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WEDNESDAY, FEBRUARY 25, 2009

I INTRODUCTION
MADAM SPEAKER, THE KWACHA HAS DEPRECIATED BY 17.1% AGAINST THE US DOLLAR SINCE THE BEGINNING OF THE YEAR.  MOST OF THIS DEPRECIATION HAS OCCURRED OVER THE PAST TWO WEEKS. THIS DEVELOPMENT HAS RAISED CONCERN ABOUT THE MAINTENANCE OF MACROECONOMIC STABILITY AND THE WIDER ECONOMIC IMPACT ON BUSINESSES AND HOUSEHOLDS IN ZAMBIA. IT IS AGAINST THIS BACKGROUND THAT I WISH TO MAKE THIS STATEMENT TO PARLIAMENT THIS AFTERNOON.
I WISH TO ADDRESS THESE CONCERNS BY FOCUSING ON THE FUNDAMENTAL CAUSES OF THE DEPRECIATION AND THE GOVERNMENT’S RESPONSE TO THE CHALLENGES FACED. I WILL ALSO OUTLINE THE OPPORTUNITIES THAT ARE PRESENTED BY THESE MOVEMENTS IN THE EXCHANGE RATE. 
II
DEVELOPMENTS IN THE FOREIGN EXCHANGE MARKET
MADAM SPEAKER, BEFORE I CONSIDER THE QUESTIONS, LET ME START BY PROVIDING AN OVERVIEW OF THE MOVEMENTS IN THE EXCHANGE RATES. WHEREAS THE KWACHA HAS DEPRECIATED QUITE RAPIDLY SINCE THE START OF THIS YEAR AS INDICATED ABOVE, THE WEAKENING OF OUR CURRENCY AGAINST THE DOLLAR REALLY STARTED IN MID 2008 AFTER THE LATE PRESIDENT MWANAWASA GOT ILL. AT THE END OF JUNE 2008, THE KWACHA CLOSED THAT MONTH AT K3, 186.11 AGAINST THE DOLLAR. BY END OCTOBER, HOWEVER AFTER THE PRESIDENTIAL ELECTION, OUR CURRENCY HAD DEPRECIATED AGAINST THE DOLLAR TO K4,646.15 OR A DROP IN VALUE OF ALMOST 46 PERCENT. BY THE END OF THE YEAR, IT HAD FURTHER WEAKENED TO K4,832.26 BRINGING THE CUMULATIVE DEPRECIATION FROM JUNE 2008 TO NEARLY 52 PERCENT. TODAY THE EXCHANGE RATE IS JUST OVER K5,500 TO THE DOLLAR, A CUMULATIVE DEPRECIATION OF ALMOST 73 PERCENT FROM JUNE LAST YEAR.
MADAM SPEAKER, IT IS NECESSARY TO BE MORE PRECISE WHEN WE SPEAK ABOUT OUR CURRENCY DEPRECIATING. HERE, I NEED TO EMPHASISE THAT THE DEPRECIATION I HAVE REFERRED TO ABOVE IS JUST WITH RESPECT TO THE US DOLLAR. BUT ZAMBIAN IMPORTERS OFTEN NEED FOREIGN CURRENCIES OTHER THAN JUST THE US DOLLAR FOR THEIR IMPORTS. AMONG THE IMPORTANT FOREIGN CURRENCIES IN THIS RESPECT ARE THE SOUTH AFRICAN RAND AND THE POUND STERLING. OTHER CURRENCIES INCLUDE THE EURO AND THE JAPANESE YEN.
THE PERFORMANCE OF THE KWACHA AGAINST THE POUND AND THE RAND IS HOWEVER QUITE DIFFERENT FROM THAT WITH RESPECT TO THE DOLLAR. AGAINST THE POUND STERLING, FOR EXAMPLE, THE KWACHA HAD DEPRECIATED BY ONLY 11 PERCENT BETWEEN JUNE  AND DECEMBER 2008 AS OPPOSED TO THE 52 PERCENT DEPRECIATION I MENTIONED EARLIER AGAINST THE DOLLAR. AGAINST THE SOUTH AFRICAN RAND, THE KWACHA’S DEPRECIATION WAS ONLY 26 PERCENT. 
IT FOLLOWS MADAM SPEAKER THAT WHEN ANALYZING THE KWACHA’S EXCHANGE RATE AND ITS EFFECTS ON THE ECONOMY, WE CANT JUST FOCUS ON MEASURING IT AGAINST ONE CURRENCY, THE US DOLLAR IN THIS INSTANCE.  A LOT HAS TO DO WITH THE SPECIFIC FOREIGN CURRENCY THAT ONE IS DEALING WITH. COMMODITY IMPORTS OR EXPORTS THAT ARE INVOICED IN US DOLLARS LIKE PETROLEUM, FOR EXAMPLE, MAY ATTRACT HIGHER AMOUNTS OF KWACHA EQUIVALENTS. BUT THIS MAY NOT BE THE SAME FOR THE COMMODITIES INVOICED IN THE RAND OR THE POUND STERLING. IN OTHER WORDS, IF WE CONSIDER THE DEPRECIATION OF THE KWACHA AGAINST A HYPOTHETICAL AVERAGE EXCHANGE RATE THAT REFLECTS ALL OUR RELEVANT TRADING CURRENCIES, THE SO CALLED EFFECTIVE NOMINAL EXCHANGE RATE AS ECONOMISTS LIKE TO PUT IT, IT BECOMES CLEAR THAT THE KWACHA HAS NOT DONE TOO BADLY.
