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After 100 days in of�ce, Zambia’s widely praised new president has made notable political and civil society achievements, while pledging to turn around
the country’s economy. However, his economic reforms are stalled and his government’s ability to drive meaningful change has been constrained by the
conditions of a looming IMF programme. Impatient and powerful political and business backers of the new government are increasing pressure to secure
lucrative economic stakes in the mining and agricultural sectors, including fertiliser contracts, that risk uprooting the government’s pro-investor
credentials. President Hichilema is now torn between pushing ahead with his reformist legacy or giving way to some of his loyalists’ intentions to resume
looting of state assets.

Nearly 100 days into the presidency of Hakainde Hichilema, the new president has begun to consolidate his power by replacing the military and police
chiefs, appointing a new cabinet, reinstating the central bank governor sacked by his predecessor, and seeking international support for his reformist
policies. Western countries in particular have high anticipations for Hichilema’s new government and are already renewing pledges of budget support and
debt relief. This bodes well for Zambia’s inevitable bailout deal with the International Monetary Fund (IMF) and negotiations to restructure its massive
loans with creditors such as China, bondholders, and commercial lenders. Hichilema’s administration has also made advances in press freedom and
curbing violence for which he has been praised by civil society. The new president’s main priority has been cracking down on graft, particularly legacy
state corruption that became endemic during the previous administration.

The challenges facing Zambia and its new government are overwhelming, including an unstable national grid, mining policy uncertainty, �scal and
external imbalances, unsustainable foreign debt, and cash shortages. Expectations for the new government are sky-high, particularly among young
Zambians who overwhelmingly voted for Hichilema in the August general elections. While the intent may be present, there is mounting concern that
Hichilema will be unable to meet these expectations quickly enough to avoid disappointment in his administration. The government has therefore made a
high-pro�le anti-corruption campaign the spearhead of its policies. There are renewed concerns, however, that Hichilema’s campaign is targeting political
rivals while also rewarding some of his own political and business backers. Such a campaign creates new contract frustration risks for foreign investors,
while also driving uncertainty for businesses, including those operating in key sectors such as mining and agriculture.

PANGEA-RISK outlines the 100-days record of the Hichilema administration and identi�es some of the most pressing challenges that still lie ahead,
particularly in the context of the political expectations following Hichilema’s landslide electoral victory three months ago. If Hichilema fears that he may
not meet those expectations, his government is likely to increasingly politicise the anti-corruption campaign.

Hichilema consolidates power

After becoming president in August, Hichilema swiftly appointed new military chiefs and replaced all
police commissioners after promising to end the previous government’s heavy-handedness. Hichilema
himself has been arrested over a dozen times during his political career in the opposition. In a televised
address, the new president also urged police to conduct thorough checks before detaining suspects,
stressing that “no one should be arrested before investigations are concluded,” in an apparent reference to
his own arrests and other political detainees under his predecessor Edgar Lungu. During his inauguration
speech, he promised to crack down on political “thuggery” and repression, reassuring independent media
they would no longer face tear gas or shutdowns.

Another notable appointment was Musiyalike Nyambe as Director General for the Of�ce of the President
Special Division, who will act as Zambia’s intelligence chief. Nyambe will need to rein in members of the
ruling United Party for National Development (UPND) party, who are trying to leverage Hichilema’s

presidency as an opportunity for embezzlement and fraud in an echo of previous administrations. Numerous such instances have already been reported,
and as spy chief, Nyambe is already struggling to curb extortion activities launched by supporters of the new president. Even though Hichilema has so far
been resistant to another spree of looting of state resources and has stuck to his reformist message, that may change as his supporters become
disappointed with the pace of change in Zambia under the new government.

Key political allies of Hichilema are already putting greater pressure on the new president to
carve out greater rewards for their loyalty at the 2021 elections. These include Felix Mutati, a
powerful former �nance minister who has now been allocated to the less glamorous Technology
and Science portfolio. Sources state that Hichilema does not completely trust Mutati’s loyalty,
given the former �nance minister’s previous political opportunism. Mutati wanted to be
Hichilema’s running mate to become vice president, yet he has been snubbed in the new cabinet
appointments and Hichilema will have to offer different concessions to Mutati’s camp to retain
their political support. There is a risk that the need to offer these concessions might overcome
Hichilema’s desire to clean up Zambia’s business environment, leading to the potential for more
graft and a further entrenchment of the system.

