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1.0 Executive Summary
In the mid-1970s, the British Government procured a loan of US$ 3 billion from the International Monetary Fund [IMF] and
the World Bank for the development of the North Sea oilfields. The credit carried the conditionalities that have become
standard for the two Bretton Woods institutions, namely, currency devaluation, raising interest rates, tight monetary control
and reduced expenditure to social services to control inflation, etc, all under the close supervision of the two institutions.
By January 1976, the British Government and British society was seriously debating the options of refinancing the loan
ostensibly because 'Britain cannot be subjected to the IMF and World Bank conditions because it is not a third world
country'.

In 1985, responding to the same standard conditions, the late President Julius Nyerere of Tanzania stated emphatically
that 'whereas the World Bank and the IMF are the experts on world and global economic conditions and financing, I am
the expert on the Tanzanian economy". He added that the devaluation of the Shilling would not result in increased exports
of sisal because there was no sisal whose demand was frustrated by the exchange rate. Nor would the raising of interest
rates attract any more savings because the majority of Tanzanians were peasants and subsistence agriculturalists who
did not have any surplus cash holdings.

The foregoing illustrations point to the reality that the conditions often imposed on borrowers by the IMF and the World
Bank are unfriendly and dangerous to the economic health of the borrowers. Whereas the U K, because of the size of its
economy and political stature has options and alternatives for financing its projects, a poor third world and Sub Saharan
country has no such privilege. This was because the prescribed standard conditions did not take full account of the
political, economic and social conditions prevailing in the subject countries. There is evidence that the conditions
imposed on a borrower country are more burdensome the more dire and desperate the country becomes. Expressed
differently, the weaker the borrower government, the more stringent the conditions attached to the loans and other
assistance from the two institutions, Zambia being a case in point.

In 1973, Zambia with a strong economy and government negotiated a Standby Credit Facility to cover the perceived
short-term shortfalls in revenues due to the drop in copper prices on the international markets. The facility carried
minimal conditions. However, as the Zambian economy collapsed, the IMF and World Bank conditions hardened.

In May 1987, the Zambian government attempted to extricate itself from the stranglehold of the conditionalities of the IMF
and the World Bank by the unilateral repudiation of the 1986 facility agreement by which Zambia was required, among
other things, to adopt a flexible exchange rate through the auctioning of the Kwacha. The auctioning regime resulted in
a sharp and severe depreciation of the Kwacha from about U$ 1 = K 2.2 to K 21 in a short space of time. [Swedish
International Development Authority - Zambia Exchange Rate Policy]. No doubt, the rapid exchange rate depreciation
created serious macro-economic instability and social and economic restiveness.

Although much economic growth was achieved during the two years of 'growth from our own resources', Zambia could
not sustain the isolation as it discovered that alternative sources of financing were all tied to the IMF and the World Bank.
[See Roger Young and John Loxley : Zambia An Assessment of Zambia's Structural Adjustment Experience].

Progressively, the conditionalities became more severe until 1992.The conditionalities accompanying the structural
adjustment programme of 1992 were the most comprehensive and most severe. The Bank and the IMF took advantage
of the dire economic conditions in the country and a weak and inexperienced government to impose and implement
conditionalities that are now credited with the severe poverty that has spawned unprecedented corruption, malnutrition,
disease, death and illiteracy.

During the general elections of October 1991, the Movement for Multi Party Democracy [MMD] party came into govern-
ment on the platform of political and economic reorientation away from the socialist agenda that the country had pursued
since 1964.

The MMD party itself was a loose coalition of people and organisations whose common thread was the distaste for the
regime of Dr. K Kaunda who had been president of the country since independence in 1964. The party comprised labour
organisations, businesspeople, the intelligentsia, political activists and politicians that had fallen out of favour of Kaunda's
government. With such a diverse and divergent base, the MMD lacked a common ideology.
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The government that was formed by the MMD lacked [government] experience: Of the first Cabinet of 15 people, only 5
had government experience at senior levels, inclusive of those from the military. In an effort to change the system of
government quickly from the former regime, the government also replaced senior civil servants with people without
experience. Yet, virtually within a short time of coming into government, the MMD was engaged in negotiations with the
IMF and the World Bank for the 1992 structural adjustment programme.

Despite the 18 years of structural adjustment under the close supervision of the IMF, World Bank and the international
community, by 1991, the Zambian economy had all but collapsed, leading to civil strife and political instability. To all
intents and purposes, therefore, 1992 was a year of transition, with all the attendant uncertainties and even dangers that
such change entailed.

This paper focuses on two aspects of the 1992 adjustment programme, namely, privatisation and education policy.