III
CAUSES OF THE DEPRECIATION IN THE EXCHANGE RATE
MADAM SPEAKER, LET ME NOW TURN TO THE CAUSES OF THE DEPRECIATION OF THE KWACHA AGAINST THE DOLLAR AND OTHER FOREIGN CURRENCIES. A NUMBER OF THESE FACTORS ARE SHORT-TERM IN NATURE, WHILE OTHERS CAN BE ATTRIBUTED TO FUNDAMENTAL CHANGES IN THE ECONOMY.
THE SHORT-TERM CAUSES INCLUDE:
i. POLITICAL UNCERTAINTY AND THE EXCHANGE RATE;
ii. INCREASED AND BUNCHED DEMAND FOR FOREIGN EXCHANGE RISING FROM OIL, MAIZE AND FERTILIZER IMPORT REQUIREMENTS; AND
iii. SOME ELEMENT OF PANIC AND SPECULATION IN THE MARKET LINKED TO UNCERTAINTIES ABOUT THE SUPPLY OF FOREIGN EXCHANGE.
THE FUNDAMENTAL FACTORS INCLUDE:
i. A CHANGE IN INVESTOR SENTIMENTS AS A RESULT OF THE GLOBAL FINANCIAL CRISIS;
ii. THE WORSENING OF ECONOMIC FUNDAMENTALS, PARTICULARLY GROWTH AND TERMS OF TRADE, LEADING TO A REDUCTION IN FOREIGN EXCHANGE EARNINGS;
iii. THE RE-EMERGENCE OF DOLLARISATION OR THE PRICING OF LOCAL GOODS AND SERVICES IN DOLLARS; AND
iv. THE GLOBAL STRENGTHENING OF THE US DOLLAR AGAINST MOST MAJOR CURRENCIES – AS INVESTORS AND FIRMS RETURNED FUNDS TO THE LARGEST ECONOMY IN THE WORLD THROUGH ACQUISITION OF US TREASURY SECURITIES.
I WILL NOW ELABORATE ON THESE POINTS.  
POLITICAL UNCERTAINTY AND THE EXCHANGE RATE
MADAM SPEAKER, AS IN OTHER COUNTRIES POLITICS PLAYS A STRONG IMPACT ON ECONOMIC DEVELOPMENTS. THIS WAS CLEARLY DEMONSTRATED HERE IN 2008, WHEN THE UNPRECEDENTED EVENTS SURROUNDING THE DEATH OF OUR LATE PRESIDENT, GOT REFLECTED IN A DISCERNABLE MOVEMENT IN THE EXCHANGE RATE. AT THE TIME OF THE PRESIDENTS’S ILLNESS AND SUBSEQUENT DEATH, THE PRICE OF COPPER WAS STILL HIGH AND THE ONLY EXPLANATION FOR THE SHARP FALL IN THE KWACHA THAT OCCURRED THEN WAS THAT SOME PEOPLE AND INSTITUTIONS WITH INVESTMENTS IN ZAMBIA MAY HAVE FELT IT WAS NO LONGER SAFE TO KEEP SOME OR ALL THEIR WEALTH IN THE COUNTRY, ESPECIALLY THAT THEY DID NOT KNOW WHO THE NEXT PRESIDENT MIGHT BE. 
TO OUR CREDIT AS A NATION, AND AS I MENTIONED IN MY BUDGET ADDRESS TO THIS AUGUST HOUSE, THE EXEMPLARY MANNER IN WHICH WE AS A FAMILY OF ZAMBIANS HANDLED THESE EVENTS DID NOT IMPAIR FUNDAMENTALLY THE LONG-TERM CONFIDENCE THAT INVESTORS HAVE IN ZAMBIA. IT IS THEREFORE IMPORTANT THAT WE THE POLITICAL LEADERS, MUST ACT IN A MANNER THAT CONTINUES TO CONVEY CONFIDENCE IN OURSELVES AND OUR ECONOMY, AND THAT WE DO NOT TALK OURSELVES INTO TROUBLE.
