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FOREWORD

On behalf of Government, | wish to present the GrEaper for the 2007-2009 Medium Term
Expenditure Framework (MTEF) as a consultation doent. Government, through this process,
would like to reaffirm its commitment to preparirap MTEF based on the principles of
transparency, accountability and responsibilityisT&reen Paper has been prepared based on the
Fifth National Development Plan (FNDP) for the péri2006-2010. The strategic focus of the
FNDP is socio-economic infrastructure and humamuese development aimed at promoting
wealth creation through sustained broad-based asicrgrowth and poverty reduction.

In the medium-term, Government’s macroeconomic ailjes are aimed at preserving and
consolidating the macroeconomic stability achievedthe last few years. In this regard
implementation of prudent fiscal and monetary peficwill continue, particularly by limiting
government borrowing. Other efforts will focus strengthening tax administration and resource
mobilisation as well as reducing and realigningem@tures on non-priority areas while stepping
up poverty-related expenditures.

Further, Government will continue with its stru@ureform programme in the area of Private
Sector Development (PSD), public expenditure andricial management, and financial sector
development.

This Green Paper also recognises the Decentralis@&blicy which aims at devolving some
functions, authority and control of resource alt@maand utilisation from Central Government to
Local Authorities. In this vein, Government wilk@lerate the implementation of reforms in an
effort to improve public service delivery by plagigreater responsibility on local authorities who
are closer to the people.

Lastly, | urge all stakeholders to fully participah the process by providing valuable comments
that will be considered for incorporation in thédZe2009 MTEF and 2007 Budget.

C. Evans Chibiliti
Secretary to the Treasury
MINISTRY OF FINANCE AND NATIONAL PLANNING




1.0 INTRODUCTION

1 This document is divided into five parts. The ffirpart outlines Government's
macroeconomic objectives for the medium-term. Heeond part contains Government’s
proposals on the allocation of resources by experalitype; and the third part shows
expenditures by functional classification. Summafythe Central Government Operations is
contained in part four. The last part containsabeclusion.

2.0 THE MACROECONOMIC FRAMEWORK, 2007-2009

2.1 Macroeconomic Objectives

2 In the medium term, Government shall focus orsobdating past macroeconomic gains
by maintaining macroeconomic stability. In thigyaed, the broad macroeconomic
objectives, which are also in line with the Fiftlatidnal Development Plan (FNDP), are
to:

(@) accelerate pro-poor economic growth;

(b) stabilise inflation at single digit;

(c) achieve financial and exchange rate stability; and

(d) sustain a viable balance of payments and extenthtlamestic debt position.

2.2 Macroeconomic Targets and Strategies
221 Targets
3 During the period 2007-2009, Government aims to

(a) Achieve real GDP growth of at least 6 pereepear;

(b) Bring down end-year inflation to no more than 5ceeit;

(© Limit domestic borrowing to 1.0 percent of GDP2@07, and 0.5 percent of GDP in
2008 and 2009; and

(d) Increase the coverage of official Gross inteéamal reserves to at least 2.0 months of
imports in 2007 and 2.4 months in 2008 and 2009.



Table 1: Key Macroeconomic Targets, 2006-2009

2006 2007 2008 2009
Real Sector
Real GDP 6.0 6.0 6.0 6.0
Inflation rate (e.0.p) 50 50 50 50
Inflation rate (annual average) 8.6 8.6 5.0 5.0
Nominal GDP (K’ Billions) 30,299 45283 49555 53116
Government Sector
Primary balance (% of GDP) (0.9 (1.2) 0.07 0.52
Overall balance ( % of GDP) (2.9) (2.3) (1.0) (0.5)
Domestic borrowing (% of GDP) 1.6 1.0 0.5 0.5
External Sector
Current account balance, incl. grants (% of GDP) @.7) (3.1) (4.2) (4.5)
Overall balance (% of GDP) (3.3) (3.3) (4.6) (4.5)
Gross International Reserves (months of import cover) 1.5 2.2 2.2 2.5
Source: Ministry of Finance and National Planning
Strategies
4, Broadly, Government’'s intention is to target kamd potential growth sectors by

diversifying from the traditional copper sectoiime with strategies contained in the FNDP while
relying on the private sector as a key partneraitional development. In addition, prudent fiscal
policies will be pursued to maintain a stable eeoieoenvironment. Structural reforms especially
in the financial sector will be accelerated andpgeed in order to support private sector
development.

Economic Growth and Poverty Reduction Measures

5. In the medium term, Government will focus on ederating pro-poor growth by
emphasising the implementation of appropriate pesidn this regard, Government will continue
encouraging traditional growth areas such as mjraagstruction, wholesale and retail trade with
a deliberate policy to targeting new growth oppuitias that can significantly reduce poverty. As
outlined in the FNDP, the growth strategies inrtiedium term shall therefore include supporting
rural development, especially in the agriculturetse encouraging stronger linkages between
agriculture and manufacturing through agro proogsstimulating stronger tourism growth; and
supporting the expansion of a strong and divesiéieonomy.

