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In Zambia, death of president ratchets up fears for mining sector

By CHARLES LAURIE
Zambia has unexpectedly found itself the focus of sharpened media interest since the death of
President Michael Sata on 28 October.

The fact that he has been succeeded by Guy Scott, the first white head of state in Africa since the fall of
apartheid in South Africa in 1994, means that Zambia’s political transition has become a global media curiosity.

Adding to the drama, Mr Scott’s tenure is limited to 90 days and he looks to be ineligible to run for president.
This complex scene is heightening policy uncertainty for investors, especially those in the mining sector who
face a softening commodity market and a slide toward greater ‘soft’ resource nationalism.

With the spotlight on Mr Scott and the senior political leaders jockeying for position, it is easy to overlook Zambia’s growing political
maturity.The death of a sitting head of state can easily trigger widespread violence, particularly when the health of the leader has long been
shrouded in secrecy – as was the case with Mr Sata. Yet Zambia has experienced only limited unrest, and so far appears to be carefully
adhering to the constitutional process through this transition.

For investors – particularly in long-term mining projects – this foundation of political stability is reassuring. Indeed, the forthcoming election,
which must be held by 26 January 2015, looks set to be the latest in a series of relatively peaceful polls since the country introduced multi-
party politics in 1991. Zambia is one of a handful of African countries where the orderly transfer of power is now assumed. Nonetheless, a
degree of political violence, corruption scandals and allegations that the ruling Patriotic Front (PF) has manipulated the electoral process
highlight the continuing threat of instability in the country.

Investors will be closely monitoring growing factionalism in the PF ahead of the polls, which is likely to continue to spill over into small scale
protests by PF supporters. The so-called ‘Bemba’ faction of the party is likely to support either Defence Minister Edgar Lungu or Mulenga
Sata, the late president’s son and mayor of Lusaka, in a bid for the presidency. However, there is speculation that Mulenga Sata may run
afoul of parentage rules. The ‘Kabimba’ faction, who are slightly more left-leaning and closely aligned to former president Sata, will promote
the candidacy of Wynter Kabimba, formerly the justice minister. He was sacked by the late Mr Sata in August as rumors of the president's
illness and Mr Kabimba's likelihood as a successor circulated. The 'Kabimba' group benefits from the support of acting president Scott.

While a PF victory is not a foregone conclusion, particularly if factionalism divides support for the ruling party, it is the more likely result.
Investors may therefore assume broad continuation of Mr Sata’s policy agenda. Nevertheless, questions remains as to the exact form this
will take.

Uncertainty over Mr Sata’s health drove a period of policy paralysis for the past several months, and this will continue ahead of the polls. If
Mr Kabimba wins the presidency, the lean towards populism may become more pronounced. Mr Sata came to power in 2011 on a populist
ticket, and was trending towards an even greater left-leaning stance in the period before his death. Measures such as imposing greater
royalty and tax charges on the extractives sector are emblematic of this shift. By contrast, the Bemba faction has tended to be slightly more
business friendly, particularly in respect to the mining industry. If the new president is from this faction, investors can expect policy makers to
focus upon diversifying and growing the economy as a means of gaining much-needed revenue, rather than relying on taxation of the
extractives sector.

Zambia’s serious exposure to exogenous economic shocks tied to the global prices of copper represents a storm cloud on the horizon for
investors. The development of new copper mines in the North West Province and the opening of mothballed mines in the Copperbelt have
been the primary contributors to Zambia’s sustained economic growth, with copper contributing 70 percent to the country’s export earnings
in 2014. While the country’s overall economy is forecast to grow by about 7 percent for the 2015-2019 period, copper prices dropped 7
percent in 2013 and have been volatile so far through 2014. If the current trend of weak demand and rising copper supply holds for 2015 –
as analysts expect it will – government revenues from copper exports may dip.

What is certain is that Zambia’s next president will be forced to walk a tightrope between placating investors bruised by Mr Sata’s squeeze
on the mining industry, while reassuring voters who are growing sceptical of the ruling party’s promises of improved livelihoods. In part to
assuage this growing voter fatigue, but also due to infrastructure development programmes and extravagant spending, Mr Sata left behind
debts amounting to 34.1 percent of GDP. As popular demands from increasingly frustrated voters become louder and the debt burden
grows, political leaders may once again be tempted to lean on the mining industry for greater revenue.

Dr Charles Laurie is head of Africa at risk analysis company Maplecroft.
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