INCREASED AND BUNCHED OF FOREIGN EXCHANGE DEMAND WITH RESPECT TO OIL, FOOD, AND FERTILIZER IMPORTS
MADAM SPEAKER IN 2008, THE HIGH OIL, FERTILIZER AND MAIZE PRICES WERE A CONSTANT SOURCE OF DEMAND PRESSURES FOR FOREIGN EXCHANGE. HOWEVER, THESE DEMAND PRESSURES WERE DAMPENED BY THE INCREASED FOREIGN EXCHANGE RECEIPTS FROM HIGH COPPER PRICES EARLIER IN THE YEAR AND AUGMENTED BY FOREIGN EXCHANGE SALES BY THE BANK OF ZAMBIA TO THE MARKET, PARTICULARLY DURING THE FOURTH QUARTER OF THE YEAR. OVER THE FOURTH QUARTER OF 2008, SALES TOWARDS OIL IMPORTS (AN INDICATOR OF DEMAND) AMOUNTED TO US $74.1 MILLION; SALES TO FERTILIZER SUPPLIERS, US $15.8 MILLION; AND SALES TO MILLERS, US $29.1 MILLION. HOWEVER, DURING THIS PERIOD THESE DEMAND PRESSURES WERE SPREAD THROUGHOUT THE QUARTER (I.E. THEY WERE NOT BUNCHED) AND BY AND LARGE THEY OCCURRED IN MODERATE QUANTITIES (I.E. THEY WERE NOT LUMPY). NONETHELESS, THEY WERE STILL AN IMPORTANT FACTOR IN THE DEPRECIATION OF THE KWACHA AGAINST THE US DOLLAR DURING THE FOURTH QUARTER OF 2008.  
TOWARDS THE END OF 2008 AND GOING INTO 2009, OIL AND FERTILIZER PRICES HAD FALLEN QUITE SUBSTANTIALLY, WHILST MAIZE PRICES REMAINED HIGH, PARTLY REFLECTING THE ACTIONS OF KEY PARTICIPANTS IN THE AGRICULTURE SECTOR WHO HELD ON TO MAIZE STOCKS, RESTRICTING SUPPLY AND HAD PRICED MAIZE AT IMPORT PARITY PRICES IN DOLLARS. NATURALLY, GIVEN THE GLOBAL AND, PARTICULARLY, REGIONAL FOOD DEFICITS, THESE PRICES WERE HIGH. FURTHER, FOREIGN EXCHANGE DEMAND TOWARDS FERTILIZER AND MAIZE PURCHASES CONTINUED TO BE HIGH, AND THIS TIME COINCIDED WITH THE LUMPY OIL IMPORT DEMAND.  SALES TOWARDS OIL IMPORTS INCREASED TO US $94.5 MILLION FOR THE YEAR TO FEBRUARY 20, 2009, WHILE SALES TO FERTILIZER SUPPLIERS AND MILLERS AMOUNTED TO HIGHER FIGURES OF US $27.4 MILLION AND US $24.3 MILLION, RESPECTIVELY, WHEN COMPARED TO THE WHOLE OF THE FOURTH QUARTER OF 2008. NOT, SURPRISING, THESE PRESSURES CONTRIBUTED TO THE SIGNIFICANT DEPRECIATION IN THE EXCHANGE RATE THAT WE HAVE WITNESSED, PARTICULARLY OVER THE PAST TWO TO THREE WEEKS.
THE GLOBAL FINANCIAL CRISIS AND DEVELOPMENTS IN THE EXCHANGE RATE
MADAM SPEAKER, THE IMPACT OF THE GLOBAL FINANCIAL AND ECONOMIC CRISES ON ECONOMIES AROUND THE WORLD HAS BEEN ON INVESTMENT, IMPORTS AND EXPORTS TO INDIVIDUAL ECONOMIES. IN THE CASE OF ZAMBIA,  THE INITIAL SHOCK TO THE ECONOMY WAS FELT IN OCTOBER 2008 WHEN THE COLLAPSE IN THE GLOBAL STOCK MARKETS LED TO A REVERSAL OF DIRECTION IN THE SO CALLED PORTFOLIO INVESTMENTS FROM OUTSIDE ZAMBIA. BY THIS, I AM REFERRING TO THE MONEY THAT NON RESIDENTS BRING IN THE COUNTRY TO INVEST IN ZAMBIAN BASED FINANCIAL ASSETS LIKE TREASURY BONDS AND BILLS AND SHARES ON THE STOCK MARKET. IN OCTOBER 2008, NON-RESIDENT INVESTORS MADE NET WITHDRAWALS OF US $122 MILLION DURING THE MONTH AND THIS CONTRIBUTED TO THE 14.3 PERCENT DEPRECIATION IN THE AVERAGE EXCHANGE RATE AGAINST THE DOLLAR COMPARED TO THE SEPTEMBER AVERAGE. 
MADAM SPEAKER, THE GLOBAL ECONOMIC CRISIS FIRST EMERGED AS A FINANCIAL CRISIS. SUBSEQUENTLY, THE FINANCIAL CRISIS CREATED A RECESSIONARY ECONOMIC ENVIRONMENT IN WHICH COMMODITY PRICES, PARTICULARLY COPPER, DETERIORATED SIGNIFICANTLY. IN THE CASE OF ZAMBIA, THIS LED TO A NOTICEABLE REDUCTION IN EXPORT RECEIPTS AND FOREIGN EXCHANGE SALES INTO THE DOMESTIC MARKET BY THE MINING COMPANIES. FOREIGN EXCHANGE SALES FELL TO AN AVERAGE OF US $86 MILLION PER MONTH IN THE FOURTH QUARTER OF 2008 COMPARED TO AN AVERAGE OF US $108 MILLION PER MONTH BETWEEN THE FIRST AND THIRD QUARTERS OF THE YEAR. 
