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The Honourable Mr Speaker
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Sir

Your Committee has the honour to present theirntepo2010.
Functions of the Committee

2.0 The functions of your Committee are as seteutunder:

a) to study, report and make recommendations to theeBment through the House on
the mandate, management and operations of Govetnmiamstries, departments
and/or agencies under its portfolio;

b) to carry out detailed scrutiny of certain acti\dtibeing undertaken by Government
ministries, departments and/or agencies under atsfglio and make appropriate

recommendations to the House for ultimate consiuerédy the Government;

c) to make, if considered necessary, recommendatmtietGovernment on the need to
review certain policies and/or certain existingségion; and

d) to consider any Bills that may be referred to itthg House.
Meetings of the Committee

3.0 Your Committee held ten meetings to considénsssions on the Effectiveness of
the Pension System and the Unemployment Situatictaimbia. Your Committee was also
given an update on the Status of Zambia’'s Diveaifbn Programme.

Format of the Report

4.0 Your Committee’s report is divided into fiverfsa Part | outlines the Effectiveness
of the Pension System in Zambia while Part Il higitls the Unemployment Situation in
Zambia. Part Ill provides an update on the Diigxaion Programme in Zambia and Part IV
highlights outstanding issues arising from the éwilTaken Report for 2009. Part V is the
Conclusion.



PART |
CONSIDERATION OF THE PENSION SYSTEM IN ZAMBIA

5.0 Despite the Government’s efforts to reform pleasion system in Zambia, its
performance has not been favourable. There hasreperts of some retirees taking long to
get their benefits because of high actuarial dsfiekperienced by pensions. Where benefits
have been paid, these have been inadequate bahaysto not keep pace with inflation. In
this regard, your Committee resolved to study tifieceveness of Zambia’'s pension system
S0 as to establish the challenges facing the santbrecommend to the Government possible
measures to improve its operation.

In order to ensure that your Committee gatheredugimanformation on this subject, they
sought written memoranda and oral submissions fiteenZambia Association of Pensions
Fund Managers (ZAPFM), the Zambia State Insuranogpdtation (ZISC), the Workers
Compensation Fund Control Board (WCFCB), the Mukidemsion Scheme, Africa Life
Financial Services (Z) Limited (ALF), the NatiorR¢nsion Scheme Authority (NAPSA), the
Local Authority Superannuation Fund (LASF), the Miry of Finance and National Planning
(MoFNP), the Central Statistics Office (CSO), thaniia Congress of Trade Unions
(ZCTU), the International Labour Organisation (IL.Ghe Retirees’ Welfare Bureau of
Zambia (RWBZ), the Zambia Federation of EmployeZéK), the Pensions Insurance
Authority (PIA) and the Ministry of Labour and SatiSecurity (MLSS). The summary of
the findings of your Committee are outlined below.

An overview of the current Pension System in Zambia

5.1 Your Committee was informed that Zambia’'s So8&curity System consists of both
public and private pension schemes. They werbdduinformed that in line with the reforms
to the pension schemes, Zambia’s pension systbased on three pillars. The first pillar is a
basic mandatory scheme, which is the National BanScheme Authority (NAPSA)
established in February, 2000.

The second pillar includes statutory schemes aivatproccupational pension schemes. The
Public Service Pensions Fund (PSPF) and Local AitghS8uperannuation Fund (LASF) are
two statutory pension schemes which form part ef second pillar. The two institutions
provide benefits to retirees in public service &mxhl authorities respectively. In addition,
there are private occupational schemes providimglsmentary pensions to their respective
employees. These private occupational schemes established under trust in accordance
with Land (perpetual) Succession Act, Chapter 186 of the Laws of Zambia, and are mahage
by different insurance and non-insurance companies.

Lastly, the third pillar covers individual accourasd voluntary pension plans. In addition to
the three pillars, there is the Workers’ Compesaiund Control Board (WCFCB) which is
responsible for occupational diseases and worki@gu

Apart from the National Pension Scheme AuthoritAB$A), all the schemes are obliged to
register with the Pension and Insurance AuthofthAf in accordance with section 8 of the
Pension Regulation Act, No. 28 of 1996. All the pension schemes arerdmrtory in nature,
that is, both the employer and employee make daritans towards the pension benefits.

Public Pension Schemes in Zambia are defined lieneiature where the benefit formula is
specified. Most of the private pension schemes deBned contributions where the
contribution rate is specified and the benefits degermined by accumulated contributions



and interests that accrue on them. These scheepesid on the performance of investment
and as such, they are risky. This explains wiwai¢ a problem for the members to exit the

scheme during the 2008/09 financial crisis as twumulated amounts declined as annuity
prices went up. It was argued, therefore, thatesthe Direct Contribution Schemes (DCS)

are risky, they are not suitable for a mandatorsidbacheme. This is because a mandatory
scheme is meant to guarantee all employees’ rebkobanefits at retirement.