6. In mining, the growth is mainly going to eman&i@m large-scale mining due to the
opening of new mines and anticipated relative higétal prices in the medium term. The
development of Lumwana mine in North Western progins particularly expected to spur
growth by increasing output in the mining sector.

7. At institutional level, capacity shall be buift the Ministry of Mines and Minerals
Development to undertake detailed geological mappimd extensive mineral exploration and to
offer the much needed laboratory services to th@ngiand exploring companies. Government
will also make efforts to integrating the coppeb-sector into the Zambian economy by
encouraging value addition. On the regulatory asghl front, reforms shall be undertaken
particularly in reviewing mining related legislati@nd particularly the Mines and Minerals Act
(1995). Overall, the focus of Government shall bdar-pinned by the diversification programme
that Government has committed itself to.



8. With regard to tourism, Government shall prisgtdevelopment by concentrating on the
Kafue National Park and surrounding game managenarts;, the Northern Circuit
Development and Lower Zambezi National Park andosunding areas. Other areas shall include
Lusaka Region and surrounding areas as well asLifiegstone Regional Development
Programme. Promotional and marketing strategiet lveil employed in order to increase the
sector’s contribution to GDP and employment.

9. In agriculture, the emphasis in the medium tetthfocus on promoting high agricultural
productivity and competitiveness in order to endare security, income generation, creation of
employment opportunities and reduction in poveetels. Government will increase investment
in irrigation development and support, agricultuirglastructure & land development; animal
health and livestock research, production and ntizugkeOther programmes will be agricultural
extension, farm power and mechanisation as welhasculture development.

10. In Manufacturing, the focus shall be investmenbmotion; technology and skills
development and Micro Small and Medium Enterprisgésvelopment and economic
empowerment. Further, product quality improvemsopport to private sector development and;
export development will be prioritised in the mediderm. In this respect, amongst the key
strategies, Government shall prioritise the esthhiient of the Zambia Development Agency as a
one stop shop which will amalgamate the Export BadrZambia, Zambia Privatisation Agency,
the Zambia Investment Centre and the Zambia EXRrotessing Zone Authority.

Monetary and Financial Sector Policies

11. Monetary policy will be geared to keeping emauyinflation to no more than 5 percent
during the period.

12. In the Financial Sector, the primary objectivit be to entrench and enhance financial

system stability. In this regard, Government witintinue to implement the Financial Sector

Development Plan (FSDP). Some of the milestond®tachieved over the medium term will be

obtaining a country sovereign rating from a replgtatternational rating agency and establishing
an enabling environment for the broader accessnanéial services. These developments are
expected to further improve transparency in maa@oegic management of the economy and
lead to better borrowing terms and conditions al@ntrepreneurs on international markets as
well as improve access to financing by Zambians.

13. With regard to the exchange rate, Governmefitomntinue to maintain the flexible
exchange rate regime in harmony with other macmetic objectives. Where there will be
undesirable fluctuations, the Central Bank will eadour to smoothen the movements so as to
maintain stability in the market.

External Sector Policies

14. The primary objective in the external seetdl be to sustain a viable current account
balance, improve the external competitiveness ef ¢ésonomy and maintain a sustainable
external debt position. To sustain a viable cur@etount, the main strategy remains that of
promoting export growth.

15. The medium focus on external loans is twicha return to the high indebtedness of the
past. External financing will still be sourced Hateign loans will be contracted for specific
projects and for general budget or balance of paysnsupport. Therefore, any new borrowings



over the period 2007-2009 will be procured in a nmnthat does not affect the debt
sustainability negatively. The country shall alsmtmue to rely on highly concessional loans.

16. Other measures will focus on trade expansiod facilitation. In this regard a pilot
programme that will attempt to integrate the operet of all institutions involved in trade
facilitation at two points of entry (Chirundu Bordeost and Lusaka International Airport) will be
undertaken in the next two years.

Structural Reforms

17. Sustained economic growth requires the implgation of structural changes in the
economy, so as to increase productivity in bothghblic and private sectors. The structural
reform agenda during the medium term will focus private sector development by improving
the business and investment climate; enhancemaesificient public service delivery system and
decentralisation, particularly fiscal decentralisat

Private Sector Devel opment

18. Government, in collaboration with cooperatingrtpers, will augment efforts in the
implementation of the PSD Action Plan through caenpgntary projects aimed at enhancing the
participation of private sector in economic devebemt. Further, implementation of the FSDP
will also continue, so as to enhance financial rimexliation and contribute to private sector
development.

19. The PSD seeks to enhance the efficiency ahttiéutions that serve the private sector. It
is expected that successful implementation of ghisgramme will result in faster access to
services, quicker and less cumbersome proceduneésgi@ater customer satisfaction with the
targeted institutions. Improvements to the reguatérameworks will focus on tackling
administrative barriers to investment.

20. Other key focus areas will be the improvemdrthe regulatory framework in the key
area of telecommunications. Attention will be dexdbto addressing the barriers to entry by
among others improving the regulatory frameworkasoto enhance competition in the sector.
The key reforms will therefore include the revisifrthe appropriate legislation together with the
licensing framework in the sector.

