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Preface 

Since e a r l y 1987, the Overseas Development I n s t i t u t e has been engaged on 
a najor piece of research under the general t i t l e : ' I n d u s t r i a l i s a t i o n i n 
sub-Saharan A f r i c a ' , i n v o l v i n g in-depth case studies of seven A f r i c a n 
c o u n t r i e s : Botswana, Cameroon, Cote d ' l v o i r e , Kenya, N i g e r i a , Zambia and 
Zimbabwe. The case study work f a l l s i n t o two d i s t i n c t p a r t s . F i r s t an 
a n a l y s i s of the i n d u s t r i a l i s a t i o n process from the e a r l y 1960s to the 
3id-1990s, followed by d i s c u s s i o n of the options f o r and p o s s i b i l i t i e s of 
accelerated i n d u s t r i a l i s a t i o n i n the l a t e 1980s and 1990s. 

This Working Paper presents the f i r s t phase of the research f o r Zambia. 
Working Papers 24 and 25 present the f i r s t phase of the research f o r 
Cameroon and Zimbabwe. I t i s a l s o a n t i c i p a t e d that the research work on 
N i g e r i a w i l l be produced as an ODI Working Paper. The f i r s t phase 
a n a l y s i s f o r Kenya and Botswana are being reproduced as Discussion Papers 
of the I n s t i t u t e of Development Studies at the U n i v e r s i t y of Sussex from 
where they can be obtained. 

I t i s a n t i c i p a t e d that the completed country s t u d i e s i n c o r p o r a t i n g both 
phases of the research work w i l l be published together as a book towards 
the end of 1989. 

Any f u r t h e r i n f o r m a t i o n on these Working Papers or the o v e r a l l research 
pr o j e c t should be addressed to Mr Roger R i d d e l l at the ODI. 
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1. INTRODUCTIOW 

The post-Independence economic development of Zambia and the 
c o n t r i b u t i o n made by manufacturing provide an example of both marked 
s i m i l a r i t i e s and d i f f e r e n c e s with other A f r i c a n c o u n t r i e s which became 
sovereign s t a t e s i n the e a r l y 1960s. There would appear to be f i v e cogent 
reasons f o r considering i n some d e t a i l the Zambian case. 

F i r s t and of most immediate contemporary i n t e r e s t , i s the abrupt 
r e v e r s a l of economic p o l i c y that was i n i t i a t e d i n May 1987 a f t e r four 
years of progressive l i b e r a l i s a t i o n of an economy th a t , since 
Independence i n 1964, had been administered i n the p u r s u i t of the 
p o l i t i c a l goal of s o c i a l i s m with humanism. Under c l o s e s u p e r v i s i o n by 
the IMF and with s u b s t a n t i a l t e c h n i c a l help from the World Bank, p r i c e 
c o n t r o l s and q u a n t i t a t i v e r e s t r i c t i o n s on imports were abolished, 
s u b s i d i e s removed from a l l but one s t a p l e product, i n t e r e s t rates r a i s e d 
to y i e l d p o s i t i v e r e a l returns on savings, p u b l i c sector employment 
compressed and, a f t e r s e v e r a l devaluations, the n a t i o n a l currency 
(kwacha) l e f t to f l o a t against the US d o l l a r with i t s r a t e set through 
weekly auctions. 

The very sharp devaluation of the kwacha produced by the f l o a t had 
given r i s e to a two-week suspension of auctions e a r l y i n 1987 which was 
h e s i t a n t l y agreed to by the IMF. I t p a t e n t l y s i g n a l l e d the unpalatable 
nature of the prescribed medicine f o r a debt-ridden economy with a 
dwindling import c a p a c i t y . But the Fund's c o n d i t i o n a l i t y remained 
unaltered, thereby s e t t i n g the scene f o r President Kaunda's May Day 
announcement r e i n s t a t i n g former c o n t r o l s and administered f o r e i g n 
exchange a l l o c a t i o n s . The Fund's Lusaka o f f i c e was closed overnight and 
the Bank's t e c h n i c a l s t a f f d r a s t i c a l l y c u r t a i l e d . 

Yet no more than a month elapsed before the Fund's Area Chief, 
speaking at a h i g h - l e v e l OAU/ECA meeting i n Abuja ( N i g e r i a ) , voiced a 
muted mea culpa for the Fund's perseverance i n i t s b e l i e f that Zambia's 
d i f f i c u l t i e s would ease from an expected upturn i n the p r i c e of i t s major 
export —copper--thus al l o w i n g the c o n t i n u a t i o n of l i b e r a l i s a t i o n with no 
s a c r i f i c e of welfare. 

The second major reason f o r analysing the Zambian case i s the stark 
i l l u s t r a t i o n i t provides of the acute hardships faced by a developing 
mono-product economy i n a d j u s t i n g to a h o s t i l e e x t e r n a l environment. Well 
over 90% of Zambia's f o r e i g n exchange earnings have come from sales of 
copper and some lead and z i n c . Production bottlenecks i n Zambia, weak 
world p r i c e s and demand f o r non-ferrous m e t a l s — l a r g e l y the r e s u l t of the 
i r r e v e r s i b l e s u b s t i t u t i o n of man-made p r o d u c t s — the absence of f o r e i g n 
investment, d i m i n i s h i n g a i d flows i n r e a l terms, expensive commercial 
loans, combined to aggravate the country's e x t e r n a l sector 
c o n s t r a i n t . 

Third i s the model way i n which the Fund's and the Bank's precepts 
concerning management p r a c t i c e s , cost accounting, cross-borrowing among 
p a r a s t a t a l s , p u b l i c wage r e s t r a i n t and the reduction i n current o u t l a y s , 
were followed by Zambia. P u b l i c sector e n t e r p r i s e s achieved commendable 
r e s u l t s i n i n t r o d u c i n g a t i g h t and up-to-date system of management 
r e p o r t i n g that can provide decision-makers with most of the information 
they u s u a l l y r e q u i r e . To that extent Zambia i s i n advance of other SSA 
developing countries with large p u b l i c sectors and which are unable to 



monitor t h e i r a c t i v i t i e s and steer t h e i r economies through troubled 
times. 

Fourth, Zambia t y p i f i e s the p o s t - c o l o n i a l experience of most SSA 
countries i n a c q u i r i n g f o r e i g n technology. F r e s h l y i n s t a l l e d p o l i t i c i a n s 
and a d m i n i s t r a t o r s l a c k i n g t e c h n i c a l support hastened to demonstrate to 
t h e i r e l e c t o r a t e the s t r u c t u r a l changes that p o l i t i c a l independence 
allowed. The absence of r e l i a b l e b a s i c s t a t i s t i c s precluded the 
preparation of sound f e a s i b i l i t y s t u d i e s . Turnkey f a c t o r i e s were f o i s t e d 
on these c o u n t r i e s , f r e q u e n t l y too large f o r t h e i r requirements and 
export p o t e n t i a l , and with technology i l l - adapted to t h e i r f a c t o r and 
resource endowments. Import s u b s t i t u t i o n became i n e f f i c i e n t and found no 
dynamic o u t l e t s even i n neighbouring c o u n t r i e s . Regional trade lacked 
complementarities as c o u n t r i e s engaged i n easy import s u b s t i t u t i o n , 
i n v o l v i n g f i r s t - s t a g e processing of commonly a v a i l a b l e raw m a t e r i a l s , or 
end-of-process manufacturing/assembling. In t h i s e a r l y period of 
a c c e l e r a t i n g i n d u s t r i a l i s a t i o n , l i t t l e heed was paid to debt monitoring 
and hopes were pinned on an ever-expanding volume of f o r e i g n t r a n s f e r s . 

F i n a l l y , one cannot but be impressed by the remarkable r e s i l i e n c e of 
Zambia's s o c i a l f a b r i c , woven l o o s e l y from 73 t r i b e s and with about as 
many d i a l e c t s or languages, and which has withstood f o r w e l l over a 
decade the burden of repeated reductions m r e a l incomes and consumption. 

To paraphrase a Nobel Poet Laureate - Joseph Brodsky - the q u a l i t y 
of r e a l i t y always l i e s i n the search f o r a scapegoat. At the time of 
w r i t i n g . Fund-sponsored measures, as backed by the World Bank, however 
widespread t h e i r acceptance i n other T h i r d World c o u n t r i e s , have become 
the f o c a l point of a l l past d i f f i c u l t i e s and f r u s t r a t i o n s m Zambia. New 
reforms to back up the p o l i c y turnaround have been slow to appear. Some 
discarded precepts may w e l l have to be presented i n repackaged form 
before l i g h t appears at the end of the tunnel i n Zambia. 

The remainder of t h i s paper i s d i v i d e d i n t o s i x s e c t i o n s , beginning 
with an overview of the Zambian economy from the time of Independence to 
1986. I t h i g h l i g h t s the c o n t r i b u t i o n made by the manufacturing sector, 
defined to exclude mining and quarrying and f i r s t - s t a g e processing of 
a g r i c u l t u r a l raw m a t e r i a l s (cotton g i n n i n g , c a t t l e s l a u g h t e r i n g ) . This 
i s followed by the c o n s i d e r a t i o n of r e l a t i v e successes and f a i l u r e s , and 
the o v e r a l l performance of manufacturing a c t i v i t i e s . Factor 
p r o d u c t i v i t y , l e v e l s of p r o t e c t i o n and e f f i c i e n c y i n the use of domestic 
resources to earn f o r e i g n exchange are discussed i n s e c t i o n four. Then 
c o n s i d e r a t i o n i s given to i n t e r - i n d u s t r y l i n k a g e s , with p a r t i c u l a r 
a t t e n t i o n to those of the food processing sub-sector. Section s i x gives 
a synopsis of the l i b e r a l i s a t i o n measures introduced i n the e a r l y 
e i g h t i e s and the e f f e c t s they had on the p r i v a t e and p a r a s t a t a l 
manufacturing. Given the predominance of the l a t t e r i n Zambian i n d u s t r y , 
improvements i n t h e i r management p r a c t i c e s and cost accounting are 
touched upon, since developments i n t h i s area are considered important 
f o r the f u t u r e of i n d u s t r i a l i z a t i o n : they deserve p u b l i c i t y , i f not 
emulation i n the Sub-Saharan region. The f i n a l s e c t i o n o u t l i n e s the 
steps that followed the abandonment of the IMF programme of 
l i b e r a l i s a t i o n , p u l l s together the f i n d i n g s and hazards some t e n t a t i v e 
conclusions concerning Zambian manufacturing. The annex contains basic 
data on the Zambian economy. 



2. ECONOMIC OVERVIEW: STRUCTURAL CHANGE AND MANUFACTURING 

Government i n t e r v e n t i o n i n the management of the Zambian economy 
has i t s roots i n the c o l o n i a l marketing monopoly of the major 
a g r i c u l t u r a l products. A f t e r the achievement of independence i n 1964, the 
concurrent boom i n copper p r i c e s r a i s e d f i s c a l revenue to a record l e v e l 
of 25% of Zambian GDP, all o w i n g heavy p u b l i c expenditure on economic and 
s o c i a l i n f r a s t r u c t u r e , along with the n a t i o n a l i s a t i o n of p u b l i c u t i l i t i e s 
and t r a n s p o r t , and the a c q u i s i t i o n of majorit y shares i n mining and m 
many manufacturing e n t e r p r i s e s . The Rhodesian u n i l a t e r a l d e c l a r a t i o n of 
independence i n 1965 and Zambia's e f f o r t s to reduce i t s strong economic 
l i n k s with i t s d i s s i d e n t neighbour, stimulated import s u b s t i t u t i o n 'I/S) 
but also ushered i n t i g h t trade and f o r e i g n exchange c o n t r o l s . 