Challenges facing Pensions in Zambia

5.2 The witnesses that appeared before your Cosenithised various challenges
besetting pensions in Zambia. Some of these ctykeare outlined below.

a) Fragmented supervision of Pension Schemes

Your Committee was informed that there was an appatack of coordination in the
supervision of public pension schemes. This wadeexed by the fact that each pension is
supervised by a separate ministry. For exampke,Ntional Pension Security Scheme is
supervised by the Ministry of Labour and Social 8¢ (MLSS), while the Local Authority
Superannuation Fund (LASF) is supervised by theiditin of Local Government and
Housing (MLGH). The Public Service Pensions FURGKF) is supervised by Cabinet
Office. The Pensions and Insurance Authority (PWich regulates all the private and
public pension schemes is supervised by the Minisfr Finance and National Planning
(MoFNP). However, the National Pension Scheme @ity (NAPSA) is exempted from
regulation by the Pensions and Insurance Authd@Riy). The PSPF and the LASF have
been resisting regulation by the Pensions and &mser Authority (PIA) because they are
established by an Act of Parliament and as suchegpeired to report to Parliament. This
fragmentation, therefore, poses a big challengegualating pensions.

b) Delayed remittance of contributions and payment obenefits

Delayed remittance of contributions was anotherlehge faced by Pensions in Zambia,
especially, public institutions. The Local AuthgrBuperannuation Fund (LASF) is the most
affected, mainly because local authorities areeiosis actuarial deficits. The Public Service
Pension Fund (PSPF) is also going through simitablpms due to delayed remittance of
contributions by Government ministries.

Your Committee was also informed that benefits dbrees were not paid on time. This
situation subjected retirees to unbearable comditiolt was highlighted that in certain cases
retirees have died before getting their terminaldbiés.

c) Composition of the Governing Boards

Several stakeholders were concerned about the ahespresentation between workers and
employers on the governing boards for pensions. e PhAnsion Scheme Regulations
(Amendment) Act, 2005 stipulates that the boards should have espaesentation of the
employers and employees. However, it was noteld regret that the composition of LASF,
NAPSA and PSPF boards was skewed towards employers.

d) Actuarial deficits

Most schemes are in actuarial deficits arising fieearued pension liabilities exceeding the
assets held. Poor financing of pension schemeadtedsinto serious actuarial deficits
particularly in public pensions. The deficits matkdifficult to pay the beneficiaries on time.



e) Coverage

The current pension system is limited to the forsedtor and excludes the informal sector
which constitutes the majority of Zambia’s laboorce. The exclusion of certain members of
the workforce is unhealthy and leads to destitubanretirement. In addition, the situation
deprives the pension funds of the contributionsleddor investment.

f) Taxation of pension contributions and returns on ivestments

Zambia’'s tax system provides for the taxation o #ontributions and the returns on
investment of pensions which amounted to doublatiex. This system was unfavourable
for the development of the pension system in Zambitalso affected the payment of
meaningful benefits accruing to the pensioners.

Q) Good Corporate Governance

Your Committee was informed that there was limitgapreciation of issues of pensions

among members serving on various governing boaydgédnsions. This had led to poor

adherence to good corporate governance principkdirlg to unfavourable performance of

various funds. It was contended that good corpogatvernance should be instilled in the

members and that members serving on the boardgstéés should have knowledge of issues
regarding pensions.

h) High supervisory and administrative costs

The high administrative costs continued to be acof concern. Most pensions have high
administrative costs due to bloated organisatiancgires and high salaries. In addition, the
current levy of 0.3% of the net assets imposedchbyRension and Insurance Authority (PIA)
was high, and negatively affected contributions envéstment. Most of the Fund Managers
have also failed to take advantage of informatiod aommunication technology (ICT) in
order to be cost effective.

i) Narrow capital markets
The Lusaka Stock Exchange (LUSE) was not fully texd. The limited investment
opportunities at the Exchange poses a big challemtiee growth of pension funds in Zambia.

1) Limited scope and adequacy of benefits

The scope of the pension industry in Zambia wagdinto retrenchments benefits, death and
invalidity. However, this was at the exclusionather areas prescribed by the International
Labour Organisation (ILO) Social Security Conventioumber 102 which include among
others, sickness, unemployment and old age. Riegatide adequacy of the benefits, it was
observed that some pensions paid extremely lowfibeneaking life for retirees unbearable.

K) Limited Infrastructure

There was limited access to banking services inrtinal areas and as such retirees were
required to travel long distances to collect thmEnefits. In addition, there was poor service
delivery as a result of poor roads and telecomnatiuic facilities.

m) The Impact of HIV/AIDS

The devastating effects of HIV/AIDS has had advef$ects on pensions. The pandemic has
led to reduced membership and increased numbeainfis which were a drain on pension
funds.

n) Social Security Policy

Zambia did not have a social security policy. This a source of concern needing urgent
attention by the Government. The policy will onélithe direction for social security and
address challenges facing the social security syst&Zambia.