On privatisation, the study establishes that the overt and covert intervention of the IMF, World Bank and the donors in the
Zambian privatisation project is responsible for the reversal of all the economic and social gains that Zambia had
achieved since independence in 1964. The strong industrial base that had been created through the public sector was
destroyed. At the same time, there was massive capital flight and disinvestments leading to loss of employment and
poverty.  The interference by the IMF, World Bank and donors in the management of the privatisation programme together
with the fast-tracking of the programme had far reaching negative consequences on the economy of the country. The
Zambian government was compelled to embark upon a radical privatisation programme when the conditions for priva-
tisation were clearly absent.

As a result of the poor privatisation, the programme failed to achieve its objectives. In addition the country lost revenues
due to [deliberate] under pricing of public assets and enterprises; poverty rose sharply due to losses of employment and
lack of markets for local agricultural and industrial products while the country lost technologies, acquired at high cost,
due to liquidations of industrial and service sectors enterprises [e.g liquidation of Zambia Airways].

As regards policy advice on education, the paper highlights the fact that the reduction of subsidies to education at the
same time that the country was attempting to meet the World Education for All targets resulted in a serious dilution in the
quality of education at all levels. Attempts at increased enrolments without any infrastructural developments resulted in
overcrowded classrooms without adequate teaching aids with demoralised and de-motivated staff due to low salaries
when prices of goods and services, including accommodation had been deregulated. The high costs in government
schools forced  poor parents to seek alternative facilities in community schools. Community schools provide only basic
literacy lessons.

Overcrowding, inadequate infrastructure and poor conditions of service for lecturers and staff resulting in frequent
closures of the institutions also affected high tertiary education.  There has also been an exodus of highly qualified staff
to colleges and universities in the region. These factors also resulted in low standards of education and scholarship in
Zambian colleges and universities.

The Case for Arbitration:

There is empirical evidence that poverty and poor standards of life in many third world countries are directly attributable
to the interventions and policy advice from the multilateral and bilateral aid agencies.

Currently, the third and moral worlds are up in arms against the two institutions for the negative impact of the structural
adjustment programmes and the conditonalities that are associated with them.

The conclusions suggested by this paper indicate clearly that countries such as Zambia have legitimate cases against
the IMF and World Bank for reparations. The reparations are to compensate for the wrong wrought upon Zambia for
following the adjustment programmes.
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2.0 Introduction
There is an open admission that the standards of living in many countries in Sub Sahara Africa have deteriorated during
the past 50 years.  This position is informed by the fall in almost all of the human development indices in the sub region.

The decline in the standards of living and the quality of life has happened despite the close tutelage and direction of the
economies of these countries by the Western governments and the World Bank and the IMF through stabilisation and
adjustment programmes, policy advice and loans.

At Independence in 1964, Zambia was a middle-income country with a per capita gross domestic product [GDP] of US$
650. In the early years after independence, Zambia was self-sufficient and could finance its budgets. The combination of
the collapse of copper prices on the international markets, together with increased security expenditure in support of
liberation wars in Zimbabwe, Namibia, Mozambique, Angola and South Africa, affected adversely the economy of the
country.  The resultant deficits on both the current and capital accounts compelled the country to resort to credit financing
from both bilateral and multilateral agencies.

Assistance from bilateral and multilateral sources was accompanied by conditions that were ostensibly intended to cure
the structural weaknesses that were identified as responsible for the poor performance and decline of the economy over
the years. The economy and social conditions in Zambia declined continuously throughout the 1970s and 1980s. For
instance, in real terms, the price of copper declined by 60% between 1974 and 1984 [John Clark: For Richer for Poorer
- An Oxfam Report on Western Connection with World Hunger, 1986]. Thus the Zambian economy became dependent
on credit financing. As the record of conditions attached to the loans [Section 5 below] shows, Zambia graduated from
modest to more stringent and onerous conditions, culminating into the adjustment programme of 1992 which carried
condition that included the liberalisation of the economy and privatisation of all state-owned enterprises.

2.1 The Scope of the Study

This study was commissioned by the African Forum and Network on Debt and Development [AFRODAD], as part of its
advocacy for equity in the debt and development debate. After successfully spearheading the debt cancellation and
repudiation campaign, which culminated into the Jubilee 2000 Movement, AFRODAD is now desirous of seeking equity
for the victims of adjustment programmes which are associated with these debts.

The IMF and the World Bank have been the principal actors in the debt debate through the instruments of conditionality.
The IMF and the World Bank often imposed ill-considered conditions on poor countries as prerequisites for accessing
desperately needed financial and material resources, such as for meeting food or health needs of poor small countries.

