The Economic Appraisal of the
Tanzania-Zambia Railway

TONDERAI MAKONI*

The objective of this article is to make an economic appraisal of the
Tanzania-Zambia transport links with special reference 1o the Tanzania-
Zambia Railway, through comparing the advantages and disadvantages of
the £169 million interest-free Chinese loan with a hypothetical Western loan
of equal magnitude, against the background of Zambian trade re-orientation
and the various feasibility studies of the railway link.

The Net Present Value variant of the discounted cash flow methods of
investment analysis is applied in Tables 8-11 in the economic comparison of
the possible routes TZR could have taken and in Table 13 in the comparison
of the hypothetical Western loan and the Chinese offer. The basic assumption
of the methods of discounted cash flow is that money has a time value. A
given sum of money today is normally worth more than the equal sum of
money at some future date because the ownership of the sum of money today
enables the owner to invest or consume it. The given sum of money P today
has the same value as the sum P(1+r1) one period from today, i.e., the exchange
rate between money now and money one period in the future is 1 to P(1+1).
Because money today is more desired than in the future, the money owner
can normally lend only if he receives an interest rate r on the sum lent; the
borrower can profitably borrow if his expected return from the given project
is at least equal to the rate of interest he pays for borrowing.*

Under the discounted cash flow method all expected expenditures on goods
and services for the project, including capital expenditure and all the expected
receipts from the project’s output sales are recorded. These future cash flows
in terms of expenditures and receipts are discounted to the present through
the use of an appropriate discount rate which represents the expected rate of
return from the project or the rate of interest charged on borrowed capital.
The discounting process is simply the compound interest worked backwards.
By discounting expenditures and receipts occurring at different times, these
cash flows are revalued to make them comparable to present expenditures
and receipts. After discounting to find the present value of receipts and
expenditures and after subtracting expenditures from receipts we obtain the
Net Present Value (NPV) of the project.

*Tonderai Makoni is a Research Student in Cambridge University currently working on
joint governmental manufacturing enterprise in economic integration and development
with special reference to the East African Community.
A. J. Merret and Allen Sykes, The Finance and Analysis of Capital Projects
(Longmans, 1963), pp. 3-8.
2 1 M.D. Little and J. A. Mirrlees, Manual of Industrial Project Analysis in Develop-
ing Countries, Yolume 1, “Social Cost Benefit Analysis,” (OECD, Paris, 1968),

pp. 15-22.
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be.tween Tanzama® are seen more as complementary than competitive. Indeed
this complementarity may compel competition especially between road and
rail and thus impel the transport modes to operate more efficiently. We have,
in this type of situation, a sort of built-in mechanism to ensure the best effort
from the transport modes. The links, though the emphasis is on the railway,
are seen as economically and politically justifiable.

SHORT RUN EVENTS LEADING TO THE INTENSIFICATION OF TRANSPORT LINKS
BETWEEN TANZAMA AND POSSIBLE LONG RUN CONSIDERATIONS

It was the shock of the Unilateral Declaration of Independence (UDI) by
Rhodesian settlers in 1965 that provided the immediate impulse for initiating
the far-reaching reorientation of Zambian transport trade links from Rhodesia,
Portuguese Southern Africa colonies and South Africa to Tanzania and free
Africa. What could have been a gradual process became an emergency
operation.

UDI has made Rhodesia an insecure transit country. Chances of Rhodesia
Railways being subject to African guerrilla attacks are not remote; such
guerrilla attacks on the Lobito route have disrupted Zambian traffic in the
past. Zambia’s leaders are resolved to assist in the liberation of Southern
Africa. Indeed TZR is vulnerable to settler sabotage but such vulnerability
is much less compared to having routes through enemy territory. Given
these politico-economic considerations and the unfriendliness of the ‘“‘White”
south and its allies, it becomes clear that any financial analysis of Zambia’s
outlets via Rhodesia is virtually a pointless exercise. In concerned Africa, the
immediately important issues are the preservation of independence of free
Africa and the liberation of occupied Africa. To the White colonists, the
immediate and future issue is the maintenance of the racist systems at any
cost. By facing this reality at least with respect to the near future, routes
through Southern Africa cannot be seriously regarded as the only outlets for
Zambian traffic, though currently, more than two-thirds of her trade passes

via this area.