State c o n t r o l was exercised through a pyramidal s t r u c t u r e of p u b l i c 
holding companies, with the Zambia I n d u s t r i a l and Mining Corporation 
(ZIMCO) the apex, embracing a l l formal mining, most of the manufacturing 
and some s e r v i c e a c t i v i t i e s . Thanks to high l e v e l s of p r o t e c t i v e t a r i f f s 
and s t r i c t l i c e n s i n g , manufacturing output made r a p i d s t r i d e s . 
S t a t e - c o n t r o l l e d e n t e r p r i s e s received a d d i t i o n a l support 
from c r o s s - s u b s i d i z a t i o n as and when requ i r e d . 

Urban centres were the main b e n e f i c i a r i e s of Zambia's e a r l y 
development st r a t e g y . Urban l i v i n g standards improved markedly during 
the 1964-74 decade when the nation's gross output rose at an average 
annual 4% rate i n r e a l terms. But i n 1974 Zambia's index of export unit 
values - dominated by copper p r i c e s - reached i t s z e n i t h and began a 
secular d e c l i n e (see tables 1 and 2). 

Table 1 

Zambia's copper p r i c e s and derived r a t i o s 

Year/period Current p r i c e Const.1982 p r i c e Copper terms of trade 
US$/MT ce n t s / l b c e n t s / l b (1970-74 = 100)* 

1965-69 av. 1,333 60 195 127 
1974 2,059 93 155 101 

1970-74 av. 1,482 67 154 100 
1975-79 av. 1.459 66 83 54 
1980-84 av. 1,675 76 74 51 

1985 1,417 64 61 43 
1986 1,373 62 (51) (40) 
1987 (II) 1,546 69 (60) (44) 

* Note: Current p r i c e index d e f l a t e d by the CIF value index of 
i n d u s t r i a l c o u n t r i e s ' exports to developing c o u n t r i e s . 

Source: World Bank, Commodity Trade and P r i c e Trends, various issues 
and I n t e r n a t i o n a l Monetary Fund, I n t e r n a t i o n a l F i n a n c i a l S t a t i s t i c s , 
v a r i o u s . Figures i n brackets are author's estimates. 



Commodity terms of trade and exchange r a t e s , 1970-85 
( 1980 = 100) 

1970 •73 '75 '77 •79 •81 •83 '85 

Export u n i t value 68 81 61 63 92 82 76 68 

Import u n i t value 26 36 50 56 78 102 93 91 

Terms of trade 263 223 122 113 119 81 82 75 

Export purchasing 
power 299 242 124 124 136 81 69 46 

US$/kwacha market 
exchange r a t e 1.4 1.5 1.6 1.3 1.3 1.1 0.8 0.4 

Source: UNCTAD, Handbook of S t a t i s t i c s , 1986 IMF, I n t e r n a t i o n a l 
F i n a n c i a l S t a t i s t i c s , 1 9 8 6 . 

Zambia's output of r e f i n e d copper d e c l i n e d s t e e p l y from i t s 1976 
peak of 713,000 metric tons to a low of 479,000 mt i n 1985. During the 
seventies, the e f f e c t of the f a l l i n copper p r i c e s was to reduce by over 
40% the r e a l value of Zambia•s commodity exports. In terms of the 
country's overvalued n a t i o n a l currency ( k w a c h a ) c o p p e r production costs 
soared above the world market p r i c e . By 1970 tax revenue from mining 
a c t i v i t i e s had dropped to i n s i g n i f i c a n t l e v e l s and mining companies 
ceased paying out dividends. 

There were no o f f s e t t i n g developments. I n d u s t r i a l d i v e r s i f i c a t i o n was 
discouraged by the high exchange rat e and by the stringency of p r i c e and 
f o r e i g n exchange c o n t r o l s . Capacity u t i l i z a t i o n i n the mainly 
inward-oriented manufacturing i n d u s t r i e s plummeted as the procurement of 
imported inputs became ever more d i f f i c u l t , even with recourse to 
e x t e r n a l borrowing and s u p p l i e r c r e d i t . 

The r e l a t i v e s e c t o r a l and branch performances during the 15 years 
f o l l o w i n g 1970 were such as to r a i s e the shares of s e r v i c e s and of 
manufacturing w i t h i n a stagnating volume of output. Gross domestic 
investment's share i n t o t a l output s l i d from 28% i n 1970 to 24% i n 1980 
and to a mere 14% i n 1985. P u b l i c and p r i v a t e expenditure on GDP 
followed a s i m i l a r trend, but with the l a t t e r expanding at double the 
rat e of the former (see t a b l e s 3 and 4). 

These f i g u r e s b r i n g out the sharp d e c e l e r a t i o n a f t e r 1974 of the 
c o n t r i b u t i o n of the manufacturing sector to GDP, u n t i l a recovery was 
sparked o f f i n 1984 by a s e r i e s of l i b e r a l i s a t i o n measures. I t a l s o 
h i g h l i g h t s the diminution over the twenty year span i n per c a p i t a r e a l 
income, as Zambia's population increased by w e l l over one m i l l i o n . 



Growth of GDP & s t r u c t u r e by type of expenditure & economic a c t i v i t y 
1960 - 1985 (percent) 

Real average growth of GDP 1960-1970 1970--1980 1980-1985 
8.3 1.0 -0.3 

A.Expenditure: 1970 1980 1985 

Govt f i n a l consumption 16 26 23 
P r i v a t e 39 55 62 
Gross domestic investment 28 23 14 
Exports 54 41 32 
(Less) Imports (37) (45) (35) 

B. S e c t o r a l C o n t r i b u t i o n ; 

A g r i c u l t u r e 11 14 15 
Manufacturing 10 19 21 
Mining, quarrying, p u b l i c u t i l . 37 33 15 
Construction 7 4 3 
Wholesale 4 r e t a i l trade 10 12 13 
Transport & communications 4 6 5 
Other s e r v i c e s i n c l . Govt. 20 27 28 

Source: UNCTAD, i b i d . ; World hank, Country Economic Memorandum, 
vari o u s . 



S e c t o r a l growth of r e a l GDP and of manufacturing sub-sectors 
(per cent) 

C o n t r i b u t i o n to GDP by: 1965- -70 70-74 74 -75 75 -79 79 -83 84-85* 

A g r i c u l t u r e -2 1 2.5 4 3 0 5 1 8 9.2 
Mining & quarrying 0 4 0.8 -9 8 -2 2 4 7 -5.3 
Manufacturing 11 4 8.5 -11 9 0 8 3 1 8.9 

Per c a p i t a r e a l GDP -1 3 0.7 -5 4 -4 2 -1 4 0.0 

Manufacturing index (Weight 
(1973 = 100) (100) n a. 7.8 -4 6 -2 3 1 1 11.2 
Food, bever.tobac. (31) 4.3 -2 1 -3 4 0 4 -22.0 
T e x t i l e s , c l o t h i n g (12) 7.2 -0 1 5 7 -22 5 25.7 
Wood S wood prod. (4) 9.3 -34 4 -4 2 -13 4 21.1 
Paper and p.prod. (5) 9.0 14 2 -4 5 -3 6 23.9 
Chem.rubber,plastic(19) 13.6 -10 6 0 0 -4 5 8.3 
Non-metallic miner. (7) 3.8 3 8 1 5 -3 2 107.0 
Basic metals** (2) 6.1 -34 3 4 0 -5 9 -5.7 
Metal f a b r . i other (20) 10.3 -6 7 -13 2 3 5 18.4 

manufacturing 

Notes: 
* p r o v i s i o n a l 6 month annual ra t e 
** excluding copper r e f i n i n g . 

Source: C e n t r a l S t a t i s t i c a l O f f i c e , Monthly Digest of S t a t i s t i c s , 
v a r i ous i s s u e s ; World Banls, Zambia, I n d u s t r i a l P o l i c y and 
Performance, 1984 and i b i d . 

The p a t t e r n of manufacturing s u b - s e c t o r a l growth was g e n e r a l l y 
uniform m expanding to the watershed year of 1974, l e d by chemicals, 
p l a s t i c s and rubber (ISIC 35), followed by metal products and other 
manufacturing (ISIC 38-39). Together these sub-sectors accounted f o r 
about 40'% of t o t a l manufacturing output. However, they were al s o part of 
the subsequent d e c e l e r a t i o n . Buoyant p r i v a t e and p u b l i c consumption 
supported the t e x t i l e s and c l o t h i n g sub-sector (ISIC 32) i n the face of 
the o v e r a l l d e c l i n e . 

Behind these changes l a y r e l a t i v e s h i f t s i n investment. Thus metal 
products and other manufacturing absorbed over 70% of f i x e d c a p i t a l 
formation during the boom years and no l e s s than 45% of a l l new 
investment during most of the 1975-85 decade. F e r t i l i z e r and f a b r i c a t e d 
metal products were the ch i e f a t t r a c t i o n . The l a t t e r branch, along with 
other manufacturing, were al s o the most r e s i l i e n t to d e c l i n e i n the years 
preceding l i b e r a l i s a t i o n . 

Zambia's manufacturing performance 1970-84 i s d i s t r e s s i n g l y poor 
even i n the context of developing A f r i c a , as UNIDO data, reproduced i n 
Table 5, i l l u s t r a t e . The only Zambian sector to exceed the A f r i c a n 
average i n growth was a g r i c u l t u r e ! 



A f r i c a n comparative growth r a t e s , by s e c t o r , 
at 1980 p r i c e s , (per cent) 

Sector Period Zambia A l l developing A f r i c a 

A g r i c u l t u r e a) 1970-80 3.1 0.1 
b) 1981-84 2.3 1.7 
c) 1970-84 2.1 0.4 

T o t a l i n d u s t r i a l 
a c t i v i t y (MVA m c l ) a) 0.4 2.8 

b) -2.8 0.9 
c) 0.3 1.1 

Manufacturing (MVA) a) 0.4 5.3 
b) -4.4 2.1 
c) 0.5 5.0 

Construction a) -1.7 8.4 
b) 5.4 -3.4 
c) -3.0 6.0 

Wholesale & r e t a i l 
trade, h o t e l e t c . a) -2.0 3.7 

b) -4.6 -1.0 
c) -1.4 3.0 

Transport, storage & 
Communications a) 2.0 6.7 

b) -1.4 0.8 
c) 0.7 5.7 

Other s e r v i c e s a) 1.1 6.3 
b) -0.7 2.8 
c) 1.6 5.9 

Per c a p i t a a) -2.6 2.4 
manufacturing b) -7.5 -0.9 
value added (MVA) c) -2.6 2.1 

Source: UNIDO, S t a t i s t i c s and Survey U n i t . 

The narrowing f i s c a l base, r e s u l t i n g from the drop i n mining p r o f i t s 
a f t e r 1975, l e d the a u t h o r i t i e s to finance current expenditure by heavy 
borrowing from the c e n t r a l bank, a l b e i t whose c r e d i t p o l i c y remained 
g e n e r a l l y r e s t r i c t i v e f o r fear of exacerbating i n f l a t i o n a r y pressure. 
D e f i c i t f i n a n c i n g thus pre-empted c r e d i t required by the p r i v a t e s e c t o r , 
o b l i g i n g i t to turn to f o r e i g n lenders. However the d e f i c i t f i n a n c i n g 
increased the money supply which, i n the face of reduced import volume 
and d e c l i n i n g domestic output, rendered p r i c e 
s t a b i l i z a t i o n i l l u s o r y . 

What e f f e c t s d i d s t r u c t u r a l change have on income d i s t r i b u t i o n i n 
Zambia? In the competition f o r dwindling resources peasants l o s t out to 
unionized i n d u s t r i a l labour. M i g r a t i o n to c i t i e s became ever more 



massive: between 1969 and 1980 the urban share i n t o t a l population jumped 
from 29% to 43% and the rural/urban terms of trade d e t e r i o r a t e d ^ . 

