 

the change of regime ushered in a shift in the thinking about the role of the state in 

economic management and, as a consequence, in the management of natural resources in 

Zambia.  The realization that the state-driven model had come close to driving the mining 

sector to extinction saw discussion over the nature of ownership of the mining sector, 

including the possibility of privatization to foreign investors, emerge into mainstream 

political debate.  

 
5. Economic management in the 1990s: stabilization, liberalization and 
privatization 
 
On taking office, the MMD government immediately embarked on an aggressive 

programme of macro-economic stabilization and reform, transforming Zambia from one 

of the most dirigiste economic regimes in the 1980s to one of the most liberal.  In an 

attempt to address severe short-run stabilization problems and re-establish a degree of 

policy credibility, government moved rapidly to unify and liberalize the exchange rate 

regime (Zambia was one of the first African countries to remove all controls on capital 

account transactions), and relax controls on domestic financial markets.  Financial sector 

reforms were accompanied by significant trade liberalization (see Adam and Musonda, 

1999) and at the same time, government embarked on an ambitious programme of 

privatization.  By mid-decade the state had divested itself of the vast majority (by 

number) of the roughly 400 state-owned non-mining enterprises that had been built up 

over the preceding 30 years, including iconic organizations such as Zambia Airways 

which was closed down in early 1995. 

 

The MMD government was broadly successful in achieving the short-term stabilization 

objectives during this period, thanks in large measure to strong donor support and a 
                                                 
14  Kaunda's close friend, Julius Nyerere, former president of Tanzania, had also voluntarily left the 
political stage when he retired in 1985, although not as a result of electoral defeat.  
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protracted period of tight fiscal and monetary control underpinned by the so-called 'cash 

budget'.  This committed government to a balanced domestic budget on a continuous 

basis effectively eliminating the growth in the net domestic asset component of base 

money growth (see Adam and Bevan, 1999).  As a result, inflation was rapidly brought 

under control, falling from 250% per annum in mid-1994 to less than 10% per annum by 

the end of 1994 (Adam, 1995).  Combined with trade reforms, the removal of extreme 

exchange rate distortions and the successful fiscal-led stabilization served to eliminate the 

extreme over-valuation of the real exchange rate that had built up during the late 1980s. 

 

Macroeconomic stabilization in the early part of the 1990s required steely commitment 

by government, but it had a high payoff both in terms of the clearance of arrears with the 

IMF (the 'Rights Accumulation Programme') which paved the way for improved donor 

flows and in providing a substantial boost to the non-mining export sector.  But this 

commitment proved difficult to sustain. Weaknesses in governance and mounting 

political tension within the ruling MMD saw the reformist zeal of their early years in 

government rapidly dissipate as the political rivalries that had been successfully 

subordinated to the common objective of overturning Kaunda's and UNIP's hegemony 

broke the surface, causing the associated goodwill of donors to dissolve (Cheeseman and 

Hinfelaar, 2009).  But even without these problems, stabilization would have been hard to 

sustain as the economy was hit by a sequence of poor harvests and as copper prices 

continued to decline, further exposing the parlous state of the mining sector.  With 

official reserves already at the minimum level required to satisfy the IMF and no access 

to external capital other than through aid flows (including debt rescheduling), adjustment 

to the deteriorating external conditions was overwhelmingly through continued 

expenditure reduction, both public and private.  With consumption already severely 

squeezed by the cash budget, the burden of adjustment fell on aggregate investment and 

once again growth stagnated, with the consequence that external indebtedness continued 

to grow as a share of GDP, social indicators remained poor and stocks of both public and 

private capital continued to deteriorate (Dinh, Adugna, & Myers, 2002).   Nonetheless, 

the tight fiscal control exerted in the early part of the decade could not be sustained and 
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with quasi-fiscal losses at ZCCM escalating there were susbtanital risks that the gains 

posted in the early part of the 1990s would be lost. 

 

It was against this background that the privatization of ZCCM was launched.  There was  

none of the fanfare or evangelism of the non-mining privatization programme. Instead, an 

air of inevitability that the end-game had arrived prevailed. 

 

The final years of the century, through the period of privatization and leading up to the 

presidential elections of 2001 marked a low point in the Third Republic era.  Depressed 

external conditions persisted, the potential benefits from the slow-moving privatization of 

the mining sector, which started in 1997, remained uncertain and unrealised, while 

domestic economic discipline further weakened.  Initial attempts to obtain official debt 

relief under the Heavily Indebted Poor Countries (HIPC) initiative failed to materialize 

on schedule in 2000 as the authorities repeatedly failed to meet agreed performance 

targets, and the resulting suspension of balance of payments support from other donors 

drew the economy into a further contractionary phase, putting severe pressure on the 

authorities to sustain fiscal and monetary control and saw social indicators and poverty 

worsen. 

 
By mid-2001 concerns over corruption within the ruling elite, fuelled by President 

Chiluba's ultimately unsuccessful attempt to change the constitution to allow him a third 

term in office, began to dominate both domestic politics and Zambia's engagement with 

the international community.  Although the MMD eventually emerged victorious in the 

elections of that year it was with a substantially reduced majority, its support 

disappearing fastest on the Copperbelt and in Lusaka (Cheeseman and Hinfelaar, 2009).  

The ‘New Deal’ government of the late President Levy Mwanawasa immediately 

implemented measures aimed at reinforcing structures of economic and political 

governance and at curbing corruption amongst the political elite, leading eventually to a 

thawing of relations with donors.15 

 
                                                 
15 President Mwanawasa died on 19 August 2008 in Paris, France mid way through his second term in 
office.  
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External conditions improved from 2002 onwards as a result of improving terms of trade 

and, in 2005, from the successful conclusion of the HIPC debt relief initiative.  By this 

time, the macroeconomic policy challenge in Zambia was one of managing surging 

export proceeds and private capital inflows.  We return to this shortly, once we have 

discussed the central supply-side policy of the period, the privatization of ZCCM. 

 

6. Privatization 
 
As noted, the MMD government came to office committed to sell off the government 

portfolio of over 400 state-owned enterprises as well as substantial numbers of larger 

commercialized utilities.  Progress with privatization was unexpectedly rapid, although 

many of the sales essentially entailed closure of state-owned enterprises that had only 

survived thanks to high but now rapidly diminishing tariff barriers.  Initially, given the 

totemic position it occupied in Zambian society, the mining sector fell outside the 

purview of the Zambian Privatization Agency (ZPA) and indeed was not even considered 

as a suitable sector for privatization.  However, by the mid-1990s the steady decline in 

world prices, worsening geology, and continued rent-seeking saw the fortunes of ZCCM 

collapse precipitously.  Capital expenditure had fallen to less than a quarter of its value in 

the early 1970s, while production was prematurely halted at a number of mines and no 

resources were being devoted to prospecting (World Bank, 2002).  Between 1997 and 

1998 ZCCM’s reported pre-tax losses totalled approximately $650m -- almost 

US$1million per day -- equivalent to over 20% of total turnover (Craig, 2001).  By the 

time the first components of the ZCCM conglomerate were privatised in 1998, mining 

output was 42% of its level at independence in 1964 and only one third of its peak 1969 

production.  Crucially, this low output level was not the outcome of an optimal response 

to below-trend world copper prices but rather represented the industry's maximum 

capacity at the time.(World Bank, 2002). 

 

The privatization process 

In large measure, the steady deterioration of the financial condition of ZCCM dictated the 

pace and the options for privatization.  Recognizing that no investor was prepared to 

absorb the whole of ZCCM, it was quickly decided that the conglomerate would be 
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broken up and sold in a set of separate packages -- denoted A through J -- with the state 

retaining a range of contingent liabilities arising principally from pension and 

environmental obligations.  Moreover, given the heterogeneity and complexity of each 

unit -- and the rapidly changing financial environment -- it was deemed impossible to 

conduct the sale by auction.  Component parts were sold one-by-one through often 

opaque bilateral negotiations with pre-selected preferred bidders. 

 

The process was initially run by ZPA and ZCCM itself, but the agency was quickly 

supplanted by a presidentially-appointed agency to lead the negotiations (the 

'privatization negotiating team') under the chairmanship of Francis Kaunda, former 

Chairman and Chief Executive Officer of ZCCM.  Mr Kaunda brought in his own team, 

which included former senior managers of ZCCM, raising concerns that the task force 

was fundamentally opposed to the privatisation programme and would seek to frustrate 

the sale process (World Bank, 2002).Tenders for the sale of the ten asset packages were 

issued in March 1997.  Bids were reviewed by the Negotiating Team and 

recommendations on preferred bidders were made to a Committee of Ministers and the 

ZCCM Board, after which negotiations for sale commenced.  Each agreement was 

defined in a legally-binding Development Agreement (DA). The DAs were secret and not 

open to scrutiny either by parliament or by other stakeholders including those in the 

mining sector.  The process took over three years, with the last (and, in terms of mining 

potential, the largest) block of assets – Konkola Copper Mines – finally being sold to the 

Anglo American Corporation (AAC) in March 2000. 

 

Although government retained the services of top-flight advisors (the merchant bank 

N.M.Rothschild and lawyers Clifford Chance), bargaining power lay overwhelmingly in 

the hands of the eventual purchasers.  World prices remained depressed through most of 

the negotiation period and losses mounted across ZCCM, while a combination of 

brinkmanship by potential purchasers – frequently based on ‘revelations’ from the 

execution of due diligence investigation into the financial accounts of ZCCM -- and 

relentless pressure from the donor community to conclude the process saw both strike 

prices and the general terms of sale move sharply against the vendor.  Given the 
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pessimistic outlook for the world market prevailing at the time, it was seen as a success to 

have sold most of the components of ZCCM as going concerns for a positive cash price:  

the potential problems of negotiating away such generous fiscal terms were heavily 

discounted.  It was only when market conditions recovered that the full consequences of 

the sale conditions became apparent. 

 

Not all packages were equally sized or of similar quality.  A number were sold quickly 

and with little controversy (packages A1, D,E, G, I and J, see Appendix I). The two 

packages purchased by the Binani group of India, the Luanshya and Baluba mines 

(package B) and the Ndola Precious Metals Plant (package H), had to be re-sold almost 

immediately when Binani encountered financial difficulties, but eventually these units 

were operating smoothly under private ownership. The real complexity in the 

privatization process occurred with the sale of the core mining activities (packages A and 

C), the Nkana, Nchanga, Konkola, Konkola Deep and Mufulira divisions which together 

were responsible for over two thirds of total production. Despite the size and potential of 

this package, only one bid was received at the initial tender stage from the Kafue 

Consortium, a group of investors comprising Anglovaal mining (Avmin) of South Africa, 

Noranda Mining and Exploration Incorporated of Canada, Phelps Dodge of the US and 

the Commonwealth Development Corporation of the UK.  

 

Suspecting collusion, the privatization negotiating team rejected the bid as too low, as it 

did with a revised bid in June 1997.  As the copper price continued to fall, however, the 

Kafue Consortium withdrew the revised offer in October 1997 and submitted an even 

lower one in which it sought even greater tax concessions. The negotiating team once 

again rejected the bid in June 1998, leading to the disbandment of the consortium, 

effectively ending the negotiations.  

 

The delays and apparent unwillingness of the government team to finalize the sale of the 

core assets created substantial uncertainty, particularly in the eyes of the World Bank, the 
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IMF and other donors. 16   The IMF withheld balance of payments support, as did other 

donors, effectively forcing government back to the negotiating table. Hence, in August 

1998, Anglo American Corporation was invited to bid for the core assets.  A further 

protracted negotiation ensued with Anglo finally acquiring a controlling interest in the 

Nchanga, Konkola and Konkola Deep mining divisions in March 2000 (renamed 

Konkola Copper Mines, KCM) with a Swiss-Canadian consortium of First Quantum and 

Glencore AG acquiring a similar controlling interest in the Mulfulira and Nkana 

divisions.17  The final settlement, combined with the concessions negotiated by both 

Anglo American and First Quantum / Glencore was substantially less favourable to 

government than the rejected offer by the Kafue Consortium two years earlier.  

 

In each of the sales, government retained an indirect minority equity share in the mining 

sector through its majority ownership of ZCCM Investment Holdings (ZCCM-IH), an 

investment company charged with the management of legacies arising from former 

ZCCM operation including debt consolidation, pension fund obligations and the 

environmental legacies.  These operations were to be funded through dividend income 

arising from minority equity participation and 'price participation' (see Table A1).18  In 

practice, throughout most of the period since privatization income from dividends and 

price support was minimal.  ZCCM-IH was, and remains, technically insolvent although 

it continues to operate. 

  

                                                 
16  Francis Kaunda’s (2002) personal memoire of the privatization process offers a conflicting version of 
events surrounding the (non) sale of the core assets to the Kafue Consortium (and the failed sales of 
packages B and H to the Birani Group), casting the Kafue Consortium not simply as a commercial cartel 
but as a thinly disguised front for pursuing donor interests.  
17  The Anglo American ownership of KCM was indirect and was one element in a complex ownership 
structure.  KCM was owned 65% by ZCI (in which Anglo American held a 51% share), 7.5% by the 
International Finance Corporation of the World Bank, 7.5% by the Commonwealth Development 
Corporation and 20% by ZCCM-IH, the residual investment holding company 87% owned by the 
Government of Zambia. Anglo American held the management contract for KCM. 
 