Public Sector Reform

21. Government will continue with its reform progmae based on the following three pillars
of the public sector reform programme: (i) PubligpEnditure Management and Financial
Accountability (PEMFA); (ii) Public Service Managent (PSM); and (iii) Decentralisation
process.

22. Under PEMFA, the key milestone will be the g of Integrated Financial
Management Information Systems (IFMIS) in a few iires, Provinces and Spending
Agencies (MSPAs). It is envisaged that IFMIS viad rolled out to all MPSAs by 2009. With
regard to the PSM, the main focus will be the Hgjatng of Government and the completion of
the restructuring of the remaining institutions.



Fiscal Decentralisation

23. Under decentralisation, Government intendspted up the implementation process as
stipulated in the Decentralisation ImplementatidanP(DIP). One of the processes is Fiscal
decentralization which is the allocation of revemesponsibilities and the rationalisation of
expenditures between and among the various tiegpwdrnment. In the case of Zambia, this is
between the central and local governments. Fiseeémtralisation is one of the modalities of
implementing the Fifth National Development Plard@G- 2010 (FNDP). It is envisaged that
fiscal decentralisation will improve programme iexplentation and service delivery at the local
level.

24, The method of fiscal decentralization as exgdiin the Decentralisation Policy is
devolution whose implementation is planned to sitar2007. Underlying this process is the
recognition that successful decentralization asdali decentralisation in particular depends upon
local governments that have capacity to carry beirtservice delivery assignments and that
when local governments do not have delivery capatiansferring additional capital resources
and/or recurrent responsibilities will not produdesirable results/outcomes. Based on this
understanding, three steps have been identifickbyadowards the establishment of sustainable
intergovernmental transfer system in Zambia. Tlees follows:

i.  That local governments are appropriately structwvgd adequate human resources and
systems to carry out their core business;

i. That local governments have adequate recurrenindiah resources to retain the
capacity to deliver services; and

iii.  That local governments optimize the generation wi aesources, rationalize and
reassign sectoral responsibilities and resources] aonditionally fund capital
requirements through predictable and transpareohamgsms.

25. Against the above background, three modalitfesscal transfers to local authorities are
currently being developed. These are:

i.  Restructuring Grant. This is meant to facilitate the restructuring adbauthorities by
clearing retrenchment/retirement costs and othietsde

il. Recurrent Grant. This grant is meant to support recurrent costsunining local
governments in addition to own revenue sources asggbroperty tax, personal levy and
user charges and thereby address both verticahanizbntal imbalances. It is envisaged
that the recurrent grant would replace the ad el purpose grant currently being
given to local government.

iii. Capital Grant. This is meant to serve as a mode through whiclouress for
development will be channelled to local authorities



Social Sector Policies

26. During the period 2007-2009, the fiscal poldiyection shall have greater attention to
ensuring that the composition of public spendingds only growth -oriented but also pro-poor.
One of the public spending priorities shall be abaector spending particularly on health,
education, and water and sanitation.

27. The health sector continues to be faced withptoblems related to inadequate drug
suppliespoor infrastructure and equipment and declining lbemnof frontline medical personnel.
During the MTEF period, significant levels of resoes will be directed towards addressing these
problems especially provision of essential drug$ r@cruitment of frontline medical personnel.

28. Government will also make a deliberate attetopbuild at least one first level district

hospital in each of the remaining 19 districts Whigould operate as referral hospital to the
satellite health centres. This is intended to impraccessibility to health centres in outlying
areas, especially in the rural districts and atstuce congestion at the existing few first level
referral hospitals.

29. In the education sector, the focus will bedotmue with the recruitment and retention of
teachers; provision of education materials; andrawgment of infrastructure in the sector,
including construction of classrooms and teacheosises. These programmes will be undertaken
with a view of expanding education in a manner imgtroves the overall education standards.

30. With regard to water and sanitation, Governnwifitstrive to improveaccess to safe
drinking water and basic sanitation. Investment$ twerefore be scaled up in order to increase
access to safe and adequate water in most of ti@rpan and rural areas. This will be done
through capital investment programmes consistingrofects for construction of new facilities
and rehabilitation of facilities to secure or safegl existing coverage.

Public Order and Safety

31. The public order and safety sector has contirtoebe faced with constraints such as
inadequate housing, poor conditions of service wodking environment. In this regard it is

Government’s intention to provide more resourcegh® law enforcement wings in order to
address these deficiencies. In particular more simrents are being earmarked to provide
infrastructure in the area of housing by rehaltiliga existing infrastructure especially in the
police camps and building new ones.



3.0 FISCAL FRAMEWORK 2007-2009

3.1 Objectives

32. In the medium term, the fiscal policy objectiveill continue to focus on fostering
macroeconomic stability, directing public resourtegriority areas in line with the FNDP and
enhance the capacity to generate domestic resoutoethis regard, the overall deficit will be
contained to around 2.3 percent of GDP while dommdstrrowing will be constrained to 1.0
percent of GDP. The containment of domestic boimgvis partly aimed at curtailing the rise in
the domestic debt thereby contributing to the rédanmf inflation and interest rates.