Whereas before the watershed year (1974) the r a t e of increase i n the 
cost of l i v i n g of low income groups t r a i l e d behind that of the higher 
ones, the reverse occurred i n subsequent years and became pronounced 
a f t e r s u b s i d i e s began to be removed i n 1982. I n d i r e c t evidence suggests 
that the already slcewed income d i s t r i b u t i o n curve revealed by the 1976 
household survey, became more so. Unemployment grew considerably as job 
openings i n the formal sector grew at l e s s than the n a t u r a l population 
increment, and s t i l l l e s s than the r a t e of u r b a n i s a t i o n . 

With Government f i r m l y i n c o n t r o l of the economy's commanding 
heights and w i e l d i n g powerful p o l i c y instruments, one would have expected 
to see a weakening of the economy's economic, f i n a n c i a l , and 
t e c h n o l o g i c a l dependence on f o r e i g n sources. But there i s l i t t l e evidence 
to show that t h i s occurred. 

Zambia's GDP has h i s t o r i c a l l y exceeded n a t i o n a l income (GNP) due to 
s i g n i f i c a n t resource outflows i n the form of investment income and 
e x p a t r i a t e s a l a r i e s . These accounted f o r no l e s s that one-sixth of 
domestic savings throughout the s e v e n t i e s — f u n d s which could have been 
channelled i n t o productive a c t i v i t i e s l o c a l l y . Averaging some US$ 135 

Table 6 

Selected c a p i t a l flows, current kwacha m i l l i o n 

1970. 1975, 1980, 1984 

P r i n c i p a l i n f l o w s : 1970 1975 1980 1984 

L/T p r i v a t e c a p i t a l , n e t -98 155 -99 -32 

S/T i n c l . 
p a r a stat. equity 142 21 38 n.a. 

L/T Centr. Gov. borrowing 14 85 259 129 

Grants to C e n t r a l Gov. 4 3 26 23 

S / t o t a l 62 265 224 120 

P r i n c i p a l outflows: 
Investment income, net 62 80 95 371 

S a l a r i e s & g r a t u i t i e s 35 45 48 36 

S / t o t a l 97 125 143 407 

Net movements -37 +141 +81 -287 

Source: CSO, o p . c i t . and N.S.Makgetla, Investment i n the T h i r d World: 
the Zambian experience. U n i v e r s i t y of Zambia, 1984. 



m i l l i o n annually, t h i s resource t r a n s f e r represented 3-4% of Zambia's 
GDP. The l e g a l resource outflow between 1975 and 1980 t o t a l l e d kwacha 950 
m i l l i o n , while the t o t a l value of new d i r e c t and i n d i r e c t f o r e i g n 
investment i n t h i s period came to K 875 m i l l i o n ! Some supporting data on 
the p r i n c i p a l c a p i t a l flows are provided i n table 6. 

In a p a r a l l e l development, the share of non-concessional flows 
( i n c l u d i n g d i r e c t investment) i n net f i n a n c i a l r e c e i p t s by Zambia dropped 
p r e c i p i t o u s l y , as demonstrated by the f i g u r e s below: 

Table 7 

Net C a p i t a l Flows to Zambia , 1970--1983 

1970 1975 1980 

a) T o t a l net flows (US$ mn) 27.0 311.1 353.1 

b) of which non-concessional 13.5 112.7 57.8 

b) as per cent of a) 50% 36% 16% 

1983 

Source: UNCTAD o p . c i t . t a b l e 5.5. 

During the lean post-1975 period Zambia's f o r e i g n partners were 
loathe to engage i n d i r e c t investment. As the p r o f i t s of mining 
companies vanished, they and others sought Government guarantees on 
ex t e r n a l borrowing which, i n e f f e c t , f a c i l i t a t e d the outflow of company 
funds, i n t e r a l i a , through i n t r a - f i r m procurement. 

Debt s e r " i c i n g became p r o g r e s s i v e l y more burdensome. Zambia's long 
terra debt s e r v i c e r a t i o climbed sharply from a mere 5.5% of the value of 
exports i n 1970 to 18.6% ten years l a t e r i . e . considerably above the 
13.6% average m 1980 fo r a l l middle-income developing c o u n t r i e s . From 
1975 onwards, the Government f e l l behind i n i t s repayment o b l i g a t i o n s , 
c r e a t i n g an arrear s p i p e l i n e of K700 m i l l i o n by 1983. Reschedulings 
followed, a l l o w i n g the debt s e r v i c e r a t i o to f a l l to 16.2% i n 1984. In 
the meantime, heavy drawings on the IMF brought Zambia's non-negotiable 
debt to that agency to SDR 640 m i l l i o n , equal to 4/5 of the country's 
annual export earnings. Investment during the l a t e seventies rose and 
f e l l with the l e v e l of grants received by the Government, plus IMF loans. 

During t h i s period about one-third of a l l p a r a s t a t a l investment was 
financed by f o r e i g n funds borrowed by Central Government. Since the 
mining sector was s t i l l perceived as the most promising one by the, 
n a t i o n a l a u t h o r i t i e s , f o r e i g n lenders and shareholders a l i k e , 
concentration of investment i n mining was perpetuated to the detriment of 
s e c t o r a l balance and i n d u s t r i a l d i v e r s i f i c a t i o n . S t r u c t u r a l change i n 
Zambia i n the per i o d 1973-1980 was i n s i g n i f i c a n t , as can be judged from a 
rough breakdown of i n d u s t r i a l output i n t o : 

-consumer goods (ISIC 31,32,39) 
-intermediates (ISIC 33 - 37) 
- c a p i t a l goods (ISIC 38). 



The share of the f i r s t category rose from 57% m 1973 to j u s t 
over 60% i n 1980, intermediates' share dropped from 28% to 25% and that 
of c a p i t a l goods remained unchanged at 15%. 

Investment i n manufacturing, i n r e a l terms, stayed at about one-half 
of I t s 1975 l e v e l through the e a r l y e i g h t i e s . New investment stuck to 
t r a d i t i o n a l paths, f a i l i n g to reduce i n any s u b s t a n t i a l way Zambia's 
ex t e r n a l dependence and to promote s e l f - r e l i a n c e . Import s u b s t i t u t i o n 
continued to focus on consumer goods^. Investment i n the manufacture of 
a g r i c u l t u r a l implements was put o f f by the absence of r u r a l c r e d i t and 
adequate extension support. The p a r a s t a t a l s continued to be guided by 
short-term market c o n s i d e r a t i o n s , as determined by the s t r u c t u r e of 
purchasing power and hence biased towards the production of 
n o n - e s s e n t i a l s " . 

The ownership s t r u c t u r e of manufacturing e n t e r p r i s e s f o r the years 
1973 and 1980 i s set out i n t a b l e 8. The wholely state-owned u n i t s 
include s t a t u t o r y bodies and establishments of c e n t r a l and l o c a l 
government. P a r a s t a t a l companies are those i n which ZIHCO had m a j o r i t y 
shares, whether they were f u l l y or p a r t l y owned. The p r i v a t e companies 
include a few i n which ZIMCO had m i n o r i t y holdings. 

The important food, beverages and tobacco sub-sector was dominated 
by S t a t e - c o n t r o l l e d firms throughout the years under review.. I t should 
be remembered that 45% of p a r a s t a t a l s were j o i n t l y owned with f o r e i g n 
i n t e r e s t s and that as l a t e as i n 1982 the f o r e i g n equity share i n more 
than one-half of these j o i n t ventures exceeded 40%. 

Table 8 

Ownership s t r u c t u r e of manufacturing e n t e r p r i s e s , 1973, 1980 
(per cent of a l l e n t e r p r i s e s ) 

ISIC S/Sector Weight Wholely State P a r a s t a t a l P r i v a t e 
No. 1973 1980 1973 1980 1973 1980 1973 1980 

31 47 46 1.6 6.6 70.9 66.7 27.5 26.7 
32 • 9 12 0.0 15.7 23.1 41.8 76.9 42.5 
33 3 3 0.0 38.6 28.3 13.0 61.7 48.4 
34 4 4 9.3 15.4 9.3 11.1 81.4 73.5 
35 15 11 0.0 0.0 54.6 62.2 45.4 37.8 
36 5 5 0.0 0.0 37.1 64.1 62.9 35.9 
37 1 2 0.0 0.0 0.0 0.0 100.0 100.0 
38 15 15 0.0 0.0 23.7 19.2 76.3 80.8 
39 n e g l i g i b l e 0.0 0.0 0.0 0.0 100.0 100.0 

3 100* 1.1 6.8 50.6 50.7 47.2 42.5 

Note* T o t a l s do not add up to 100 because of rounding. 
Source: CSO, Census of I n d u s t r i a l Production 1973, 1980 and author's 

c a l c u l a t i o n s . 

The share of p r i v a t e l y owned e n t e r p r i s e s i n t o t a l manufacturing 
output shrank from 47% i n 1973 to 42% seven years l a t e r . The p r i v a t e 
firms outweighed the p u b l i c l y owned ones i n the r e l a t i v e l y small or then 



slow-moving sub-sectors e.g. paper and p r i n t i n g , basic metals and metal 
product f a b r i c a t i o n , as w e l l as i n other manufacturing. However, these 
were to become the more dynamic a c t i v i t i e s during the years of 
l i b e r a l i s a t i o n . 

I t might be u s e f u l i n the l i g h t of the abrupt demise of economic 
l i b e r a l i s a t i o n i n May 1987 to cast a glance at the o p e r a t i o n a l p r o f i l e of 
a large loss-making food manufacturing p a r a s t a t a l to h i g h l i g h t some of 
the major problems that have to be resolved under Zambia's renewed system 
of administered economic management. 

The e n t e r p r i s e comprises four c e r e a l m i l l s and enjoys monopoly 
con d i t i o n s of s a l e . In two of the f a c t o r i e s the machinery i s around 50 
years o l d . For want of spare parts and r e p a i r s , m i l l i n g c o e f f i c i e n t s are 
low and operating costs high. Before p r i c e d e c o n t r o l , these costs could 
not be passed on to the consumers. Moreover, while the landed p r i c e of 
wheat rose by over 50%, the ex-factory p r i c e of f l o u r had to be kept 
unchanged by a d m i n i s t r a t i v e f i a t . Losses were high and ob l i g e d the 
company to d e f a u l t on i t s payments to the c e r e a l purchasing and importing 
agency i n 1982. The f o l l o w i n g year was taken up with the preparation of 
a r e h a b i l i t a t i o n study and then 3 more years were spent on m o b i l i z i n g tht 
necessary f o r e i g n finance — j u s t when p r a i s e was being heaped on Zambia 
tor Its bold reforms by a l l d o n o r s — and ordering equipment. 

Meanwhile, the by then unencumbered e n t e r p r i s e r a i s e d the p r i c e of 
I t s f l o u r --as agreed with the r e t a i l e r s — f r o m K50.5 per 90kg bag to 
K68.0, causing o f f t a k e to contract p r o p o r t i o n a t e l y . In 1985, as the 
excess l i q u i d i t y and auctioning of f o r e i g n exchange acce l e r a t e d the p r i e s 
s p i r a l , the r e t a i l p r i c e of f l o u r had to be r a i s e d from K147.4 to 
K224.0/bag. The p r i c e e l a s t i c i t y of consumer demand took i t s t o l l of 
f l o u r s a l e s , which dropped to l e s s than one-half of t h e i r 
p r e - l i b e r a l i s a t i o n l e v e l ! 

Behind these f i g u r e s i s a r a d i c a l switch i n the main c o n s t r a i n t on 
the e n t e r p r i s e : from the supply side because of f o r e i g n exchange 
u n a v a i l a b i l i t y — t o the demand side as the n a t i o n a l currency underwent a 
massive devaluation and dragged down urban consumer purchasing power. Is 
another r e v e r s a l m these c o n s t r a i n t s i n the o f f i n g ? 