18  The price participation scheme was a revenue sharing mechanism operating independently of the mining 
houses' dividend policy which diverted a fixed proportion of rents earned above a pre-defined trigger price 
to ZCCM-IH. 
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The exit of Anglo American Corporation 

In January 2002, less than two years after acquiring a controlling interest in KCM, and 

citing the inability given the low level of copper prices to secure capital to invest in the 

Konkola Deep Mining Project, Anglo American announced its decision to withdraw 

completely from the mining industry in Zambia, after almost 80 years as the dominant 

player in the sector. Anglo American, along with the IFC and CDC, relinquished its 

equity holding in ZCI, passing it free of charge to a newly created independent 

foundation, the Copperbelt Development Foundation, established as a not-for-profit 

organization to invest in projects aimed to mitigate the consequences of KCMs eventual 

closure and support diversification initiatives.  As a result of Anglo's withdrawal, the 

government's equity ownership, through ZCCM-IH rose back to 42% but in November 

2004 Vedanta Resources plc, an Indian mining company listed in London, acquired a 

controlling stake in KCM.  Vendata currently owns 51% of equity in KCM, with 20.6% 

held by ZCCM-IH and 28.4% by ZCI.  Vendata also holds a call option over the full 

amount of the ZCI equity. 

 

In retrospect given the subsequent copper price boom, Anglo's decision to withdrawn 

from Zambia may appear to have been a piece of unfortunately poor timing.  However 

the decision also reflected the changing nature of Anglo American at the time.  In 1999 it 

had moved its corporate headquarters to London and was expanding its global operations 

away from Southern Africa.  The ties of history and the close historical links it had 

forged with Zambia, especially during the era of the Second Republic, had been broken. 

 

Development Agreements and the tax regime 

Although the sale of each component of ZCCM was negotiated on a bilateral basis and 

embodied a range of specific conditions, each of the contracts contained broadly similar 

tax arrangements.  By the conclusion of the privatization process the de facto tax code for 

mining was as follows:  
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• Corporate income tax was levied at 25 % on taxable profits (compared 

with 35 % for the non-mining sector); 

• The royalty rate was capped at 3% on gross proceeds. In practice, 

however, all new mining companies paid royalties at a rate of 0.6%; 

• Recurrent and capital input were exempted  from import duties; 

• Interest costs and repatriated dividend income were fully deductible; 

• Capital expenditure was fully expensed in the year in which it was 

incurred; 

• Loss carry-forward provisions extended for up to 15-20 years. 

 

Two further provisions completed the standard DA packages: first, new mining 

companies were relieved from assuming financial liabilities and environmental legacies 

originally incurred by ZCCM, which were transferred to ZCCM-IH Ltd; and second, each 

DAs established a ‘stability period’ of between 15 and 20 years during which the agreed 

terms and conditions were guaranteed. 

 

Tax design 

By international standard, the tax structure embedded in the DAs was liberal, generous 

and biased towards the taxation of rents which, at the time of negotiation, were 

historically low.  The effective royalty rate of 0.6% of gross proceeds was particularly 

low and well below the global average of between 2-5 % (Pricewaterhousecoopers, 1998) 

and the IMF estimate of between 5-10 % for developing countries (Table 2). 

 

The negotiated tax regime incorporated aspects of the so-called 'R-Based cash-flow tax 

regime' which, in the absence of other taxes approximates a pure (neutral) tax on rents 

(Boadway and Keen, 2008).  Under an R-based regime capital expenditures are expensed 

and profits and losses treated symmetrically with the former taxed at the marginal rate 

and the latter attracting a tax credit at the same rate.  An equivalent treatment of losses 

entails a perpetual carry-forward provision with an appropriate rate of interest.  With 

these provisions in place, an R-based regime provides no additional offsets for interest 

costs or the return on equity.  The regime negotiated under the DAs had elements of the 
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pure R-based scheme -- the expensing of capital expenditure and a partial loss carry 

forward provision -- but also allowed for the deductibility of both interest costs and a 

return on equity.  Since a pure R-based regime allows for either capital expenditure to be 

expensed or for financing costs  --interest and the return on equity -- to be deductible but 

not both, the DA regime was arguably more favourable than the R-based benchmark 

(although in the latter, neutrality would require no royalty levied on production). 

 

Summary 

The privatization of ZCCM sought to achieve two financial goals.  The first was to stem 

the operating losses that were borne by the public budget and crowding out already low 

public expenditure, and the second to reverse the 30 year trend of underinvestment in 

exploration and production which, in large measure was responsible for the losses.  It was 

anticipated that with sufficient investment, the mines would return to profitability and 

remain viable at expected long run prices, generating public revenue, directly through 

mineral taxation and indirectly through the local multiplier.  Central to the sale strategy, 

therefore, were the investment commitments made by the new mining companies under 

the DAs (see Table A1). 

 

Although government had limited instruments to enforce investment commitments, 

capital inflows to the sector have been substantial since privatization and have exceeded 

the commitments originally anticipated (whether the investment commitments would 

have been honoured if prices had remained low is a moot point).19  The bulk of this 

investment was initially for rehabilitation of existing mining and smelting operations but 

was followed by new investment, most notably at KCM in the context of the Konkola 

Deep Mining Project, and with the opening of the Lumwana mine in Solwezi by the 

Australian-Canadian consortium Equinox.  The new mine, opened at the end of 2008, is 

projected to be the largest copper mine in Africa.  Initial mining projections anticipate a 

steady state output of around 125,000 tons per year, equivalent to 20% of current output, 

over a 40 year horizon. 

 

                                                 
19  Interview with ZCCM-IH. 
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7. Macroeconomic Management II: the 2002-2008 Boom  
 
In terms of world market conditions, the privatization of ZCCM could not have occurred 

at a worse time.  Between the issue of tenders in March 1997 and the decision by Anglo 

American to relinquish its equity in Konkola Copper Mines in January 2002, world 

copper prices, in constant US dollars, fell by almost 40% reaching an all time low.  The 

average price in 2002 was US$1,514 per ton compared to a previous low of US$1,520 in 

1932 and a long-run average for the 20th Century of around US$3560.  It was these 

consistently falling prices that forced repeated re-negotiation downwards of the final sale 

price. 

 

In retrospect, the Anglo-American withdrawal from KCM occurred at the very bottom of 

the market.  The hand-back to government coincided with the turnaround in the copper 

market which heralded the start of a dramatic but relatively short-lived boom in copper 

prices, fuelled in the main by the global investment boom led principally by China and 

other emerging economies and speculative trading by highly leveraged hedge funds.  

Between 2002 and the top of the market in April 2008, copper prices rose six fold, from 

around US$1,500 per ton to over US$9,000 per ton, in current prices.  Between April and 

December 2008, however, prices fell by about 70% to just under US$3,000 per ton before 

stabilizing.  By mid-2009, prices had returned to approximately US$6,000 per ton. 

 

Even adjusting for the initial weakening and subsequent strengthening of the US dollar in 

late 2008, this price boom dwarfed anything seen since Independence (measured in 

constant prices, world copper prices at their peak in 2008 were 20 percent higher than 

their peak value in 1974) and double the average price since the end of the first world 

war.  The only time in the last century when copper prices were higher was when the 

combatants on the Western Front were hurling millions of copper-tipped shell at each 

other in 1916 and 1917 (Figure 1). 

 

The combination of above-trend prices and the substantial investment in the sector by 

new foreign owners has led to a substantial increase in productive capacity.  Between 
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1991 and 1999 mining output contracted by 32 percent and by 2000 annual output was 

less than 250,000 tons.  By 2004 this had increased to 400,000 tons and to well over 

600,000 tons in 2008.  The bulk of the increase came from output at KCM and MCM, the 

sector’s two largest producers.  Production still remains below the levels attained in the 

early 1970s but with the commencement of production at the new Lumwana mine in 

December 2008, capacity is expected to reach and exceed these levels.  This increase in 

production also saw Zambia's market share rise from less than 2 percent of the world 

market in 2000 to 3.5% in 2008.  

 

The privatization of the mines and the increased investment in rehabilitation and new 

mines has been accompanied by a substantial expansion of prospecting activity leading to 

a sharp upward revision in the prospective economic life of the industry.  In 1974, for 

example, it was estimated that copper mines would be exhausted by around 2020: current 

estimates extend this to at least the final decades of the 21st century.  A portion of this 

increase reflects the application of new mining technology. For example, recent 

technological developments in extracting copper from the accumulated waste materials 

from the past century of mining (the tailings dumps) have effectively presented the 

mining houses with new pre-crushed surface ore-bodies which can be 're-mined' for 

copper. But most of the revision reflects an intensification of exploration and prospecting.  

Combined with the liberalization of the general environment foreign investment climate 

in the mid-1990s, the Mines and Minerals Act 1995 meant that the privatization of 

ZCCM was accompanied by a generally permissive environment for prospecting.  As a 

result, there has been an expansion in prospecting -- by both large and small scale 

prospectors -- not just in remote un-mapped areas but often on the fringes of existing 

ZCCM concessions.20  

 

                                                 
20  The 1995 Act provides for a structure where prospecting licences are granted over a specified 
prospecting area (for a charge per hectare).  Licences are time-limited with the holder being required to 
relinquish 50% of the area each period unless granted a mining licence to develop the prospect or a 
retention licence which, in effect, offers the prospector a time-limited option on development.  Mining 
licences typically have a duration of 25 years with an option for a further 25 year extension. Otherwise 
licences are broadly unencumbered except by environmental protection and standard financial reporting 
requirements.  Consistent with the liberalization of the capital account and the mining tax code, interest and 
remittance repatriation is guaranteed. 
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The outlook  

For reasons of geology and geography Zambia remains a relatively high-cost producer, 

even after the over-burden of ZCCM's extensive non-core activities had been removed.  

According to World Bank data (2008), the average unit cost of production in Zambia is 

around US$1500-US$1800 per ton, compared with global average of between US$750-

US$1000 per ton.  As the new Lumwana open-cast mine achieves full-scale output, this 

average cost of production is likely to fall. Current best estimates predict a central long-

run price of between US$3,500 - US$4,000 per ton, suggesting that the long-run viability 

of the industry is not in question.21  Nonetheless, the sector remains vulnerable to the 

sharp short-run collapse in the demand as construction demand collapses across the world 

and investment growth in China weakens (Fraser Institute, 2008).  

 

The boom: savings, investment and public finance  

Between the mid-1990s and the early 2000s Zambia witnessed a radical change in the 

framework for economic management.  The state relinquished ownership and control in 

the mining sector and elsewhere, withdrawing from the intensive micro-management of 

the 1980s, while liberalization measures eliminated a wide range of macroeconomic 

policy levers including price and exchange rate controls, directed credit allocation and a 

wide range of trade policy instruments.  The authorities thus confronted the commodity 

price boom with a much reduced set of policy instruments at their disposal.  In this 

section we examine how this altered the macroeconomic management of the boom. 

 

Between 2002 and mid-2008, copper prices rose from US$1600 per metric ton in January 

2003 to US$8840 per ton in April 2008, a rise of 450% in nominal dollar terms.  Cobalt 

prices rose by a similar amount.  With this increase, and rising production, exports 

earnings from the mineral sector rose from US$670million in 2002 to US$4bn in 2008, 

an increase of almost 500%.  To put this in perspective we can compare copper revenues 

to aid flows.  In 2002 earnings from copper were around twice as large as net overseas 

                                                 
21 Interviews with William Musama (CEO, ZCCM-IH); Nathan Chishimba (Chair, Zambia Chamber of 
Mines); Birgir Arnason (IMF Resident Representative). 
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development assistance; in 2008 the ratio was approximately 6.6.  In gross revenue terms, 

therefore, the commodity boom was large. 

 

In what follows, we calculate the overall scale of the windfall accruing to Zambia from 

the copper and cobalt price booms before examining the private and public sector 

responses. In order to compute a coherent counterfactual for the boom we make the 

following assumptions. 

 

• Prices for copper (and cobalt) began to rise above trend in 2003.22  Between 2002 

and 2008, average copper prices rose from US$1,500 to US$6,300 per ton, and 

average cobalt prices rose from US$13,600 to US$68,600 per ton. We treat this 

increase as unanticipated (as witnessed, for example, by Anglo American's 

decision to withdraw from copper mining in Zambia in 2002).   

 

• World prices in 2002 therefore define the counterfactual. A key issue is how we 

define counterfactual production levels.  One possibility would be to take 2003 

levels as the baseline and treat all excess production as an endogenous response to 

rising prices.  This would be appropriate if we assumed that production was 

already at its optimal long-run level and that the industry could adjust its output in 

the short-run, so that variations reflected an optimal response to current prices.  

As we have noted above, however, the constraining factor on output in Zambia 

throughout the 1990s (and possibly earlier) was the lack of investment.  The 

privatization of ZCCM committed purchasers to substantial investment designed 

to increase mining capacity.  Evidence suggests that even before prices started 

rising in 2002, capacity and output were already rising.  Hence a reasonable 

alternative is to assume that the increase in production reflects investment 

decisions prior to the price boom.  These two alternatives define the limiting bases 

for the counterfactual.  In what follows we adopt the latter as our baseline but 

make note of how results vary under the alternative assumption. 

 

                                                 
22  In Zambia, cobalt is mined exclusively as a by-product of copper. 
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• The boom peaked in the first half of 2008 and by the end of the year, prices had 

returned to around their 2003 level. We therefore take the end of 2008 as marking 

the termination of the boom. (see Figure 7) (It is possible, of course, that prices 

continue to fall sharply through 2009 and beyond below their long-run average). 