Protests and discontentment by poor countries concerning the harmful consequences of the conditionalities have
hitherto gone unheeded by the two institutions. However, sustained campaigns by coalitions of civil society organisations
from the poor developing countries and their counterparts from developed countries, assailed the infallibility of the two
institutions which have since accepted debt cancellation and repudiation in their vocabularies.

This short study is in the stream to expose the complicity of the IMF and World Bank in the creation of poverty and the
desperate human conditions in third world countries, in general, and Zambia, in particular through their structural
adjustment programmes and policy advice over the years. The study looks specifically at conditionalities associated with
privatisation and education reforms in Zambia.

2.2 Methodology

The study was undertaken mostly by review of the literature available on the impact on the Zambian polity and social life
of the policies of privatisation and cost sharing in education.

Because of the relative currency of the records on the matters of study, together with the debate and controversy that these
matters have raised in light of the serious shortcomings that have beset the Zambian economy since the implementation
of the programmes, the records are still classified and, therefore, not available in the public domains.  Furthermore,
although civil society has persistently indicated that the structural adjustment programmes in Zambia have exacerbated
the state of underdevelopment and poverty, with its offshoots of hunger, illiteracy, unemployment, disease and death, there
is little documentary evidence that has been presented.
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Extensive use was made of personal records and insights into the privatisation programme particularly at the com-
mencement of the programme.

It is noteworthy, however, that many people, including those directly affected by privatisation are only able to express
strong opinion about the conduct of privatisation without backing their sentiments with documentary evidence. There is
almost a general consensus that overall, privatisation has had a negative impact on the Zambian economy. The Minister
of Commerce Trade and Industry, speaking at the UNCTAD and Ministry of Commerce Trade and Industry Investment
Review Workshop in Lusaka, on 22 August 2005, admitted that privatisation in Zambia was responsible for the dis-
industrialisation of the economy, among other negative consequences.

On the other hand, however, official reviews and selective statistics indicate that privatisation has had only positive impact
on the economy.

2.3 Statement Of The Research Problem

The independence struggles of nearly all former third world colonial countries were based on the quest by nationalists to
participate in the governance of their countries and to accelerate social and economic development in order to raise the
standards of living of the people. At independence, the former colonies resorted to credit to finance the ambitious
infrastructure, social and economic development projects.

At independence, Zambia had a fairly robust financial base from the proceeds of copper exports. However, the economy
was undeveloped and lacked the infrastructure to sustain an independent and sovereign state. Access to most parts of the
country was difficult due to poor road network coverage; there were insufficient education and health facilities throughout
the country, but particularly in the rural areas. Zambia had no university. It is recorded that at independence in 1964,
Zambia had only 100 university graduates, most of whom were graduates in social sciences and yet the country required
the entire spectrum of professions and skills, including, engineers, scientists, lawyers, economists, administrators, edu-
cators, planners and doctors, to mention a few.

The need to expand infrastructure and social services to meet the expectations of the people was one of the major
challenges of the nationalist government soon after independence.  The government embarked upon an ambitious
development programme. Financing was identified as one of the critical constraints to the envisaged rapid investment in
both the social and economic areas. The government resorted to the standard source of investment capital, namely,
borrowing from both bilateral and multilateral lenders.

The collapse of copper prices on the international markets following the energy crisis of 1973 resulted in the government
becoming more dependent on borrowings to meet both recurrent and capital investment requirements.

Records indicate that borrowings from the multilateral lenders, mainly from the International Monetary Fund [IMF] and
the International Bank for Reconstruction and Development [IBRD or World Bank], had conditions attached to them.
Records also indicate that the conditions or conditionalities became bolder and onerous as the social and economic
situation in Zambia deteriorated. Stated differently, the conditionalities became bolder as the position of the government
weakened, culminating in the comprehensive set of conditionalities of 1992.

There is a general acknowledgement and realisation in the third world countries that the assistance interventions of
bilateral and multilateral development agencies in the economic management and affairs of poor countries have, in fact,
worsened the poverty conditions of these countries.