33. In order to achieve the projected 2 percentalvdeficit over the period, Government
will continue exercising strong control on its ergures by reducing non-priority expenditures
while increasing poverty related expenditures. f@sources from debt relief provided under the
Multilateral Debt Relief Initiative (MDRI) as welhs the HIPC Initiative will be directed, to
priority areas such as agriculture, health, edanaid infrastructure in line with the FNDP.

Resource Mobilisation

34. In order to consolidate the fiscal objectiveshie medium term, Government recognises
the need to generate more revenues to financeatggmmes. Although Zambia’'s tax effort has
been favourable in the region, the share of revéaW@DP has declined from over 19 percent in
the early 2000s’ to about 16.3 percent by 2006s Tdecline has prompted Government to
undertake reforms in both tax policy and adminigira With regard to the tax policy reform, the
objective will be to make the Zambian tax systemgremrobust, simpler and economically
efficient, thereby contributing to buoyant revenu€he reform will also aim at improving the
effectiveness of the tax system and eliminating it@equalities that may distort resource
allocation. In the area of tax administration,Usavill be on enhancing efficiency. This will
include client or taxpayer segmentation.

35. With regard to non-tax revenue, Government wildlertake a comprehensive audit and
strengthen all revenue points to enhance collestidrnis will include: providing adequate
logistics for non-tax revenue collecting agenciesjewing current legislation; and adjusting fees
and fines to cost-effective and appropriate levels.

36. The collection of non-tax revenues is also etgqukto be enhanced as a result of the
introduction of the IFMIS under the PEMFA reform§he IFMIS will, among other things,
allow for easier and automated tracking of reveralkections by government agencies.

37. As for external grants, it is expected thatpsupfrom the co-operating partners during
the period 2007-2009, will continue to increase dmeGovernment’s prudence in fiscal and
financial management. Fundamentally, additionalpsupis expected to enable the country
accelerate progress towards meeting the Millend@velopment Goals (MDGS).

10



3.2 Revenues and Grants

38. For the 2007-2009 MTEF period, Government tsj¢o raise revenue and grants of
resources of K9, 985.20 billion in 2007, K10,822killion in 2008 and K11,704.44 billion in
2009. This translates to 22.62 percent of GDP @72@2.41 percent of GDP in 2008 and 22.0
percent of GDP in 2009. (See Table 2.0 below)

Table 2.0: REVENUE AND GRANTS in K’ MILLIONS, 2006 TO 2009

2006 2007 2008 2009

TOTAL REVENUE AND GRANTS 8,225.90 9,985.20 10,822.41 11,704.44

Domestic Revenue 6,622.00 7,958.20 8,581.00 9,624.14
Tax revenue 6,381.90 7,693.00 8,306.40 9,322.00
Income taxes 2,953.00 3,547.00 3,718.70 4,173.20
Excise taxes 936.00 998.70 1,207.30 1,354.90
Value-added tax (VAT) 1,812.00 2,352.00 2,414.60 2,709.90
Domestic VAT 805.00 633.00 1,014.10 1,138.20

Import VAT 1,007.00 1,719.00 1,400.50 1,571.70
Customs duty 640.90 795.30 965.80 1,084.00
Non-tax revenue 240.10 265.20 274.60 302.14
Grants 1,603.90 2,027.00 2,241.40 2,080.29
Programme 310.00 518.20 662.70 577.79
Sector Wide Approaches (SWAPs 283.63 319.90 398.37 401.94

Project Grants 1,010.27 1,188.90 1,180.34 1,100.56

Source: Ministry of Finance and National Planning

39. The revenue forecasts adopted for 2007-2009based on relatively conservative

assumptions and takes into account projectionsegf tkacroeconomic variables and recent
revenue trends.

Domestic Revenues

40. Domestic revenuesclude local taxes collected by the Zambia ReveAughority
(ZRA), non-tax revenue collected by mandated Gavemt departments throughout the country,
exceptional revenues such as dividends from Stateed and quasi-government enterprises and
other miscellaneous revenues. For the MTEF per@avernment has projected to generate
about K7,958.20 billion in 2007, K8,581.00 billiam 2008 and K9,624.14 billion in 2009 from
local (domestic) sources. As a share of totalmageand grants this represents 79.7 percent in
2007, 79.3 percent in 2008 and 82.2 percent in 2009

Tax Revenue
41. In the medium term, tax revenue as a propouioGDP, is expected to increase from

16.24 percent in 2006 to 17.55 percent by 2009usTBovernment projects to raise K7, 693.00
billion in 2007, K8,306.40 billion in 2008 and K23.0 billion in 2009.
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Non-tax Revenue

42. Non-tax revenues are projected to increase K@®5.20 billion in 2007 to K302.14
billion by 2009. With the re-introduction of Appgroation-in-Aid, revenue generating activities
will receive adequate funding thereby easing opmrat problems of institutions mandated to
collect these revenues.