 

The scale of the windfall 

Table 3 calculates the scale of this windfall gain in net export earnings in terms of initial 

GDP and as a contribution to permanent income.  Full details of the calculations are 

reported in Appendix Table A2.  Reflecting their different prices, we treat copper and 

cobalt separately before aggregating over the two.   The year 2002 is taken as the 

baseline. Columns [1] and [2] report actual prices and export volumes.  Given our 

assumption about prices and production in the absence of the boom, the counterfactual 

value of exports is reported in column [4],and the current-price windfall in column [5].  

Over the 2002-2008 period, however, the cost of imports has also risen, reflecting rising 

world prices for oil, food and other goods.  We therefore adjust the nominal windfall for 

the change in the world price of imports.  The relevant index is reported in column [6] 

and the windfall in purchasing power terms in column [7] Finally, column [8] reports the 

windfall as a share of constant price non-boom GDP.   

 

Combining the results for copper and cobalt, these calculations suggest that the total net 

windfall income accruing from 2002 to 2008 was K14.8 trillion equivalent to around 66% 

of base year GDP.  The vast bulk of this accrued from the copper price boom; the boom 

in cobalt contributing only around 8% of initial GDP. 

 

This is a substantial positive terms of trade shock.  But the boom has been short-lived.  It 

is useful to express the magnitude in terms of its contribution to permanent income by 

computing the annuity value of the addition to national wealth.  Using a discount rate of 

8% suggests that the boom has increased permanent income by around 5.3% of pre-boom 

GDP. 
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Table 4 reports variations around these projects.  Column [1] summarizes the baseline 

results and column [2] reports the case where we assume a lower discount rate.  A lower 

discount rate of 5% raises the present value of the windfall to 74% of 2002 GDP, but 

lowers the increment to permanent income to 3.7% of baseline GDP.  Columns [3] and 

[4] repeat the calculations but this time under the assumption that all of the increase in 

output from 2002 was due to producers’ response to higher prices. 

 

 

These variations in discount rates and assumptions concerning production levels do not 

substantially change the central point:  the recent mineral boom generated a very 

substantial windfall, of the order of 66%-80% of pre-boom GDP.23  But the boom was 

relatively short-lived, consistent with the international evidence on duration (Cashin et al, 

2002) so that the contribution to permanent income was modest but not trivial, estimated 

at between 4% and 6%.  The next step in the analysis is therefore to consider how the 

public and private sectors responded to this increase. 

 

Saving and investment 

Table 5 examines the savings and investment responses to the windfall, exploiting the 

identity that domestic gross fixed capital formation (including any change in inventories) 

plus net foreign asset accumulation (the sum of capital account outflows plus the 

accumulation of official reserves) is equal to domestic savings.  Since we have no 

independent accurate data on consumption and savings we work from the investment side 

of the identity, using IMF data on investment and the balance of payments.24 The detailed 

calculations are reported in the Appendix Table A3.  The top panel of Table 5 examines 

gross fixed capital formation and the accumulation of foreign net claims.  The lower 

panel identifies the shares of gross investment and foreign asset accumulation attributable 

to the mining sector.  

                                                 
23 The reason the results change relatively little when we assume constant production is that much of the 
increase in the level of production occurred late in the boom period so that its contribution to beginning-of-
boom net present value is heavily discounted. 
 
24 We obtain investment data from IMF (2008) and balance of payments data from the IMF Balance of 
Payments online statistics database. 
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Following the methods used in Table 3, were compute windfall gross investment as the 

difference between actual and counterfactual gross investment.  To compute 

counterfactual investment we assume the counterfactual gross investment rate is simply 

the average investment rate over 2002-2008 and apply this average to a counterfactual 

real income which is defined as constant price GDP less that amount representing the 

return on windfall investment.   The calculation of foreign savings out of the windfall 

proceeds in exactly the same way, applying the counterfactual foreign savings rate to the 

counterfactual income series to generate counterfactual foreign savings and hence 

windfall foreign savings.  Here, we assume the counterfactual foreign savings rate is -

12.5% of income, corresponding to the current account deficit before aid prevailing prior 

to the boom. Approximately half of this deficit is financed by official aid flows, the rest 

by remittances and net private capital flows. Given the authorities’ reasonably strong 

commitment to a floating exchange rate, official reserve depletion represented a very 

minor source of foreign saving.  The calculation of windfall foreign savings is however, 

overstated by the successful conclusion of the Multilateral Debt Relief Initiative (MDRI) 

for Zambia in 2006.  The MDRI transaction which reduced the net present value of public 

sector external debt from around 80% to 12% of average export earnings, generated 

approximately US$500m (or 5.1% of GDP) of additional net foreign savings in 2006 (and 

a flow saving on external debt service of around 0.25% of GDP (IMF, 2008).25  The 

calculations in Table 5 adjust for this inflow, treating the debt relief as essentially 

orthogonal to the copper price boom. 

 

Summing over these two uses, we arrive at an estimate of the net present value of total 

windfall savings to have been approximately K6.5 trillion at 2002 prices out of windfall 

income, computed on the same basis, of K10.9 trillion which implies a savings propensity 

of 60%.26   Of this, approximately 47% of total saving was represented by domestic gross 

                                                 
25  The MDRI transaction was concluded with a grant inflow of approximately 21% of GDP which was 
offset by debt amortization by the Zambian authorities of 16% of GDP. 
26 Total windfall savings are computed as the NPV of total investment in gross fixed capital formation plus 
the NPV of foreign asset accumulation less the NPV of imputed saving out of the permanent income arising 
from the boom.  

34 
 



 
 

fixed capital formation with the remaining third represented by change in the net asset 

position of the economy. 

 

Superficially, this represents a remarkably high overall savings propensity and certainly 

out of all recognition from the boom of the early 1970s, while the disposition of savings 

would appear to be consistent with an efficient expenditure response to a temporary 

resource boom in which savings accumulate initially in the form of foreign assets and 

then are drawn down to finance domestic capital formation as the limits of the domestic 

supply capacity dictate.  But, as a result of privatization, this simple picture is 

significantly incomplete since a substantial share of the windfall income accrued to the 

foreign owners of the mines in Zambia and that given the tax regime a substantial 

proportion of the measured foreign asset accumulation is, in fact, the repatriation through 

the balance of payments of profits and payment of dividends by Zambia-based mining 

houses to their foreign shareholders.  The lower half of Table 5 computes the mining 

sector share of gross capital formation and foreign savings, suggesting that almost 60 

percent of the fixed investment can be directly attributable to (foreign) investment in the 

mining sector, while almost three quarters of all the net capital outflows can be attributed 

to profit and dividend remittances by the mining houses.  

 

Public finance and public investment 

Although there is clearly a powerful local multiplier effect from the mining sector to the 

economy of the Copperbelt these figures underscore the enclave nature of the sector.  

Indeed, the bulk of the non-mining investment response to the boom represents 

substantial construction activity on the Copperbelt and Solwezi deriving directly from the 

growth in direct investment in the mining sector (including the development of the 

Lumwana mine).   Nonetheless, the income from the windfall has accrued 

overwhelmingly in the form of rents to the mine owners which, net of investment, has in 

turn been almost entirely remitted offshore in the form of profits. 

 

Given this structure, the burden of transferring some of these rents to the domestic 

economy lies with the tax system.  In practice, this did not occur and, arguably, it was the 
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failure of the government to be seen to capture any amount of the rents accruing during 

the boom that fuelled the sharp rise in support for opposition parties in the presidential 

and parliamentary elections of 2006, most notably the Patriotic Front (PF) led by Michael 

Sata  Cheeseman and Hinfelaar (2009), for example, argue that the MMD government’s 

decision to revise the  mining tax code in 2008 was a direct response to the growing 

political support for Sata’s populist anti-foreign investment platform and his intention to 

revisit the tax regime if elected. 

 

The extent to which the tax regime embodied in the DAs failed to generate fiscal revenue 

from the boom is illustrated in Table 6 which shows the complete absence of any fiscal 

response to the mineral boom prior to tax reform.  Tax revenue as a share of GDP 

remained more or less constant at just under 18% over the boom period, with virtually no 

revenue accruing directly from the mining sector.  The revenue yield attributable to 

specific tax measures levied on the sector in 2007, prior to reform of the tax system, 

totaled only 0.2% of GDP, virtually all of which was earned through the royalty on 

production.27  Conventional profit taxes in the mining sector yielded precisely zero 

revenue to government, reflecting the twin effects of large loss carry-forward provisions 

afforded to the mining houses and the provision for full expensing of investment 

expenditure.28 Together, these reduced the tax liability to zero. 

 

Some share of the rents did accrue to government indirectly through its residual equity 

participation in the sector via the holding company ZCCM-IH.  Although dividends and 

                                                 
27  In 2007, for example, royalty payments of approximately US$20m were raised from proceeds of 
US$3.4bn, a yield of precisely 0.6%, as established in the Development Agreements. 
 
28  There are discrepancies between Zambian and IMF data sources on the scale of mining taxes.  The data 
reported above derive from the detailed revenue reporting of the Ministry of Finance and National Panning.  
These data do not, however, identify the share of wage taxes or VAT attributable to the mining sector.  
Summary data reported by the IMF (IMF, 2008, Table 2) suggest a higher share of total revenue although 
no breakdown of these data is provided.  The data reported above therefore probably represent an under-
estimate of the direct and indirect revenue productivity of the mining sector.  Nonetheless both sources 
concur that the yield is extremely low.  
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'price participation fees' were paid to ZCCM-IH this income was used entirely to meet 

operating costs: ZCCM-IH has not declared a dividend to its shareholders.29 

 

Thus, by 2007, the copper price boom had yielded virtually no revenue to government.  

IMF and government projections, following the budget reforms in 2008 -- which we 

discuss in the next section -- anticipated sharply rising revenues.  The IMF estimates 

made in June 2008 suggested mining taxes would account for 3.2% of GDP in 2008 and 

almost 5% in 2009, compared to 0.6% of GDP in 2006 (IMF, 2008).  There appeared, 

therefore, to be scope for a significant increase in public expenditure (or, equivalently 

scope for a reduction in dependence on aid). 

 

Given the precipitous decline in copper prices in the second half of 2008, these short-run 

projections were clearly over-optimistic, and by a large margin.  Taxation from the 

mining sector did rise sharply following the implementation of the 2008 budget 

measures. Revenues tripled to US$70m, accounting for over 3% of total revenue and 

0.6% of GDP.  Moreover, given that Zambia is a relatively high cost producer, rents in 

the mining sector are likely to remain modest so that, barring a major expansion in (low-

cost) production from open-cast mines, revenue flows will also be limited.  Nonetheless, 

the capacity of the mining sector to generate between 2% and 4% of GDP per annum in 

revenue -- estimates towards the lower end of the IMF's medium-term projections made 

in 2008 -- would represent a very substantial improvement in fiscal condition compared 

to the late 1990s when ZCCM's losses were approaching 10% of GDP per annum.  Thus 

while the recovery in revenue is never likely to be transformative for Zambia it will allow 

government to pursue a public investment programme commensurate with its level of 

development without excess debt accumulation.30 

                                                 
29 ZCCM-IH is a public listed company.  The government of Zambia holds 87.6% of the equity with the 
remaining 12.4% spread widely across some 2,500 shareholders in Zambia and the rest of the world. It is 
anticipated that GRZ will dispose of its shareholding through a public offering in due course.  In 2005 (the 
last year for which financial statements are available) ZCCM-IH dividend income was approximately 
US$5million and price participation US$33 million, approximately 2% of total export proceeds of the 
sector (ZCCM-IH Report of the Directors and Financial Statements for year to 30 June 2005). 
 
30  To put this is perspective, official aid flows to central government, excluding debt relief, average 
between 5% and 7% of GDP per annum (IMF, 2008). 
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The projected revenue consequences from the 2008 tax reforms were not included in the 

2008 budget.  Given the lack of a budgetary mandate, it was decided that identifiable 

mining revenues would be saved, initially by government increasing its claims on the 

central bank that would, in turn, accumulate foreign assets. 

 

At the same time, the Ministry of Finance has been engaged in extensive consultation 

aimed at developing an appropriate institutional structure for spending.  Recognizing that 

the scale of revenues is likely to be modest and volatile, and that current investment 

needs are substantial, there is no strong case for the creation of an offshore 'future 

generations' fund along the lines of Norway.   Rather, attention has been focused 

developing a coherent public expenditure strategy in which additional resources are 

devoted to investment in public infrastructure projects identified as priorities in the 2006-

2010 Fifth National Development Plan and Vision 2030 (both published in December 

2006).  These strategy documents placed heavy emphasis on diversification away from 

mining and into the growth of regional and non-traditional exports, and identified as 

major constraints deficiencies in the domestic and regional transport system, 

communications and IT provision, capacity constraints in power generation as well as 

long-established weaknesses in skills and training.  It was expected that the windfall-

financed public expenditure programme, to be included in the 2009 Budget, would reflect 

these priorities. 