The conditionalities of the IMF and World Bank have been criticised mainly for promoting neo-liberalism without taking
into serious account of the prevailing circumstances in the recipient countries - the so called 'one size fits them all'. Thus,
the preferred IMF and World Bank package invariably carried both stabilisation and adjustment measures. The standard
stabilisation measures included currency devaluation, cut-backs in government spending and removal of trade barriers.
The complementary structural adjustment programmes highlighted promotion of agricultural exports, liberalisation to
increase the role of the private sector, introduction of fees for basic services and downsizing of civil service jobs. [John
Clark:  Zambia Debt and Poverty, 1989].
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3.0 Roles Played by The IMF and The World Bank
The IMF and the World Bank, commonly called the Bretton Woods institutions were created after the Second World War
at Bretton Woods, New Hampshire, USA, in 1944, by the victor nations. The Fund's function was to lay a foundation for an
open and stable monetary system for the industrialised economies. On the other hand, the Bank was created to raise
financing for the reconstruction of the infrastructure and industries of Europe that had been laid to waste by the war.
France, the Netherlands, Denmark and Luxembourg were the first beneficiaries of the Bank's largesse. However, in 1948,
Chile received the Bank's loans followed in 1949 by Mexico and Brazil.

From the 1950s, the activities of the Fund and the Bank expanded to take into their strides the economies and the
development needs of more new states that were emerging from the former colonies.  The economic superintendence
and financing demands on the two institutions expanded continuously throughout the '60s, '70s and the '80s as more
former colonies and dependencies attained independence and nationhood.

The expansion of the portfolio and coverage by the two institutions took place without a review of their ideologies and even
architecture to adjust to their new global roles.

The World Bank was not the only source of development financing for the underdeveloped third world countries. The
developed countries themselves through bilateral relations with the new states extended credits and grants to these
countries, initially, on negotiated bilateral terms and conditions.

However, in the interest of the lender-developed countries and for the sake [perhaps] of global order, the creditor countries
agreed tacitly to harmonise their appraisal systems by adopting the standards set by the Fund and the World Bank. Hence
the Fund and Bank assumed the leadership of all lenders, whether multilateral or bilateral, in appraising the borrowers
and issuing clean bills of health. In other words, a good relationship with the Bank and Fund was a prerequisite for
relationships with all creditors particularly the rich western nations, namely, US, UK, France, Germany, Italy, Japan,
Australia  and Canada.

3.1 Zambia's Conditionality Experience

Zambia's stabilisation and structural adjustment records with the IMF and the World Bank date back to 1973, nine years
after independence in 1964. That year, Zambia negotiated a stand-by credit of 19 million Special Drawing Rights units
[SDRs] to cushion the fall in revenues from copper following the fall in copper prices and reduced production volumes.
In 1976, another stand-by facility was arranged in the same amount.  The facility carried three conditions: a reduction of
subsidies; freezing the wages of public service employees and diversification of the economy from dependency on
copper. [See Roger Young and John Loxley: Zambia - An Assessment of Zambia's Structural Adjustment Experience:
1990].

In 1978, a two-year stand-by credit facility for SDRs 250 million was concluded with conditions that included the devalu-
ation of the Kwacha by 10% and raising of producer prices of agricultural products. Due to continued deterioration in the
economic conditions in the country, an extended fund facility of SDRs 800 million was obtained in 1980 with more
comprehensive conditionalities aimed at fiscal and monetary reforms. The 1983 facility for SDRs 211 million carried
conditions which included the devaluation of the Kwacha by 20%.

During 1984 to 1986, the Government obtained SDRs 226 million, which carried conditions including the introduction of
a flexible exchange rate through auctioning.  The difficult conditions attached to the facility, particularly the auctioning of
the Kwacha, led to general discontent and restiveness. This prompted the Government to repudiate the agreements with
the IMF and World Bank. The Government unilaterally restricted debt servicing to 10 % of the due annual debt servicing
amounts in 1987. It is notable that during this period of 'growth from our own resources' the Zambian economy actually
recorded growth for the first time in over a decade. However, the period of estrangement from the IMF and World Bank
was short-lived and Zambia was soon back in the stranglehold.

Continued deterioration of the economy and social discontent resulted in political agitation that led to a change of
Government in 1992. The MMD came into government riding the popular tide of plural party democracy and a liberal
open market economy.
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when prices of goods and services, including accommodation had been deregulated. The high costs in government
schools forced  poor parents to seek alternative facilities in community schools. Community schools provide only basic
literacy lessons.

Overcrowding, inadequate infrastructure and poor conditions of service for lecturers and staff resulting in frequent
closures of the institutions also affected high tertiary education.  There has also been an exodus of highly qualified staff
to colleges and universities in the region. These factors also resulted in low standards of education and scholarship in
Zambian colleges and universities.
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standards of living of the people. At independence, the former colonies resorted to credit to finance the ambitious
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development programme. Financing was identified as one of the critical constraints to the envisaged rapid investment in
both the social and economic areas. The government resorted to the standard source of investment capital, namely,
borrowing from both bilateral and multilateral lenders.

The collapse of copper prices on the international markets following the energy crisis of 1973 resulted in the government
becoming more dependent on borrowings to meet both recurrent and capital investment requirements.