COMMITTEE’S OBSERVATIONS AND RECOMMENDATIONS

5.3 After careful consideration of various subnassi by the withesses, your Committee
is dismayed that, despite the reforms to improverations of pensions, the sector continues
to face several challenges. Your Committee is awlaat the reforms envisaged a three tier
system with the first pillar providing a basic camgory scheme. NAPSA is designed to be a
basic mandatory scheme assuring workers of a dpeasion regardless of the fluctuations in
the performance of the economy.

In addition, the reforms envisaged the second d@reme to supplement the mandatory
pension scheme. This includes the Public Serviagesien Fund (PSPF) and Local Authority
Superannuation Fund (LASF). It also includes savanvate occupational schemes provided
by employers.

Your Committee is aware that the reforms envisabedperationalisation of the third tier to

provide for individual and personal savings. Ydommittee, however, is concerned that
despite all these well set out plans, the reformes till facing daunting challenges.

Therefore, your Committee makes the observatiodgerommendations outlined below.

a) NAPSA as a basic Compulsory Scheme
Your Committee observes that NAPSA is supposeata basic compulsory scheme, but that
it is taking long to operationalise it as such.

In this regard, your Committee recommends that NABBould be fully transformed into a
basic mandatory scheme as was envisaged by thensefalhe scheme under NAPSA should
continue to be a defined contribution benefit anak these benefits should continue to be
indexed to inflation. This will assure pensionefssecured benefits even in depressed
economic times such as the recent global finamcisis.

b) Exemption of certain Institutions from contributing to NAPSA

Your Committee observes that Konkola Copper Mink€NI) and Mopani Mines are
excluded from contributing to the National Pensgrheme Authority (NAPSA). There are
also other members of the defence and civil semiice contribute to the PSPF and LASF,
but do not contribute to NAPSA.

Your Committee recommends that all institutions iBlobe compelled to contribute to
NAPSA since it's a basic mandatory scheme. Workarsmot only depend on Occupational
Schemes because they are supplementary schemes.

c) PSPF and LASF as Supplementary Schemes

Your Committee observes that the Public Servicesides Scheme (PSPF) and the Local
Authority Superannuation Fund (LASF) were envisatgetde transformed into occupational
schemes to supplement the mandatory schemes. ldow®ur Committee is concerned that
the two are still operating as mandatory pensions.

Your Committee recommends that the two pensionmelée transformed into occupational
schemes and supplementary schemes and that albysrplcontributing to these schemes
must be compelled to contribute to NAPSA as pravifte in the NAPSA Act.

d) Supervision of PSPF and LASF by the PIA

Your Committee observes that the Public ServicesBenFund (PSPF) and the Local
Authority Superannuation Fund (LASF) have beenstegj supervision by the Pensions and
Insurance Authority (PIA).



In order to enhance good corporate governance, ¥iammittee recommends that all
pensions should be supervised by the Pensionsnandahce Authority (PI1A). In this regard,
the National Pension Scheme Act should be amended to allow for the supervisioNlAPSA
by the Pensions and Insurance Authority (PIA).

e) Strengthening Governance of Pension Schemes

Your Committee observes that the level of appramiabf issues of pensions among the
members of the various boards was low. Your Cotemitlso observes that in most cases,
principles of good corporate governance are naigoathered to, thereby contributing to the
poor performance of pensions.

In light of this, your Committee recommends thatspas appointed to the boards should be
well versed in issues of pensions. It also urgpes@Government to promote good corporate
governance in pensions by ensuring timely auditihtheir accounts and commissioning of

actuarial valuation of the schemes. The critesiasklection must be specified in an Act of

Parliament.

f) Increasing Coverage of Pensions

Your Committee observes that the coverage of peasio Zambia is limited to the formal
sector. This excludes the majority of the peopléhie informal sector and as such, relegates
them into destitution at retirement. Your Comn@t@so observes that the old who were
previously not in formal employment and not conttibg to any scheme are excluded from
pensions.

Your Committee recommends that measures shouldibm place to extend coverage to the
informal sector. It also urges the Governmentdalesup awareness activities to encourage
workers in the informal economy to take up pensicimemes.

Q) Adoption of the National Social Security Policy
Your Committee observes that there is no policgatial security.

It recommends that a national policy on social ggche developed to address the challenges
facing the social security system in Zambia. Othean retirement benefits, the Draft
National Policy should provide for maternity, redancies, health and old age.

h) Harmonisation of the Supervision and Regulation oPensions

Your Committee observes that the coordination amqbrvision of social security in Zambia
is fragmented, as various pensions are regulatedlitbgrent pieces of legislation and
supervised by different ministries.