 

Thus far, the government's policy announcements surrounding the proposed public 

savings and investment response to the current windfall have been exemplary.  But the 

rhetoric has yet to be tested.  It is increasingly clear that the boom has passed but the 

huge political pressures to demonstrate that the 2008 tax reforms will deliver some share 

of the mining sector’s recent prosperity to the people of Zambia means government is 

likely to face spending pressures which may prove difficult to resist, drawing government 

into increased consumption spending or, indeed, excessively quick investment spending 

when absorptive capacity is limited.   
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The renegotiation of the tax regime  

As noted, the apparent failure of government to extract any substantial revenue from the 

copper boom increased the pressure on government to re-define its relationship with the 

mining industry. As noted, populist opposition to the mining privatization, or more 

particularly to foreign ownership and control in the sector, has been on the increase, 

spearheaded since the turn of the century by Michael Sata's Patriotic Front.  Sata, a 

former cabinet minister and National Secretary of the Movement for Multiparty 

Democracy (MMD), left the government party in 2001 when ex-President Chiluba 

endorsed his rival, Levy Mwanawasa, for the presidency. Sata won only 3% of the 

popular vote in 2001 but this rose to almost 30% in the 2006 presidential elections.  

Campaigning on a platform portraying the ZCCM privatization as a sell-out to foreign 

investors31, Sata's Patriotic Front won a very substantial majority of the popular vote on 

the Copperbelt and Lusaka, the former strong-holds of the MMD.  Only by winning in 

rural constituencies did the incumbent MMD president secure a second term. 

 

In early 2007 government embarked on a delicate process of seeking to re-negotiate the 

development agreements with the mining houses but without halting the burgeoning 

investment in exploration and exploitation in the mining sector that followed the ZCCM 

privatization.  Since the DAs had initially been negotiated on a sale-by-sale basis and 

most included clauses securing the terms for periods of not less than 10 years, the 

government initially sought to establish a revised code for new mining investment by re-

negotiating the existing agreements one-by-one. But even with the support of the donor 

community (including public support from the IMF)32 and an unexpected and substantial 

element of goodwill from the industry itself33, a coordinated transparent renegotiation of 

                                                 
31 Popular discontent increased sharply following a decline in safety standards in the sector which saw 
fatalities rise sharply from less than 10 per year between 1997 and 2002 to over 70 per year in 2004. 
Fatalities hit a new high in 2005 following a deadly explosion at the Chinese owned explosives factory at 
Chambisi Mine (see Package D in Table A1) in which 50 Zambian workers were killed.  Discontent was 
further stoked by the owners' delay in making compensation payments to victims' families and the low level 
of the compensation awarded. 
 
32  "The IMF mission supports the authorities' attempts to obtain greater revenue from the mining sector 
through the renegotiation of the fiscal terms of existing development agreements". (Press Release, IMF 
Mission, September 2007). 
33 Interview with Nathan Chambisa, Chair, Chamber of Mines (July 2008). 
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all eleven development agreements proved difficult.  The government of Zambia reverted 

to a more direct legislative strategy, announced in the 2008 Budget, which cancelled the 

pre-existing DAs and established a new fiscal regime for the sector.  

 

The new tax code introduced in the 2008 Budget consisted of two main elements.  The 

first was to shift the tax code decisively in favour of generating a larger revenue flow to 

government, principally through an adjustment to the royalty rate.  The central elements 

in this were: 

 

• An increase in the corporate income tax rate to 30 % from 25 % previously 

applied. (At the same time the corporate tax rate in the non-mining sector was 

reduced from 35% to 30%). 

 

• An increase in the mineral royalty rate on base metals from 0.6% to 3 % of gross 

revenue. (The royalty rate for other precious metals was raised from 2% to 3 %). 

 

• The re-introduction of withholding tax on interest, royalties, management fees and 

payments to affiliates or subcontractors for all mining companies at a standard 

rate of 15 %. 

 

• Reduction of capital allowances from 100% expensing to a conventional 25 % per 

annum straight-line allowance (and deductible only in the year production 

commences rather than in the year the expense is incurred). 

 

The second key element was the introduction of a degree of progressivity into the tax 

code through two channels: 

 

• A variable profit tax rate under which the marginal tax rate would rise from 30% 

to 45 % when taxable profits exceed 8 % of gross revenue. 
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• A graduated windfall (royalty) tax levied at a rate of 25 % on gross proceeds 

when the copper price exceeds US$2.50/pound (US$5,600 per ton); at a rate of 

50% when the copper price exceeds US$3.00/pound (US$6,720 per ton); and 75% 

in excess of $3.50/pound (US$7,840 per ton). 

 

Finally an export levy (of 15% on value) was introduced on the export of copper 

concentrates, ostensibly as an incentive to produce finished copper products (bars, ingots, 

cathodes). 

 

Dispute, revision and assessment 

The result of the reforms was to significantly increase the notional effective tax rate on 

mining.  Assessment by the IMF suggested that at prevailing 2008 copper prices and 

aggregating over all instruments, the average effective tax rate on mining in Zambia rose 

from around 31% to 47%, taking Zambia from being one of the lowest to one of the 

highest tax regimes amongst developing countries,34 although much of this increase was 

due to high prevailing prices and the strong progressivity of the graduated windfall tax. 

As noted below, the steepness of the graduated windfall tax was subsequently scaled back 

and eventually abandoned.  Given the current level of investment and the accumulated 

losses still being carried forward the actual tax yield was somewhat lower.  At prevailing 

prices, the 2008 Budget measures were estimated to raise revenue from mining from the 

US$20million raised in 2007 to approximately US$400 million in 2008, equivalent to a 

tax yield of 10 percent of gross mining proceeds.35 36 

 

Nonetheless, the 2008 measures immediately drew sharp criticism, from the mining 

houses and their representatives and from the international donor community, including 

                                                 
34  Interview with IMF Resident Representative, July 2008. 
35 Interview, Ministry of Finance and National Planning (July 2008). 
 
36 The tax measures also eliminated the price participation schemes.  Although this had no revenue 
implications for central government budget, it stands to erode the income base of ZCCM-IH which drew 
the bulk of its income from these schemes, thereby possibly drawing government into either 
recapitalization of the company or providing an increased current subvention. 
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the IMF.  In part this reflected the sense that government had reneged on its commitment 

to sequential negotiation.  This was true although from the perspective of government 

direct negotiation left it exposed to potentially collusive behaviour on the part of the 

mining houses and to a range of other hold-up problems.  The legislative route, on the 

other hand had the advantage of being transparent -- redressing one of the key criticisms 

of the DAs -- and arguably shifted the burden of coordination costs on the mining houses 

by facing them with a take-it-or-leave it option.   But the main force of the criticism 

levied at government was the genuine concern that the new regime radically increased 

both the marginal burden of tax and the degree of price distortion it entailed.  There were 

three principal elements to this.  First, at the prices prevailing at the time of the Budget 

debate, mining houses were initially liable to the graduated windfall tax at the top 

marginal rate of 75%, but being non-deductible (unlike the basic royalty rate) it was 

claimed that this would result in extremely high marginal rates (potentially exceeding 

100%).  The second concern was that given the highly variable geology of Zambian 

mining -- combining the Konkola Deep Mine and the new Lumwana open cast pit -- 

which creates very different unit costs, the shift towards royalty-based taxation entailed 

by the reforms created significant spatial variation in effective tax rates.  Third, it was 

suggested that the export duty proposal was unnecessary and failed to recognize current 

realities in the sector.  The explicit objective of the export duty was to encourage 

domestic value-added through smelting.  However, given current constraints on capacity 

and the highly import intensive nature of smelting, the contribution to value added was 

felt to be limited. (An alternative, but more politically controversial interpretation of the 

duty, is that it was introduced to limit transfer pricing and smuggling by the mining 

houses). 

 

Government reacted rapidly in response to some of these concerns.  It quickly clarified 

that when the graduated windfall tax was operative, the variable profit tax would not be, 

and vice versa. In addition, it removed the top two bands of the graduate tax in July 2008 

leaving only the single-step rate.  Taken together these two adjustments substantially 

reduced the maximum marginal rates generated by the structure.  The government 

announced the complete removal of the windfall tax in the 2009 budget.  Given the 
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collapse of world copper prices the windfall tax was, in fact, not generating any revenue 

at this time, and was not projected to do so in 2009.  This adjustment removed the most 

distortionary and most contentious element of the 2008 fiscal reforms. Government did 

not, however, cede ground on the basic royalty rate or on any of the other elements of the 

2008 package. 

 

The 2008 reforms highlight many of the difficulties in implementing mining tax regimes 

that are capable of generating revenue for government but also limit disincentive effects 

on mining companies.  The pragmatic shift towards royalty-based taxation and the re-

introduction of withholding taxes on cross-border payments has served to secure a current 

revenue stream as well as obviate administrative difficulties (and delay) in administering 

a pure rent-based tax, including the risk that taxable profits can be shifted out of the 

jurisdiction, but at the cost of moving further from a first-best non-distortionary taxation 

of pure rent.  This shift was far than smooth and government was challenged at each turn 

-- with mining houses threatening legal action against government's negation of the 

stability clauses in the DAs and, in extremis, disinvestment.  But the sensible retreat by 

government to cede the more egregious distortions created by the graduated windfall tax 

has appeared to have defused much of the tension.  The likelihood is that the 3% royalty 

and the variable profit tax regime will remain central to the tax code, and, assuming the 

sector remains profitable and that high front-loading of investment expenditure tapers off, 

loss carry-forward and investment offsets against taxable profits will decline, ensuring 

that the conventional profit tax will begin to yield revenue to government. 

 

While the revision of the mining tax code could have been better handled, there appears 

to be a consensus from all parties that a shift in the balance of returns was necessary and 

that the regime that is beginning to emerge is broadly reasonable, especially after the 

post-budget revisions announced by the government.37 Quoting the president of an 

international exploration company, the Fraser Institute notes, “Zambia has a history of 

mining, and understands the risks involved. Even with new regulations on taxations and 

                                                 
37 Interview with Nathan Chambisa, Chair, Chamber of Mines. 
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royalties, these will only take it to the similar levels to other African countries. Even then, 

the government is prepared to negotiate and discuss.” (Fraser Institute, 2008).   

 

This episode reveals much about the politics of the economic management of mineral 

resources and how, even in a relatively unified and peaceful environment present in 

Zambia, negotiations over both the privatization of ZCCM and the re-negotiation of the 

tax regime were suffused with suspicion.  Whilst there has been no call for re-

nationalization of the sector, parliamentary and popular opposition did coalesce around 

the charge that, at least viewed from the middle of the copper price boom, foreign mine 

owners had received too favourable terms during privatization and that as a consequence 

government's primary objective was to redress the balance. 

 

The copper boom and non-traditional exports 

In Section 3 we discussed the elements of an optimal growth strategy for Zambia and 

stressed the importance of ensuring that periodic copper price booms do not severely 

undermine the growth prospects of the non-mining sector of the economy.  As the 

discussion in Sections 4 and 5 made clear, ill-conceived choices in the 1970s and 80s 

imparted a profound anti export bias to economic policy towards the non-mining sector.  

The most damaging biases were slowly unwound with the stabilization and liberalization 

measures of the 1990s, albeit against a background of low growth and low investment.  In 

this final section we briefly consider how this shift in policy has supported the growth in 

the non-mining economy.  We pay particular attention to the conduct of monetary policy 

during the recent boom and the extent to which it has supported the diversification away 

from mining. 

 

Since around 2001 the authorities in Zambia have adopted an increasingly conventional 

monetary programme, often referred to as 'Inflation Targeting - Lite' (Stone, 2003) – 

which has been built around a set of monetary targets and a commitment to a floating 

exchange rate.  Monetary policy has been increasingly focussed on inflation control as 

the authorities have sought to bring inflation consistently below 10% per annum.  The 
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most recent PRGF programme establishes an explicit target for inflation of 7% per 

annum in 2008 and 5% in 2009. 

 

Inevitably, however, given the positive terms of trade effect, the period of the copper 

boom has been associated with a strong appreciation of the nominal and real exchange 

rate, even though the appreciation was muted by the high import-content of the 

investment boom.  Nonetheless, the real exchange rate appreciated by around 30 percent 

against the US dollar between January 2003 and the height of the boom in mid-2008.  

 

Although the appreciating currency has helped the Bank of Zambia hit its inflation target 

– especially given the rise in world prices of oil and imported food -- the monetary 

authorities found themselves drawn into making a first-order monetary policy error in 

2005 which, temporarily, severely exacerbated the exchange rate appreciation and 

imposed extremely heavy costs on the export- and import-competing sectors of the 

economy.  This error was not directly attributable to the management of the boom in 

copper prices but arose from problems with managing debt relief.  Nonetheless it 

highlights a well-known problem associated with strict adherence to reserve money 

programmes in the face of the positive shocks to domestic money demand that can occur 

during period of surging export earnings or capital inflows. 

 

After an extended qualification period, Zambia eventually qualified for official debt relief 

under the HIPC/MDRI initiative in 2005.  From a monetary management perspective this 

had two self-reinforcing effects.  The first was a direct fiscal benefit: debt relief reduced 

pressure on domestic deficit financing requirements, ceteris paribus reducing the supply 

of domestic money.  But at the same time successful completion of the debt relief 

exercise had a powerful effect on the private sector demand for the Kwacha.  With 

expectations of credibly lower inflation and higher growth prompting there was a sharp 

portfolio shift towards the Zambian Kwacha by the domestic private sector.  Under 

pressure to hit the monetary targets agreed with the IMF, the authorities did not 

accommodate this powerful demand shift but rather sought to stick to the now too-tight 

monetary targets.  In such circumstances, money market equilibrium could only be 
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achieved through a sharp overshooting of the exchange rate appreciation which is what 

happened (see Figure 8), severely undercutting the competitiveness of the non-copper 

economy and putting a severe squeeze on the non-tradable and import-competing sectors 

of the economy.  