Short-term Considerations

The immediate cause of Zambia Trade disengagement was the oil sanctions
applied against Rhodesia and which Rhodesia applied on Zambia soon after
UDIL. The Beira-Umtali Oil Pipeline serving Rhodesia and Zambia was
blockaded by the British Navy. By Christmas of 1965, Zambia had resorted
to petrol rationing. The use of the Great North Road (Zam-Tan Highway)
to transport oil and other goods was inaugurated. Of the estimated £50 million
cost of UDI to Zambia, £36 million was spent on subsidizing oil.* Oil and
copper were air freighted to Dar es Salaam for a time because the British
Prime Minister had promised to end the rebellion in a few weeks. The con-

ja_ and Zambia.
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struction of the Zambia-Tanzania Petroleum Pipe line to overcome the oil
shortage became the first step in disengagement from dependence on Rhodesia.
Trade diversion from the south was announced in 1965 as Tables 1 and 2
show. Other causes that accelerated trade reorientation in 1966 were the
announced United Nations trade sanction against Rhodesia and the Rhodesian
demand that all charges for Zambia’s mineral cargo be paid in advance and
in foreign exchange.* Despite disengagement policy, much of Zambian traffic,

Table I—ZAMBIAN IMPORTS FROM RHODESIA IN PRE-DEVALUATION BRITISH £’s

Imports from Rhodesia Total Zambia Imports Rhodesian
Share %
1964 £31.0 million £78.0 million 40
1965 £35.5 million £105.5 million 34
1966 £23.0 million £123.0 million 19
1967 £16.0 million £153.0 million 10}
1968 £11.5 million £177.5 million 7
1969 £11.0 million £156.0 million 7

Source: African Economic Development (October 1970), p. z. 16, Tables 7 and 2.

Table 2—CHANGING SHARES OF THE ZAMBIA IMPORT MARKET (%)

East
S. Africa UK. US.A. EE.C. Africa Japan Others
1964 21 17 5 5 3 2 9%
1969 22 23 10 10 3 7 17

Table 3—1969 APPROXIMATE COPPER EXPORTS BY ROUTE

Via Rhodesia — 720,000-780,000 tons
Via Dar es Salaam — 180,000-300,000 tons
Via Lobito — Up to 180,000 tons

Source: African Development (October 1970), p. 13.

An adaptation from John Leech’s article: “Why Zambia
Turned North”,

especially copper, passes through Rhodesia (see Table 3). Circumstances
compelled her to import power from Kariba Dam and Wankie coal to the value
of £8.7 million and £3.0 million respectively in 1968.

According to Leech, each month, Zambia must import 80,000 to 90,000 tons
of cargo and export 65,000 to 70,000 tons of copper for economic survival.
Exports through Lobito are difficult, because of congestion—so are copper
exports through Zam-Tan Highway. Rhodesia remains the predominant outlet.

4 African Development (October, 1970), p. 16.
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1. Summary Re
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3. Tbid., Fig. 4. g The Economist, August 12, 1967
4. Aftican Developmens (December 1970) 8. The Financial Times, October 27, 1970

il The Economist, August, 12, 1967,

Table 6—C
OMPARATIVE COST OF PETROLEUM BY MODES

Period

S e Cost|Ton-Mile (Pence)

e
Early 19;)(; Eancepency Zam-Tag Road 7
Late 1970s i e 7
Late 1970s i S gl &
Lat Railway TZR A

e 1960s Pipeline 3

2

Source: Summary Report, p. 69.

6
7

Ibid., p. 49.
See Tables 5, 6, 7.
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::{l;: 7—0—T '{imc(l)c;mru{ AND EQUALLY OWNED ZAMBIA-TANZANIA TRANSPORT LINKS BY MODES,
T TS, LENGTH AND SOURCES OF FINANCE INDIVIDUALLY ON COMPLETION

Zam-Tan Improved Zam-Tan TZR
Pipeline® Highway
Total Cost £16 million £23 million £169 million®
Length 1060 miles® 1095 miles™ 1,200 miles'
Source of Finance Ttaly West esp. USA China
Interest 6918 6%1 None
Employment ? 2,400 Up to 30,000'¢

Pipeline which was completed in 1968 and the £23 million Z.ambia-Tanzania
Highway (Zam-Tan Highway).""