Your Committee recommends that these pieces ol&gin should be harmonised so that
the pension system in Zambia can operate effegtivdFurther, it recommends that all

pensions should be regulated by the Pension amdaimse Authority (PIA) and that the PIA

should continue to report to the Ministry of Finarend National Planning because of the
financial aspects of pensions. However, the Minisf Labour and Social Security should

remain in charge of labour-related aspects of pesspolicy.

i) Taxation
Your Committee observes that pensions in Zambi& laavigh tax burden.

It urges the Government to exempt from taxatiomtidgbutions and returns on Investment
arising from pensions. This will increase investirfeinds and allow for meaningful benefits.



) Actuarial Deficits
Your Committee observes that most of the pensioashaavily indebted partly because of
poor remittances by the Government and local aitibsr

In order to avoid actuarial deficits, your Commatteecommends that the Government should
make timely contributions to pensions. It alsooramends that the Government should
encourage the establishment of actuaries to pr@agtearial valuations of pensions.

k) Outdated Legislation
Your Committee observes that some pension lawsw@dated and out of touch with reality
and lead to retirees getting low benefits.

Your Committee recommends that the old and outdaiedes of legislation should be
reviewed to allow retirees get meaningful benefilisalso urges the Government to compel
all pensions to ensure that benefits to retireeslsibe indexed to inflation.

)] Portability of benefits
Your Committee observes that it is not possiblarémsfer the benefits from one pension
scheme to another.

It recommends that the law should be amended tdagwedor portability of benefits.
m) The High Supervisory and Administrative Costs.
Your Committee observes that the current levy @%@.of the net assets imposed by the
Pension and Insurance Authority (PIA) was high aadtributing to the high administrative
costs.
Your Committee recommends a reduction of this levy.

PART Il
THE UNEMPLOYMENT SITUATION IN ZAMBIA
6.0 The problem of unemployment has been affeciambia for some time. This
situation was compounded by the global economisisciof 2008/9, which led to reduced
economic activity particularly in the mining andethourism sectors. With the economy
looking up, it was still not clear how many jobs/bdeen restored.
In order to ascertain the unemployment situatiorz@ambia, your Committee resolved to
study the subject in detail. The objectives of thedy were to establish the causes of
unemployment in Zambia and recommend measuresltceghe same.
To appreciate the subject of unemployment, your Qitae requested both written and oral
submissions from the Ministry of Labour and Sockdcurity (MLSS), the International
Labour Organisation (ILO), the Zambia FederationEmhployers (ZFE) and the Central
Statistical Office (CSO). The summary of their sigsions is outlined below.

Causes of unemployment in Zambia

6.1 Your Committee was informed that there wereessv factors affecting the
unemployment situation in Zambia. Some of thes®ofa are set out hereunder.



i) Globalisation

Your Committee was informed that globalisation feraoved restrictions to the movement of
labour. In view of Zambia's liberal policy, themere more people coming to work in
Zambia compared to Zambians going abroad. Thimtsiin exerted pressure on the labour
market in Zambia.

ii) Structural Adjustment Programmes

The Structural Adjustment Programmes in Zambia segoby the International Monetary
Fund (IMF) contributed to economic contraction aelenchments. These programmes were
partly the source of the current unemployment kevel

iii) Mismatch in training programmes

Most training providers did not match their traipiprogrammes with the skills needed in the
industry. In this light, graduates were unablgebemployed because they had taken training
in fields that were irrelevant to industry.

iv) Export of raw materials

Zambia’'s main exports are primary products. Rawvtenms are exported with little or no
value addition. This means that Zambia was effelti exporting employment to other
countries.

V) Capital constraints faced by Micro, Small and Medium Enterprises MSMEs

The majority of the Zambians were involved in théchd, Small and Medium Enterprises
(MSME’s). However, this sector was marred withigas constraints such as inadequate
capital, low level of skills and limited access dredit. These constraints hampered the
capacity by the MSMEs to develop their businesséscaeate employment.

COMMITTEE’S OBSERVATIONS AND RECOMMENDATIONS

6.2 After careful consideration of various submigsi, your Committee makes
observations and recommendations set out hereunder.

a) Inadequate Funding to the Ministry of Labour and Scaial Security.

Your Committee observes that the Ministry of Laband Social Security (MLSS), in
conjunction with the Central Statistical Office (@5 have not been able to make the
available labour statistics on the employment sibnan Zambia since 2005. This is, mainly,
because of inadequate funding to the Ministry diduxr and Social Security (MLSS).

Your Committee, therefore, recommends that the Gowent should improve the funding
situation to the Ministry of Labour and Social Setgyu(MLSS) for it to adequately implement
its programmes including conducting studies oretin@loyment situation in Zambia.

b) Generation of local employment opportunities

Your Committee observes that the large multi-naiacompanies with no clear policy on

skills transfer to Zambians receive generous ineesitwhile local companies do not. Your
Committee is aware of the importance of attractorgign investment to Zambia and that the
Country is competing with other destinations far #ame investors.