 

 

The authorities’ attempts to stick to their money targets drew them into bond sterilization 

which exacerbated the problem as foreign investors, taking full advantage of the 

liberalized capital account, entered the government debt market to take advantage of high 

domestic interest rates, thereby further appreciating the exchange rate.  

 

The policy error in this episode stemmed directly from the vulnerability of a strict money 

anchored programme in the face of portfolio shifts.  In such circumstances the 

appropriate monetary policy response would have been to accommodate the shift in 

money demand, most readily through unsterilized foreign exchange rate intervention.  

Unsterilized intervention increases the money supply but in these circumstances this is 

exactly what is required to meet the increased demand for the Kwacha at the prevailing 

exchange rate.38 

 

The response to events of 2005 and 2006 therefore represented a major monetary policy 

error.  But what is more important is that in sharp contrast to earlier decades, the error 

was short-lived and the authorities moved very quickly to re-establish a coherent (and 

apparently credible) monetary framework.  Thus from mid-2006, the stance of monetary 

policy was relaxed and the excess appreciation of the exchange rate had been eliminated 

(the real exchange rate returned to is (appreciating) trend by early 2007) and it was from 

this period that the authorities began intervening more heavily in the foreign exchange 

market, building an increased reserve buffer but at the same time moderating the 

tendency for the real exchange rate to appreciate.  Between mid 2005 and mid-2008, 

                                                 
38  A theoretical treatment of exactly this problem is discussed in Adam et al (2009). 
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foreign exchange reserves increased from around US$450m to around US$1.3bn, raising 

import cover from around 2 month to approximately 5months.39 

 

Despite correcting the monetary policy error and increasing the degree of intervention, 

the continued copper boom ensured that real exchange rate continued to appreciate.  This 

appreciation has inevitably raised fresh concerns about the risks of Dutch disease effects 

adversely affecting the non-mining export sector and increased calls for the authorities to 

lean more heavily against the trend appreciation so as to benefit the non-mining sector 

(see Cali and Velde, 2007 Weeks 2008). 

 

From a macroeconomic perspective it is not obvious that the Zambian authorities should 

have sought to engineer a more depreciated real exchange rate during this period or, 

indeed, whether the instruments were available to do so.  Fundamentally, engineering a 

depreciation in the real exchange rate requires a reduction in domestic absorption (i.e. a 

net increase in foreign asset accumulation). As noted above, however, the income flow to 

the public sector from the copper boom has overwhelmingly accrued to the foreign 

private sector and not to government.  A reduction in domestic absorption would 

therefore require a reduction in private spending (which as noted is overwhelmingly 

investment expenditure in the mining sector) or a tightening of the fiscal stance.  The 

former is not obviously desirable at present, and nor is the latter.  The cost of using fiscal 

policy to engineer a real exchange rate appreciation is the return on foregone public 

expenditure.  Given the parlous state of the public infrastructure in Zambia and the clear 

evidence that the binding constraints to the export sector are deficient complementary 

inputs (see below), the case for a fiscal tightening at present is weak at best.  It is of 

course possible to use monetary policy to engineer a temporary real exchange rate 

depreciation relative but, as discussed by Calvo, Reinhardt and Vegh (1995), monetary 

policy can at best achieve a temporary undervaluation and even then only at the cost of 

higher inflation or higher domestic interest rates.  

 

                                                 
39  Bank of Zambia (2008) 
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In any case, the pessimism expressed by Weeks (2008) and other about Dutch disease 

effects on non-traditional exports does not appear to be borne out in the data.  More 

precisely, concerns about poor growth in this sector have much more to do with structural 

policies and weaknesses on the supply side than they do with real exchange rate 

misalignment.  During the 1970s and 80s, the non-traditional export sector was tiny and 

accounted for only a few thousand employees.40  In the first decade of the MMD 

government the sector grew only very modestly although as copper exports declined the 

non-traditional share of exports rose from around 10% to 12%.  The real take off has 

occurred since 2002 so that despite the strong appreciation of the Kwacha and the growth 

in copper exports, the share of non-traditional exports in total exports has risen sharply, 

accounting for almost 24% by value of total export between 2002 and 2007  

 

While real exchange rate movements impact at the margin – non-traditional export 

growth dipped sharply in 2006 in the face of the sharp appreciation – survey evidence 

and interviews suggests that the binding constraints to further export diversification are 

on the supply side rather than resulting from movements in the real exchange rate or, 

critically, from an incoherent macroeconomic stance.   The macroeconomic reforms of 

the 1990s, combined with the broadly successful conduct of monetary and fiscal policy in 

the current decade have removed the extreme overvaluation of the real exchange rate and 

consequent anti-export bias that plagued Zambia in the 1970s and 80s.  The key 

constraints now are overwhelmingly structural.  The lack of reliable and competitively 

priced infrastructure dominates in all surveys of constraints to exporting.41  The World 

Bank Doing Business Survey (2009) ranks Zambia 100th out of 181 (compared to, for 

example, Kenya (82nd), Ghana (87th) Nigeria (118th), Cameroon (164th) and Chile (40th). 

The most serious constraints identified by the Doing Business survey reflect inflexibility 

in labour markets (Zambia ranks 135th out of 181);  administrative costs in the 

construction sector, particularly in the cost and provision of utility provision (146th); and 

                                                 
40 The principal non-traditional exports from Zambia include goods and services directly linked to the 
mining sector (electricity, semi-precious stones and copper wire); agricultural products (sugar, animal 
products, horticulture and floriculture); processed foods; textiles and garments; other manufacturing and 
tourism. 
41  World Bank Doing Business Survey (2009) and interviews with Zambia Business Forum, Zambian 
Development Agency. 
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the costs of cross-border trade (153rd), where the transport and related costs per 

standardized container facing exporters are estimated at US$2,700 compared to an OECD 

average of US$1000 and a regional average of US$1800.   In all cases, these high costs 

can be traced to the same underlying constraints:  decades of under-investment which has 

left transport and energy provision expensive and unreliable; telecommunications and 

ICT services which are still too expensive and under-powered for Zambia-based firms to 

compete effectively in areas such as e-services; and long-run weakness in education and 

training which drive up real wages for skilled labour relative to key competitors and 

reduce the flexibility of labour markets. 

 

 

8. Conclusions 

 

It has often been said that it was Zambia’s good fortune to be ‘born with a copper spoon 

in its mouth’, although for much of the forty five years since Independence in 1964 

natural resource dependence has been more of a curse than a blessing.  The central 

economic challenge facing Zambia at the time of Independence and the central challenge 

now and in the future is to find the right model for the efficient exploitation of its natural 

resource endowment and the equitable distribution of the rents arising from this 

exploitation.  Since Independence, we have seen a radical shift in the way the state has 

sought to exploit this endowment.  In the first decade following Independence, the 

prevailing view was that state ownership of the industry offered the best means of 

capturing and distributing the rents to the people of Zambia.  The subsequent dramatic, 

indeed traumatic, 25-year failure of the state to efficiently manage the volatility in the 

copper market and its fundamental inability to avoid the dysfunctional rent seeking that 

flourished in the state-dominated economy, meant that when the pendulum eventually 

swung away from state ownership and control it did so decisively.  Thus while the sale of 

ZCCM proved successful in re-invigorating the mining industry and staunching the state-

owned company’s mounting losses, it did so by not only divesting the state of the direct 

responsibility for managing the industry but did so on terms which more or less 
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completely eliminated its capacity to share in the future rents from the sector, at least 

over the medium term. 

 

The recent copper price boom, which has been described in the popular press and by 

opposition politicians in Zambian as a ‘cashless boom’ -- one in which the unfavourable 

terms of the privatization meant that the people of Zambia saw few of the benefits from 

the boom, either in terms of employment or other transfers, but bore the costs associated 

with the appreciation of the exchange rate – starkly illustrated how much the previous 

decades of mismanagement had forced the government’s hand during the privatization 

process. 

 

But the boom also allowed for two vitally important and positive developments for the 

mining industry and the economy as a whole.  The first is that the favourable price 

conditions meant that the investment commitments made by the new mine owners at the 

time of privatization were not just realized but substantially exceeded.  Mining industry 

investment is powerfully pro-cyclical and for once in its history, conditions in the sector 

combined with reasonable macroeconomic stability and a broadly credible economic 

policy regime to allow a substantial and efficient mining investment boom to occur.  

Existing mines and supporting plant were rehabilitated, new activities, most notably the 

Lumwana mine, were brought on line, while the intensification of exploration activity 

identified substantial new economic reserves of copper and other minerals on the fringes 

of the Copperbelt.  Barring a catastrophic collapse in the long-run price of copper, the 

recent copper boom has thus allowed the mining industry in Zambia to be reset.  

Although Zambia will remain a relatively high cost mining location, the investment boom 

has served to stabilize and lower unit mining costs and leaves the industry better placed 

to generate profits in medium term and to confront the imminent short-run decline in 

world prices. 

 

The second major effect of the boom was the re-negotiation of the tax code.  The boom 

starkly exposed the imbalance in the distribution of gains from positive price 

developments.  The re-negotiation of the mining code was far from straightforward but 
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represents a crucially important milestone in economic policymaking in Zambia, both to 

the extent that the government were able to put in place a new code which, broadly 

speaking, appears to successfully balance the revenue imperative with the requirements 

of a competitive tax regime and to the extent it was able to modify and fine tune the code 

in response to criticism and reactions from stakeholders.  Moreover, it would appear that 

the revision of the structure of mining taxation has not undermined investors’ perceptions 

that the government remains committed to maintaining a competitive and non-

opportunistic tax and regulatory regime in the non-mining economy. 

 

Huge challenges still remain in Zambia.  There are enormous challenges in overcoming 

the legacy of the past mismanagement of the economy, including deep poverty, 

substantial inequality and a badly depleted public infrastructure. And there is the 

challenge of managing expectations about future public spending capacity when needs 

are so high but the rents from mining are likely to remain modest.  But the last five years 

have witnessed a number of encouraging developments including the rehabilitation of the 

mining sector and a clear articulation of a coherent strategy for growth and development 

of the non-mining sector.  Realizing this strategy will be a formidable challenge but there 

is little doubt that Zambia exits this boom in a stronger position that it entered it and in a 

much stronger position than it exited previous copper price booms. 
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Appendix 1: Privatization Packages 

Table A1 summarizes the transactions composing the privatisation of ZCCM. The table 
reports the units sold and amounts paid, including ZCCM equity stake in the new 
privatised companies and the investment commitments made by the purchasers at the 
time of purchase.  The following notes provide more detail on all packages except the 
major mining assets (packages A and C).  See text for details. 
 
Chibuluma (Package A1) [separated from Package A] 
Chibuluma mine was originally packaged with Nchanga and Nkana mines. However, 
given the complexity of the larger two mines it was sold as a separate unit to Metorex 
Consortium, a South African company forming Chibuluma Mines plc. The actual terms 
of payment were an outright cash payment of US$17.5 million and US$7.6 million 
payable later, subject to the improvement in copper and cobalt prices. A total of US$34.0 
million was pledged as investment commitment to develop Chibuluma South.  
 
Luanshya/Baluba mine (Package B)  
Luanshya division was sold to the Binani Group of India in October 1997, being renamed 
the Roan Antelope Mining Company of Zambia (RAMCOZ). Luanshya division 
comprised of the mine and a metallurgical complex. The Binani Group’s lack of mining 
experience resulted in severe operational problems, culminating in serious liquidity 
problems. The mine incurred huge losses and it became increasingly difficult to procure 
basic materials, including paying for power supply to the mine. The Copperbelt Energy 
Company (CEC) which was the main supplier of electricity to RAMCOZ eventually 
disconnected power supply for non-payment of bills, paralyzing RAMCOZ's mining and 
metallurgical operations, bringing production to a complete halt and RAMCOZ was 
placed under receivership and eventually went into liquidation. 
 
The mine was subsequently sold to J &W Investment of Switzerland for US$8.0 million 
(for an 85 % equity share) and an investment commitment of US$28.0 million to 
refurbish Baluba mine.  The company was Luanshya Copper Mines (LCM). 
 
Chambishi mine (Package D)  
The first offer of Chambishi mine was made to a Canadian firm, Ivanhoe Capital 
Corporation. The package comprised of the cobalt and acid plants and Nkana slag dumps. 
However during the course of the discussions, copper prices dipped, prompting Ivanhoe 
to withdraw its bid of US$100.0 million. After some delays on finding a new buyer, the 
mine was subsequently sold to China Non-Ferrous Metals (CNFM) in September 1998 
for US$20.0 million.  
 
Kansanshi Copper Mine (Package E)  
The sale of Kansanshi Copper Mine in North-Western Zambia was concluded on 14 
March 1997 with Cyprus Amax forming Cyprus Amax Kansanshi PLC, a subsidiary of 
the Phelps Dodge Corporation of the US. Since the mine was non-functional, the deal 
involved specific requirements to redevelop it and undertake further explorations for new 
ores. In 2001, Phelps Dodge sold its 80 % interest in Cyprus Amax PLC to First Quantum 
Minerals Ltd for US $50,000.  
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Chambishi cobalt and acid plant (Package G) 
The Chambishi cobalt and acid plant was sold to Avmin of South Africa in August 1998 
for US$50 million in cash plus US$90 million in committed investment. The initial bid 
was from the Kafue Consortium, but this fell through following the disbanding of the 
Consortium. 
 