DOLLARIZATION AND THE EXCHANGE RATE
MADAM SPEAKER, DOLLARISATION, OR THE QUOTING, INVOICING AND TRANSACTING IN FOREIGN CURRENCIES FOR DOMESTIC TRANSACTIONS, HAS ALSO PLAYED A PART IN THE CURRENT EXCHANGE RATE PRESSURES. WHILE DOLLARISATION IS PARTLY A RESPONSE TO UNCERTAINTY, IT HAS THE UNDESIRABLE EFFECT OF INDUCING EXCHANGE RATE INSTABILITY. TYPICALLY, DOLLARIZATION WEAKENS THE POWER OF MONETARY POLICY, AND HENCE THE ACHIEVEMENT AND MAINTENANCE OF MACROECONOMIC STABILITY, BECAUSE THE CENTRAL BANK HAS NO CONTROL OVER THE SUPPLY OF UNITED STATES DOLLARS AS IT DOES WITH ITS OWN LOCAL CURRENCY. THESE DOLLARS ARE PRODUCED AND ARE ULTIMATELY CONTROLLED BY THE FEDERAL RESERVE BANK OF THE UNITED STATES OF AMERICA. DOLLARISATION TENDS TO HAVE ADVERSE EFFECTS ON THE EXCHANGE RATE AND THE ECONOMY AT LARGE. THIS IS BECAUSE IT TENDS TO AMPLIFY THE DEMAND FOR FOREIGN CURRENCIES LIKE THE DOLLAR BECAUSE TRANSACTIONS IN SOME DOMESTIC GOODS AND SERVICES REQUIRE FOREIGN CURRENCIES RATHER THAN THE LOCAL CURRENCY. 
MADAM SPEAKER, A GOOD EXAMPLE OF THE ADVERSE EFFECTS OF DOLLARISATION IS THE OBSERVED PRACTICE IN THE AGRICULTURE SECTOR WHERE COMMERCIAL FARMERS AND MILLERS HAVE BEEN CONDUCTING TRANSACTIONS FOR LOCALLY PRODUCED MAIZE AND WHEAT IN US DOLLARS. IN SO DOING, SOME MILLERS HAVE BEEN ACQUIRING FOREIGN CURRENCY LOANS TO PURCHASE LOCALLY GROWN MAIZE. AS THE EXCHANGE RATE DEPRECIATED, THEY FOUND THEMSELVES NEEDING TO PURCHASE A FIXED AMOUNT OF FOREIGN EXCHANGE WITH AN INCREASING AMOUNT OF KWACHA, THUS ERODING THE PROFITABILITY OF THEIR BUSINESSES SINCE THEY ARE NOT ALWAYS ABLE TO PASS ON THIS HIGHER COST TO CONSUMERS. EFFORTS ON THE PART OF THE MILLERS TO LIMIT THESE LOSSES HAVE LED TO A BUNCHING OF DEMAND FOR FOREIGN EXCHANGE TO STORE VALUE, THE IMPLICATIONS OF WHICH I HAVE ALREADY OUTLINED. 
THE STRENGTHENING OF THE US DOLLAR AGAINST GLOBAL CURRENCIES
MADAM SPEAKER, IT IS ALSO IMPORTANT TO NOTE THAT THE KWACHA IS NOT THE ONLY CURRENCY THAT HAS DEPRECIATED AGAINST THE US DOLLAR. MOST OF THE MAJOR GLOBAL CURRENCIES AS WELL AS REGIONAL CURRENCIES HAVE BEEN DEPRECIATING AGAINST THE DOLLAR - AS INVESTORS FLEE TO THE ONE MARKET IN WHICH UNITED STATES DOLLARS CAN BE READILY SUPPLIED, AND THAT IS THE UNITED STATES OF AMERICA. IN THIS RESPECT, THIS SIMPLY REFLECTS THAT THE US DOLLAR REMAINS THE PRE-EMINENT RESERVE CURRENCY, REFLECTING THE SIZE AND DEPTH OF THE ECONOMY AND FINANCIAL MARKETS IT ORIGINATES. THIS IS IN SPITE OF THE FACT THAT IT WAS IN THE UNITED STATES OF AMERICA THAT THE GLOBAL FINANCIAL AND ECONOMIC CRISES ORIGINATED. 
MADAM SPEAKER, TO ILLUSTRATE THE GLOBAL STRENGTH OF THE DOLLAR LET ME PROVIDE A FEW EXAMPLES. THE POUND STERLING CURRENTLY IS 26 PERCENT WEAKER THAN IT WAS A YEAR AGO. SIMILARLY, THE RAND IS 22.5 PERCENT WEAKER, THE TANZANIAN SHILLING IS 12PERCENT WEAKER, THE UGANDAN SHILLING IS 13 WEAKER. OVER THE SAME PERIOD, THE KWACHA WAS ABOUT 30 PERCENT WEAKER THAN THE US DOLAR. CLEARLY THEREFORE, THE KWACHA’S WEAKNESS IS PARTIALLY EXPLAINED BY THE GLOBAL STRENGTH OF THE DOLLAR.