Your Committee recommends that investment promatioantives need to give considerable
emphasis to the generation of local employment dppities. In addition, investors
receiving incentives should demonstrate their gotin skills transfer to Zambians. It also
urges the Government to ensure that incentivesalamly benefit foreign companies, but
local companies as well.



c) Skills Development
Your Committee observes that skills relevant taistdy are generally missing in Zambia.

In this regard, your Committee recommends thatGbgernment, in collaboration with the
industry and training institutions, should investskills development to ensure availability of
relevant skills.

d) Promotion of Value Addition

Your Committee observes that there is limited owvalue addition on exports from Zambia.
This means that Zambia is effectively exportingolatto other countries.

Your Committee recommends the promotion of valuditamh on raw materials so as to
increase the value of exports and create employfoefdcal people.

e) Foreign Labour

Your Committee observes that most of the jobs wis&dks are available in Zambia are being
handled by foreigners while excluding the localeo

Your Committee recommends that measures be putareo ensure the employment of
local people. Only foreigners with skills that avet locally available should be allowed to
work in Zambia.

PART Il
UPDATE OF THE DIVERSIFICATION PROGRAMME

7.0 The Government has been striving to diver$igygconomy from over dependence on
copper exports. The economic downturn experieintede mid 1970s and the recent global
economic crisis of 2008/9, exposed the vulnerahiftZambia's economy to external shocks
as a result of its overdependence on copper expolts this respect, the Government
embarked on the diversification programme. In ortie realise the benefits of the

diversification of the economy, measures were edliin the Fifth National Development

Plan (FNDP) to facilitate the process of shiftimg focus from copper mining as the main
driver of Zambia's economy to other sectors, suchgiculture, tourism, manufacturing and
mining of non traditional minerals.

In view of the above, your Committee resolved td ge update on the diversification
programme from the Ministry of Finance and NatioRknning as set out hereunder:

a) Agriculture

Your Committee was informed that the goal of theedsification programme was to promote
an export-led agricultural sector, for increaseddedold income and food security. This was
envisaged to be attained through enhancing fingrcirthe sector in order to control diseases
and pests, provide infrastructure, research argheidn services and capacity building.

Your Committee was further informed that within thgricultural sector, the key goal had
been to re-focus from growing maize to other crepsh as cotton, coffee, horticultural and
floricultural products. In general, limited progseehas been made towards diversifying
production within the agricultural sector. Funditwthe sector had over the years been
dominated by the Fertilizer Support Programme (FS#)ose bias towards maize had
undermined the diversification to other crops. addition, huge resources spent on the



Fertilizer Support Programme meant that limitedueses were available for other key Fifth
National Development Programmes such as irrigatiamd, fisheries and livestock
development.

b) Tourism

Regarding tourism, your Committee was informed thatsector was demand-driven and as
such, it was susceptible to external shocks sut¢heaglobal economic downturn. However,
as the sector was largely pro-poor, the Governimehided it in the diversification package,
especially in view of the many tourist attractiaigaining in the country.

On account of the recent global economic slowdote northern corridor had been
earmarked for expansion of the tourism sector. Guowernment was committed to the
development of the Kasaba Bay area in an effofrtonote the Northern Tourism Sector.
This would include rehabilitation of the Kasaba Begport, as well as construction of a road
from Mbala to Kasaba Bay.

c) Manufacturing

In the manufacturing sector, the goal of the difieetion plan was to attain a dynamic,
competitive and environmentally sustainable set¢hwough setting up of a conducive,
attractive business environment for investors. Gbgernment had in this regard, established
the Multifacility Economic Zones (MFEZ) to promadtee manufacturing sector.

d) Gemstone and Non-Traditional Mining

Your Committee was informed that the performancehef gemstone and non-traditional
mining diversification programme has been mixeche Tlagship programme for this sector
was the Mining Sector Diversification Programme ethbegan in 2002 and was scheduled to
end initially in 2006 but was extended to 2008.e Firogramme was targeted at enhancing
capacity in the Ministry of Mines and Minerals Dimment so that it would provide better
support to small-scale miners. The support offenedild include training of miners in
mining and processing techniques, business manageara gemstone valuation. In
addition, the programme was designed to promoterexypy providing miners with market
information and facilitate their participation ioclal and international fairs.