Zambia, since UDI, has vigorously sought to produce alternative trade out-
lets starting with the Petroleum Pipeline which now carries enough oil to
meet her requirements, which by 1968 were 233,000 tons at a cost of £24.3
per ton, compared to $56.0 per ton along the Highway. The cost per ton is
expected to fall to $14.70 by 1980 when petroleum demand is projected to
be 450,000 short tons.*®

UDI intensified the use of the 1,200-mile Great North Road (Zam-Tan
Highway) which is being widened and tarred. Improvements are due for
completion by 1972. Summary Report on the feasibility study of Zam-Tan
Highway concluded that the project would be financially justified even with-
out developmental investment en route.’® Development investment would justify
a double bituminous surface to meet all the traffic along the route and up to
110,000 tons of copper per year by 1980, though developmental investment
would add little to total volume of traffic.2 Any road copper tonnage greater
than 110,000 tons would be carried at a loss.” Though the road was not
dependent on developmental schemes, the schemes were dependent on the
provision and availability of developmental capital.

Zambia was bound to find alternative routes because of the unequal balance
of power against her. It is possible that with Zambian independence, the

8 Zam-Tam Pipeline ownership is two-thirds Zambian and one-third Tanzanian,
«zambian Fuel,” The Economist, June 29, 1968.

9 “Zambia Special Report,” The Times, June 25, 1971.

10 “Zambian Fuel,” The Economist, June 29, 1968.

11 Summary Report, p. 3.

12 “Zambian Special Report,” The Times, June 25, 1971.

13 “Zambian Fuel,” The Economist, June 29, 1968.

14 International Bank of Reconstruction and Development (IBRD), Washington, D.C.,
Bank Release, September 25, 1968.

15 African Development (December 1970), p. 18.

16 African Development, (November 1970), p. 11.

17 “China’s gold-tipped wand hovers over Eastern Africa,” The Economist, August
19, 1967, p. 565.

18 International Bank of Reconstruction and Development (IBRD), Washington, D.C.,
Bank Release, September 25, 1968.

19 Summary Report, p. 3. "
20 Developmental investment is subsidiary investment made in order to make a main

project more profitable.
21 Summary Report, P. 9




TONDERAI MAKONI 606
unequal treaties and discriminatory charges would eventually have had to be
revised, but this would not rule out the need for alternative routes. The

certainty of her outlets depended excessively on the goodwill of Rhodesia
and her allies.

The Various Feasibility Studies of TZR

Of the four non-Chinese feasibility studies of TZR route now under
construction, the Gibb and World Bank Reports assumed that no Zambian
copper would be exported via Dar es Salaam because of Zambia’s colonjal
transport agreement arrangements. The Gibb Report unreservedly supported
the railway as a political strategy; it supported the railway conditionally as
an economic strategy.?? The economic justification of the railway rested upon
agricultural and general development of north-eastern Zambia and south-
western Tanzania. The question was one of timing. It thus recommended
agricultural modernization, commercialization and population economic educa-
tion. To promote development, the Gibb Report supported the construction
of a road network in this area of the two countries.

The World Bank went on to assume that in spite of agricultural develop-
ment, the rail link was not economically justifiable; if built it would be more
expensive to run than the outlets through Rhodesia. It rejected the railway
project, and instead recommended the building of Zam-Tan Highway and the
provision of a road network in this area of the two countries, especially in
Zambia.** This recommendation was much in line with the Gibb Report
proposals for development. Perhaps because the East African Railways and

Harbours Administration had shown that the railway link was economically
viable, the World Bank also recommended that EARHA should not invest
in transport renewal. It required that EARHA took no part in investing in
any new railway line. The World Bank recommendations in so far as they were
completely inspired by economic considerations only, indicate that it was out
of touch with realities of Africa. By assuming free outlets for Zambia through
occupied Africa, the World Bank involved itself in questionable investment
appraisal assumptions. The relevant routes for consideration as Zambian route
alternatives must surely be those through free Africa.