IV THE GOVERNMENT’S RESPONSE TO THE DEMAND AND SUPPLY PRESSURES IN THE FOREIGN EXCHANGE MARKET
MADAM SPEAKER, LET ME PREFACE MY REMARKS ON THIS BY ACKNOWLEDGING THE ACTIONS BEING TAKEN AT THE GLOBAL LEVEL BY THE MAJOR ECONOMIES TO ADDRESS THE ROOT CAUSES AND THE EFFECTS OF THE GLOBAL FINANCIAL AND ECONOMIC CRISES. THE FISCAL STIMULUS MEASURES BEING PUT IN PLACE ARE EXPECTED TO HELP BOOST GLOBAL DEMAND AND AVOID A SIGNIFICANTLY SHARPER GLOBAL CONTRACTION THAN THAT HAS ALREADY OCCURRED.  HERE IN ZAMBIA, YOU WILL RECALL MADAM SPEAKER THAT IT WAS ONLY LAST WEEK WHEN I RE-STATED IN THIS HOUSE THE KEY RESPONSE MEASURES TO THE GLOBAL ECONOMIC CRISIS CONTAINED IN OUR 2009 BUDGET. THE MEASURES AT THE GLOBAL AND DOMESTIC LEVEL HOWEVER WILL TAKE TIME TO BEAR FRUIT.
MADAM SPEAKER, WITH REGARD TO THE ISSUES OF UNCERTAINTY IN THE ECONOMY AND THE FOREIGN EXCHANGE MARKET THAT ARE DRIVEN BY POLITICAL FACTORS OR DEVELOPMENTS, THE APPROACH OF THE GOVERNMENT HAS BEEN TO REMAIN CALM AND TO ADDRESS THE UNDERLYING CAUSES OF DEMAND AND SUPPLY PRESSURES IN THE FOREIGN EXCHANGE MARKET IN A RATIONAL AND CONSISTENT MANNER. WE HAVE BEEN CONGNISANT OF THE NEED TO ARTICULATE IN A CLEAR AND CONSISTENT VOICE OUR BELIEF THAT THE EXCHANGE RATE MUST REMAIN FLEXIBLE AND MARKET DETERMINED, CASTING ASIDE THE SIMPLISTIC VIEW THAT WE CAN SOLVE OUR ECONOMIC PROBLEMS BY IMPOSING CONTROL MEASURES THAT OUR EXPERIENCE HAS SHOWN DICTATE WHO SHOULD GET WHAT, EAT WHAT AND WHO CAN IMPORT WHAT. MEMBERS OF THIS AUGUST HOUSE MAY REMEMBER THE SHORTAGES OF ESSENTIAL COMMODITIES WE ALL HAD TO ENDURE WHEN CONTROLS WERE IN FORCE. DO WE REALLY WANT THAT AGAIN? 
CONDUCT OF PEACEFUL PRESIDENTIAL ELECTIONS
MADAM SPEAKER, THE PEACEFUL NATURE OF THE SUCCESSION OF THE LATE PRESIDENT WAS A TESTAMENT TO THE MATURITY OF OUR POLITICAL SYSTEM. IT MUST BE SEEN AND UNDERSTOOD AS AN IMPORTANT INDICATOR OF THE FUNDAMENTAL STRENGTH OF OUR GOVERNANCE ARRANGEMENTS AND OUR ECONOMY WHICH WE SOMETIMES TAKE FOR GRANTED UNTIL WE REALIZE THAT THE PEACEFUL POLITICAL OUTCOMES THAT WE ALWAYS HAVE ARE NOT ALWAYS PRESENT IN OTHER COUNTRIES. WE SHOULD THEREFORE CONTINUE TO RESOLVE OUR POLITICAL CONFLICTS THROUGH THE APPROPRIATE GOVERNANCE STRUCTURES THAT OUR CONSTITUTION PROVIDES. THAT IS WHAT WILL GUARANTEE US A SOUND ECONOMIC BASE.
INCREASED SALES OF FOREIGN EXCHANGE BY BANK OF ZAMBIA
MADAM SPEAKER, WITH RESPECT TO THE DIRECT AND INDIRECT IMPACT OF THE GLOBAL FINANCIAL CRISIS ON THE FOREIGN EXCHANGE MARKET, THE BANK OF ZAMBIA HAS RESPONDED BY SIGNIFICANTLY INCREASING THE SUPPLY OF FOREIGN EXCHANGE TO THE MARKET, WITH THE OVERRIDING AIM OF REDUCING VOLATILITY IN THE EXCHANGE RATE AND RESPONDING TO AN EXOGENOUS SHOCK. DURING THE FOURTH QUARTER OF 2008, THE BANK OF ZAMBIA MADE NET SALES OF US $127.5 MILLION TO THE INTERBANK MARKET.  