We s h a l l consider i n the next s e c t i o n , at a lower l e v e l of 
aggregation, how the manufacturing branches and sub-sectors fared m the 
context j u s t described. Which a c t i v i t i e s c o n t r i b u t e d most to achieving 
development o b j e c t i v e s or helped to ease the country's acute f o r e i g n 
exchange c o n s t r a i n t , and at what cost? 



3. MANUFACTURING: PROBLEMS AND PERFORMAMCE CLOSE-UP 

I n d u s t r i a l i s a t i o n o b j e c t i v e s were enunciated m Zambia soon a f t e r 
independence i n two White Papers and widely p u b l i c i z e d . They echoed the 
conventional wisdom among the newly independent A f r i c a n states and were 
not t a i l o r e d to Zambia's a d m i n i s t r a t i v e and p o l i c y implementation 
capacity'. Then i n the Mulungushi D e c l a r a t i o n of 1968 the Government 
set i t s e l f the task of: 

- d e c e n t r a l i s i n g i n d u s t r i a l l o c a t i o n away from the r a i l 
l i n e ; 

-encouraging l a b o u r - i n t e n s i v e techniques of production and 
small s c a l e i n d u s t r i e s u t i l i z i n g domestic products; 

-promoting import s u b s t i t u t i o n of intermediate products and of 
e s s e n t i a l consumer goods. 

I t w i l l be seen that these p o l i t i c a l l y - d e t e r m i n e d o b j e c t i v e s were 
not r e a l i z e d during the past two decades f o r want of f e a s i b l e s t r a t e g i e s 
f o r a t t a i n i n g them. Two fundamental issues were not e x p l i c i t l y 
addressed, namely: 

-how to develop an a l t e r n a t i v e source of f i n a n c i n g new 
manufacturing investment,as opposed to the 
h i s t o r i c a l , c o p p e r - g e n e r a t e d investment; 

-how to promote manufacturing a c t i v i t i e s that would be net 
earners of f o r e i g n exchange. 

These lacunae had very negative e f f e c t s on i n d u s t r i a l growth and 
s t r u c t u r a l change i n the aftermath of the copper boom. As l a t e as the 
beginning of 1987, C e n t r a l Bank reports contained no data on medium and 
long term loans to the economy or to s e c t o r s ; no I n d u s t r i a l Development 
Bank was i n e x i s t e n c e . The Development Bank of Zambia's loan operations 
to the manufacturing sector amounted i n 1985/6 to only K22.5 m i l l i o n . 
Most of them involved the r e h a b i l i t a t i o n / e x t e n s i o n of e x i s t i n g l a r g e 
e n t e r p r i s e s , plus the establishment of a few s m a l l - s c a l e i n d u s t r i e s . The 
share of the manufacturing sector i n t o t a l loan operations had shrunk 
from an average of 45% during the 1975-85 period to 35% i n 1985/86. 

In respect of import s u b s t i t u t i o n , i t was i n c o n t e s t a b l y the main 
d r i v i n g force behind i n d u s t r i a l growth u n t i l the beginning of the 
seventies. Manufactured imports' share i n the t o t a l consumption of 
manufactures dropped from 66% m 1965 to 46% i n 1972. Import 
s u b s t i t u t i o n accounted f o r 55% of the growth of manufacturing output i n 
t h i s p eriod, while domestic demand f o r 44% and exports f o r a mere 1%'. 

In subsequent years Zambian manufactures hardly exceeded 2% of the 
value of t o t a l exports and domestic consumption/demand lacked dynamism, 
as per c a p i t a incomes decl i n e d and the d i s t r i b u t i o n of income d i d not 
favour the development of mass markets. 

There was r e l a t i v e l y l i t t l e p o l i c y impact on the spread of import 
s u b s t i t u t i o n to intermediates. Between 1964 and 1981 the share of 
imports of such goods i n manufacturing gross output d e c l i n e d from 26 to 



23 per cent. Indeed import dependence of manufacturing, as expressed by 
import c o e f f i c i e n t s from input/output data, even rose s l i g h t l y between 
1975 and 1980 (see tab l e 9). 

Table 9 

Import c o e f f i c i e n t s of manufacturing by branch, 1975, 1980 
(per cent of t o t a l intermediate consumption) 

1975 1980 

ISIC Branch 

311+312 Food manufacturing 12, .1 6, .5 
313+314 Beverages & Tobacco 10, .8 6, .3 
32 T e x t i l e s , c l o t h i n g , leather 63, .0 31, .3 
33 Wood & wood products 18, .5 16, .3 
34 Paper & p r i n t i n g 48, .1 29, .8 
355 Rubber products 8, .3 58, .5 
35-355 Chemicals 70, .6 72, .2 
36 Non-metallic minerals 2. .9 4, .7 
37 Basic metals 84, .6 77, .3 
38 Hetals i machinery 12, .9 34, .7 
39 Other manufacturing 60, .6 54, .3 

Weighted Average 34, .5 35, .3 

Source: CSO's I/O tables and author's c a l c u l a t i o n s . 
The chief cause of the r i s e i n import dependence during the 

1975-1980 period was the s t a r t - u p or c a p i t a l deepening of heavy 
manufacturing i n d u s t r i e s ( t y r e s , v e h i c l e r e p a i r and assembly, 
f e r t i l i z e r s , p l a s t i c s , cement,lime and b r i c l j s . However, the i n d u s t r i e s 
that were the more important i n terms of value added and employment — 
food, beverages, tobacco, t e x t i l e s , c l o t h i n g , paper and p r i n t i n g 
— i n c r e a s e d the share of l o c a l products i n t h e i r intermediate 
consumption. 

Of course, the extent of e n t e r p r i s e import dependence w i t h i n the 
context of a t i g h t f o r e i g n exchange c o n s t r a i n t d i r e c t l y determined the 
l e v e l of c a p a c i t y u t i l i z a t i o n . Zambia was no exception to the severe 
u n d e r u t i l i s a t i o n which c h a r a c t e r i z e d A f r i c a n i n d u s t r i a l i z a t i o n ' . 

Unweighted branch averages f o r the 1972/3 - 1982/3 period, as 
extrapolated by the World Bank s t a f f from t h e i r sample suggest tha t , 
with the sole exception of t e x t i l e s , c l o t h i n g and l e a t h e r , only about 50% 
of i n s t a l l e d c a p a c i t y was u t i l i z e d . V a r i a t i o n between i n d i v i d u a l 
e n t e r p r i s e s i n the same branch was l a r g e . Some general improvement was 
n o t i c e a b l e towards the middle seventies, with the average f o r 
manufacturing as a whole r i s i n g from 43 to 70 per cent of c a p a c i t y . But 
with the economic d e c l i n e the f i g u r e dropped to 52% by 1983, with three 
quarters of sampled e n t e r p r i s e s p a r t i c i p a t i n g i n the d e t e r i o r a t i o n " . 

Given the p e r e n n i a l f o r e i g n exchange s c a r c i t y , an a n a l y s i s was 
conducted i n the U n i v e r s i t y of Zambia of i n d u s t r i a l s e c t o r s ' 
i n t e r l i n k a g e s and of t h e i r net f o r e i g n exchange absorption/ 
c o n t r i b u t i o n ' . Only food manufacturing f i g u r e d among the top t h i r d of 



the 29 branches ranked according to economy of f o r e i g n exchange use, i . e . 
the consumption of imported goods and s e r v i c e s l e s s export earnings. 
Three other branches, (producing mainly t y r e s , cement, lime and b r i c k s , 
f a b r i c a t e d metal products and v e h i c l e assembly) ranked high according to 
the forward li n k a g e c r i t e r i o n , but fared poorly on the backward linkage 
one. 

Were there compensating economic and s o c i a l aspects to Zambia's 
l a c k l u s t r e manufacturing performance i n terms of employment and income 
generation, r e g i o n a l d i s p e r s i o n , labour and c a p i t a l p r o d u c t i v i t y ? 

The concentration of formal employment along the l i n e of r a i l i n 
the Copperbelt province d i d drop s l i g h t l y between 1973 and 1980 — f r o m 
50% to 46% — w i t h Southern province the gainer. But there was r e l a t i v e l y 
l i t t l e change i n the s p a t i a l concentration of firms so that, i n 1980, 
j u s t two provinces contained 84% of a l l i n d u s t r i a l u n i t s . 

Formal employment i n manufacturing rose moderately from 38,200 i n 
1970, to 44,300 i n 1975 and to only 48,490 by 1985, when i t made up 13% 
of the a c t i v e labour f o r c e . A l l of the increment concerned Zambian 
n a t i o n a l s . By mid-1985 f o r e i g n e r s made up only 2.6% of manufacturing 
employment, i . e . l e s s than the n a t i o n a l average (3.3%). The increases m 
formal employment were accounted f o r by publically-owned or c o n t r o l l e d 
e n t e r p r i s e s , the p r i v a t e ones d i s c a r d i n g some employees i n the 
i n t e r v e n i n g years. The r a t i o s of increments i n employment to that i n 
r e a l manufacturing output suggest the absence of gains from economies 
of s c a l e s and very s l i g h t improvements i n labour p r o d u c t i v i t y , 
p a r t i c u l a r l y when c a p i t a l assets per worker rose r a p i d l y i n the years 
p r i o r to 1975. 

Manufacturing value added (MVA) i n constant 1970 p r i c e s expanded 
during the 1965-70 period at a high annual average r a t e (13%), dropped 
sharply i n 1974-5 and followed a d e c l i n i n g trend t h e r e a f t e r . Some 
improvements i n MVA per worker occurred i n s e v e r a l i n d u s t r i a l subsectors 
- tobacco, t e x t i l e s and c l o t h i n g , wood and f u r n i t u r e , paper and p r i n t i n g 
and "other manufacturing'". But, i n the 15 years to 1985, hardly any 
s t r u c t u r a l changes took place w i t h i n the manufacturing s e c t o r . 

, The ordering of subsectors i n terms of MVA at end years 
remained v i r t u a l l y unchanged {UNIDO, o p . c i t , 1985, page 8). Beverages 
(mainly brewing) and tobacco processing stayed i n the lead throughout. 
Minor s h i f t s occurred among the next four highest-ranking subsectors 
( t e x t i l e s , metal products, chemicals, foods). Although the combined 
share of consumer goods i n t o t a l manufacturing output f e l l from j u s t over 
60% i n 1970 to 56% i n 1985, t h e i r production continued to dominate 
Zambian manufacturing output. In p a r a l l e l , the combined share of c a p i t a l 
goods ( f a b r i c a t e d metal products) and of intermediate goods (chemicals, 
rubber and p l a s t i c s ) rose from 25% to 28% of manufacturing GDP. 

The year 1975 was the l a s t one when customs t a r i f f s determined 
the a l l o c a t i o n od resources i n Zambia. Thereafter that f u n c t i o n was 
performed p r i m a r i l y by licenses-cum-foreign exchange a l l o c a t i o n s . In 
p r i n c i p l e , these were only issued f o r goods which d i d not compete with 
l o c a l products or when these were i n short supply even at l e s s than f u l l 
c a p a c i t y operation of the firms concerned. As with a l l a d m i n i s t r a t i v e 
c o n t r o l s , a u t h o r i s a t i o n s to import were at times made a v a i l a b l e f o r 



extra-economic c o n s i d e r a t i o n s . Under the regime, domestic producers, i n 
p r i n c i p l e , could enjoy absolute (open-ended) p r o t e c t i o n . Because 
importers of consumer goods received r e l a t i v e l y few import 
a u t h o r i s a t i o n s , l o c a l producers of such items were f a i r l y i s o l a t e d from 
world p r i c e s and q u a l i t y norms. Although the sal e p r i c e s of l o c a l 
products required the approval of the P r i c e s and Incomes Commission, a 
cost-plus formula was g e n e r a l l y a p p l i e d with no allowance f o r q u a l i t y 
d i f f e r e n c e s . As a consequence, l o c a l consumer goods manufacturers were 
able to a t t r a c t p r o p o r t i o n a t e l y more m v e s t i b l e funds, perpetuating 
Zambia's h i s t o r i c a l bias against import s u b s t i t u t i o n of intermediate and 
c a p i t a l goods. 