Several other Hichilema backers have been left out of the cabinet and are now also seeking
greater political and economic rewards, including Leslie Chikuse of the Republican Progressive
Party, Charles Milupi of the Alliance for Development and Democracy, the National Democratic
Congress’ Josephs Akafumba, and the National Restoration Party’s Charles Maboshe. Other
political backers include leaders of the political alliance called the Zambia We Want (ZWW), such as Kelvin Fube Bwalya and Lusaka lawyer Ernest Mwansa.
These leaders are lobbying Hichilema to have their supporters appointed to other in�uential positions, such as permanent secretaries. Several permanent
secretaries with ties to Hichilema’s business allies have already been appointed, including in the agriculture department. The main concern is that more
state of�cials will be appointed for their political allegiance rather than experience or skills. Hichilema is under growing pressure to allow his anti-
corruption campaign to be politicised by resorting to the favouritism and tribalism of his predecessors.

Hichilema has appointed a new cabinet and the main appointees have been praised for their governing experience and relatively strong records and
expertise. These include Mulambo Haimbe as Minister of Justice, Jack Mwiimbu as Minister of Home Affairs, and Sylvia Masebo as Minister of Health.
Hichilema has made transparency and curbing corruption a �agship policy in his cabinet appointments, again setting him apart from his predecessor’s
graft-tainted record. In another clean sweep, Hichilema dismissed some of the more controversial public of�cials of the previous government, such as
Treasury Secretary Fredson Yamba and several other unpopular permanent secretaries. Many of these of�cials have been tainted by graft or
mismanagement allegations. The president also asked the Lungu-appointed central bank chief to resign and he has since reinstated former central bank
governor Denny Kalyalya, who was controversially sacked last year by his predecessor three years before his term was up. The central bank appointment is
also aimed at improving relations with the IMF, which criticised Kalyalya’s dismissal last year.

Central bank cash shortages

A key priority for the new central bank governor will be dealing with crushing cash shortages.
There has been a big increase in demand for cash from the �nancial sector since the beginning
of the year, which increased further in August, perhaps due to the crop-purchasing season.

The central bank has been providing banks with more cash in order to deal with the issue,
although the central lender is now running short of liquidity. The Bank of Zambia has also
received complaints that some commercial banks have run out of cash. Sources in the banking
sector however have said that the central bank is simply not meeting cash orders from
�nancial services providers.

Zambia’s economic turnaround

Zambia’s newly appointed �nance minister Situmbeko Musokotwane is pushing ahead with talks with
the IMF on a highly anticipated Extended Credit Facility (ECF) lending programme, as he seeks to pull
the southern African country out of its protracted debt crisis. The new cabinet has approved
Musokotwane’s Budget Policy Concept Paper on the 2022-2024 Medium Term Expenditure Framework
(MTEF) and the 2022 National Budget. Ambitiously, the concept paper aims to attain economic
growth, reduce and sustain in�ation, raise international reserves, increase domestic revenue, reduce
the �scal de�cit, signi�cantly dismantle domestic arrears and curtail accumulation, reduce the pace of
debt accumulation and ensure sustainability, and overall, accelerate the diversi�cation of the economy.
The new government hopes to achieve such objectives by boosting revenue mobilisation and
broadening of the tax base, removing distortions, streamlining tax incentives, and rationalising tax
concessions. All these measures are being encouraged by the IMF and have been favoured by foreign
investors and major creditors.