The EARHA recommended the project as financially profitable if after five
years of completion about 250,000 tons of copper cargo per year would use
the route.?* This target has already been surpassed by Zam-Tan Highway
copper freight of 252,000 tons in 1969 25 But the Highway will be inadequate
to transport all of Zambia’s exports. The Maxwell Stamp economic appraisal
of TZR indicated the commercial viability of the link. The Chinese com-

22 Sir Alexander Gibb and Partners Ltd. and Overseas Consultants, Inc.: Report on

Central African Rail Link Development Surye , Volumes 1 and 2 (U.K. Govern-
ment Colonial Office, London, 1952), p. 33.

23 R. S. Doganis, “Zambia’s Outlet to the Sea,” Journal of

and Policy, Volume 1, No. 1 (January, 1967), LSE., p. 51
24 Doganis, ibid., p. 50.

25 African Development (November, 1970), p. 9.
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The Economics of the Choice of Routes
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Table 9—THE P
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Tab —
able ]1—OUTSTANDING CAPITAL AT VARYING RATES OF DISCOUNT
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f Discount Route 1 Route 2 Route 3
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” ”» ”»” 9 . 55 ' 5
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o5 800 378.7 484.9 ae

i ”» » 109
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609 THE ECONOMIC APPRAISAL OF THE TANZANIA-ZAMBIA RAILWAY

Because Route 4 (Matadi) would, over a period of 40 years, not even cover
running costs, but require a yearly subsidy of $10.3 million just to cover
costs, it is ignored in the analysis. Of the remaining three routes, Route 2
shows higher outstanding capital liability than Routes 1 and 2 at any discount
rate. For any discount rate below 8 per cent, Route 1 (TZR) indicates the
least amount of capital outstanding among the three, but for rates of 8 per
cent and above, Route 3 shows the least amount of capital outstanding after

the 40-year period.

Were Zambia to have secur
over, she would find Route 3 the 1
would have been unlikely that she wo

It was also likely that the Congo wou
of the cost. Tanzania would have been most reluctant to contribute 50 per

cent to the cost of the renewal of the Kigoma-Dar es Salaam section. It is
hard to envisage the three governments agreeing to the sharing of the costs.
If the West would not finance the enterprise, it is doubtful the Chinese would
agree to back such a project. From such a project, the Congo and Tanzania

would gain only in terms of transit revenue charges. Zambia would only
tlet. No new areas in either of the

benefit from the expansion of an old ou

three countries would be developed. A cost benefit analysis of the route
variants would come out in favour of TZR. TZR provides a completely new
outlet for Zambia and opens to transport new Tanzania territories.

To Tanzania and quite likely to the Chinese, the most viable route is TZR
or Route 5 because Route 2, though it would still help to open north-eastern
Zambia to development, would only provide transit revenue to Tanzania.
Such revenue would be inadequate to finance transport provisions in vast
areas of Tanzania in need of transport facilities. However, Route 5 was found
to be too long, t00 expensive and t00 vulnerable to Portuguese war adventures
near the Tanzanian border. As it turns out, TZR route was chosen and is
now under construction. The Middle Africa Transport Survey projections

of costs and returns from the various possible routes shows that TZR route
under construction is the best.® The capital costs of TZR as estimated at
$597 million by MATS is higher than the $405.6 million Chinese loan to
finance the same route.

est rate of 8 per cent or
financially. However, it
uld agree to finance the Kalemie route.
1d not agree to meet the 50 per cent

ed a loan at an inter
east burdensome

The Chinese Loan Offer

in February 1965, China pro-
million®* to finance the
ed to do so. The offer
d North America.

When Tanzania’s President visited Peking
mised to provide an interest free loan worth £100
Tanzania-Zambia rail link after the West had declin
was greeted with widespread scepticism in Europe an

e R
30 Stanford Research Institute, Middle Africa Transport Survey (MATS), Draft Final
Report Contract No. AID Afr-503, SRI Project No. 6594 (Menlo Park, California,

August, 1968), p. 169.
African Development (November, 1970), p. 3.
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Zambia, though interested in the link, was reluctant to accept the Chinese
aid, hoping that the West would favourably reconsider the financing of TZR 52

The Chinese promise materialized when in October 1970, the construction
of the controversial Tanzania-Zambia Railway, nicknamed “Uhury Railway”
in Africa, started in earnest. The loan now quoted as £169 million®* (Sterling)
is regarded as the largest loan China has made anywhere in the world, In
Africa, this is the third largest foreign loan after the Aswan High Dam and
the Volta River Project. TZR, which is represented by Route 1 on Map 1
and is the third overland transport mode in Tanzania, will run from Dar es
Salaam to Kapiri Mposhi on the Zambian Railways 3 ft. 6 ins, gauge instead
of the one metre East African Railways gauge.

