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RESOLUTIONS OF THE ACF/ZNFU/MACO/FSRP MEETING ON THE 2006 NATIONAL BUDGET UNDER THE THEME “WHAT IS IN THE 2006 NATIONAL BUDGET FOR ZAMBIAN AGRICULTURE”, HELD AT PAMODZI HOTEL ON 7TH FEBRUARY, 2006

The Agricultural Consultative Forum (ACF) and the Zambia National Farmers Union (ZNFU) in collaboration with the Ministry of Agriculture and Cooperatives (MACO) and the Food Security Research Project (FSRP), organized a special stakeholder meeting on 7th February, 2006, to review the 2006 national budget. The thrust of the meeting was to ascertain what was in the 2006 budget for the Zambian agricultural sector. The meeting was attended by over 130 stakeholders from the private sector, public sector, non-governmental organisations and the donor community.

Key points of the discussion were as follows:

1. The drafting process of the budget is guided by a framework that ensures the participation of key stakeholders. Thus the budget should enjoy broad based support. However, when analysing the input vis a vis the final product (budget) it appears that there is no linkage between them. Therefore, stakeholders expressed utter frustration about the merely cosmetic nature of the consultation process within and outside the Ministry of Agriculture and Cooperatives. 
2. The budget allocation to the agriculture sector has been increasing over the past few years but is still far short of the AU/NEPAD/CAADP target of 10% by 2008. Budget releases has matched and at times exceeded allocations in the last four years.
3. Envisioned policy priorities outlined in the Fifth National Development Plan (FNDP) do not match funding priorities in the 2006 National budget. In addition, Government is implementing a strategy of only promoting maize production at the expense of key policy priority areas that can increase productivity and competitiveness within the agricultural sector, such as Irrigation, Research, Extension, Infrastructure and Animal disease control. 
4. There are over one million small and medium scale farmers in Zambia. About 150,000 better of farmers will benefit from fertilizer subsidies under Fertilizer Support Program. An additional 18,000 vulnerable but viable farmers will also receive free inputs under the Food Security Pack program. The remaining farmers will not get any direct subsidies from government but will pay VAT on inputs and have 45% of their sales revenue withheld.

5. The measures introduced under the Value Added Tax (VAT) are negative to the agricultural sector. Although farmers will be able to re-claim VAT on inputs, the standard rating of agricultural supplies and products will have the following detrimental implications:
· VAT changes will require VAT registered suppliers of standard rated products and supplies to charge VAT on their sales. Suppliers who are not VAT registered and have annual taxable turnover equal or above K200 million are required to apply for registration. Charging VAT will increase prices for agricultural supplies and products. Farmers will pay VAT on inputs while consumers will pay VAT on all products such as beef, milk, eggs, chicken etc.

· Only farmers above the K200 million threshold can register with ZRA and re-claim VAT. The total number of these farmers is estimated to be between 400 and 500. These are mostly large commercial farmers or large estates such as ZAMBEEF, York Farm, and Zambia Sugar etc. These farmers will first have to find the money to pay VAT on the inputs and re-claim it months later. This will create serious cash flow problems and increase the cost of financing in the agricultural sector.

· Small scale and emergent farmers have been discriminated against. Whereas VAT registered farmers will be able to claim VAT on inputs, small scale farmers falling below the K200 million turnover threshold will not be able to re-claim. These farmers will have to pay the 17.5% VAT charged on seed, fertilizers, agro-chemicals, stock-feeds, grain bags etc. Subsistence farmers will have to bear the full cost of the VAT changes. Commercial producers of commodities that cannot be substituted by cheaper imports may be able to pass on the additional cost to consumers. 
· In addition to paying VAT on their inputs, non-registered farmers will be charged 45% withholding tax when selling commodities to registered traders. This is a double blow to these farmers. After being denied the opportunity to reclaim VAT on inputs, these farmers will lose 45% of their sales revenue. Besides impoverishing these already poor farmers, these measures have the effect of pushing smallholder farmers into the underground economy. For example, rural cattle owners will resort to informal trade to avoid the punitive taxes.  This will in turn increase illegal movements of livestock and have negative implications for effective disease control in the country.
6. The introduction of VAT on agricultural products will in the end be passed on to the consumer. Consumers have to brace themselves for higher prices of all agricultural products except maize, mealie-meal and infant cereals. It is expected that consumer prices for agricultural commodities will rise unless cheaper imported substitutes are supplied. The goal of reducing inflation will not be met as the food component of the price index will rise.
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