However, no deal with the Fund is expected until early 2022. This timeline may be frustrated as the
extent of Zambia’s debt is �nally unveiled. In November 2020, Zambia became the �rst African country to default on its sovereign debt during the COVID-
19 pandemic after failing to keep up with payments on nearly USD 13 billion of international debt. About a quarter of the debt is held by either China or
Chinese entities via deals shrouded in secrecy clauses, complicating negotiations for IMF relief. According to a recent study by the China Africa Research
Initiative (CARI), Zambia’s debt to Chinese public and private lenders is USD 6.6 billion, almost double the amount disclosed by the previous Zambian
government. This accurately matches PANGEA-RISK’s long-time assessment of Zambia’s debts, which were repeatedly rejected by the Lungu government
since 2017. New Finance Minister Musokotwane has now �nally revealed in a public statement to parliament that Zambia’s external public debt had grown
uncontrollably over the past decade to almost USD 15 billion by June this year, including money owed by state companies.

The IMF will insist on a number of conditions before disbursing any funds to Zambia. Firstly, the Fund needs to conduct a comprehensive debt
sustainability analysis to assess Zambia’s liabilities before any staff programme can start. Moreover, to conclude ECF programme talks with the IMF,
which will anchor negotiations with external creditors including holders of the nation’s USD 3 billion Eurobonds, Zambia’s government may need to cut
energy and farm subsidies that have depleted government accounts in recent years – Zambia imports all its fuel and fertiliser inputs. That said, near-
record prices for copper, which accounts for more than 70 percent of Zambia’s export earnings, have already boosted Zambia’s �scal outlook.

Once the ECF programme is in place, Zambia can begin negotiations to restructure its external debts under a scheme known as the Common Framework
introduced in April by the G20 group of countries. These talks will be a test case for the Common Framework in which commercial creditors will vie for
equal treatment alongside Chinese creditors (and vice versa). Zambia owes at least USD 3 billion of�cially to Chinese state banks, although the real
number could be far higher since not all project �nance has been fully disclosed. In a recent media interview, Hichilema hinted that project �nance
contracts could be reviewed: “We know that the debt was overpriced in many cases, especially project related debt… We’ll look at those issues with a keen
eye and see what opportunities we have to dismantle this debt.” Hichilema has promised to restore macro-economic stability, by bringing down national
debt and restoring investor con�dence.

Politics in the private sector

Hichilema’s rhetoric has been focused on modernising Zambia and improving the
business climate – “the economy, more economy and yet more economy” is the key
focus in his �rst term. This has been accompanied by business-friendly speeches and
conferences at high-pro�le international institutions such as Chatham House. He has
particularly stated that politics must not have a role in the private sector. This sentiment
has been echoed by key ministers including new Minister of Mines Paul Chanda
Kabuswe – who said, “We must never, ever bring politics in(to) the private sector,” – and
has been welcomed by an international community looking for a Zambian economic
recovery. The UPND is a centrist liberal party, which seeks to maintain favourable
investment policies and support private sector participation in the economy, unlike the
state interventionism of the previous ruling PF party.

While the new government’s rhetoric on the role of the state in the private sector has been well-received, the reality shows a different emerging
picture. Hichilema realises that his anti-corruption campaign needs to be balanced with a pressing need to resolve cash shortages and raise
government revenues. Foreign investors are becoming more wary of subsequent contract frustration risks. While they back a clampdown on
corruption, investors are wary that there are vested interests around Hichilema that may want to use the anti-graft crackdown to eliminate or
harm commercial rivals. Foreign companies are afraid that a lack of political cover can leave them exposed. His government’s anti-corruption
campaign therefore risks turning into a politically motivated crusade to increase revenues from key sectors such as mining and agriculture,
which are major contributors to the budget.

KEY SECTOR FOCUS: POLITICISATION OF MINING

New Finance Minister Musokotwane has told the IMF that Zambia aims to raise copper production to 3
million tonnes from its current less than a million tonnes in the coming decade. This will be crucial for
debt restructuring plans going forward. The Zambia Chamber of Mines has supported the
government’s mining output ramp-up plans but has called for a more predictable environment to spur
investment. President Hichilema has promised to reduce taxes and to review mining policies, although
the nature of the planned reforms remains uncertain. These delays are making some investors nervous,
particularly as the IMF will insist on expanded state revenue collection as a condition for an eventual
ECF programme. Three months into his presidency, Hichilema’s mining policies remain unclear,
driving speculation that his government will be unable to offer tax changes being sought by the
industry.