External Grants

43. External grantsinclude project and programme grants provided tamia by
Cooperating Partners/Donors as development asses{and). Current commitments show that
total aid inflows (excluding loans) will increase S $683 million in 2007 from US $641.1
million in 2006. However, in 2008 they are progatto decline to US $638 million and further
to US $588.5 million in 2009. (See table 3.0 below) kwacha terms, this translates to
K2,401.26 billion in 2007, K2,241.40 billion in 28@&nd K2,080.29 billion in 2009.

44, The decline in external grants is mainly expdi by the fact that a number of donors
have not yet finalised their country assistancatsgies for the period 2007-2010. It is most
likely that actual support would be much highemtiadat is projected.

Table 3.0: External Grant Flows Projections, 2005209

2005 2006 2007 2008 2009
Actual Proj Proj Proj Proj
In US $ Millions
General Budget Support 1311 93.3 153.9 160.2 137.0
MDRI Assistance 3.0 51.6 - -
Sector Wide Approaches (Pool Funding) 91.3 88.0 95.2 96.3 95.3
O/w Education 55.3 54.9 58.1 56.6 55.6
Health 36.0 33.1 37.1 39.7 39.7
Project Assistance 272.2 358.4 302.5 285.2 260.9
Total 585.9 641.1 683 638 588.5
In % of GDP
General Budget Support 1.8 0.8 1.7 1.4 1.1
MDRI Assistance 0.0 0.0 0.3 0.0 0.0
Sector Wide Approaches 1.2 0.8 0.9 0.8 0.8
O/w Education 0.8 0.5 0.5 0.5 0.4
Health 0.5 0.3 0.3 0.3 0.3
Project Assistance 3.7 3.2 2.8 22 1.8
Total 6.8 4.9 5.3 4.4 3.6

Source: Ministry of Finance and National Planning
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3.3  Expenditures

45, Total expenditures (excluding amortisation) argjected to be at K11, 012.67 billion,

K11,378.18 billion and K12, 088.10 billiom 2007, 2008 and 2009 respectively. As a
percentage of GDP, the expenditures are estimat@d.82 percent in 2007, 22.96 percent in
2008 and 22.76 percent in 2009. Recurrent expamrdis projected to stand at K8, 016.69
billion, K8, 466.33 billion, K9, 106.82 billion, wile capital expenditure is projected at K2,
995.97 billion, K2, 911.84 billion and K2, 981.28libn in 2007, 2008 and 2009 respectively.

3.3.1 Expenditure by Type

Personal Emoluments

46. Government’s policy on personal emolumentgHercivil service continues to be that of
containing the wage bill within 8.0 percent of GDFhis is to enable Government direct more
resources to other priority areas, especially tlmdsedevelopmental nature. As such, the salaries
and wages bill is projected to be at an averageQpercent of GDP.

47. Not withstanding the above, Government willtcwre with its effort to increase staffing
levels in the education and health sectors. Ia thgard, net recruitment of the teachers and
medical personnel has therefore been allocated.@&@lion, K120.0 billion and K132.0 billion

in 2007, 2008 and 2009 respectively. From theleeations approximately 15,000 teachers and
5,715 medical personnel will be recruited overrifedium term.

48. Government has also set aside K246.62 billior2007, K169.06 billion in 2008 and
K178.0 billion in 2009 for the Medium Term Pay Refs. In addition, Government will
continue to implement the on-going restructuringgpamme in line with the Public Sector
Reform Programme (PSRP). In this regard, allooatiamounting to K102.03 billion, K85.6
billion and K91.9 billion have been set aside far years 2007, 2008 and 2009 respectively.

Expenditure on Goods and Services (Recurrent Departmental Charges (RDCs))

49. In the medium term, spending on goods and@&s\bD sustain Government operations is
expected to decline as percentage of GDP. Geseeiding on goods and services in the
medium term is estimated at 3.94 percent of GDEOV, 3.71 percent of GDP in 2008 and 3.70
percent of GDP in 2009. This is in line with Gawerent’s policy to reduce consumption
spending while increasing expenditure on develogatgmogrammes.

50. Government is concerned with the current leseloutstanding bills owed to road
contractors, food suppliers and other suppliergarfds and services. In an effort to dismantle
these outstanding bills, provisions amounting tol&83 billion, K95.5 billion and K105.0
billion in 2007, 2008 and 2009 respectively, hagerbmade.

51. Government is also expected to continue with dbnstitutional review process which

will include undertaking a census as a pre-requifsit administering a national referendum in

accordance with Article 79 of the Constitution. v@mment has, therefore, made allocations of
K182.51 billion, K186.5 billion and K20.9 billiomi2007, 2008 and 2009 respectively.
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52. For Awards and Compensations for court caseislelg against Government, provisions
made over the three year period are K80.0 billiorg billion and K70 billion in 2007, 2008 and
2009 respectively.

Grants and Other Payments

53. Government proposes to spend a total of K1,158fillion in 2007, K1, 693.87 billion in
2008 and K2, 001.93 billion in 2009 on Grants artdeD Payments. As share of GDP, these are
projected at 3.50 percent, 3.42 percent and 3.7@epein 2007, 2008 and 2009 respectively.
The major components in this category of expeneitue sector-wide Approaches (SWAPs) and
transfers to institutions such as Zambia Revenubdkity (ZRA) and local governments.