Ndola Precious Metals Plant (Package H) 
Initially only one bid was received from First Quantum of Canada. This was rejected by 
the Negotiation Team and the plant was was sold to the Binani Group for US$0.35 
million cash and investment commitment of US$1.4 million. Binani’s problems at 
RAMCOZ extended to Minerva as management was continuously embroiled in labour 
disputes related to deterioration in working conditions.  Minerva was sold to J&W 
Investments along with RAMCOZ (package B). 
 
Konkola North (Special Package I) 
The sale of Konkola North was conducted as part of a special package, resulting from the 
split of Konkola Mine into two sections. Konkola North, the second of the two emerging 
components of Konkola Mine had no operating mine but comprised a shaft which had 
been disused since 1956. Through competitive tendering process, Avmin purchased 
Konkola North while ZCCM-1H retained 15-20 % interest. Under the terms of the 
agreement Avmin committed to fund an extensive drilling programme and to conduct a 
pre-feasibility study on the development of the deposit. If AVMIN was unable to develop 
the project within five years the rights over the concession and the drilling results were to 
revert in full to ZCCM-IH. 
 
Power Division (Package J) 
The ZCCM Power Division distributed electrical power from the National Grid to the 
operating divisions of ZCCM and also provided ancillary services such as civil and 
electrical construction and the movement of materials to support production across other 
ZCCM mine divisions. This package received the most bids and was sold in November 
1997 to the National Grid of the UK.  The company was renamed the Copperbelt Energy 
Corporation (CEC).  
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Table 1:  Per capita gowth and Infant mortality

Per capita 
income 
growth 
per 

annum

Annual 
average 
change in 
Infant 

mortality 
rate

1964‐1970 1.3% ‐1.9%

1971‐1980 ‐1.5% ‐1.8%

1981‐1990 ‐1.0% 1.2%

1991‐2000 ‐2.0% 0.9%
.

2001‐2008 5.0% 0.1%

Source:  World Development Indicators 2008



Table 2:  Comparative Mining Taxation 2008

Country Profit Tax rate

Expensing of 
Capital 

Expenditure
Loss carry 
forwards Royalty rate

Australia 36% Indef 5% gross sales
Argentina 33% 5 years 3% gross sales
Bolivia 25% Indef. n.a.
Botswana 25% Indef. 15% net sales
Brazil 33% Indef. 3 percent gross
Canada 29% Yes 10 years 20% on profits
Chile 15% Indef. n,a,
Guyana 35% Indef. 5% gross sales
Indonesia 30% Yes 8 years variable $/Kg
Mexico 34% 10 years n.a.
Peru 30% 4 years variable $/Kg
South Africa 43% Yes Indef n.a.
Suriname 35% 10 years 2% gross sales

USA 35% 20 years 2.25% gross sales
Venezuela 30% 3 years 3% gross sales

Zimbabwe 38% Indef.
0.875% gross 
sales

Zambia (DAs) 25% Yes 10-20 years 0.6% gross sales

Zambia (post 2008) 30%
plus variable 
profits tax 10-20 years

3% gross sales + 
windfall tax

Source: Pricewaterhousecoopers (2008)



Table 3: The 2003‐08 mineral boom 

[1] [2] [3] [4] [5] [6] [7] [8]

Year
Price per ton 

K000s
Quantity (000s 

ton)
Value of Exports 

Kbn

Counterfactual 
value of exports 

Kbn
Windfall in 
current Kbn Import price index 

Windfall in 
constant prices Windfall as % GDP

1. Copper
2002 6,715                     367.4 2,467                    2,467                    ‐                           1.00 0 0.0%
2003 8,046                     361.5 2,909                    2,428                    481                          1.17 344 2.1%
2004 12,498                   414.1 5,175                    2,781                    2,394                      1.28 1293 8.0%
2005 15,068                   449.6 6,775                    3,019                    3,755                      1.34 1637 9.5%
2006 27,149                   491.7 13,350                  3,302                    10,048                  1.45 3555 21.6%
2007 26,680                   490.9 13,098                  3,297                    9,801                      1.37 3359 18.9%
2008 30,348                   587.1 17,818                  3,943                    13,875                  1.93 3042 15.7%

2. Cobalt
2002 59,237                   7.4 440                        440                        ‐                           1.00 0 0.0%
2003 84,351                   10.5 884                        621                        263                          1.17 188 1.1%
2004 222,737                 6.2 1,380                    367                        1,013                      1.28 547 3.4%
2005 129,988                 5.7 738                        336                        402                          1.34 175 1.0%
2006 137,520                 4.9 669                        288                        381                          1.45 135 0.8%,
2007 208,830                 4.8 1,004                    285                        719                          1.37 247 1.4%
2008 331,751                 4.6 1,529                    273                        1,256                      1.93 275 1.4%

3.  Cumulative  Windfall 
Constant price 

Kbn
as % non‐boom 

2002 GDP

Copper 13,230                  58.7%
Cobalt 1,567                    7.5%

TOTAL 14,797                  66.2%

Change in permanent income as % 2002 GDP 5.3%

Notes: See Appendix Table 1.



Table 4:  The scale of the mining boom 2002‐2008: sensitivity analysis

Baseline
[1] [2] [3] [4]

Counterfactual mining output

Discount rate 8% 5% 8% 5%

Boom Kbn (net present value) 10.8 12.08 11.69 13.1

Boom as % baseline GDP 66.2% 74.3% 71.9% 80.7%

Addition to permanent Income 5.3% 3.7% 5.8% 4.0%

Notes: see Table 3 and text

2002 levelActual



Table 5.  Saving, Investment and Financial Flows: the distriubution of mining revenues 

1. Asset accumulation out of windfall

[1] [2] [3] [4] [5] [6]

Year Actual Counterfactual Windfall Actual Counterfactual  Windfall

2002 3252 3252 0 ‐2374 ‐2374 0
2003 4512 4017 495 ‐2618 ‐2137 ‐481
2004 4827 4236 591 ‐1560 ‐2253 693
2005 4673 4445 227 ‐2022 ‐2365 343
2006 5384 4710 673 389 ‐2506 2894
2007 6023 5001 1022 ‐2124 ‐2660 536
2008 5901 5292 609 ‐2645 ‐2815 170

Net present value of windfall asset accumulation 6,548                      

Gross Fixed Capital Formation Capital outflows

as share of windfall income  59.9%

2. Distribution of asset accumulation 

Gross fixed capital formation 46.5% 62.4%

Foreign capital outflows 53.5% 73.9%

See Table A3 for details
Notes: [1] Capital outflows defined as sum of official net foreign asset accumulation plus private capital outflows
[2]  Mining sector share of foreign outflows consists of dividend payments to foreign shareholders; 
 remainder principally official reserve accumulation

Attributable to Mining Sector [2]



2001 2002 2003 2004 2005 2006 2007 2008

Total Revenue and Grants 24.9% 26.2% 24.9% 23.8% 23.7% 21.6% 22.9% 22.0%

Tax Revenue 19.1% 17.9% 18.0% 18.3% 17.2% 17.2% 18.4% 18.2%

  Tax on incomes and profits 7.2% 7.6% 7.2% 7.8% 7.4% 7.5% 8.1% 7.8%

     Individuals 5.7% 5.9% 5.6% 6.5% 6.0% 5.7% 5.5% 5.4%

     Corporations 1.5% 1.7% 1.6% 1.3% 1.4% 1.8% 2.6% 2.4%

     of which  Mining Company Tax 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.23%

   Taxes on goods and services 4.9% 4.7% 4.3% 4.1% 4.2% 3.6% 2.7% 1.8%

       Of which Mining Licence 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.01% 0.01%

   Mineral Royalty 0.05% 0.02% 0.04% 0.02% 0.12% 0.11% 0.17% 0.39%

   Taxes on international trade 6.5% 5.2% 5.1% 5.6% 5.1% 5.1% 6.7% 7.5%

Other revenue 0 5% 0 3% 1 4% 0 8% 0 4% 0 9% 0 7% 0 7%

Table 6. Central Government Revenue, 2001‐2008  (% GDP)

   Other revenue 0.5% 0.3% 1.4% 0.8% 0.4% 0.9% 0.7% 0.7%

Grants  5.7% 8.3% 7.0% 5.5% 6.4% 4.4% 4.5% 3.7%

Direct taxation on mining

Mining Taxes (US$ m) 0.69 1.86 1.15 8.90 10.19 20.84 69.01

A share of total revenue 0.27% 0.10% 0.24% 0.12% 0.71% 0.67% 0.95% 3.41%
As share of GDP

0.05% 0.02% 0.04% 0.02% 0.12% 0.11% 0.18% 0.62%
Memo: IMF estimate

53.40 166.28 155.60

Source:  Bank of Zambia



Table A1

Major unbundled units for initial privatisation phase of ZCCM

Package Unit Sold to Date of Sale New Mine Name
ZCCM-IH 

equity 
retention

Terms of 
transaction

Stability 
Period

Cash 
payment

Deferred 
payment

Conditional 
on copper 

Investment 
Commitment

A Nchanga, KDMP;
Anglo American 
Corporation (UK/South Mar-00

Konkola Copper 
Mines (KCM) plc 21 percent

US$30.0 
million

US$60.0 
million

US$125.0  
million

US$208.0 million 
for existing 

Chingola Refractory 
Ores and

IFC (World Bank) and 
CDC (UK)

US$523.0 million 
for KDMP

Nampundwe Pyrite

A1
Chibuluma (originally 
part of A) Meterox (South Africa) Oct-97

Chibuluma Mines 
plc 15 percent

US$17.5 
million -

US$7.6 
million US$34.0 million 15 years

B Luanshya Division
Binani Industries (India) 
[1] Jun-97

Roan Antelope 
Mining Company  
(RAMCOZ) plc 15 percent

US$35.0 
million - - US$69.0 million 15 years

C
Mufulira Division and 
Nkana

Glencore and First 
Quantum (Canada) Mar-00

Mopani Copper 
Mines 10 percent

US$20.0 
million

US$23.0 
million

US422.0 
million US$159 0 millionC Nkana Quantum (Canada) Mar-00 Mines 10 percent million million million US$159.0 million

D
Chambishi Copper 
Mine

China Non-Ferrous Metal 
Industries (China) Jun-98

NFC Africa 
Mining plc 15 percent

US$20.0 
million US$70.0 million

E
Kansanshi Copper 
Mine

Cyprus Amax Minerals 
(US) Jan-97

Cyprus Amax 
Kansanshi plc 15 percent

US$3.0 
million US$30.0 million 15 years

G
Chambeshi Cobalt and 
Acid Plant Avmin Ltd (South Africa) Sep-98

Chambishi Metals 
plc 10 percent

US$50.0 
million

US$45.0 
million US$70.0 million 15 years

H
Ndola Precious Metals 
Plant

Binani Industries (India) 
[1] Jun-97 Minerva 15 percent

US$0.35mil
lion US$1.4 million 15 years

I
Konkola North (special 
package)

Avmin Ltd (South Africa) 
[2] Sep-98 20 percent

US$8.5milli
on US$12 million

J Power Division
Midland Power and 
National Grid  (UK) Nov-97

Copperbelt 
Energy Company 20 percent

US$50.0 
million 

US$73.0m 
in debt

US$7.5 
million US$25.5 million

Source: Mining Journal, 2000; Craig, 2001
Notes: [1] RAMCOZ and Minerva experienced severe financial and operation problems in its first year of operation and was put into receivership in 1997
The company was sold to J&W Investments of Switzerland in 1998 for US$8million and an investment commitment of US$28m.  The mine was renamed  Luanshya Copper Mines plc.
[2]  The Konkola North mine has been closed (and flooded) since 1956.  This was an exploration concession. As of 2008, a major investment by Teal of Canada is under consideration



Table A2: The magnitude of the copper boom 2003‐2008

Discount rate 8%

[1] [2] [3] [4] [5] [6] [7] [8] [9] [10] [11] [12] [13] [14]

Year
Value of 

Exports Kbn
Price per 

tonne K000

Quantity 
(000s 
metric 
tons)

Counterfac
tual value 
of exports 

Kbn

Windfall in 
current 
Kwacha

Kwacha 
Import 
price 
index 

Windfall 
adjusted 
for import 
prices

GDP in 
current 
Kbn PGDP 

GDP in 
constant 
Kbn

Windfall in 
constant 
Kbn

constant 
price 

windfall 
% GDP

NPV 
windfall Kbn

Non‐
Windfall 
GDP in 
constant 
prices

2002 2,467             6,715             367           2,467          ‐                1.00 ‐            16,260      1.00 16,260        ‐                0.0% ‐               16,260   
2003 2,909             8,046             362           2,428          481               1.17 412           20,479      1.20 17,094        344               2.1% 318              16,562   
2004 5,175             12,498          414           2,781          2,394            1.28 1,864        25,997      1.44 18,024        1,293           8.0% 1,108          16,184   
2005 6,775             15,068          450           3,019          3,755            1.34 2,803        32,456      1.71 18,957        1,637           9.5% 1,300          17,144   
2006 13,350          27,149          492           3,302          10,048          1.45 6,927        39,223      1.95 20,131        3,555           21.6% 2,613          16,441   
2007 13,098          26,680          491           3,297          9,801            1.37 7,172        45,669      2.14 21,386        3,359           18.9% 2,286          17,781   
2008 17,818          30,348          587           3,943          13,875          1.93 7,205        53,706      2.37 22,678        3,042           15.7% 1,917          19,360   