In a r e l a t e d development, the composition of imported 
manufactures changed, as shown i n Table 10. The copper boom r a i s e d the 

Table 10 

Imports By End Use, Selected Years, 1968-81 
(percent) 

1968 1970 1975 19_80 1981 

Imports of 

1. Consumer goods 26 34 22 20 20 

of which: 
food .. 8 5 5 
other non-durables .. 13 9 8 
durables .. 13 8 7 

2. Intermediate products 48 44 56 55 57 

3. C a p i t a l goods 26 22 22 25 23 

ALL IMPORTS - - - - - 1 0 0 

Source: World Bank, Zambia, o p . c i t , 1984 and I n d u s t r i a l i s a t i o n i n 
Sub-Saharan A f r i c a , Table 12. 

shares i n t o t a l imports of both consumer and of c a p i t a l goods. But 
the l a t t e r ' s share slumped h e a v i l y i n the "watershed" period and 
f a i l e d to recover subsequently. 

The s h i f t s i n the composition of imports had unfavourable 
repercussions on f i s c a l revenues as ever more goods f a c i n g r e l a t i v e l y 
low customs charges entered (or came i n duty free under the 
Investment Code). In a d d i t i o n , the continuing use of s p e c i f i c rates 
of duty rendered t a r i f f revenue p r i c e - i n e l a s t i c . As the combined 
r e s u l t , while the u n i t value of Zambian imports i n the e a r l y 1980s 
increased s t r o n g l y , the customs revenue which was c o l l e c t e d 
contracted by about 40%, u n t i l a c o r r e c t i o n i n t r a d e - r e l a t e d revenue 
set m a f t e r the r e v i s i o n of the Customs Act m 1983. 



As to the degree of import s u b s t i t u t i o n (I/S) that has been 
achieved, a Zambia U n i v e r s i t y study (V. Sheshamani, 1985) r e l a t e d 
changes during the 1964-80 period i n domestic i n d u s t r i a l output to 
increments i n t h e i r t o t a l supply. For a l l such goods, the study 
found that the derived import s u b s t i t u t i o n index Ocnown as the 
Chenery-Desai c o e f f i c i e n t ) ' > rose by a mere 3%, l a r g e l y because of 
the negative performance of mining and quarrying since 1975. The I/S 
index f o r manufacturing proper, however, rose v i g o r o u s l y - not so 
much during the boom years, as i n the grimmer ones that followed (see 
Table 11). 

Beverages and tobacco, t e x t i l e s and base metal products 
recorded a c c e l e r a t i o n i n t h e i r rates of import s u b s t i t u t i o n between 
sub-periods 1970-74 and 1974-80. Since t h e i r c o n t r i b u t i o n to MVA was 
preponderant, the whole of Zambia's manufacturing sector's index of 
import s u b s t i t u t i o n increased correspondingly from 0.14 to 0.37. No 
s i g n i f i c a n t c o r r e l a t i o n was found between I/S i n d i c e s of 
manufacturing production and of the volume of manufacturing exports 
during the 1970-80 per i o d . 

Table 11 

Rates of Import S u b s t i t u t i o n i n Manufacturing 
1970 to 1980 

(per cent) 

1970-74 1974-80 1970-80 

A l l Zambian products 0.00 -0.07 -0.04 

A l l Manufacturing, 0.14 0.37 0.33 
of which: 

foods 1.61 0.81 0.57 
beverages and tobacco 0.02 0.18 0.12 
t e x t i l e s and c l o t h i n g 0.42 0.74 0.70 
wood and products 0.56 0.50 0.54 
paper and p r i n t i n g 0.89 0.13 0.64 
chemicals, rubber, p l a s t i c s 0.43 -0.07 0.32 
non-metallic minerals 2.27 0.25 0.40 
base metal products - 0.32 0.03 0.63 
f a b r i c a t e d metal products 0.75 -0.14 0.60 
other manufacturing 0.00 -0.07 -0.04 

We have seen that most import s u b s t i t u t i o n i n Zambia occurred i n 
the consumer goods i n d u s t r i e s , but what were the c h i e f p r o p e l l a n t s 
and hindrances? The system of p r o t e c t i o n since 1975 afforded 
domestic manufacturers f u l l formal p r o t e c t i o n . I t over-rode the 
p r i c e advantage over competing imports provided by customs t a r i f f s . 
The l i c e n s i n g a u t h o r i t i e s had wide l a t i t u d e i n i n t e r p r e t i n g the 
c r i t e r i o n of the e s s e n t i a l i t y of imports - for the economy and the 
consumers. But temporary i n t e r r u p t i o n s i n domestic s u p p l i e s , 
aggravated by ignorance of the r e a l l e v e l s of stocjis, often gave r i s e 



to the a u t h o r i s a t i o n of s i g n i f i c a n t q u a n t i t i e s of competing imports 
to the determinant of domestic capacity u t i l i s a t i o n . 

The comprehensive p r o t e c t i v e regime did allow s u b s t a n t i a l 
d i f f e r e n c e s to develop between domestic and CIF border p r i c e s of 
manufactures. These d i f f e r e n c e s ranged i n 1981 from 50% to 140% f o r 
a sample of manufactured products studied by World Bank s t a f f and 
which included e d i b l e o i l s , detergents, metal f u r n i t u r e , s t r u c t u r a l 
metal products, p l a s t i c and j u t e bags, cotton c l o t h and s u i t i n g s 
(World Bank, o p . c i t , 1984). I t should be noted that s e v e r a l of these 
are from subsectors that were r e s i l i e n t to the economy's o v e r a l l 
d e c l i n e a f t e r 1975. But consumer welfare need not have borne the 
f u l l weight of these p r i c e d i f f e r e n t i a l s m a landlocked country l i k e 
Zambia, where f r o n t i e r s are r e l a t i v e l y porous and border t r a f f i c 
i ntense. In the next s e c t i o n , we s h a l l examine f a c t o r p r o d u c t i v i t y 
and the r e l a t i v e e f f i c i e n c y of manufacturing a c t i v i t i e s . 



4. PRODUCTIVITY, COMPETITIVENESS AND EFFICIENCY OF MANUFACTURING 

In the boom years, 1964-75, while manufacturing employment grew 
at over 10%, the index of manufacturing output expanded at an even 
higher r a t e , as assets per workers rose s t r o n g l y . In wood and 
f u r n i t u r e making, c a p i t a l i n t e n s i f i c a t i o n was very marked as the 
r e s u l t of d e c l i n i n g employment and a r a p i d increase i n investment. 
In non-metallic mineral products, assets per workers increased by 
almost 75% over a four year period and impressive r i s e s i n investment 
were achieved i n paper products, chemicals, rubber and p l a s t i c s , with 
smaller increments i n foods, beverages and tobacco. For a sample of 
s i x manufacturing sub-sectors f o r which e l a s t i c i t i e s were c a l c u l a t e d 
by the C e n t r a l S t a t i s t i c a l O f f i c e (CSO), i n three of them, r i s i n g 
c a p i t a l inputs "explained" two-thirds or more of the output 
increment. 

Thereafter, most of the r i s i n g f a c t o r p r o d u c t i v i t y trends were 
reversed. Although assets per workers continued to r i s e f o r s e v e r a l 
years i n p a r a s t a t a l f i r m s , the r e l a t i v e movements of f a c t o r s and 
output i n the whole of manufacturing suggest a drop i n the 
p r o d u c t i v i t y of both labour and c a p i t a l . 

A more p r e c i s e measure of f a c t o r p r o d u c t i v i t y i s that of t h e i r 
combined e f f e c t on output, a l s o taken to encompass the impact of 
t e c h n o l o g i c a l change. A f a l l i n the value of t o t a l f a c t o r 
p r o d u c t i v i t y (TFP) i s tantamount to an increase i n the u n i t cost of 
production. Hence such an index i s of p a r t i c u l a r relevance to the 
study of p r i c e competitiveness of a country with a h e a v i l y over­
valued currency (such as Zambia) that impedes export d i v e r s i f i c a t i o n 
/ expansion. World Bank computations of TFP changes i n Zambia over 
the 1965-80 time span, along with those of factor/output r a t i o s are 
reproduced i n Table 12. 

For manufacturing as a whole, TFP d e c l i n e d over the 15 year 
p e r i o d , although three r e l a t i v e l y minor subsectors out of 17 
( l e a t h e r , rubber and mineral f u e l s ) recorded some TFP gains. In the 
f i r s t f i v e years, and f a l l i n g w i t h i n the boom pe r i o d , both TFP and 
MVA rose. In the f o l l o w i n g f i v e years, MVA continued to r i s e but TFP 
began i t s long d e c l i n e as output shrank. The proximate cause of the 
continuing TFP d e t e r i o r a t i o n i n the face of expansion i n c a p i t a l 
assets was d i f f i c u l t y i n a s s i m i l a t i n g the technology embodied i n new 
equipment. 

Again i n respect of the whole manufacturing sector over the 15-
year span, o n l y a marginal improvement took place i n labour 
p r o d u c t i v i t y , while that of c a p i t a l f e l l . As increases i n c a p i t a l 
investment outpaced increments i n output, the c a p i t a l / l a b o u r r a t i o 
rose i n most sub-sectors. 

What then were the e f f e c t s of the c o s t - r a i s i n g developments on 
the exports of Zambian manufactures (SITC classes 6 - 8 , l e s s 67 and 
68), termed i n o f f i c i a l documents as " n o n - t r a d i t i o n a l " ones? As a 
very small s u p p l i e r of such products on the world market, Zambia 
could i n no way i n f l u e n c e f o r e i g n demand and p r i c e s . The f i s c a l 



Changes i n T o t a l Factor P r o d a c t i v i t y and Factor/Output Ratios 
1965 to 1980 

(per cent) 

TFP Factor Ratios 
C a p i t a l / Output/ Output/ 
Labour c a p i t a l Labour 

Subsector 

Food- 4.5 1, .9 -6. 0 -4.0 
Beverages and Tobacco - 0.1 5 .0 - 1. ,9 3.1 
T e x t i l e s - 1.2 8. .5 - 5. ,8 2.7 
C l o t h i n g - 7.4 19 .8 -17. .1 2.7 
Leather Products 8.4 - 0 .5 8. .6 8.1 
Wood & Products - 0.6 16 .6 - 9. ,8 6.8 
F u r n i t u r e - 1.8 4 .0 - 3. .5 1.0 
Paper Se Products - 2.7 10 .1 - 9. .7 0.4 
I n d u s t r i a l Chemicals - 5.8 18 .9 -13. .5 5.4 
Other Chemicals - 2.7 2 .7 - 3. .8 - 1.1 
Petroleum i Coal 4.0 -14 .2 7. .8 - 6.4 
Rubber Products 1.0 - 3 .7 2. .7 - 1.6 
P l a s t i c s -13.8 17 .6 -19. .2 - 1.6 
Non-metallic Minerals - 3.8 8 .8 - 7. .1 1.7 
Base Metals - 9.2 3 .8 -10. .7 - 6.9 
Fabricated Metals - 1.7 - 0 .6 - 1. .0 - 1.5 
Other Manufactures - 5.7 12 .9 -10. .7 2.1 

A l l Manufactures - 3.8 7 .7 - 6. .8 0.9 

Source: World Banlt, o p . c i t , 1984, Table 2.5. 

i n c e n t i v e s and small export s u b s i d i e s provided Zambian exporters with 
very l i t t l e advantages. In 1982, f o r instance, the t o t a l value of 
the Export Subsidy Fund came to a mere K35,000 and went e x c l u s i v e l y 
to two p a r a s t a t a l f i r m s ! The only t a r i f f preference received by 
Zambian exporters of manufacturers i n i n d u s t r i a l l y developed marlcets 
were those under the GSP and hence were common to a l l other 
developing c o u n t r i e s , i n c l u d i n g the NICs. 