LOCAL TOURS

7.1 In order for the members to have on the-spetkiof the implementation of the
Zambia's diversification programme, your Committesolved to tour the Nansanga Farming
Block and selected areas of the Northern Circaitnaly, Mbala, Kalambo Falls, and Kasaba
Bay. The objectives of the tours were:

i) to assess the progress made so far on the deveibopnfrastructure such as roads
and telecommunications in both Nansanga and Narttiecuit;

i) to establish the level of investment that has tetacted so far to the Farming Block
and the Northern Circuit; and

i) to assess the participation of Zambians in the FaynBlock and the Northern
Circuit.

a) Nansanga FarmingBlock

In order to ascertain the diversification of th@mamy to Agriculture, your Committee was
privileged to tour the Nansanga Farming Block. Bhenmary of the findings are outlined
below:

10



Vi.

Vil.

viii.

The development of Nansanga Farming Block is bsjmgarheaded by four Ministries,
namely Ministry of Agriculture and Cooperatives ahiis responsible for ensuring that
all the planned developmental activities in themiag block are implemented; the
Ministry of Lands whose mandate is to ensure thatdemarcated farms have beacons
and are gazetted; the Ministry of Works and Supyiypse focus is to construct the road
network and bridges through the Road Developmemringyg (RDA); and the Ministry of
Energy and Water Development which has the respitihsiof developing the water
resources in the farming block.

There is inadequate coordination by implementingnistiies with regard to
infrastructural development and this is hamperirggpess.

iii. Phase one of the electrification of the Nansangenifg Block is complete where 95Km

of 33KV line has been constructed.

. There are other existing farming blocks in the awd@er than the Nansanga Farming

Block such as Luombwa, Lunte and Sasa.

Nansanga Farming block does not define the corgitsdb be undertaken in the farming
block, giving investors freedom to grow crops dditlchoice. It was argued that such an
open provision would encourage investors to groadpcts that might have adverse
effects on the surrounding agricultural activities.

The Government has provided 9500 hectares of lanth& core venture. It was argued
that this size of the land was too big to be giteepne investor without giving guidelines
on how it should be utilised.

A number of bridges are under construction in taenting Block. However, most of the
bridges are of poor quality and are already falkpgrt. It was revealed that one of the
contractors who had already been paid had abandihmeg@roject. There was also a
complaint of non-payment to a contractor who hadgeted the works.

There was no investor attracted to Nansanga atirtiee of the tour. However, various
investors have shown interest, particularly then€bé, Egyptians and some large scale
commercial farmers from Mkushi Farming Block.

IR T _
Part of the Luwombwa bridge being constructed in Nasanga
Farming Block

11



b)

o

Luwombwa substation to supply electricit to Nansaga farm block

Northern Circuit

In order to ascertain the diversification of themamy to tourism, your Committee toured the
Northern Circuit. In particular, your Committeesied Lake Chila, Kalambo Falls,

Motomoto Museum, Lunzua Hydro Electric Power Statand Mpulungu Harbour. Your

Committee also visited the Kasaba and Nkamba Bayw findings of your Committee are

outlined below.

Mbala has very good tourist attractions, whichpribperly developed and marketed,
can contribute to the limited revenue base of tlmur@ry. Regrettably, these
attractions are not properly developed and arelpoaarketed.

The infrastructure leading to all tourist attrangds in a deplorable state. The road
leading to Kalambo falls is almost impassable. Themunication infrastructure in
Kasaba and Nkamba Bays is non-existent.

The inter-ministerial linkages in the development gpromotion of the Northern
Circuit are not clear.

The infrastructure in Kasaba Bay is completelydown. However, your Committee
was pleased to see construction works taking ptag@asaba Bay. The Kasaba Bay
Airport runway was being extended from 1.6 km tb Bm in order to facilitate the
landing of bigger planes. The power supply wasidpaionnected to Kasaba Bay
through the construction of a power line and theratmg of the Lunzua Hydro
Power Station from the existing 0.75MW to 10MW.

The road between Kasaba Bay and Mbala was impa&saabl your Committee was
forced to use speed boats from Mpulungu Port tesscKasaba Bay.
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Committee’s Observations and Recommendations

7.2 Following an up-date by the Ministry of Finance aNdtional Planning on the
diversification of the economy, and the subsequwernification visits to Nansanga Farming
Block and the Northern Circuit, your Committee makdservations and recommendations as
set out hereunder.

a) Slow pace of the Diversification Programme

Your Committee observes that the diversificatioogpamme is important if the country’s
economy is to withstand external shocks. This ofagi®n is supported by the challenges the
country faced as a result of the recent globahiiied crisis which led to a remarkable decline
in copper prices. The country experienced a reatdekdecline in foreign exchange leading
to a sharp depreciation of the Kwacha. Some mimese closed or put on care and
maintenance, causing severe job loses. Therefoer, Committee is concerned that the
Government has been promulgating the diversificatibthe economy for some time and yet
limited progress has been made in achieving thas. go

It, therefore, recommends that urgent measuresiéghmei put in place to speed up the
diversification programme.

b) Poor institutional coordination and supervision of development projects in
Nansanga Farming Block

Your Committee observes that there is lack of coattbn and supervision among various

ministries in the development of Nansanga and ah,she quality of work on roads and

bridges is poor. As a result of poor coordinatitrere is limited monitoring of the activities

by contractors and, therefore, one contractor, wias already paid, had abandoned the

project. In some cases, the bridges are fallirsgtap

Your Committee recommends that the roles by variousstries and other institutions such
as the Road Development Agency (RDA) in the devakt of Nansanga should be clearly
spelt out to ensure accountability. There is aleed for local focal point person to
coordinate and supervise the activities.

c) Development of the Kasaba Bay Airport

Your Committee appreciates the efforts by the Gowvent to expand the airstrip in Kasaba
Bay to international stations. It is aware thag #AF Airport in Mbala was created for
military purposes.