The construction expertise will be provided by China. Initially it was

people working
on TZR.*> At the latest, TZR is scheduled to finish in 1977, It was, however,
» 300 miles of the route would be completed.

e capable of carrying four million tons of

the Zambian copper belt,* provide a new
profitable outlet for landlocked Zambia, help ensure more complete Zambian

disengagement from trading with colonial Africa and promote Afro-Chinese
solidarity.

The route TZR will take differs on details from that of Zam-Tan Highway
thus helping to open up new areas. TZR will help to provide employment,
encourage the growth of towns and villages near it, enhance prospects of
industrial development, provide markets for agricultura] and industrial goods
while strengthening Zambian ties with the East African community.

The Tripartite Agreement

About the time the Maxwell Stamp study was in progress, the Chinese
made their own feasibility study which supported the project, proposed to use
labour intensive techniques and to finish building in five years.>” The construc-
tion of TZR began in earnest by October 1970.*¢* The Chinese offered to
Tanzania and Zambia a loan of about £169 million interest-free, to be divided
equally between the two. The first repayment is due in 1983.2° Payments will
be spread over a period of 30 years. At the latest the

to finish by 1977. It will carry a cargo of about th

ree to four million tons
yearly either way.

32 “ggna’s Sgsc;ld-t.ipped wand hovers over Eastern Africa,”
1967, p. 3

33 Bridget Bloom, “Tanzam Railway,” Financial Times, October 27, 1970.

34 African Development (November, 1970).

35 The Times, June 25, 1971, “Zambia Special Report”,

36 Financial Times, October 27, 1970.

37 The Economist, August 12, 1967.

38 African Development (November, 1970), p. 10.
39 1Ibid,, p. 10.

The Economist, August 12,
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1 ! LR e
In Peking in July 1970, the Tanzanian-Zamtpan-Cgmftsed’cl;;ng(t)ltteind%cate
ment finalizing the railway’s financing was s1gned.P ik gy
whether or not China will finance Dar es Salaan'l 0'11 o
the 30-year repayment time, Tanzania anfl Za{nbla w: it
about £2,766,760.4* Repayment will be in third party sty
ds these countries are supposed to earn from exports syl
o e et ol h i e vy T il o0st oF e elpdit il
i i ill meet the loc . _
Of' conStfl‘:;U:) g3v2v?llalger§f<:osgli?gl¥l:)er:cent remaining price wxllCt;Ieinthﬁrln;r;;
will tbf‘z ;‘ whic’h w}ll be rolling stock. It is rumoured thatd't atomal
vl :i)' el engines from the West. Under the ComI.no i ;' N i
r';‘l::;zgiea ::1 Zamgtlﬁa will be able to get goolc;s7 ;rir;lefhv:’?ﬁ lolave i
&ectemgsrmli?l’gnt(v)voTt;eto;oéazhf;its.goggs.t?l‘anzania currently imports about
# H 42
iy mil!ion woDrth'c(l)fl\/ICal:'ItIiln%?f gSOZO(;r cent of the costs are met locallll)s' t:‘;:g
Accordlflg tontsa‘e,:lvenly dist’ributed during the five to seven y:&ri, ;:(é L
19cal requxre;le zama will have to import about £8%.rmlhon wort hapions
i p(*331-“1)-1‘1’ alxlms that the assumption of even requirements durmgtWO i
goodS e:kall;icause higher costs are inevitable in the ﬁrst.o::iﬁohave t}; pa),,
s Tanzania is mountainous and secondly '.I‘anzan.la gt |
g i domestic reserves. Zambia especially Yvnll have to ol
ko 7 mmmodity credit beyond the building peflod to rt?cougd 0t
v s'tretch'l?onzama will about double their China imports %m e bé
CX_CSS; i s‘:h acommodity agreement less favourabl.e to. them. akls thisyhm)
. ;isadvantage of little significance. Maru.n tries to- mh. eargument
i blem at least by implication. The possible ﬂ?w in his i
s lqng'l'lm L mption of evenly distributed local requirements (stmcﬁon
agam“ th?' asig al;ment), is that he forgets that whereas locaé c?nWer b
hlgl::ri:a ';‘;;ang may be higher than the norm, these may be lo
cos