The export value of Zambia's manufactures i n 1979 came to about US$10 
m i l l i o n , that i s l e s s than one percent of the country's commodity 
export earnings. Of t h i s , over 95% were absorbed by neighbouring 
A f r i c a n marltets, where they enjoyed a d e f i n i t e transport cost 
advantage and which was large enough to o f f s e t the negative e f f e c t s 
of the over-valued exchange rate and any q u a l i t y d i f f e r e n c e s or 
consumer b i a s . Three years l a t e r , the export s t r u c t u r e showed l i t t l e 
change and i t was only by 1984 that some d i v e r s i f i c a t i o n became 
apparent i n the d e s t i n a t i o n of Zambian exports with the EEC and Asian 
markets beginning to acquire importance. 



In 1979 there were eight export categories of any consequence, 
that i s with export values exceeding US$0.5 m i l l i o n . Ranked by value 
these were as f o l l o w s : non-metallic mineral products (cement and 
l i m e ) ; machinery and transport equipment (simple a g r i c u l t u r a l 
equipment and assembled v e h i c l e s ) ; rubber products (tyres from 
imported l a t e x ) ; r e f i n e d petroleum (using imported crude o i l ) ; sugar 
and molasses; chemicals and compounds ( f e r t i l i z e r s and explosives) ; 
processed cotton and, f i n a l l y , e l e c t r i c a l machinery and appliances 
(assembled). 

By 1982, only one product could be added to t h i s l i s t - n a t u r a l 
abrasives. Unpublished trade data f o r 1984 show that varnishes and 
p a i n t s had replaced sugar and molasses, as the l a t t e r products were 
pre-empted by domestic demand. New a d d i t i o n s to the l i s t above 
included paper products, k n i t t e d man-made f a b r i c s , base metal goods 
such as r a i l s and wire, plus small q u a n t i t i e s of b a t t e r i e s and ready-
made garments. This export s t r u c t u r e i s r e p l i c a t e d i n a dozen or so 
other A f r i c a n c o u n t r i e s . 

Leaving aside the cost of new market penetration f o r the 
Zambian manufacturers and a b s t r a c t i n g from t h e i r problems with the 
a c q u i s i t i o n of i n p u t s , how d i d they manage to be competitive abroad 
through periods of s h r i n k i n g purchasing power at home? In constant 
1966 kwachas, the wholesale p r i c e s of Zambian manufactured goods 
almost quadrupled between 1974 and 1983, that i s r i s i n g at an average 
annual r a t e of about 16%, whereas the average u n i t p r i c e s of a l l 
imported manufactures by Zambia's neighbours (and by other n o n - o i l 
exporting developing countries) increased by only 9% per annum. 
Hence, i n terms of domestic i n f l a t i o n alone, Zambian exportables were 
uncompetitive prima f a c i e i n f o r e i g n markets. This encumbrance was 
a d d i t i o n a l to those r e s u l t i n g from f a l l i n g c apacity u t i l i s a t i o n and 
the unfavourable l e v e l of the value of the kwacha. 

A p l a u s i b l e answer to the question i s that the s h r i n k i n g 
domestic market s t i l l allowed Zambian exporters to cover t h e i r 
v a r i a b l e c o s t s , even i f that required fewer p r o v i s i o n s f o r 
amortisation and maintenance. Exports could be p r i c e d at marginal 
cost, passing on to the domestic consumers the d i f f e r e n c e between 
average and marginal costs - made p o s s i b l e by the i n s u l a t e d s t a t e of 
the domestic market and the custom of the a u t h o r i t i e s to sanction 
cost-plus p r i c i n g . In t h i s regard, the i n v e s t i g a t i o n s by the World 
Bank of the extent of e f f e c t i v e p r o t e c t i o n (ERP) afforded value added 
i n manufacturing i n Zambia by i t s trade regime, as w e l l as of the 
domestic resource cost (DRC) of earning f o r e i g n exchange, are 
r e l e v a n t . 

The combined p r i c e - r a i s i n g e f f e c t of t a r i f f - c u m - l i c e n s i n g 
r e l a t e d to value added i n an a c t i v i t y i n d i c a t e s the extent to which 
the a c t i v i t y i s p r i v i l e g e d and allowed to maintain an uncompetitive 
l e v e l of o p e r a t i o n . The sample of 16 manufacturing f i r m s , mentioned 
above, y i e l d e d ERP and DRC values for 1975 and 1981/2 that are l i s t e d 
i n Table 13. 

These sample r e s u l t s are c h a r a c t e r i s e d by very variance w i t h i n 
product groups because of d i f f e r e n c e s i n the performance l e v e l s of 



i n d i v i d u a l e n t e r p r i s e s . As i s common i n developing c o u n t r i e s , the 
hierarchy of ERP l e v e l s f o l l o w s that of nominal t a r i f f s , with 
consumer goods r e c e i v i n g the highest p r o t e c t i o n and heavy 
intermediates and c a p i t a l goods the lowest. 

The values i n Table 13 i n d i c a t e t h a t , m the sample, c a p i t a l 
goods manufacture was the l e a s t l i k e l y to a t t r a c t investment on 
f i n a n c i a l p r o f i t a b i l i t y c o n s i derations during the l a t e 1970s, as i t 

Table 13 

E f f e c t i v e Rates of P r o t e c t i o n (ERPs) and C o e f f i c i e n t s 
of D i r e c t Resource Cost (PRCs), 1975 and 1981/2 (16 firms) 

Type of Manufacturing A c t i v i t y ERPs DRCs 
1975* 1981/2+ 
(%) 

Consumer goods, of which 

food products 67. 3 0.47 
other non-durables 342. ,4 1.53 
durables 472. 9 2.58 

Light Intermediate Goods 182. .5 1.60 

Heavy Intermediate Goods 29. ,8 3.02 

C a p i t a l Goods 59. .7 1.45 

A l l Goods (unweighted) 160. .6 n.a. 

* Expressed i n ad valorem CIF terms. 
+ R e l a t i v e e f f i c i e n c y increases as values f a l l below u n i t y 

Source: World Bank, o p . c i t , 1984, Tables 3.3 and 3.6 

received about one-eighth of the s o c i a l subsidy enjoyed by producers 
of consumer durables. The value added that was generated by the 
l a t t e r , thanks to the p r o t e c t i v e regime, was more than four times 
what would otherwise have been p o s s i b l e ! L i t t l e wonder that 
consumer goods manufacture grew f a s t e r than other subsectors and that ' 
the extension of import s u b s t i t u t i o n to intermediate and c a p i t a l 
goods d i d not take place to any s u b s t a n t i a l degree. 

An approximation to the i n t e r n a t i o n a l competitiveness of 
products i s provided by another widely-used measure: the r a t i o of the 
economic costs of domestic f a c t o r s of production per un i t value of 
output, a l l valued at free trade ( i n t e r n a t i o n a l market) p r i c e s , the 
D R C 1 2 . For Zambia, the DRC c a l c u l a t i o n s made by the World Bank's 
s t a f f i n 1983 were based on a 24 f i r m sample - most of them 
p a r a s t a t a l s , but which nevertheless accounted for one f i f t h of t o t a l 
i n d u s t r i a l output i n 1981/82. As with the rates of e f f e c t i v e 



p r o t e c t i o n (ERPs), intra-group variance was great, except f o r the two 
c a p i t a l goods manufacturers. Thus the subsector averages l i s t e d i n 
Table 13 are not n e c e s s a r i l y r e p r e s e n t a t i v e of the whole of 
manufacturing i n Zambia. But, faute de mieux, they are c o n s i s t e n t 
with what has already been ascertained regarding productive 
e f f i c i e n c y and competitiveness. 

As one might expect, food i n d u s t r i e s that are based on domestic 
raw m a t e r i a l s have a higher comparative advantage than those 
producing consumer durables and heavy intermediates - both being 
import dependent. The r e l a t i v e l y low DRC value f o r the two c a p i t a l 
goods producers i s explained by the low l e v e l of p r o t e c t i o n they 
received, which more than o f f s e t t h e i r high import dependency (low 
value added) . As w i l l be shown i n the next s e c t i o n , domestic 
procurement of inputs by producers of heavy intermediates and of 
consumer durables ( s i x firms i n the World Banlc sample) was low and 
d i d not expand appreciable between 1975 and 1980. 



5. LINKAGES AND FOOD MANUFACTURING 

The prime o b j e c t i v e s of Zambian planners during the past 15 or 
so years have been to: 

- increase the l e v e l s and q u a l i t y of consumption; 
- create more jobs; 
- broaden import s u b s t i t u t i o n to the production of 
intermediate and c a p i t a l goods. 

Such o b j e c t i v e s were, of course, subject to minimising net 
fo r e i g n exchange usage. The a l l o c a t i o n of a s h r i n k i n g quantum of 
i n v e s t i b l e resources required d i f f i c u l t t r a d e - o f f s and much scarce 
manpower was devoted to the c o l l e c t i o n of r e l i a b l e data through 
f a m i l y budget surveys, censuses and follow-up v i s i t s to 
respondents''. 

Zambia's input-output t a b l e f o r 1975 was subjected to 
s t a t i s t i c a l a n a l y s i s i n the U n i v e r s i t y of Zambia i n 1984. The 
r e s u l t s pointed not only to the economy's high import dependence, but 
als o h i g h l i g h t e d the p r a c t i c a l d i f f i c u l t y f o r planners to s e l e c t f o r 
p r i o r i t y treatment the subsectors which would unequivocally lead to 
the maximum attainment of proclaimed n a t i o n a l o b j e c t i v e s . The study 
a l s o demonstrated the Zambian economy's s t r u c t u r a l b i a s , r e f l e c t e d , 
i n t e r a l i a , i n the high c o r r e l a t i o n between the i n t e n s i t y of i n t e r ­
i n d u s t r y l i nkages and the p o t e n t i a l f o r c r e a t i n g new jobs i n the 
d i f f e r e n t subsectors'". 

According to the authors, were Zambia's planners to be guided 
s o l e l y by a n a l y t i c i n d i c a t o r s , they would recommend c h a n n e l l i n g 
p u b l i c investment i n t o s e r v i c e s rather than, say, a g r i c u l t u r e or 

co n s t r u c t i o n . Table 14 sets out the ranking of manufacturing sub-
sectors i n respect of the i n t e n s i t y of t h e i r backward and forward 
linkages with the r e s t of the economy i n 1975. The i n d i c e s used are 
those a s s o c i a t e d with Diamond and H a z a r i " . 

If one were to s e l e c t f o r p a r t i c u l a r promotion the subsectors 
that ranked highest according to both l i n k a g e i n t e n s i t i e s , they turn 
out to be those with a r e l a t i v e l y high import content of inputs and 
not i n a c t i v i t i e s r e f l e c t i n g Zambia's comparative advantage. The 
planner's dilemma i s f u r t h e r i l l u s t r a t e d by the data i n Table 15. 

The promotion of the most promising subsectors i n the 
generation of i n t e r - i n d u s t r y linkages i n 1975 would not have 
co n t r i b u t e d most e f f i c i e n t l y to the attainment of many of the other 
major development o b j e c t i v e s ! 