54. With regard to SWAPs, support from cooperapagtners to sectors of education and
health are projected to be K319.90 billion, K398a8lion and K401.94 billion in 2007, 2008 and
2009 respectively. This is meant to support theiddealth care and basic education
programmes, particularly for the purchase of essledtugs under health and school requisites
under education.

55. As for transfers to local governments, provisiohave been made to aid the
decentralisation process. As a first step to tteegss, Government has provided a recurrent
grant amounting to K50.1 billion per year for thé district councils. This is in addition to the
K25 billion, restructuring grant that Governmentigrently providing. In addition, Government
has provided an average of K17.7 billion for graintdieu of rates for all councils and K2.3
billion per year to support the fiscal decentrdlsaand devolution processes.

56. With regard to pensions, Government propose§awasfer K266.0 billion, K279.69
billion and K389.54 billion in 2007, 2008 and 20@%pectively to the Pension fund to cater for
the grant and liquidation of arrears that Governnmaves the institution. The grant is meant to
pay civil servants retired in national interestlyeetirements and the deceased estates.

57. The allocations to the Zambia Revenue Authptitythe medium term, are proposed at
K135 billion, K141.6 billion and K148.70 billion i2007, 2008 and 2009 respectively to support
the operations of the institution.

Constitutional and Statutory Expenditure

58. Constitutional and Statutory Expenditure laygaebade up of domestic and external debt
payments as a share of GDP, is projected to dedwer the medium term period from 1.18
percent in 2007 to 1.03 percent by 2009. This &nig due to the attainment of the HIPC
Completion Point and the Multilateral Debt Relieitiative (MDRI) which has resulted in a large
portion of the external debt being cancelled bgtkilal and multilateral cooperating partners. As
such, external debt interest payments, as a pagemtf GDP, are expected to decline from 0.15
percent in 2007 to 0.07 percent by 2009.

59. Similarly, domestic debt interest paymentsase expected to decline over the medium
term reflecting Government’s continued policy oflueed domestic borrowing. Government
proposes to spend K491.2 billion (1.08 percent bPHin 2007, K463.0 billion (0.93 percent of

GDP) in 2008 and K480.5 billion (0.90 percent of B30n 2009.
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Other Current Expenditures

60. Government intends to continue implementingResilizer Support and Food Strategic
Reserve programmes but only up to 2008. This isnie with the initial plans to run these
programmes for a limited period of time.

61. The Fertilizer Support Programme has, therefbeen allocated amounts of K150.0

billion each in 2007 and 2008. The Food Strat&gserve is expected to be self sustaining and
as such allocations of K50.0 billion and K30 billichave been provided in 2007 and 2008,
respectively.

62. In order to restructure the remaining Paralstatmd meet contingent liabilities,
Government has provided K180.15 billion in 20078.85 billion in 2008 and K158.72 billion in
20009.

Capital Expenditure

63. Capital expenditures are projected to incréiasa 4.80 percent in 2006 to 6.62 percent
of GDP by 2007. Foreign financed capital expemdguare projected to average 3.15 percent
over the medium term while domestically financedd adirect budget supported capital
expenditures are projected to average 2.88 peofeGDP.

64. Foreign financed capital expenditures are ptege at K1, 679.80 billion, K1, 622.34
billion and K1, 322.65 billion in 2007, 2008 and(020respectively. Domestically financed
capital expenditures are projected to be at K1,1¥1®illion, K1,289.50 billion and K1,658.63
billion in 2007, 2008 and 2009 respectively. Frtrase allocations, some of the programmes
that Government proposes to undertake are tabulatbe table below:

Table 4.0: Some Proposed Capital Expenditure in KBillions, 2007-2009

2007 2008 2009
National Stadium 30.00 73.00 90.00
GRZ Road Projects 489.23 571.93 700.53
o/w Road Projects funded 220.75 24503 257.28
from fuel levy
Rural Electrification 13.21 14.66 15.39
Youth Empowerment 30.00 30.00 30.00
Ordinary Capital 554.99 599.91 822.71

Source: Ministry of Finance and National Planning

Multilateral Debt Relief Initiative (MDRI) Poverty- Related Expenditures

65. Zambia’'s external debt has significantly redufrem over 7.0 billion US Dollars as at
31" December 2003 to less than a billion US dollaratsf' October 2006 due to the attainment
of the HIPC completion point and consequently dyialy for debt relief under the MDRI. Most
multilateral cooperating partners such as the IMé the World Bank have cancelled 100 percent
of Zambia’s debt. From savings arising from dedtaellation, Government intends to scale up
expenditure on poverty reducing programmes sucigasulture (irrigation and animal health),
water and sanitation, skills training and infrastawe (roads). As such, Government intends to
spend a total of K198.74 billion from the MDRI sag$ in 2007.
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Financing Requirement (Overall Balance)

66. From the revenues and expenditures discusseeérn®@oent projects to incur budget
deficit (when revenues are less than expendituwe£).27 percent in 2007 and is expected to
narrow down to 0.72 by 2009. These deficits will fimanced from domestic and external
borrowing. The level of financing (including MDRI§ projected to stand at K1,027.47 hillion,
K555.77 billion and K383.67 billion in 2007, 200822009 respectively.