. ’ )

i i ayment.

i) Thi? iy alsi(:lcl::a:: hi;f V’;:n(zi:;::ﬁ irrfll;)o);ts from China shall nsohto:—):

o 'that' atilg, fault of the commodity agreement. So far as dilr;yso i

il t(? oy ists, it can be counterbalanced by'the fact. a i on13;

ey dls?czvanta:ge exilm ’orts have been static and thus hk.ely to mlc’:reail A

:;n ;;m :nfogtllltu;efsethe gebt repayment requirement. 1?;3;11 1;1ccr:;lsren g §iyt<; e

i necessari :

i t0 wéhiiltiazriille:;(t)ﬂil: rlcf)icgt-(;z;n (tlr:c;): and would avoid anything that

ment.

jeopardizes this prospect.

40 TIbid., p. 10.

i . 10. e
1% }rflgc’-ag Development (November, 1970), p. 10

43 Ibid., p.10.
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Considering Zambia’s initial reluctance to accept the loan, Martin’s fears
of significant reduction in the Western market in Tanzama are currently hard

who said some Chinese goods were “eminently” suitable to Zambian needs
and that they were reasonably priced.** Martin forgets that Zambia and
Tanzania will also pay China in commodities instead of foreign currency
although admittedly, commodity agreements are not necessarily the cheapest,
but neither are the monetary agreements.*® The disadvantage of any better
agreement is buying from third parties and the cheapest markets are ruled
out. More than 70 per cent of Western lenders tie the borrower to buy goods
from their specific country. It is argued that Tanzama are likely, under the
barter agreement to buy consumer goods like textiles, bicycles, fertilizer,

arms and other intermediate goods.

The value added by the Zambian half of the TZR finance of £84.5 million
to the GDP and the possible transport savings effected to gross domestic
income will depend upon the Zambian ““income multiplier” which is 1.2.4
This would lead to an income rise of more than £100 million. The expansion
of the money economy is likely to raise the size of the income multiplier,
after all the marginal propensity to consume tends to be higher in developing
countries. With increased monetization of the economy the final value added
by the investment would even be higher. Once TZR is completed, the bulk
of Zambia’s export cargo will be mainly copper and other minerals. Most
of the imports through Dar es Salaam will be industrial equipment, manu-
factured goods, agricultural machinery, fertilizer, motor vehicles and petro-
chemicals.

The Zambian concentration on transport investment has meant the diver-
sion of resources from agriculture, education, housing and other sectors of
the economy. This diversion Was unavoidable with UDI; even without UDI
a similar sacrifice would have been called for, but it would have been more
evenly spread. However, the impact of concentration on transportation has
been considerably absorbed, especially with respect to TZR loan conditions.
If we judge the extent to which transport investment has deprived other
sectors of capital, we can examine the results of the Zambian First National
Development Plan (1966-70). Satisfaction of the Plan targets was as follows : 47

44 African Development (October, 1970), p. 2.

45 At the worst, the terms of the commodity agreement are unlikely to be any worse
than the monetary arrangements Tanzama would have had ‘to accept on an
equivalent Western loan

46  Summary Report, p. 140.

47 African Development (October, 1970), pp. 10-11,
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48 The Economist, August 12, 1967, p. 565.