A comparison of the 1975 and the 1980 Zambian input-output 
tables brings out s e v e r a l new fe a t u r e s , while confirming such e a r l i e r 
f i n d i n g s as r i s i n g import-dependence. Thus, between the two 
benchmark years and f o r a l l the 29 subsectors together, the r a t i o of 
the intermediate consumption of domestic goods to gross output 
(supply) d e c l i n e d somewhat - from 24.4% to 22.7%. For the whole of 
manufacturing, the pro p o r t i o n of purchases from domestic sources to 



Manufacturing Subsectors Ranked by t h e i r Linkage E f f e c t s , 1975. 

Subsectors Ranked By The I n t e n s i t y of T h e i r : 

Backward Forward 
Linkages Linkages 

1. Non-vnetallic mineral products 4. 
2. Rubber products 3. 
3. F a b r i c a t e d metal products 2. 
4. Beverages and tobacco 7. 
5. Food processing 8. 
6. Wood and wooden products 10. 
7. T e x t i l e s and apparel 6. 
8. Paper and paper products 9. 
9. Base metal products 1. 

10. Other manufacturing 11. 
11. Chemicals 5. 

Source: Computed by the author from Annex Tables i n Sheshamani and 
Hasan, o p . c i t . 

Table 15 

Development Objectives Related to Sub-sectors,1975. 

N a t i o n a l O bjective Top ranking subsectors 
according to achievement 
p o t e n t i a l 

Maximising l i n k a g e e f f e c t s 

Maximising consumption 

Maximising employment 
products. 

Economising f o r e i g n exchange 

Rubber and f a b r i c a t e d metal 
products 

Subsectors 1,2,4,5,12,16,17, 
20,23,29* 

Fabricated metal 

wholesale and r e t a i l 
trade 

Subsectors 2,5, plus f i v e s e r v i c e 
s e c t o r s , mining,beverages and 
tobacco 

* The d e f i n i t i o n s of the 29 subsectors used i n the 1975 I/O t a b l e 
are found i n Annex, Table 2. 

Source: As f o r Table 14. 



t o t a l manufacturing output a l s o dropped, but even l e s s markedly (from 
65.5% i n 1975 to 64.6% f i v e years l a t e r ) . But there was strong 
linkage growth between the productive sector of the Zambian economy 
as a whole and i t s s e r v i c e sector, g i v i n g r i s e to a higher o v e r a l l 
l e v e l of m t r a - s e c t o r a l trade i n 1980 per unit increment i n f i n a l 
demand (supply) than i n 1975. 

Table 16 

C h a r a c t e r i s t i c s of the Food Processing Subsector 

(A) = 1973 (B)___= 1980 

ISIC sub-sector Number of Firms Employment Value Added 

K m i l l i o n 
A B A B A B 

311/2 Food processing 105 111 11.3 16.6 35.3 71.0 
3111 Meat preparation 18 15 1.3 1.3 2.0 8.0 
3112 D a i r y i n g 12 3 0.8 1.1 3.5 3.1 
3113/4Canning 7 6 0.4 0.2 1.1 0.7 
3115 E d i b l e o i l s / f a t s 3 2 0.4 negl. 2.1 0.2 
3116 Grain m i l l i n g 16 27 2.4 3.5 10.5 -2.9 
3117 Bakeries 38 47 1.9 2.5 4.8 25.2 
3118 Sugar r e f i n i n g 3 3 4.2 7.3 9.9 31.7 
3119 Confectionery 4 3 0.1 0.1 0.2 0.4 
3121 Other foods 4 5 0.3 0.6 1.1 4.7 

D i r e c t Subsidies I n d i r e c t Taxes Net P r o f i t 
K m i l l i o n K m i l l i o n K m i l l i o n 

A B A B A B 

311/2 Food processing 8.4 0.0 -6.9 1.3 11 1 0 2 
3111 Meat preparation 1.4 0.0 -1.4 0.0 -2 0 •i 

3112 D a i r y i n g 1.0 0.0 -1.1 0.0 1 2 0 2 
3113/4Canning 0.0 0.0 0.0 0.0 0 2 -1 1 
3115 E d i b l e o i l s / f a t s 0.5 0.0 -0.5 0.0 0 9 0 1 
3116 Grain m i l l i n g 5.6 0.0 -5.6 0.1 5 7 -15 5 
3117 Bakeries 0.0 0.0 0.0 0.5 1 5 6 8 
3118 Sugar r e f i n i n g 0.0 0.0 1.4 0.7 2 9 5 
3119 Confectionery 0.0 0.0 0.0 0.0 0 1 0 1 

3121 Other foods 0.0 0.0 0.0 0.0 0 5 1 9 

Source: C e n t r a l S t a t i s t i c a l O f f i c e , Census of I n d u s t r i a l Production. 
1973 and 1980, Lusaka, CSO. 

For the food processing subsector, several developments c a l l tor 
f u r t h e r comment: 
a. The proportion of imports i n the subsector's t o t a l purchases f e l l by 
about 50% between 1975 and 1980. 
b. The number of subsectors purchasing processed foods as inputs 
increased rose by two, while the number of sub-sectors supplying inputs to 



the food industry f e l l by s i x . But the volumes i n v o l v e d i n the two 
benchmark years d i f f e r e d s u b s t a n t i a l l y and the net r e s u l t was the 
i n t e n s i f i c a t i o n of trade between food manufacturing and the rest of the 
Zambian economy. 

c. Exports of processed food represented only one percent of the 
subsector's output i n 1980, while i t made up 1.5% f i v e years e a r l i e r . 

The chief c h a r a c t e r i s t i c s of the food processing subsector i n Zambia are 
set out i n Table 16. I t s s t r u c t u r e changed somewhat during the 1970s 
with the sharp curtailment i n the number of d a i r y i n g establishments as 
ex p a t r i a t e farmers departed. The number of g r a i n m i l l s and bakeries rose 
s t r o n g l y i n l i n e with urban demand, the new tas t e f o r bread as a sta p l e 
and the a v a i l a b i l i t y of ce r e a l s at sub s i d i z e d p r i c e s . In 1973, d i r e c t 
s u b s i d i e s to the m i l l s equalled the amount due i n d i r e c t taxes on t h e i r 
output. A f t e r d i r e c t s u b s i d i s i n g ended, t h e i r value added became 
negative. 

Meat processing and d a i r y i n g also made no net c o n t r i b u t i o n s to p u b l i c 
revenue i n 1973 but began to pay p r o f i t taxes by 1980. The spectacular 
and p r o f i t a b l e expansion of baking a c t i v i t i e s merits a t t e n t i o n - a 
widely-shared A f r i c a n phenomenon - as w e l l as the more than f o u r f o l d 
increase (in current kwachas) i n the value added and p r o f i t s of the as-
yet-small "other foods" subsector. 

The next s e c t i o n discusses the various reform measures that 
began to be introduced towards the end of 1983 and which culminated 
i n the free f l o a t i n g of the kwacha against the US d o l l a r i n 1985. 
They had a determining i n f l u e n c e on the output of Zambian 
manufactures, on t h e i r competitiveness at home and abroad and on the 
e f f i c i e n c y of resource use. 



6 . ECONOMIC LIBERALISM AND PARASTATAL PROFITABILITY 

6.1 Moves To L i b e r a l i s a t i o n 

The Zambian economy was i n deep trouble by the s t a r t of the 
present decade, notwithstanding some IHF-oriented t i n k e r i n g from 1976 
onwards. The nine years separating the end of the copper boom and 
1983, when the f i r s t r a d i c a l reform measures began to be implemented, 
were marked by negative domestic savings, the drop of the 
investment/GDP r a t i o from 30% to 23%, and the continued outflow of 
resources i n p r o f i t s , s a l a r i e s and i n t e r e s t , l e a v i n g n a t i o n a l income 
at 88% of GDP. 

The current account d e f i c i t grew under the pressure of defence 
expenditure i n the face of armed c o n f l i c t i n neighbouring c o u n t r i e s 
and lower revenue from e x t e r n a l trade. Development budgets shrank; 
productive assets went without maintenance and r e p a i r , g i v i n g r i s e to 
net d i s - s a v i n g s . In 1982 the country's terms of trade index was at 
o n e - t h i r d of i t s 1974 l e v e l and the d e f i c i t on current account came 
to 20% of GDP. Gross e x t e r n a l reserves represented only 2 months of 
normal imports, while e x t e r n a l l i a b i l i t i e s amounted to US$ 4.5 
b i l l i o n . 

Commercial c r e d i t began to be u n a v a i l a b l e . By January 1983 the 
c e n t r a l bank ceased reimbursing c a p i t a l on outstanding loans and 
sought the f i r s t of a s e r i e s of re-schedulings through the London and 
P a r i s c l u b s . 

To make matters worse, drought during s e v e r a l years cut i n t o the 
s u p p l i e s of food and of i n d u s t r i a l crops. P r i c e , exchange and trade 
c o n t r o l s were tightened and the p a r a s t a t a l sector became a net d r a i n 
on p u b l i c resources as p r o f i t a b i l i t y c o n siderations were made to 
y i e l d to the maintenance of employment and consumption l e v e l s . 
Excessive p r i c e - c o n t r o l s on f l o u r , sugar and beer made these firms 
operate at a considerable and f r e q u e n t l y mounting l o s s . Only 
e n t e r p r i s e s producing non-essential goods l i k e t e x t i l e s and c a p i t a l 
goods succeeded i n remaining s o l v e n t . For the w e l l - p r o t e c t e d 
manufacturing e n t e r p r i s e s i n the s t a t e - c o n t r o l l e d s e c t o r , f i n a n c i a l 
e f f i c i e n c y was seen to depend on the a b i l i t y to charge what, i n 
e f f e c t would have been monopolistic p r i c e s . 

Following a 20% devaluation of the kwacha at the end of 1982, an 
IMF-sponsored s t a b i l i z a t i o n programme was i n i t i a t e d . P r i c e s were 
d e c o n t r o l l e d except f o r a few basic items. A g r i c u l t u r a l p r i c e s were 
r a i s e d and wages and urban s a l a r i e s restrained.The volume of imports 
over a s i n g l e year was pared down by o n e - t h i r d , which brought the 
trade d e f i c i t down to 9% of GDP. Tax i n c e n t i v e s were made a v a i l a b l e 
to exporters of n o n - t r a d i t i o n a l goods; no f o r e i g n exchange i n v o l v e d 
imports were freed and competition on the domestic market enhanced by 
lower t a r i f f s on a number of imports. In mid-1983 a f l e x i b l e f o r e i g n 
exchange system replaced a d m i n i s t r a t i v e a l l o c a t i o n , which brought the 
kwacha down a f u r t h e r 22% w i t h i n a year and gave exports a much 
needed f i l l i p . 



What were the e f f e c t s of these measures on manufacturing? The 
sector was slow to respond to the package and the index of i n d u s t r i a l 
production rose by 10% only i n 1985, i . e . a f t e r the a u c t i o n i n g of 
f o r e i g n exchange had brought the kwacha down to about 1/4 of i t s 
d o l l a r value two years e a r l i e r . The i n i t i a l period of l i b e r a l i s a t i o n 
and economic r e v i v a l — m a i n l y i n a g r i c u l t u r e and s e r v i c e s --saw the 
i n d u s t r i a l i s t s and would-be i n v e s t o r s u n w i l l i n g to r i s k t h e i r c a p i t a l 
because of u n c e r t a i n t y regarding the permanence of the reform 
measures and which p o l i t i c i a n s d i d not d i s p e l . The amount of f o r e i g n 
exchange that the f l e x i b l e system made a v a i l a b l e to entrepreneurs was 
no greater than i n pre-reform days. They were thereby unable to 
r e - t o o l , expand or get more raw m a t e r i a l s from abroad i n order to 
r a i s e c a p a c ity u t i l i s a t i o n and lower t h e i r costs of production. The 
only e n t e r p r i s e s which b e n e f i t e d from the new export i n c e n t i v e s were 
those able to export from t h e i r then a v a i l a b l e c a p a c i t y and, 
therefore, at the expense of s a t i s f y i n g domestic requirements. 