Kbn Kbn
TOTAL 13230 9542

58.7%

2. Cobalt

2002 440                59,237          7               440              ‐                1.00 ‐            16,260      1.00 16,260        ‐                0.0% ‐              

1. Copper

Percent 2002 GDP

2002 440                59,237          7               440                              1.00             16,260      1.00 16,260                        0.0%               
2003 884                84,351          10             621              263               1.17 225           20,479      1.20 17,094        188               1.1% 174             
2004 1,380             222,737        6               367              1,013            1.28 789           25,997      1.44 18,024        547               3.4% 469             
2005 738                129,988        6               336              402               1.34 300           32,456      1.71 18,957        175               1.0% 139             
2006 669                137,520        5               288              381               1.45 263           39,223      1.95 20,131        135               0.8% 99               
2007 1,004             208,830        5               285              719               1.37 526           45,669      2.14 21,386        247               1.4% 168             
2008 1,529             331,751        5               273              1,256            1.93 652           53,706      2.37 22,678        275               1.4% 174             

Kbn Kbn
TOTAL 1,567           1,222         

7.5%

Kbn Kbn
3. Aggregate Mineral Boom TOTAL WINDFALL 14,797         10,765       

66.2%

Kbn

861           5.3%

Notes and sources: Raw data in columns [1], [2]. [8] and [9] derived from Bank of Zambia.  We assume 2002 prices as counterfactual prices  and
actual output 2002‐08 as counterfactual output.  The quantity of production is  computed as [1]/[2] and the current‐price windfall as [1]‐[4
The import price index is computed as the weighted sum of the US$ price indices for fuel, maize and wholesale prices (a proxy for non‐fuel and non‐food imports
where the weights are the average import shares for these items as reported in the Zambian BoP statistics (BoZ) for each year.

Percent 2002 GDP

Percent 2002 GDP

Change in permanent income % 2002 GDP



Table A3: Savings, Investment and External Financial Flows

1. Gross Fixed Capital Formation

[1] [2] [3] [4] [5] [6] [7] [8] [9] [10] [11]

Year
Actual GFKF 

rate Actual GFKF
Constant price 

GNI

Real GNI less 
winfall 

investment 
income

Counterfactua
l GFKF Windfall GFKF

Cummulative 
Windfall GFKF

Return on 
investment 
(lagged)

NPV windfall 
GFKF

Saving out of 
addn capital 

stock

NPV 
additional 
saving 

2002 0.200 3,252                16,260              16,260              3,252                ‐                    ‐                   
2003 0.256 4,512                17,626            17,094            4,017                495                   495                  ‐                  458                 ‐                  ‐                 
2004 0.243 4,827                19,863            18,024            4,236                591                   1,086               40                   507                 4                      4                     
2005 0.225 4,673                20,769            18,917            4,445                227                   1,314               87                   181                 10                   8                     
2006 0.226 5,384                23,821            20,044            4,710                673                   1,987               105                 495                 12                   8                     
2007 0.241 6,023                24,992            21,281            5,001                1,022                3,009               159                 695                 17                   12                  
2008 0.227 5,901                25,996            22,519            5,292                609                   3,618               241                 415                 26                   18                  

TOTAL 3,618               2,751             

Additional saving out of permanent income 50                  

2. External financial flows

[12] [13] [14] [15] [16] [17] [18]

Year

Outflows = 
Current 
account 

balance (US$ 
m)

Current 
account 

balance (Kbn 
current)

Current 
account 
balance 

adjusted for 
import price 

index

Counterfactua
l foreign 
savings

Windfall  
foreign capital 

outflows

Cummulative 
windfall  

foreign capital 
outflows

NPV windfall  
foreign capital 

outflows

2002 ‐546 ‐2,374 ‐2,374 ‐2374 0.0
2003 ‐642 ‐3,058 ‐2,618 ‐2137 ‐481.5 ‐481.5 ‐445.83
2004 ‐419 ‐2,003 ‐1,560 ‐2253 693.1 211.6 641.76
2005 ‐606 ‐2,709 ‐2,022 ‐2365 342.9 554.5 317.49
2006 128 564 389 ‐2506 2894.4 3448.9 2680.00
2007 ‐755 ‐2,903 ‐2,124 ‐2660 535.8 3984.7 496.08
2008 ‐1,054 ‐5,093 ‐2,645 ‐2815 170.3 4154.9 157.67

TOTAL 4155 3847

3.  Summary

Total Windfall savings  (Kbn) 7773

  of which : Gross Fixed Capital Formation  46.5%
Foreign Flows  53.5%

NPV Windfall Savings 6548
NPV Windfall Income  10765
Savings rate out of windfall 60.8%

4. GFKF and Foreign Flows attributable to mining sector 

[19] [20] [21] [22] [23] [24] [25] [26] [27] [29]

Year
Actual FDI 
US$m

Less non‐
mining 

investment 
US$m

Less 
counterfactual 
investment

Windfall 
mining GFKF 

Kbn
NPV Windfall 
mining GFKF

Windfall 
Foreign capital 

outflows

Profit 
remittances 

US$ m

Attributable 
to windfall 

US$m

Profit 
remittances 
Kbn constant 

price
NPV w'fall 
remittances

2002 303.0 242.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2003 347.0 277.6 35.2 140.0 129.6 ‐481.5 0.0 0.0 0.0 0.0
2004 363.0 290.4 48.0 159.1 136.4 693.1 198.4 148.8 493.2 422.9
2005 356.0 284.8 42.4 110.7 87.9 342.9 40.8 30.6 79.9 63.4
2006 615.0 492.0 249.6 564.6 415.0 2894.4 722.6 542.0 1225.8 901.0
2007 966.0 772.8 530.4 955.0 650.0 535.8 790.7 593.0 1067.8 726.7
2008 675.0 540.0 297.6 607.2 413.3 170.3 700.0 525.0 1071.2 729.0

1832 2843.0

Mining Investment as % Windfall GFKF  66.6%
Shareholder remittances as % total foreign flows 73.9%

Notes
[1]Assumptions: 
Discount rate 8.0%
Counterfactual investment rate 23.5%
Counterfactual foreign savings rate ‐12.5%
[2]  Method: Actual GFKF rate (as % GDP) from national accounts.  Counterfactual GFKF expressed as a share of GNI adjusted for income accruing from 
windfall investment income (computed in column [8]).  
Foreign financial flows represented by (negative) non‐aid current account deficit ; countefactual foreign flow rate based of 2002 data
Total windfall savings represented by GFKF plus foreign outflows  adjusted for savings out of the windfall (columns 10 and 11)
NPV windfall income from Table A2.
Data on mining shares of FDI and capital outflows from IMF and BoZ balance of payments data.  Non‐mining shares estimated on basis of 2002 data.
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Fig 8 Real exchange rate
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Table 1:  Per capita gowth and Infant mortality

Per capita 
income 
growth 
per 

annum

Annual 
average 
change in 
Infant 

mortality 
rate

1964‐1970 1.3% ‐1.9%

1971‐1980 ‐1.5% ‐1.8%

1981‐1990 ‐1.0% 1.2%

1991‐2000 ‐2.0% 0.9%
.

2001‐2008 5.0% 0.1%

Source:  World Development Indicators 2008



Table 2:  Comparative Mining Taxation 2008

Country Profit Tax rate

Expensing of 
Capital 

Expenditure
Loss carry 
forwards Royalty rate

Australia 36% Indef 5% gross sales
Argentina 33% 5 years 3% gross sales
Bolivia 25% Indef. n.a.
Botswana 25% Indef. 15% net sales
Brazil 33% Indef. 3 percent gross
Canada 29% Yes 10 years 20% on profits
Chile 15% Indef. n,a,
Guyana 35% Indef. 5% gross sales
Indonesia 30% Yes 8 years variable $/Kg
Mexico 34% 10 years n.a.
Peru 30% 4 years variable $/Kg
South Africa 43% Yes Indef n.a.
Suriname 35% 10 years 2% gross sales

USA 35% 20 years 2.25% gross sales
Venezuela 30% 3 years 3% gross sales

Zimbabwe 38% Indef.
0.875% gross 
sales

Zambia (DAs) 25% Yes 10-20 years 0.6% gross sales

Zambia (post 2008) 30%
plus variable 
profits tax 10-20 years

3% gross sales + 
windfall tax

Source: Pricewaterhousecoopers (2008)



Table 3: The 2003‐08 mineral boom 

[1] [2] [3] [4] [5] [6] [7] [8]

Year
Price per ton 

K000s
Quantity (000s 

ton)
Value of Exports 

Kbn

Counterfactual 
value of exports 

Kbn
Windfall in 
current Kbn Import price index 

Windfall in 
constant prices Windfall as % GDP

1. Copper
2002 6,715                     367.4 2,467                    2,467                    ‐                           1.00 0 0.0%
2003 8,046                     361.5 2,909                    2,428                    481                          1.17 344 2.1%
2004 12,498                   414.1 5,175                    2,781                    2,394                      1.28 1293 8.0%
2005 15,068                   449.6 6,775                    3,019                    3,755                      1.34 1637 9.5%
2006 27,149                   491.7 13,350                  3,302                    10,048                  1.45 3555 21.6%
2007 26,680                   490.9 13,098                  3,297                    9,801                      1.37 3359 18.9%
2008 30,348                   587.1 17,818                  3,943                    13,875                  1.93 3042 15.7%

2. Cobalt
2002 59,237                   7.4 440                        440                        ‐                           1.00 0 0.0%
2003 84,351                   10.5 884                        621                        263                          1.17 188 1.1%
2004 222,737                 6.2 1,380                    367                        1,013                      1.28 547 3.4%
2005 129,988                 5.7 738                        336                        402                          1.34 175 1.0%
2006 137,520                 4.9 669                        288                        381                          1.45 135 0.8%,
2007 208,830                 4.8 1,004                    285                        719                          1.37 247 1.4%
2008 331,751                 4.6 1,529                    273                        1,256                      1.93 275 1.4%

3.  Cumulative  Windfall 
Constant price 

Kbn
as % non‐boom 

2002 GDP

Copper 13,230                  58.7%
Cobalt 1,567                    7.5%

TOTAL 14,797                  66.2%

Change in permanent income as % 2002 GDP 5.3%

Notes: See Appendix Table 1.



Table 4:  The scale of the mining boom 2002‐2008: sensitivity analysis

Baseline
[1] [2] [3] [4]

Counterfactual mining output

Discount rate 8% 5% 8% 5%

Boom Kbn (net present value) 10.8 12.08 11.69 13.1

Boom as % baseline GDP 66.2% 74.3% 71.9% 80.7%

Addition to permanent Income 5.3% 3.7% 5.8% 4.0%

Notes: see Table 3 and text

2002 levelActual



Table 5.  Saving, Investment and Financial Flows: the distriubution of mining revenues 

1. Asset accumulation out of windfall

[1] [2] [3] [4] [5] [6]

Year Actual Counterfactual Windfall Actual Counterfactual  Windfall

2002 3252 3252 0 ‐2374 ‐2374 0
2003 4512 4017 495 ‐2618 ‐2137 ‐481
2004 4827 4236 591 ‐1560 ‐2253 693
2005 4673 4445 227 ‐2022 ‐2365 343
2006 5384 4710 673 389 ‐2506 2894
2007 6023 5001 1022 ‐2124 ‐2660 536
2008 5901 5292 609 ‐2645 ‐2815 170

Net present value of windfall asset accumulation 6,548                      

Gross Fixed Capital Formation Capital outflows

as share of windfall income  59.9%

2. Distribution of asset accumulation 

Gross fixed capital formation 46.5% 62.4%

Foreign capital outflows 53.5% 73.9%

See Table A3 for details
Notes: [1] Capital outflows defined as sum of official net foreign asset accumulation plus private capital outflows
[2]  Mining sector share of foreign outflows consists of dividend payments to foreign shareholders; 
 remainder principally official reserve accumulation

Attributable to Mining Sector [2]



2001 2002 2003 2004 2005 2006 2007 2008

Total Revenue and Grants 24.9% 26.2% 24.9% 23.8% 23.7% 21.6% 22.9% 22.0%

Tax Revenue 19.1% 17.9% 18.0% 18.3% 17.2% 17.2% 18.4% 18.2%

  Tax on incomes and profits 7.2% 7.6% 7.2% 7.8% 7.4% 7.5% 8.1% 7.8%

     Individuals 5.7% 5.9% 5.6% 6.5% 6.0% 5.7% 5.5% 5.4%

     Corporations 1.5% 1.7% 1.6% 1.3% 1.4% 1.8% 2.6% 2.4%

     of which  Mining Company Tax 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.23%

   Taxes on goods and services 4.9% 4.7% 4.3% 4.1% 4.2% 3.6% 2.7% 1.8%

       Of which Mining Licence 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.01% 0.01%

   Mineral Royalty 0.05% 0.02% 0.04% 0.02% 0.12% 0.11% 0.17% 0.39%

   Taxes on international trade 6.5% 5.2% 5.1% 5.6% 5.1% 5.1% 6.7% 7.5%

Other revenue 0 5% 0 3% 1 4% 0 8% 0 4% 0 9% 0 7% 0 7%

Table 6. Central Government Revenue, 2001‐2008  (% GDP)