The Zambia Chamber of Mines believes that the country’s copper producers are ready to start expansion projects worth USD 2 billion in 2021 if the
industry can reach an agreement on royalties with Hichilema’s administration. The Chamber has said that mining companies, such as First Quantum
Minerals that alone accounts for more than half of Zambia’s copper output, are ready to raise funding for copper projects, while other producers need to
spend “hundreds of millions of dollars” in capital that they have held back since 2019 because of tax changes that deterred investment. The mining
companies’ main request to the government is that they be allowed to deduct mineral royalties from the tax they pay on pro�t, according to Zambia
Chamber of Mines. The companies also want sliding-scale taxes that are levied on a pay-as-you-earn basis.

Based on previous statements, Hichilema appears favourable to such proposals, which would
potentially unlock billions of dollars in fresh investment. However, the government has so far not
implemented these policies. Hichilema, who was a senior executive with accounting �rms that advise
mining companies and a board chair of Barclays Zambia, has previously promised that he would
implement pro-business laws to encourage investment and remove “red tape”. After the 2021 elections,
Hichilema has been more muted on the mining sector and has instead focussed on broad issues such
as corruption, economic crisis and in�ation, sovereign default, and mismanagement of the
government’s response to the COVID-19 outbreak. Although Hichilema has previously promised to
revert to a VAT tax mechanism, his mining sector policies remain unclear and vague, with the
uncertainty adding to political risk concerns in the sector.

Moreover, Hichilema may seek to end the liquidation process of Konkola Copper Mines (KCM), which is majority owned by Vedanta Resources. The KCM
liquidation has resulted in many mining sector job retrenchments and stalled investments since the matter is currently under a lengthy arbitration
process. In an indication of the government’s intervention in the KCM process, in late September, Zambia’s money-laundering authority announced that
the state-appointed provisional liquidator of KCM had been arrested and charged with laundering more than USD 2 million. The probe into Milingo Lungu
is so far the highest pro�le anti-corruption instance, and it also shows that Hichilema is seeking control over KCM’s liquidation process. Assets from the
company will now be allocated to his government even though KCM still owes substantial private sector obligations.

Moreover, there are indications that Hichilema will favour his political and business backers such as mining giant Anglo American and several South
African companies that have funded his campaigns for many years. Hichilema has also had personal business interests in the Zambian mining sector.
According to the ICIJ database, Hichilema became a director of a Bermuda company, AfNat Resources Ltd., in March 2006, and resigned that position in
August, according to Appleby’s records. AfNat Resources was incorporated in 2005 and explored for nickel and other metals in Zambia and other African
countries. It was listed on London’s alternative investment market until 2010 when it was purchased by Canadian mining company Axmin for about USD
14 million. Newspaper reports in 2019 stated that Hichilema also has a stake in Mwembeshi Resources Limited, although it should be noted that such
reports are often misinterpreted for political reasons to discredit Hichilema.

KEY SECTOR FOCUS: TRIBAL INTERESTS IN AGRICULTURE

The ruling UPND party has its traditional stronghold in Western, Southern, Central, and North-Western provinces, which are mostly rural. President
Hichilema himself is from Monze in Southern province, which is the heart of Zambia’s agricultural sector. The centre of the province, the Southern
Plateau, has the largest area of commercial farmland of any Zambian province. Hichilema is reported to be the second largest cattle rancher in Zambia,
with huge landholdings in Southern province and elsewhere. He won the 2021 general elections by making inroads into the urban province of Lusaka and
the mining hubs in the Copperbelt, where the previous ruling party, the Patriotic Front (PF), was starting to lose support. The PF retains its own rural
stronghold in north and east Zambia but lost much of its urban following.