Domestic Financing

67. In line with Government policy to contain irtfian and reduce interest rates, domestic
financing (including MDRI) during the period 20020 will be limited to 1.44 percent of GDP
in 2007 and maintained at 0.5 percent in 20082089 respectively.

Net External Financing

68. Net external financing is projected at K37%8lon (0.85 percent of GDP), K308.00
billion (0.62 percent of GDP) and a repayment oL&D9 billion (0.22 percent of GDP) in 2007,
2008 and 2009 respectively.

3.3.2 Expenditure by Function

69. Expenditure by function indicates central goweent expenditures in line with
Government’s development objectives. These objestiare embedded in the following
functional classification: General Public ServicBgfence; Public Order and Safety; Economic
Affairs; Housing and Community Amenities; Environmt@ Protection; Education; Health;
Recreation, Religion and Culture; and Social Ptaiac

70. The allocation of resources by expenditure tions has been done in line with the

strategic focus of the FNDP which is to increasedatary outlays to health, education and
economic sectors. On this basis, the proposeddspggron economic and social sectors is
progressively increasing in the medium term asaaesbf total expenditure. Thus, expenditure
on economic sectors is projected to increase tb6l8ercent in 2007, 18.77 percent in 2008, and
19.14 percent in 2009. Similarly, spending on @losectors is projected to increase to 33.44
percent, 34.77 percent and 35.55 percent of taf@rmditure in 2007, 2008 and 2009 respectively
(See table 5.0 and table 6.0 below).

16



Table 5.0: Expenditure by Function of Government, 206-2009

2006 2007 2008 2009
K'million K'million K'million K'million
Budget 10,236.80 11,012.67 11,378.18 12,088.10
General Public Services 4,188.90 4,100.02 3,923.20 3,963.69
Defence 654.9 794.01 894.32 998.48
Public Order and Safety 391.7 433.90 465.37 505.28
Economic Affairs 1,844.80 1,999.90 2,135.68 2,313.66
Environmental Protection 433 37.44 47.79 58.02
Housing and Community Amenities 292 309.46 344.76 381.98
Health 1,098.40 1,398.61 1,484.85 1,602.88
Recreation, Culture and Religion 29.7 22.03 33.00 4473
Education 1,647.40 1,857.84 1,974.11 2,137.18
Social Protection 457 59.47 75.10 82.20
Source: Ministry of Finance and National Planning
Table 6.0: Expenditure by Function in Percent of Btal Budget, 2006-2009
Functions 2006 2007 2008 2009
General Public Services 40.68 37.23 34.48 32.79
Defence 6.43 7.21 7.86 8.26
Public Order and Safety 3.85 3.94 4.09 418
Economic Affairs 18.12 18.16 18.77 19.14
Environmental Protection 0.43 0.34 0.42 0.48
Housing and Community Amenities 2.87 2.81 3.03 3.16
Health 10.71 12.70 13.05 13.26
Recreation, Culture and Religion 0.29 0.20 0.29 0.37
Education 16.18 16.87 17.35 17.68
Social Protection 0.45 0.54 0.66 0.68
Source: Ministry of Finance and National Planning
General Public Services
71. In 2007 Government proposes to spend approgiynd? percent of the projected total

expenditure on General Public Services. This fancencompasses several items that require
substantial public financing such as:

(a) Debt (both domestic and foreign) and Investment &¢@ment

(b) Transfers to local authorities and other quasi gawent institutions such as ZRA

(c) Administration and operation of/or support to thes@itive and legislative arms of
government

72. However, the proportion is anticipated to dexiin the outer years. See Table 6.0 above.

The reduction is due to the projected fall in tlemdstic and external debt payments and the
reduction in Government administrative costs.

17



Defence

73. Expenditure on this function is expected tadase from 6.43 percent of the budget in
2006 to an average of 7.79 percent over the medeum. Within this category, a deliberate
effort has been made to provide resources for dhstouction and rehabilitation of infrastructure
especially housing. In this regard, an allocatiériK60.0 billion has been earmarked for this
purpose over the three year period.

Public Order and Safety

74. Public order and Safety function includes adstiation of police affairs and services

and fire protection services, administration andrapon of courts of law and prisons. The focus
over the medium term will be on improving infrastiwre in police camps and construction of
new ones. It is in this vein that K58.1 billion hlagen set aside for the same over the MTEF
period.