49 1Ibid., p. 565. D s ek :
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fistsumptwns as to what happens to interest rate d : o1 T ArpRAmaL or THE TANZEE
interest waiving and i . rate during the i
; g and interest accumulation. Th o sie penod Table 14188 '
1.2 shall be applied to give full St on it e Zambian multiplier given as NET PRESENT VALUE OF EARNINGS AND LIABILITIES IN TerMs OF 1983
The decision on whi of either of the 1
which loan is b : oans from every angl
liabilities in 1983 etter is for convenience based gle. Western Chinese
{ upon Zambian l
Table 13—INroRMATION 0t Loasy (1)  The Outcome when Interest is Waived during the
Grace Period

Kl Capit:a.l Repayment Liabilities £72.3 m £38.530 m
Value Chinese Earnings on all incomes generated 32.31 m 17.898 m
Interest £72.3 million e
ﬁon;tm ctlin Pesind 6% e sttt £84.5 million Net Present Value of Outstanding Liabilities 539.99 m £20.632 m

ethods of Construction i migs 5 3
Start of Construction Capital Intensive L:’&e:r % : ;
Fid o Comat e August, 1970 ur Intensive (I1) The Outcome when Interest Accumulates during
it o August’ ol August, 1970 the Grace Period
kol );ees i e August, 1975 Capital plus Interest Repayment Liabilities £129.470m  £38.530m
st Reinvcstmezt :: 2 VA ;or ;0 Shiis feoi 1905 1 dkss e 15,000 Earnings on all incomes generated £32310m £17.898 m
B e o 1o A Ay for 9 peany From 1374 e ]
Redemptifrrla;falrrtl:luswe of construction 13 yeqax::)G). 13 Net Present Value of Outstanding Liabilities £97.160m  £20.632m
I B August, 1983

Yearly Capital Re,
. payment .
interest waiving yment depends on grace period
Yearly Interest Re
" da payment de .
interest accumulation P on e pesiod

£2.8 million

ZAMB[AN EARN]NGS AND LIAB".IIIES FROM EITHER LDAN BY 1975

Conclusion on the Economics of the Loans

the economics of the construc-
d income generation and time,
ards to income creation and
Zambia to have

dicates that if we considered
of employment an
the Chinese with reg
truction that would enable

My analysis in
tion period alone, in terms
the Western loan wins over

Loan i i Chinese the shorter time period of cons

én;emt . £72.3 million £84.5 million an outlet more quickly, while the Chinese loan is better only in the volume

Ear[:sﬁ::c:oi g% Uil; apd the longer period of co'nstruction employment. Howe.ver, when we con-

Earilng oﬁ £g-§ m (1-06): 1973-1975 £13% ;‘?ﬁ{s 5 years sider the loans as a whole with respect 10 SIze, the rate of interest, the income

i s 6.89 7 = generated, the period of construction, the level and length of construction

Earnings by 1975 ] T employment, the period and terms of repayment, the liabilities Zambia would
£14.10 million face and even the political considerations of international investment, my

Bng)Cf;?ber 1975 earnings generated from rail evidence supports the Chinese loan as cheaper regardless of what happens
PIeeRce £1 S to the rate of interest during the grace period. The favourability of the

7.03 million* . 3 3 i s
Employees per year —_— b Chinese loan 1s enhanced the short.er the cqnstructnon period, while some
Employees earning per year 7,500 15.000 reduction in financial and economic attractiveness occurs the longer the
Employees earning for 3 years 1970-1973 £120 £120 construction period goes beyond five years. The Chinese being 2a people of
Employees earnings for 2 years 1973-1975 il m(i)mm £5.76 million surprise diplomacy would seem to prefer a shorter period of building than
: 3.60 million ublished.
o i i A £2.7 million 3 ] Specifically, if during the grace time interest payment is waived on the
By October 1975 employment gen ’ coibitiic Western loan, the Western loan would be about twice more expensive to
Plus earnings from profit minVist;m;;d 1;‘;0'"?’ f;gg million* £11.232*million Zambia than the Chinese. Because the Chinese loan is cheaper by about
; -03 million* bl £19.358 million, this mar in is significantly cheaper than the Western loan
Total Barnings by August 1975 5047 il even if the Western loangmeant fnn carlier use of the railway, regardless of
Total Earnings at 6% in terms of 1983 A il O 31 the possibility that under the Tripal:tite Agreement, the terms of the trade
ugust £32.31 million 118 agreement, the foreign exchange requirement, the local currency arrangements,
£17.898 million etc., were somewhat unfavourable to Zambia.

lating during the grace period, the Western loan

Note— *Indicates i
carnings generated as a result of impact of the multiplier 1.2).

With interest accumu

becomes about five times as €x the Chinese offer which is about

pensive as
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