Your Committee, however, recommends that the Gowem should put up corresponding
infrastructure to accommodate airport, immigratemd revenue authority staff including
health and education facilities for their families.

d) Poor Marketing of the tourism attractions in the Nathern Circuit
Your Committee observes that despite Zambia beifegsbd with beautiful tourism
attractions in the Northern Circuit, the place hasbeen effectively marketed.

Your Committee recommends that more effort shoeldiipected at marketing the Northern
Circuit as a tourism destination. Further, it mooends that the roles in the marketing of
tourism by various institutions such as the Miyisof Local Government and Housing
(MLGH), the Ministry of Tourism, Environment and tdaal Resources (MTENR) and the
Zambia Tourism Board (ZTB) should be clearly speitto avoid conflict.
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e) Poor sequencing of development projects in Nansandg@rming Block

Your Committee appreciates the development of Nags&arming Block. They believe that
it will open up the area for development. Howewer Committee notes with concern that
there are areas near Nansanga where local farmedraady settled and yet they lack the
necessary amenities.

Your Committee recommends that the developmentasfddnga should include the existing
surrounding farming blocks, such as Luombwa, Lward Sasa, where local farmers were
already settled. This will enhance the particqatof local people in the Nansanga Farming
Block.

f) Poor infrastructure

Your Committee observes that the infrastructur¢hin Northern Circuit is poor. The road
leading to the Kalambo falls is in a deplorabldestarhere are no communication facilities in
Kasaba Bay.

Your Committee, therefore, recommends that roadhénNorthern Circuit, especially, the
one leading to Kalambo falls and Kasaba Bay shbaldehabilitated as a matter of urgency.
It further recommends that communication facilitd®uld be made available for tourists in
Kasaba Bay.

g) Inadequate funding

Your Committee bemoans the inadequate funding éoptiogrammes in Nansanga Farming
Block and the Northern Circuit. For example, thettdnoto Museum in Mbala is poorly
funded and is unable to complete various projeztbring it to acceptable standards. The
road network in Nansanga has been delayed dueotdyading.

Your Committee recommend that funding to the prsjda Nansanga and the Northern
Circuit should be increased.

h) Inadequate guidelines for the Development of Nansga
Your Committee observes that there are no guidelme how land in the Core Venture
should be utilised.

In this regard, your Committee recommends thaisatibn of the 9500 hectares of land for
the Core Venture should be streamlined. In additidear guidelines should be drawn up to
guide the selection of the type of crops and a@ivito be allowed in the farming block,

especially the Core Venture.

PART IV

CONSIDERATION OF THE ACTION TAKEN REPORT ON THE FIR ST REPORT
OF THE COMMITTEE ON ECONOMIC AFFAIRS AND LABOUR FOR 2009.

8.0 In their previous report for 2009, your Commtthad considered the impact of the
current financial crisis on Zambia’s economy ane f{tricing of sugar. Your previous
Committee had raised various recommendations t&xieeutive on the topical issues. Your
Committee had been satisfied with most of the nesps given. However, it had sought
clarification on the recommendations outlined below

a) Dollarisation

Your previous Committee had recommended that theidily of Finance and National
Planning should issue a Statutory Instrument colngedll business players to quote their
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prices in Kwacha.

In response, the Government explained that in dadepunter the practice of quoting prices
in United States dollars, it had instituted measueeissue a Statutory Instrument compelling
all business players to quote prices for goods serdices in Kwacha. In this regard, the
Government intended to amend the Bank of Zambiaréday Regulations), 2009, to compel
all business players to quote prices in Kwachalaytnan's draft of the proposed changes to
the regulations had already been submitted to thmésily of Justice for scrutiny, before the
Statutory Instrument could be issued.

In view of the response given by the Governmenty yoommittee requests to be updated on
what has been done, to ensure that the Statutsinuiment is finally issued.

b) Externalisation
Your previous Committee had recommended that thk B& Zambia (BOZ) should come up
with a regulatory framework to curb the externdi@aof all the earnings by investors.