Economic Affairs

75. In line with proposed expenditure prioritieslioed in the FNDP, it is envisaged that
expenditure will be biased towards re-investmentagriculture, fisheries, and livestock.
Government will also strengthen other relevant eatin and social infrastructure such as roads.
In this regard, Government proposes to spend lgetéent, 18.77 percent and 19.14 percent of
the total central government budget in 2007, 2008 2009 respectively. Some of the key
programmes that Government intends to channel ressto are shown in the Table below:-

Table 7.0: Proposed allocations for Selected Progmames in the Agriculture Sector in K ‘Billions, 20072009

2007 2008 2009
Agriculture and Infrastructure and Development 20.00 20.8 80.80
Livestock Development 47.50 35.70 143.30
Agriculture Services and Technological 40.00 23.80 81.40
Development
Fisheries Development 26.70 24.40 31.60
Irrigation Development 22.00 34.90 86.90
Source: Ministry of Finance and National Planning

Environmental Protection

76. Expenditure in this function will focus on plelms of natural resource management

especially in “open areas” (land under traditidags) where there are often ill-defined property
rights. The major issues will involve the strengting of current instruments for policy
implementation such as licensing and the provisioa broad legal framework for the sector. To
this effect, Government proposes to spend 0.34eper0.42 percent and 0.48 percent out of total
expenditure in 2007, 2008 and 2009 respectively.
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Housing and Community Amenities

77. This function will absorb 2.81 percent of togaipenditure in 2007 with the percentage
increasing to 3.03 percent in 2008 and 3.16 perirer@009. Of the total allocation on this

function, Government intends to spend 65 percenvater supply and sanitation. Government’s
focus is on the peri-urban and rural water supply.

Recreation, Culture and Religion

78. Government spending in relation to this funtti® on recreation and sporting services,
promotion and preservation of culture and religiaffairs. It is anticipated that this function will
absorb 0.20 percent, 0.29 percent and 0.37 peotdntal expenditure in 2007, 2008 and 2009
respectively.

Health

79. The health sector is one of the priority sectand as such, Government proposes to
spend 12.70 percent of total expenditure on thistfan in 2007. This allocation will cater for the
recruitment of front line health personnel and tledated costs associated with providing
improved health care service. Government intendgpénd 13.05 percent of total expenditure in
2008 and 13.26 percent in 2009.

Education

80. Government proposes to spend approximately7 ite8cent of total expenditure in 2007
on this function. Outlays on education include expire on services provided to individual
pupils and students. The primary objective is theamcement of education at all levels (i.e.
primary, secondary and tertiary). In this regaedyvernment proposes to spend an additional
K84 billion on infrastructure development and K7#Hidn on curriculum development. In 2008,
17.35 percent of total expenditure will be directedards education and this will increase to
17.68 percent in 2009.

Social Protection
81. Outlays on social protection include socialusigg welfare and other related social
programmes. It is anticipated that Government sgltnd 0.54 percent of total expenditure on this

function in 2007. Over the medium term, Governmai¢nds to spend 0.66 percent of total
expenditures in 2008 and 0.68 percent in 2009 tdsviris function.

4.0 SUMMARY OF THE CENTRAL GOVERNMENT BUDGET 2007-2 009

82. In summary, the central government budget 8722009 is projected to be as follows:

* Total revenues and grants in 2007 are projecteamount to K9, 985.20 billion,
K10, 822.41 billion in 2008 and K11, 704.44 billiam 2009. As a share of GDP,
revenues and grants are projected at 22.05 pei2e®4 percent and 22.04 percent
in 2007, 2008 and 2009 respectively;
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e Total central government expenditures (excludingization) in 2007 is expected
to amount to K11,012.26 billion in 2007, K11,378HiBion in 2008 and K12,088.10
billion in 2009. As a share of GDP expendituresamected at 24.32 percent, 22.96
percent and 22.76 percent in 2007, 2008 and 2G{@cévely;

 From the projected total revenues and grants angosed expenditures for the
period 2007-2009 the overall deficit is projected dtand at K1,027.47 billion,
K555.77 billion and K383.676 billion in 2007, 20@hd 2009 respectively. This
deficit will financed as follows:

i.  Domestic financing (including MDRI) is projected E651.57 billion, K
247.78 billion, and K 265.58 billion or 1.44 perte@.5 percent and 0.5
percent of GDP in 2007, 2008 and 2009 respectively.

il. Net External financing is projected to stand at 3D billion, K308.00
billion and minus K118.09 billion or 0.83 perceftf2 percent and minus
0.22 percent of GDP in 2007, 2008 and 2009 respagti

5.0 CONCLUSION

83. The proposed macroeconomic framework and fiseatework discussed in this paper
set a solid platform for consultations on the reseuallocation over the medium term.
Government is committed to strengthening the liekdmetween agreed priorities and the
expenditure plan in order to improve service delivend ultimately the quality of life of the
Zambian people. In that regard, a deliberate gitdras been made to realign expenditures to
accommodate the core FNDP programmes and as su8A$)fh preparing their estimates for
2007 — 2009, should take this into account.

84. Further, this document is one of first stepsdu® kick start the 2007 budgeting process.
Therefore, this Green Paper gives an opportunitaiicstakeholders to comment and submit their
recommendations to the Ministry of Finance and &l Planning for consideration and possible
inclusion in the 2007 budget.
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APPENDICES

1. 2007 — 2009 Draft Fiscal Framework.
2. 2006 Domestic Budget and Aggregated 2007 - 200@adtisie Expenditure Allocations:
® Personal Emoluments and Other Related Expenses

(ii) Non-Personal Emoluments (Programme Ceilings)

(i) Constitutional and Statutory Expenditure
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