MADAM SPEAKER, IN RESPONDING TO THE INCREASED DEMAND FOR FOREIGN EXCHANGE BY INCREASING FOREIGN EXCHANGE SALES TO THE MARKET, THE BANK OF ZAMBIA HAS BEEN MINDFUL OF THE NEED TO ADDRESS THE SHOCK TO THE FOREIGN EXCHANGE SUPPLIES, ASSOCIATED WITH THE GLOBAL DOWNTURN AND LOWER COMMODITY PRICES. HOWEVER, THE BANK OF ZAMBIA IS ALSO MINDFUL OF THE FACT THAT THE GLOBAL FINANCIAL AND ECONOMIC CRISIS DEMANDS THAT EVERY ECONOMY ADJUSTS TO THE NEW ECONOMIC REALITIES THAT THE WORLD FINDS ITSELF IN, NO MATTER ITS INITIAL CAUSES. 
AS ZAMBIA IS A SMALL OPEN ECONOMY, A FUNDAMENTAL ASPECT OF THIS ADJUSTMENT IS SOME DEPRECIATION IN THE EXCHANGE RATE. IN THE ABSENCE OF EXCHANGE CONTROLS, IT IS THIS DEPRECIATION THAT WILL RE-BALANCE THE DEMAND FOR FOREIGN EXCHANGE WITH THE SUPPLY. FOLLOWING THE FIRST POST INDEPENDENCE COPPER PRICE SHOCK IN 1975, ZAMBIA FAILED TO RESPOND APPROPRIATELY IN THE MANNER I HAVE JUST INDICATED AND INSTEAD PREFERRED TO INCREASE SHORT TERM EXTERNAL BORROWING TO MAINTAIN THE EXISTING CONSUMPTION PATTERNS. THIS FAILURE CONTRIBUTED TO THE HUGE DEBT BUILD UP WHICH WAS ONLY RESOLVED AFTER HIPC AND OTHER DEBT FORGIVENESS MECHANISMS. THIS TIME ROUND WE SHOULD NOT FALL INTO THE SAME TRAP.
FISCAL MEASURES
MADAM SPEAKER, ON ITS PART, GOVERNMENT, THROUGH THE MEASURES ANNOUNCED IN THE 2009 BUDGET ADDRESS, HAS TAKEN CONCRETE STEPS TO MAINTAIN PRUDENT FISCAL POLICY AND CONTINUE TO ENCOURAGE INVESTMENT IN OUR ECONOMY THAT WILL LEAD TO A DIVERSIFIED EXPORT BASE AND INCREASED LOCAL VALUE ADDITION BY THE ZAMBIAN MANUFACTURING SECTOR. THESE MEASURES SUPPORT EXPORT DIVERSIFICATION THROUGH INTERVENTIONS IN THE AGRICULTURE, TOURISM, AND MANUFACTURING SECTORS AS WELL AS IN THE BUILDING OF PHYSICAL AND HUMAN CAPITAL THROUGH INVESTMENT IN INFRASTRUCTURE, AND THE EDUCATION AND HEALTH SECTORS. 
IN SOME QUARTERS MADAM SPEAKER, THESE MEASURES HAVE BEEN DERIDED AS INCONSEQUENTIAL TO MEETING THE CHALLENGES THAT WE FACE BECAUSE THEY WILL PROVIDE THE GREATEST RETURN TO THE ECONOMY IN THE MEDIUM TO LONG TERM AND NOT NECESSARILY IN THE SHORT TERM. I REJECT THIS ARGUMENT COMPLETELY BECAUSE THE BEST TIME TO PLAN FOR THE FUTURE IS NOT TOMORROW, BUT TODAY. INDEED, A NUMBER OF MEASURES IN THE 2009 BUDGET, WHICH ARE AIMED AT CUSHIONING PLAYERS FROM THE GLOBAL FINANCIAL CRISIS ALREADY TOOK EFFECT FROM MIDNIGHT JANUARY 30, 2009. FURTHER, OUR CURRENT ECONOMIC CIRCUMSTANCES DO REFLECT OUR PAST ENDEAVOURS, AND IT IS CLEAR THAT DESPITE THE STRONG EFFORTS MADE, MUCH MORE COULD HAVE BEEN DONE IN THE PAST TO STRENGTHEN THE ABILITY OF THE ECONOMY TO WITHSTAND GLOBAL SHOCKS.