The political in�uence of Zambia is now likely to shift to the UPND strongholds in west and south Zambia, particularly around the farming lands of
Southern Province, which is dominated by Tonga-speaking elites. The results of the 2021 elections show that Zambia is now more divided along ethnic
lines than ever before since independence. There are broad perceptions in Zambia, especially among the Bemba group, that the UPND is a Tonga tribalist
party that seeks to establish a Tonga hegemony. In his cabinet picks and other state appointments, Hichilema has indeed depended mostly on Tonga and
allied groups, whereas ethnic groups from northern and eastern Zambia have been marginalised. The most notable exception is Minister of Science and
Technology Felix Mutati, a northerner, who has been disappointed by his low ranking in the new government.

Local reports state that Tonga elites are already encroaching on farming interests outside of their
southern regions and seeking to displace Bemba and other northern and eastern ethnic groups, whether
by diverting fertiliser away from the north and redistributing it to the south or by using their political
weight to secure concessions for their home regions. Hichilema is torn between shielding Zambia’s
agricultural sector from political intervention, while also rewarding his loyalists with lucrative stakes in
the economy.

Some of these backers with close proximity to the president include Maurice Jangulo who owns a
regional agribusiness. According to leaked US diplomatic cables, “Maurice Jangulo was previously
managing director of Omnia Fertilizer and moved on to establish Nyiombo Investment Limited.
Nyiombo and Omnia are the main suppliers and distributors of fertiliser and other farming inputs under
the Ministry of Agriculture Fertilizer Support Program through single sourcing, a position that has
continued to raise concerns amongst other players in the market and donor community.” In 2012, both
Omnia and Nyiombo were �ned by the Competition and Consumer Protection Commission to the amount of �ve percent of their annual turnover for
manipulating the fertiliser market. Both companies have also been investigated by the Anti-Corruption Commission (ACC).

Jangulo previously backed former president Rupiah Banda, who supported Hichilema in the 2021 elections. Through Banda’s political in�uence, Jangulo
created a business empire that included Zambezi Airlines in which Banda’s son had a stake, as well as other then-ruling party of�cials from the Movement
for Multiparty Democracy (MMD). Jangulo led Zambezi Airlines into bankruptcy in 2012 after its operating certi�cate was suspended on safety grounds.
Banda’s presidency lasted just three years, as the PF party capitalised on the rampant corruption during that era to win the 2011 election. The PF party’s
election loss ten years later and Hichilema’s ascent has created new opportunities for both the Tonga elite and the new president’s business backers such
as Jangulo’s �rm Alpha Commodities, despite a tainted governance record, to again expand their agricultural and other commercial interests under the
political cover of the UPND government. In November, the government appointed Green Mbozi, who is reportedly close to Jangulo, as permanent
secretary in the agriculture department. While Hichilema may be unaware of this connection, Mbozi’s appointment raises concerns over undue in�uence
over fertiliser contracts and other farming policy.

Critics of such political appointments say that the important agricultural sector is one area where business
must be allowed to thrive without old tribal interests playing a part. Zambia is full of small-scale farmers
that depend on their crops and a strong harvest for their income. Farming accounts for over 80 percent of
employment in Zambia. The politicisation of this sector will be a concern not just to farmers across Zambia
but also to international partners, who will regard any biased behaviour poorly. While Hichilema appears
above this kind of approach, he must ensure that his ministers and their permanent secretaries are able to
operate in a way that is fair and equitable and gives priority to businesses that put the Zambian people �rst.
Any indication that they are listening to political interests, businessmen perceived as close to the president
or his Tonga tribe, or any other non-commercial factor will not only undermine popular and international
trust in Hichilema’s presidency, but it will deter foreign investment, which is critical to spur the country’s
economic growth.

Fertiliser distribution as a political battleground

One key area of political contention is Zambia’s fertiliser import programme, known as
the Farmer Input Support Programme (FISP). Under the PF-government, the distribution
of fertilisers to farmers was skewed in favour of northern and eastern areas, even though
Southern province provides for the bulk of commercial farming output. This divergence
was based on an e-voucher system in southern regions and the direct input supply
modality scheme that favoured northern or eastern regions. Since coming to power, the
UPND government has instigated an audit of the FISP and now intends to redistribute the
fertiliser in favour of its own political strongholds. Meanwhile, UPND heavyweights such as
Vice President Mutale Nalumango are favouring some companies in the fertiliser import
scheme, such as “United Capital Fertilizer Zambia Limited” even though the company has
failed several due diligence checks and is reportedly controlled by Chinese and Zambian
individuals implicated in previous corruption scandals.