Records indicate that borrowings from the multilateral lenders, mainly from the International Monetary Fund [IMF] and
the International Bank for Reconstruction and Development [IBRD or World Bank], had conditions attached to them.
Records also indicate that the conditions or conditionalities became bolder and onerous as the social and economic
situation in Zambia deteriorated. Stated differently, the conditionalities became bolder as the position of the government
weakened, culminating in the comprehensive set of conditionalities of 1992.

There is a general acknowledgement and realisation in the third world countries that the assistance interventions of
bilateral and multilateral development agencies in the economic management and affairs of poor countries have, in fact,
worsened the poverty conditions of these countries.

The conditionalities of the IMF and World Bank have been criticised mainly for promoting neo-liberalism without taking
into serious account of the prevailing circumstances in the recipient countries - the so called 'one size fits them all'. Thus,
the preferred IMF and World Bank package invariably carried both stabilisation and adjustment measures. The standard
stabilisation measures included currency devaluation, cut-backs in government spending and removal of trade barriers.
The complementary structural adjustment programmes highlighted promotion of agricultural exports, liberalisation to
increase the role of the private sector, introduction of fees for basic services and downsizing of civil service jobs. [John
Clark:  Zambia Debt and Poverty, 1989].
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No sooner was the MMD party in government than it entered into negotiations with the IMF and the World Bank for a new
comprehensive stabilisation and structural adjustment programme [SAP].

The 1992 SAP

The MMD that came into government in 1991 negotiated a comprehensive and radical stabilisation and structural
adjustment package. The MMD government was keen to change the political and economic direction of the country
from the socialist orientation that had been in place since independence and was perceived to have been responsible for
the collapse of the economy. The main conditionalities for the 1992 SAP can be summarised as follows:

• Privatisation of state enterprises;

• Liberalisation of the economy;

• Removal of subsidies;

• Restructuring [downsizing] of the civil service;

• Decontrol of prices and the introduction of cost sharing for social services [education, health];

• Macro-economic reforms;

• Monetary and fiscal reforms [free exchange rate and interest rates, tightening money supply to curb inflation,
creation of an autonomous revenue authority, etc].

The government implemented the foregoing conditionalities completely, sometimes without regard to the prevailing
social and economic conditions. President Chiluba often claimed that there was no alternative to these neo-liberal
economic policies sponsored by the IMF and World Bank.

Representations to the government by several sections of the Zambian society at the adverse effects of adjustment fell on
deaf ears.

3.2 The Making Of State Owned Enterprises

In 1964, Zambia inherited a typical colonial economy that was integrated with that of the colonial power, England.
Zambia's position was further complicated by the fact that it was, in the immediate past, part of the central African
federation - the Federation of Rhodesia and Nyasaland [1953 to 1960]. In the federal configuration, the then Southern
Rhodesia, now Zimbabwe, was the dominant economic force that attracted most of the economic and social invest-
ments. Northern Rhodesia, as Zambia was then known, played the role of financier from its rich copper resources. Earlier
still, Zambia had been governed as part of the British Southern African empire [1890 to 1924].  In this set up, South Africa
was the dominant economic and industrial power that provided most of the skilled mining manpower and was the source
of the supplies and spare parts to the copper mining industry.

Zambia's economy was dominated by copper mining. Outside the Copperbelt, there were few significant investments
until the 1950s when a flourmill in Lusaka [1950], a brewery in Ndola [1951] and a cement plant at Chilanga, were
established. The cement plant was established to supply Portland cement to the Kariba hydro-electricity project and to
the mining industry. It is said that the colonial policy on Zambia was not to create a viable, self sufficient state, but one that
was an integral component of the colonial plan.

Hence, at Independence, Zambia had a weak economic base. The little industrial infrastructure that existed in Zambia
were mere 'local offices of Rhodesian branches of South African parent companies' [Prof. D. Anglin: Zambian Disen-
gagement from Southern Africa and Integration with East Africa, 1964 - 1972: A Transaction Analysis in Cooperation and
Conflict in Southern Africa by Timothy Shaw and Kenneth Head, Editors. 1976]. Most of such enterprises were distributors
of spare parts and supplies to the copper mining industry.

The nationalist government that came to power in 1964 in Zambia wished to consolidate the political independence with
economic independence: Firstly, because the nationalists had campaigned on the platform of economic and social
development and the creation of employment and, secondly, because economic independence was a critical strategy
for the survival of the young nation against the negative forces of colonialism and more importantly, the security threats
posed by the minority and racist governments in the then Rhodesia, Mozambique, Angola, Namibia and South Africa.