SMOOTHENING FOREIGN EXCHANGE TRANSACTIONS
MADAM SPEAKER, WITH RESPECT TO THE LUMPY NATURE AND BUNCHED TIMING OF FOREIGN EXCHANGE DEMAND PRESSURES ARISING FROM THE PETROLEUM, FERTILISER, AND MAIZE REQUIREMENTS, THE BANK OF ZAMBIA HAS ACTIVELY ENGAGED THE COMMERCIAL BANKS AND THE KEY PLAYERS DRIVING DEMAND FOR FOREIGN EXCHANGE TO SHARE INFORMATION ON ANY LARGE FOREIGN EXCHANGE DEMAND PRESSURES WITH A VIEW TO FACILITATING AN ORDERLY FUNCTIONING OF THE FOREIGN EXCHANGE MARKET. IN THIS REGARD, THE INCREASED FOREIGN EXCHANGE SALES TO THE MARKET HAVE TAKEN INTO ACCOUNT SOME LARGE DEMANDS FOR FOREIGN EXCHANGE BY MARKET PARTICIPANTS.  THE BANK OF ZAMBIA HAS ALSO CONTINUED TO ENCOURAGE MARKET PARTICIPANTS TO SPREAD THEIR FOREIGN EXCHANGE PURCHASES OVER A PERIOD OF TIME IN INSTANCES WHERE THESE DEMANDS ARE PARTICULARLY LARGE.
ON ITS PART MADAM SPEAKER, GOVERNMENT IS REVIEWING THE TRANSACTIONS IN THE OIL IMPORTATION SECTOR AS WELL AS FERTILIZER PURCHASES TO ENSURE THAT EFFORTS THAT IT IS MAKING TO ENSURE THAT AS IT MEETS ITS FINANCIAL OBLIGATIONS PROMPTLY SUPPLIERS DO NOT USE PAYMENTS RECEIVED TO UNDERMINE THE FOREIGN EXCHANGE MARKET. 
REDUCING DOLLARIZATION IN THE ECONOMY
WITH RESPECT TO THE CHALLENGE OF DOLLARIZATION MADAM SPEAKER, IT IS CLEAR THAT DOLLARIZATION PARTLY REFLECTS THE UNCERTAINTY THAT EXISTS IN THE MARKET WITH RESPECT TO THE RECENT DEVELOPMENTS IN THE EXCHANGE RATE. HOWEVER, IT ALSO REFLECT A FAILURE OF FIRMS AND HOUSEHOLDS, TO ADHERE TO THE LAW THAT THE KWACHA IS THE LEGAL TENDER OF THE REPUBLIC OF ZAMBIA AND THAT ALL DOMESTIC TRANSACTIONS MUST BE INVOICED AND SETTLED IN KWACHA. THE BANK OF ZAMBIA HAS HELD CONSULTATIONS WITH THE KEY REGULATORY BODIES ON THIS MATTER, AND HAS IMPLORED ALL REGULATORS TO ENSURE THAT THE FIRMS UNDER THEIR JURISDICTION FOLLOW THE LAW OF THE LAND OR FACE THE APPROPRIATE CONSEQUENCES. THE BANK OF ZAMBIA HAS CONTINUED TO SENSITIZE THE PUBLIC ON THE NEED TO QUOTE IN KWACHA AND SETTLE ALL DOMESTIC TRANSACTIONS IN KWACHA. 
IT IS MY BELIEF THAT THE CURRENT REGULATORY FRAMEWORK DOES PROVIDE THE NECESSARY POWERS TO ENSURE THAT THE LAW OF THE LAND IS ENFORCED. HOWEVER, I STAND READY TO CONSIDER MEASURES THAT STRENGTHEN EXISTING LEGISLATION TO ENSURE THAT THE ISSUE OF DOLLARIZATION IS ADDRESSED ONCE AND FOR ALL. I THEREFORE URGE ALL THOSE ENGAGING IN THIS UNDESIRABLE PRACTICE TO STOP.
IMPROVING INFORMATION FLOWS
MADAM SPEAKER, THE BANK OF ZAMBIA HAS ALSO INITIATED DISCUSSIONS WITH COMMERCIAL BANKS ON WHAT ADDITIONAL INFORMATION CAN BE PROVIDED WITH RESPECT TO THE FLOW OF INFORMATION ON FOREIGN EXCHANGE DEMAND AND SUPPLY CONDITIONS IN THE MARKET. THESE MEASURES INCLUDE THE POSSIBILITY OF PUBLISHING ON A MORE REGULAR BASIS, THE VOLUMES OR TURNOVER IN THE FOREIGN EXCHANGE MARKET. THE BANK OF ZAMBIA WILL CONTINUE TO ENGAGE ALL KEY MARKET PARTICIPANTS WITH THE VIEW TO INCREASING THE FLOW OF INFORMATION IN THE MARKET. THIS IS IMPORTANT SO AS TO ENSURE THAT MARKET CONSTRAINTS CAN BE ADDRESSED EXPEDITIOUSLY TO THE BENEFIT OF ALL PARTICIPANTS AND THE ECONOMY AS A WHOLE. FURTHER, THE BANK OF ZAMBIA WILL CONTINUE TO MAKE OTHER IMPROVEMENTS TO THE OPERATIONS OF THE FOREIGN EXCHANGE MARKET.