   Other revenue 0.5% 0.3% 1.4% 0.8% 0.4% 0.9% 0.7% 0.7%

Grants  5.7% 8.3% 7.0% 5.5% 6.4% 4.4% 4.5% 3.7%

Direct taxation on mining

Mining Taxes (US$ m) 0.69 1.86 1.15 8.90 10.19 20.84 69.01

A share of total revenue 0.27% 0.10% 0.24% 0.12% 0.71% 0.67% 0.95% 3.41%
As share of GDP

0.05% 0.02% 0.04% 0.02% 0.12% 0.11% 0.18% 0.62%
Memo: IMF estimate

53.40 166.28 155.60

Source:  Bank of Zambia



Table A1

Major unbundled units for initial privatisation phase of ZCCM

Package Unit Sold to Date of Sale New Mine Name
ZCCM-IH 

equity 
retention

Terms of 
transaction

Stability 
Period

Cash 
payment

Deferred 
payment

Conditional 
on copper 

Investment 
Commitment

A Nchanga, KDMP;
Anglo American 
Corporation (UK/South Mar-00

Konkola Copper 
Mines (KCM) plc 21 percent

US$30.0 
million

US$60.0 
million

US$125.0  
million

US$208.0 million 
for existing 

Chingola Refractory 
Ores and

IFC (World Bank) and 
CDC (UK)

US$523.0 million 
for KDMP

Nampundwe Pyrite

A1
Chibuluma (originally 
part of A) Meterox (South Africa) Oct-97

Chibuluma Mines 
plc 15 percent

US$17.5 
million -

US$7.6 
million US$34.0 million 15 years

B Luanshya Division
Binani Industries (India) 
[1] Jun-97

Roan Antelope 
Mining Company  
(RAMCOZ) plc 15 percent

US$35.0 
million - - US$69.0 million 15 years

C
Mufulira Division and 
Nkana

Glencore and First 
Quantum (Canada) Mar-00

Mopani Copper 
Mines 10 percent

US$20.0 
million

US$23.0 
million

US422.0 
million US$159 0 millionC Nkana Quantum (Canada) Mar-00 Mines 10 percent million million million US$159.0 million

D
Chambishi Copper 
Mine

China Non-Ferrous Metal 
Industries (China) Jun-98

NFC Africa 
Mining plc 15 percent

US$20.0 
million US$70.0 million

E
Kansanshi Copper 
Mine

Cyprus Amax Minerals 
(US) Jan-97

Cyprus Amax 
Kansanshi plc 15 percent

US$3.0 
million US$30.0 million 15 years

G
Chambeshi Cobalt and 
Acid Plant Avmin Ltd (South Africa) Sep-98

Chambishi Metals 
plc 10 percent

US$50.0 
million

US$45.0 
million US$70.0 million 15 years

H
Ndola Precious Metals 
Plant

Binani Industries (India) 
[1] Jun-97 Minerva 15 percent

US$0.35mil
lion US$1.4 million 15 years

I
Konkola North (special 
package)

Avmin Ltd (South Africa) 
[2] Sep-98 20 percent

US$8.5milli
on US$12 million

J Power Division
Midland Power and 
National Grid  (UK) Nov-97

Copperbelt 
Energy Company 20 percent

US$50.0 
million 

US$73.0m 
in debt

US$7.5 
million US$25.5 million

Source: Mining Journal, 2000; Craig, 2001
Notes: [1] RAMCOZ and Minerva experienced severe financial and operation problems in its first year of operation and was put into receivership in 1997
The company was sold to J&W Investments of Switzerland in 1998 for US$8million and an investment commitment of US$28m.  The mine was renamed  Luanshya Copper Mines plc.
[2]  The Konkola North mine has been closed (and flooded) since 1956.  This was an exploration concession. As of 2008, a major investment by Teal of Canada is under consideration



Table A2: The magnitude of the copper boom 2003‐2008

Discount rate 8%

[1] [2] [3] [4] [5] [6] [7] [8] [9] [10] [11] [12] [13] [14]

Year
Value of 

Exports Kbn
Price per 

tonne K000

Quantity 
(000s 
metric 
tons)

Counterfac
tual value 
of exports 

Kbn

Windfall in 
current 
Kwacha

Kwacha 
Import 
price 
index 

Windfall 
adjusted 
for import 
prices

GDP in 
current 
Kbn PGDP 

GDP in 
constant 
Kbn

Windfall in 
constant 
Kbn

constant 
price 

windfall 
% GDP

NPV 
windfall Kbn

Non‐
Windfall 
GDP in 
constant 
prices

2002 2,467             6,715             367           2,467          ‐                1.00 ‐            16,260      1.00 16,260        ‐                0.0% ‐               16,260   
2003 2,909             8,046             362           2,428          481               1.17 412           20,479      1.20 17,094        344               2.1% 318              16,562   
2004 5,175             12,498          414           2,781          2,394            1.28 1,864        25,997      1.44 18,024        1,293           8.0% 1,108          16,184   
2005 6,775             15,068          450           3,019          3,755            1.34 2,803        32,456      1.71 18,957        1,637           9.5% 1,300          17,144   
2006 13,350          27,149          492           3,302          10,048          1.45 6,927        39,223      1.95 20,131        3,555           21.6% 2,613          16,441   
2007 13,098          26,680          491           3,297          9,801            1.37 7,172        45,669      2.14 21,386        3,359           18.9% 2,286          17,781   
2008 17,818          30,348          587           3,943          13,875          1.93 7,205        53,706      2.37 22,678        3,042           15.7% 1,917          19,360   

Kbn Kbn
TOTAL 13230 9542

58.7%

2. Cobalt

2002 440                59,237          7               440              ‐                1.00 ‐            16,260      1.00 16,260        ‐                0.0% ‐              

1. Copper

Percent 2002 GDP

2002 440                59,237          7               440                              1.00             16,260      1.00 16,260                        0.0%               
2003 884                84,351          10             621              263               1.17 225           20,479      1.20 17,094        188               1.1% 174             
2004 1,380             222,737        6               367              1,013            1.28 789           25,997      1.44 18,024        547               3.4% 469             
2005 738                129,988        6               336              402               1.34 300           32,456      1.71 18,957        175               1.0% 139             
2006 669                137,520        5               288              381               1.45 263           39,223      1.95 20,131        135               0.8% 99               
2007 1,004             208,830        5               285              719               1.37 526           45,669      2.14 21,386        247               1.4% 168             
2008 1,529             331,751        5               273              1,256            1.93 652           53,706      2.37 22,678        275               1.4% 174             

Kbn Kbn
TOTAL 1,567           1,222         

7.5%

Kbn Kbn
3. Aggregate Mineral Boom TOTAL WINDFALL 14,797         10,765       

66.2%

Kbn

861           5.3%

Notes and sources: Raw data in columns [1], [2]. [8] and [9] derived from Bank of Zambia.  We assume 2002 prices as counterfactual prices  and
actual output 2002‐08 as counterfactual output.  The quantity of production is  computed as [1]/[2] and the current‐price windfall as [1]‐[4
The import price index is computed as the weighted sum of the US$ price indices for fuel, maize and wholesale prices (a proxy for non‐fuel and non‐food imports
where the weights are the average import shares for these items as reported in the Zambian BoP statistics (BoZ) for each year.

Percent 2002 GDP

Percent 2002 GDP

Change in permanent income % 2002 GDP



Table A3: Savings, Investment and External Financial Flows

1. Gross Fixed Capital Formation

[1] [2] [3] [4] [5] [6] [7] [8] [9] [10] [11]

Year
Actual GFKF 

rate Actual GFKF
Constant price 

GNI

Real GNI less 
winfall 

investment 
income

Counterfactua
l GFKF Windfall GFKF

Cummulative 
Windfall GFKF

Return on 
investment 
(lagged)

NPV windfall 
GFKF

Saving out of 
addn capital 

stock

NPV 
additional 
saving 

2002 0.200 3,252                16,260              16,260              3,252                ‐                    ‐                   
2003 0.256 4,512                17,626            17,094            4,017                495                   495                  ‐                  458                 ‐                  ‐                 
2004 0.243 4,827                19,863            18,024            4,236                591                   1,086               40                   507                 4                      4                     
2005 0.225 4,673                20,769            18,917            4,445                227                   1,314               87                   181                 10                   8                     
2006 0.226 5,384                23,821            20,044            4,710                673                   1,987               105                 495                 12                   8                     
2007 0.241 6,023                24,992            21,281            5,001                1,022                3,009               159                 695                 17                   12                  
2008 0.227 5,901                25,996            22,519            5,292                609                   3,618               241                 415                 26                   18                  

TOTAL 3,618               2,751             

Additional saving out of permanent income 50                  

2. External financial flows

[12] [13] [14] [15] [16] [17] [18]

Year

Outflows = 
Current 
account 

balance (US$ 
m)

Current 
account 

balance (Kbn 
current)

Current 
account 
balance 

adjusted for 
import price 

index

Counterfactua
l foreign 
savings

Windfall  
foreign capital 

outflows

Cummulative 
windfall  

foreign capital 
outflows

NPV windfall  
foreign capital 

outflows

2002 ‐546 ‐2,374 ‐2,374 ‐2374 0.0
2003 ‐642 ‐3,058 ‐2,618 ‐2137 ‐481.5 ‐481.5 ‐445.83
2004 ‐419 ‐2,003 ‐1,560 ‐2253 693.1 211.6 641.76
2005 ‐606 ‐2,709 ‐2,022 ‐2365 342.9 554.5 317.49
2006 128 564 389 ‐2506 2894.4 3448.9 2680.00
2007 ‐755 ‐2,903 ‐2,124 ‐2660 535.8 3984.7 496.08
2008 ‐1,054 ‐5,093 ‐2,645 ‐2815 170.3 4154.9 157.67

TOTAL 4155 3847

3.  Summary

Total Windfall savings  (Kbn) 7773

  of which : Gross Fixed Capital Formation  46.5%
Foreign Flows  53.5%

NPV Windfall Savings 6548
NPV Windfall Income  10765
Savings rate out of windfall 60.8%

4. GFKF and Foreign Flows attributable to mining sector 

[19] [20] [21] [22] [23] [24] [25] [26] [27] [29]

Year
Actual FDI 
US$m

Less non‐
mining 

investment 
US$m

Less 
counterfactual 
investment

Windfall 
mining GFKF 

Kbn
NPV Windfall 
mining GFKF

Windfall 
Foreign capital 

outflows

Profit 
remittances 

US$ m

Attributable 
to windfall 

US$m

Profit 
remittances 
Kbn constant 

price
NPV w'fall 
remittances

2002 303.0 242.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2003 347.0 277.6 35.2 140.0 129.6 ‐481.5 0.0 0.0 0.0 0.0
2004 363.0 290.4 48.0 159.1 136.4 693.1 198.4 148.8 493.2 422.9
2005 356.0 284.8 42.4 110.7 87.9 342.9 40.8 30.6 79.9 63.4
2006 615.0 492.0 249.6 564.6 415.0 2894.4 722.6 542.0 1225.8 901.0
2007 966.0 772.8 530.4 955.0 650.0 535.8 790.7 593.0 1067.8 726.7
2008 675.0 540.0 297.6 607.2 413.3 170.3 700.0 525.0 1071.2 729.0

1832 2843.0

Mining Investment as % Windfall GFKF  66.6%
Shareholder remittances as % total foreign flows 73.9%

Notes
[1]Assumptions: 
Discount rate 8.0%
Counterfactual investment rate 23.5%
Counterfactual foreign savings rate ‐12.5%
[2]  Method: Actual GFKF rate (as % GDP) from national accounts.  Counterfactual GFKF expressed as a share of GNI adjusted for income accruing from 
windfall investment income (computed in column [8]).  
Foreign financial flows represented by (negative) non‐aid current account deficit ; countefactual foreign flow rate based of 2002 data
Total windfall savings represented by GFKF plus foreign outflows  adjusted for savings out of the windfall (columns 10 and 11)
NPV windfall income from Table A2.
Data on mining shares of FDI and capital outflows from IMF and BoZ balance of payments data.  Non‐mining shares estimated on basis of 2002 data.


	3. A growth strategy for Zambia: normative considerations 
	ZambiaDraft_2 Figures and TablesFormatted.pdf
	Table A3
	Fig 1 Prodn and price
	Fig 2 Costs of Production
	Fig 3  Price and Cost 70-06
	Fig 4 Current Account
	Fig 5 Comp of Absorption
	Fig 6  Gross and Adjusted Savin
	Fig 8 Real exchange rate
	Table 1
	Table 2
	Table 3
	Table 4
	Table 5
	Table 6
	Table A1 - packages
	Table A2

	ZambiaDraft_2 Figures and TablesFormatted.pdf
	Table A3
	Fig 1 Prodn and price
	Fig 2 Costs of Production
	Fig 3  Price and Cost 70-06
	Fig 4 Current Account
	Fig 5 Comp of Absorption
	Fig 6  Gross and Adjusted Savin
	Fig 8 Real exchange rate
	Table 1
	Table 2
	Table 3
	Table 4
	Table 5
	Table 6
	Table A1 - packages
	Table A2
	ZambiaFigure7.pdf
	Fig 7 price 2003-09