The Government responded that they had, since dHg £990s, done away with foreign
exchange controls. Zambians and foreigners alikeeviree to keep or take away their
foreign exchange earnings without any hindrancmftiee Government. This had resulted in
calls by many economic agents for the Governmeputadn place a regulatory framework to
curb the externalisation of earnings by investoiithe Government policy with regard to
foreign exchange controls is to maintain the stgtus

Your Committee appreciates the Government’s pasitio the externalisation of earnings by
investors. Your Committee has made several recordat®ns in the past to the effect that
this policy is bad for the economy, while the Gowvaent has maintained that the status quo is
preferred. Your Committee wishes to put it on rddbat it is against this policy of allowing
wholesome externalisation of earnings. It implotles Government to study this matter
further.

¢) Reduction of Lending Rates

Your previous Committee had recommended that thk B& Zambia (BOZ) should come up
with workable measures to reduce lending rated) agdargeting interest rates, since the use
of money supply as an operational policy instrunteat not been effective.

The Government responded that their monetary poli@s geared to achieving and
maintaining low and stable inflation, so as to lftatie growth in the economy. In the current
policy framework, this was done by maintaining rewth of money supply within levels
that would achieve both the inflation and growtleobves. In other words, the operational
monetary policy instrument in Zambia was money suppd not interest rates.

In such a policy framework, the Bank of Zambia dat deliberately target the interest rates.
Rather, they targeted money supply growth towati@snaent of the inflation and ultimately
growth objective. The immediate implication of Bua policy regime, especially, in a
liberalised economy, was that the Bank of Zambialccanainly use moral suasion, rather
than instructions to the commercial banks with rdda the interest rates that they could set.
In this regard, only a change in the operationsiriiment used by the Bank of Zambia from
targets money supply to interest rates could gnee Bank of Zambia more leverage with
regard to the interest rates that commercial bahksld set.

15



The Government was, therefore, aware of the neeeview its monetary policy framework,
especially, with a view to facilitating a reductiof interest rates, which had remained high
despite the significant reduction in the inflati@ate. Towards this end, work was underway
on the institutional, analytical and communicat@ements that were required for the shift to
using interest rates as the main instrument to @naiflationary expectations. Once the
assessment was finalised, the Government wouldnba position to determine a better
method to use as the main monetary policy instrimedh is also important to note that
whatever the monetary policy instrument to be usathieving and maintaining low and
stable inflation would be vital in reducing intetrestes.

Your Committee appreciates the response and willitamn update on the Government's
assessment of the need to shift to the interess$ & the main instrument to anchor inflation
expectations and reduce the high interest rates.

d) Un-bundling of ZESCO

Your previous Committee had recommended that ZESDOuld be unbundled into
Generation, Supply and Distribution componentsuo as separate entities. Unbundling
ZESCO would make it more efficient and responsivéhe current challenges in the sector.
This would address the inefficiency that existZESCO.

In response, the Government explained that its aigg measures aimed at making ZESCO
more efficient and responsive to the current chagks in the electricity sub-sector.
However, due to the importance and strategic nabi#=SCO in the electricity sub-sector,
dismantling ZESCO in separate units of Generaflsansmission and Distribution required
serious consideration. In view of the above, tlow&Bnment was reassessing this issue with
a view to deciding the way forward. It was hophdtta viable option on this important
matter would be reached.

In view of the response given by the Governmenty y@ommittee will await an up date on
the reassessment of the proposal to unbundle ZE®&@OGeneration, Transmission and
Distribution.

e) Amendment of the Securities and Exchange Act

Your previous Committee had recommended that theefaonent should bring to Parliament
for amendment the Securities and Exchange Act iteghit in line with international best
practices. The law, if amended, would provide tfee regulation of the Central Securities
Depositories and enhance market efficiency, redbeerisks attached to transactions in
securities by eliminating manual processes andblkshiing electronic clearing and
settlement.

In response, the Government welcomed the observaitjothe Committee that the current
legislation is lagging behind current market depetents, such as the Central Securities
Depository. In order to overcome this shortcomitmg process of incorporating these new
market developments has been initiated. The Gawent, through the Ministry of Finance
and National Planning, is actively involved in theocess of finalising the consultative
process on the new law before it could be presewt&arliament for approval. Currently, a
Cabinet Memorandum proposing these changes hadpvepared for onward submission to
Cabinet for consideration.

16



In view of the response given, your Committee allait an up-date on the progress made, to
ensure that the Bill is finally brought to Parliamhe

PART V
CONCLUSION
9.0 Your Committee wishes to express its indebtsslinte you Mr Speaker, for the
guidance rendered during the Session. It furthessh@s to express its gratitude to the

witnesses for the cooperation and input into tHibedemtions.

Lastly, your Committee wishes to extend its ap@imn to the Clerk of the National
Assembly and her staff, for the services rendetgthd the session.

June 2010 Mr C W Kakoma, MP
LUSAKA CHAIRPERSON

17