V OPPORTUNITIES FOR ZAMBIA AND THE WAY FORWARD
MADAM SPEAKER, THE CURRENT DEVELOPMENTS SHOULD NOT BE SEEN AS A REFLECTION OF A FUNDAMENTAL WEAKNESS IN THE ZAMBIAN ECONOMY. GOVERNMENT FIRMLY BELIEVES THAT THE ECONOMY GOING FORWARD STILL REMAINS FUNDAMENTALLY STRONG. THIS IS BECAUSE THE FUNDAMENTAL STRENGTH OF ANY ECONOMY IS DERIVED FROM THE INVESTMENTS THAT IT MAKES IN BUILDING ITS OWN PRODUCTIVE AND INTELLECTUAL CAPACITIES. IT IS IN THIS SPIRIT THAT I PRESENTED THE 2009 BUDGET TO THIS AUGUST HOUSE.
THE CURRENT EFFORTS TO STABILIZE THE GLOBAL ECONOMY THAT HAVE BEEN TAKEN BY THE BIG PLAYERS SHOULD BEAR FRUIT IN THE NEAR TERM, GIVEN THE SCALE OF INTERVENTION ACROSS THE GLOBE. WHILST FINANCIAL MARKETS IN THE MAJOR FINANCIAL CENTRES REMAIN FRAGILE, THERE ARE SIGNS THAT COMMODITY PRICES ARE STABILIZING. AFTER FALLING TO BELOW US $3,000 PER METRIC TONNES IN 2008, COPPER PRICES HAVE NOW SETTLED CONSISTENTLY ABOVE THIS LEVEL. THE CURRENT LEVEL OF COPPER PRICES IS IN FACT MUCH HIGHER THAN THE LEVEL OF COPPER AND COBALT PRICES WHEN THE MINING SECTOR IN ZAMBIA WAS PRIVATIZED AND WAS AT AN ALL TIME LOW. THE MINING SECTOR IN ZAMBIA CAN NOW BOAST OF FIRMS THAT EMPLOY THE LATEST MINING TECHNOLOGY AND MODERN MANAGEMENT METHODS AND, THEREFORE, OPERATE AT MUCH GREATER LEVELS OF EFFICIENCY.  
IN ADDITION TO THE INTERNATIONAL EFFORTS TO BOOST THE GLOBAL ECONOMY, CLOSER TO HOME OUR COOPERATING PARTNERS HAVE ALSO MADE COMMITMENTS TO SUSTAIN AND WHERE POSSIBLE AUGMENT THE LEVELS OF FINANCIAL SUPPORT THAT HAS ALREADY BEEN PLEDGED – EITHER AS DIRECT BUDGET SUPPORT, SUPPORT TO SPECIFIC SECTORS, OR IN GENERAL BALANCE OF PAYMENT SUPPORT IN RECOGNITION OF THE EXTERNAL SECTOR SHOCKS THAT THE ZAMBIAN ECONOMY HAS SUFFERED. THE GOVERNMENT IS ALREADY IN HOLDING DISCUSSIONS WITH THESE PARTNERS WITH A VIEW TO ACCESSING HIGHER LEVEL OF SUPPORT ALREADY THIS YEAR.
I WOULD ALSO LIKE TO STRESS, MADAM SPEAKER, THAT THE CURRENT LEVEL OF THE KWACHA PRESENTS A NUMBER OF OPPORTUNITIES FOR OUR ECONOMY. FIRMS THAT RECEIVE INCOMES IN FOREIGN CURRENCIES AND FACE COSTS IN LOCAL CURRENCY STAND TO GAIN SIGNIFICANTLY FROM A DEPRECIATED CURRENCY. THIS IS PARTICULARLY SEEN IN THE MINING AND TOURISM SECTORS, WHERE FIRMS HAVE TRIED TO RETAIN WORKERS AS MUCH AS POSSIBLE AS A RESULT OF IMPROVED CASH FLOW ARISING FROM THE DEPRECIATED KWACHA. EXPORTERS ALSO STAND TO GAIN, AS THEIR GOODS WILL NOW EFFECTIVELY COST LESS TO BUY. LOCAL MANUFACTURERS ARE ALSO URGED TO TAKE ADVANTAGE OF THIS SITUATION, AS THEIR GOODS WILL NOW BE MORE COMPETITIVE ON LOCAL AND FOREIGN MARKETS. IT IS IN THIS LIGHT THAT THE GOVERNMENT FIRMLY BELIEVES THAT THE FUNDAMENTALS OF THE ZAMBIAN ECONOMY STILL REMAIN STRONG.
IN CLOSING MADAM SPEAKER, THE OBJECTIVE OF GOVERNMENT POLICY WITH RESPECT TO THE FOREIGN EXCHANGE MARKET CONTINUES TO BE TO ENSURE THAT WE HAVE AN EXCHANGE RATE REGIME THAT IS FLEXIBLE AND RELATIVELY STABLE. IT IS MY FUNDAMENTAL BELIEF THAT SUCH A POLICY IS A CRITICAL PART OF OUR EFFORTS TO DEVELOP A DYNAMIC AND VIBRANT ECONOMY THAT IS ABLE TO REGISTER POSITIVE ECONOMIC GROWTH AND REMAIN POSITIVELY ENGAGED WITH THE REST OF THE WORLD. 
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