Control of fertiliser imports, just like petroleum supply contracts, have scope for political
bias. Based on recent events such as the launch of United Capital Fertilizer Zambia
Limited, the UPND is already establishing control over fertiliser contracts, at the expense of companies with existing contracts signed under the
PF government. These operations are critical to the livelihood of small-scale farmers and the agri-based economy, and any risk of disruption will
have a major impact on the welfare and income of millions of workers as well as food supplies to the rest of the country.

Vice President Nalumango is a northerner with a political background in Rupiah Banda’s
MMD party that presided over rampant corruption until ten years ago. She of�ciated at the
launch of United Capital Fertilizer Zambia Limited in October, even though the company was
at that time only 72 days old and has no reported experience in fertiliser distribution. Another
key gatekeeper in the fertiliser sector is Agriculture Minister Rueben Phiri, who is also derived
from the MMD before joining the UPND, while new permanent secretary Green Mbozi is
known to be close to Maurice Jangulo. The Zambian fertiliser market is estimated at 300,000
tonnes per year, with maize accounting for nearly 80 percent of fertiliser consumption.

In another instance of controversial single sourcing of fertiliser, social media reports recently
alleged that Minister of Information and Media Chushi Kasanda and her husband, Maurice
Jangulo, secured a government contract to supply fertiliser at a reported USD 1,400 per tonne,

a level that exceeds any price for fertiliser since independence and recalls corrupt fertiliser contracts under previous administrations. Kasanda’s
fertiliser contract is reportedly worth over USD 50 million, and the supply is targeted at Southern province farmers. The allocation of import
contracts is one of the most lucrative aspects of Zambia’s economy along with fuel distribution and copper mining, and abuse of these areas by
corrupt of�cials could undermine the president’s reform programme if not addressed.

INSIGHT

Following his landslide election victory three months ago, President Hichilema’s new government has
made a steady start with notable achievements in the sphere of press and political freedoms. However,
his approach to economic reform and policies towards the mining and agricultural sector have been
vague and the outlook remains uncertain. In fact, the new government will be limited in how extensively
it can intervene. Zambia’s debt situation means that state budgets are already strained to their limits,
and additional �nancing is likely to be hard to come by, given the recent default. In early December
2020, Zambia started of�cial negotiations with the IMF over possible �nancial support under an ECF
programme, which has limited the new government’s ability to drive reforms. The IMF debt
restructuring process will require a full IMF-World Bank Debt Sustainability Analysis, and any funding
will no doubt be accompanied by extensive conditions, most likely including a signi�cant increase in
Zambia’s debt transparency. The UPND is more likely to agree to some of the IMF’s more economically
painful conditionalities (such as privatisations, debt transparency, austerity, and public payroll cuts).

In turn, such painful economic measures and reforms would stoke socio-economic frustrations, particularly among the many youths in the capital Lusaka
and the Copperbelt mining region who voted for the UPND in this election. Many are already unhappy with the economic situation, which has seen the
price of some essential food items rise by more than half in the past year. Industrial action, political protests, and associated violence are likely to intensify
in coming months and well into next year, as the reality of the IMF’s ECF conditionalities sink in. For some foreign and domestic investment projects,
especially those contracts signed over the past ten years and with a political tie to the outgoing PF party, reviews and even renegotiations are likely.
However, the presence of the IMF and the need to attract fresh foreign investment in Zambia’s key sectors will mitigate risks to most ECA-backed and
foreign-�nanced projects. For some foreign investment projects, especially those contracts signed over the past ten years and with a political tie to the
outgoing PF party, reviews and even renegotiations are likely.

Reining in runaway corruption and, most importantly, addressing and meeting the high expectations of an angry population will not be easy. If Hichilema
gives way to his political and business supporters to capitalise on his election victory by seeking economic gain themselves, the political dividend of
Hichilema’s 2021 landslide victory will have been wasted.
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