The 50% r e t e n t i o n of export earnings allowance played a b i g part 
i n s h i f t i n g some purely I/S manufacturing i n t o exports between 1984 
and 1985. Aided by the ever-lower kwacha, the number of exported 
manufactures, mainly to neighbouring markets, did increase, but the 
q u a n t i t i e s i n v o l v e d were very s m a l l . Among the new export products 
were lead oxides (to Tanzania and Malawi), varnishes, lacquers and 
paints (to SSA c o u n t r i e s ) , chemical preparations (to the RSA), paper 
r o l l s and s t a t i o n e r y (SSA and a l i t t l e to USA), raw cotton and 
f a b r i c s (EEC and SSA), asbestos-cement pipes (SSA), dry b a t t e r i e s 
(Tanzania) and c l o t h i n g (to SSA). 

One of the p r i n c i p a l c o n s t r a i n t s on new market penetration 
was the inadequacy of q u a l i t y c o n t r o l s i n Zambia, as w e l l as the 
non- a p p l i c a t i o n of i n t e r n a t i o n a l norms . Up to the mid-1980s, only 30 
n a t i o n a l standards e x i s t e d i n Zambia i n respect of a l l manufactures! 
Another major c o n s t r a i n t which reduced Zambia's geographic exporting 
range, was the u n r e l i a b i l i t y of surface transport — e i t h e r along the 
long r a i l r o a d to the p e r e n n i a l l y congested port of Dar es Salaam, or 
by truck and r a i l to Mozambiquan p o r t s . P i l f e r a g e was high and 
delays made d e l i v e r y schedules outside the SSA area h y p o t h e t i c a l . 

No hew i m p o r t - s u b s t i t u t i n g a c t i v i t i e s of any s i z e accompanied 
the r i s e i n manufacturing output, and not f o r want of o p p o r t u n i t i e s ! 
The more obvious ones were cottonseed and sunflower seed crushing and 
r e f i n i n g , rock s a l t mining and processing, the manufacture of 
toothpaste and petroleum j e l l y to replace purely repackaging 
operations. 

The d o l l a r value of t o t a l Zambian exports continued to drop, 
since the s l i g h t s h i f t s i n the commodity s t r u c t u r e were outweighed by 
the slump i n copper earnings. The country's cost s t r u c t u r e tended to 
r i s e . Between the s t a r t of l i b e r a l i s a t i o n and 1985 the wholesale 
p r i c e index of a l l non-copper products rose by almost ninety per 
cent, which put an a d d i t i o n a l drag on the achievement of export 
competitiveness. I t i s i s indeed s u r p r i s i n g that, under the 
c o n d i t i o n s then o b t a i n i n g , any 
export d i v e r s i f i c a t i o n took place at a l l ! 



I n f l a t i o n was high and r a i s e d the cost of l i v i n g of low-income 
households by 94% i n the same pe r i o d . Yet no major s o c i a l upheavals 
took place, a t t e s t i n g to the r e s i l i e n c e of Zambia's s o c i a l f a b r i c and 
to the s t o i c manner i n which both the urban population and organised 
labour responded, under the country's p o l i t i c a l l e a d e r s h i p , to 
growing economic hardship. 

1985 brought m i t s wake more market-inspired measures. 
In t e r e s t rates were r a i s e d to y i e l d p o s i t i v e returns to savers, a 
f o r e i g n exchange auction was i n s t a l l e d , while import l i c e n s i n g along 
with quota r e s t r i c t i o n s were abolished. The customs t a r i f f was made 
more uniform and p r o t e c t i o n l e v e l s reduced f o r i m p o r t - i n t e n s i v e 
products with low value added. The average rates of nominal t a r i f f s 
(m the 30-40% range) became moderate by SSA standards and the whole 
subject of p r o t e c t i o n and competitiveness was thrown open to p u b l i c 
debate i n a l l centres of Zambia, at hearings of a T a r i f f Commission 
of Enquiry. 

The Commission's recommendations, which the hearings generated, 
were i n d i c a t i v e of the problems faced by the manufacturing s e c t o r . 
There was consensus i n respect of an array of p o l i c y measures, f o i 
instance i n r e l a t i o n to the need to maintain the 50% f o r e i g n exchange 
r e t e n t i o n allowance f o r n o n - t r a d i t i o n a l exports as w e l l as the no 
forex involved f a c i l i t y , with only a small l i c e n c e fee: - provide 
small i n d u s t r i e s with c r e d i t on p r e f e r e n t i a l terms; - r a i s e duties 
on p o t e n t i a l l y competing manufactures; - have n i l t a r i f f s on raw 
materials not l o c a l l y a v a i l a b l e ; - broaden the buy l o c a l campaign; 
give a 15% p r e f e r e n t i a l margin to l o c a l contractors i n Government 
tenders and use a i d money to purchase l o c a l goods and s e r v i c e s when 
a v a i l a b l e ; - discourage a i d - t y i n g and barter t r a n s a c t i o n s ; - prolong 
the p r o t e c t i o n enjoyed by a l l a i l i n g i n d u s t r i e s but i f c o r r e c t i v e 
measures proved i n e f f e c t i v e , to l i q u i d a t e them; - have f o r e i g n 
holders of p i p e l i n e debt swap i t for equity i n Zambian j o i n t 
ventures ( s i c ) and e s t a b l i s h an exchange rate guarantee scheme for 
n o n - t r a d i t i o n a l exports. 

In r e l a t i o n to a n c i l l a r y measures there was agreement: 

- to maintain p r i c e decontrol and the exchange auction system 
i n i t s Dutch ve r s i o n ' ^ with the bids p u b l i c i z e d ; 

- make p r o f i t i n c e n t i v e s more uniform between s e c t o r s , and 
- encourage l o c a l manufacturers to c o n t r i b u t e to a more 

e f f e c t i v e Bureau of Standards. 

The above des i d e r a t a r e f l e c t e d the preponderant views of the 
p r i v a t e manufacturing sector and, as such, point to the c h i e f 
handicaps faced by i t in the m i d - e i g h t i e s . 

Thus, the general assessment of the auction system and 
accompanying market-oriented measures by the vocal part of the 
p r i v a t e s e c t o r , was p o s i t i v e . I t l e f t l e s s room f o r c o r r u p t i o n or 
f a v o u r i t i s m . Capacity improvement became p o s s i b l e i n p l a n t s whose 
owners found the wherewithal to acquire the expensive f o r e i g n 
currency. But small e n t e r p r i s e and farmers were l e f t at a d i s t i n c t 
disadvantage i n the scramble f o r f o r e i g n currency'''. 



6.2 The P a r a s t a t a l s and the Reforms 

What of the p a r a s t a t a l s and t h e i r reactions to the reforms? 
What were the e f f e c t s on t h e i r p r o f i t a b i l i t y ? 

I t w i l l be r e c a l l e d that p a r a s t a t a l s have been accounting f o r 
about two-thirds of t o t a l i n d u s t r i a l employment and value added. 
The annual reports of p a r a s t a t a l holding companies give a p o s i t i v e 
evaluation of the e f f e c t s of the l i b e r a l i s a t i o n of trade and 
payments, the decontrol of p r i c e s and of i n t e r e s t r a t e s , as w e l l as 
of the auct i o n i n g of d o l l a r s , on t h e i r operations during 1986. 

Thus ZIMCO, accounting f o r 35% of formal employment and 55% of 
GNP i n 1985, reported t h a t : 

- even the l e s s import-dependent firms succeeded 
i n g e t t i n g enough f o r e i g n exchange through the auction to 
s a t i s f y t h e i r immediate import requirements so that companies 
were able to by-pass the more expensive l i n e s of s u p p l i e r 
c r e d i t ; 
- more a t t e n t i o n was paid to economies i n production because of 
the high kwacha cost of f o r e i g n exchange; 
- marketing and competitiveness i n f o r e i g n markets 
a t t r a c t e d more a t t e n t i o n ; 
- higher c a p a c i t y u t i l i z a t i o n was achieved by most, but 
not a l l , ZIMCO e n t e r p r i s e s , a l l o w i n g some improvements i n labour 
and c a p i t a l p r o d u c t i v i t y . 

Two major problems were common to most p a r a s t a t a l s : a) with 
the r a p i d devaluation the burden of ex t e r n a l indebtedness doubled and 
the l a r g e r i n f l o w of competing goods from abroad caused problems of 
di s p o s a l on the domestic market. Shortages of working c a p i t a l , due 
to the accumulation of losses i n the past, were widespread. In 
1985/6 out of 37 INDECO companies, i n only 20 was net working c a p i t a l 
p o s i t i v e . This burden was not r e l i e v e d by the reforms. Bank 
overdrafts f o r bidding at auctions were r e s t r i c t e d so that indebted 
e n t e r p r i s e s had d i f f i c u l t y i n being s u c c e s s f u l . 

INDECO, f o r I t s p a r t , ascribed the increase i n n o n - t r a d i t i o n a l 
exports during 1985-86 by i t s s u b s i d i a r y companies d i r e c t l y to the 
reforms. They were o p t i m i s t i c about being able to add new products 
to t h e i r exports i f con d i t i o n s were to remain unchanged. These 
included i n d u s t r i a l f a b r i c s , glass b o t t l e s , b i c y c l e s , galvanized 
hollowware, wheelbarrows, e d i b l e o i l s , detergents and canned 
pineapples. But the only new i m p o r t - s u b s t i t u t i n g a c t i v i t y that came 
on-stream during the 1985-86 period was the e x t r a c t i o n of cooking o i l 
from domestic o i l s e e d s . And t o t a l manufacturing employment d i d not 
r i s e s i g n i f i c a n t l y above i t s 1984 l e v e l of 48,000. 

Observers g e n e r a l l y agree that not enough f o r e i g n exchange was 
made a v a i l a b l e at the auctions to ensure success. By the middle of 
1986 the u n s a t i s f i e d demand f o r d o l l a r s amounted to US$ 24 m i l l i o n 
per month and towards the end of that year almost to US$ 68 m i l l i o n . 
Local money supply expanded d i s p r o p o r t i o n a t e l y to the a v a i l a b i l i t y of 
fo r e i g n exchange, which f e l l from a high of US3 9 m i l l i o n a week to 
5.6 m i l l i o n a f t e r the IMF suspended disbursements i n r e p r i s a l f o r the 



accumulation of a r r e a r s by Zambia and because of r e t i c e n c e on the 
part of the main supporters of the auction (US, UK, Sweden) to make 
up the d i f f e r e n c e . Thus a f t e r the deduction of v i t a l sums f o r 
petroleum, a i r transport and General Government, the balance of 
f o r e i g n exchange a v a i l a b l e f o r other imports d i d not exceed US$ 4.4 
m i l l i o n and, i n e a r l y 1987, shran)i to a mere $2.8 m i l l i o n . With the 
increase i n money supply, p r i c e s of imports went up, r a i s i n g the 
already high import content of goods and generating a v i c i o u s 
s p i r a l i s . 

I t i s tempting to think that the Zambian a u t h o r i t i e s would have 
continued t h e i r experiment with the free f l o a t of the kwacha against 
the d o l l a r had enough f o r e i g n exchange been made a v a i l a b l e to absorb 
excess l i q u i d i t y . Was the IMF i n j u d i c i o u s i n withdrawing i t s 
f i n a n c i a l support at a c r u c i a l j u n c ture, or was the l i b e r a l i s a t i o n 
experiment s t a r t e d too l a t e and was too d i f f i c u l t f o r a s o c i a l i s t 
government to digest? Why was the income e f f e c t of massive 
devaluation not cushioned by employment-generating programmes, ea s i e r 
c r e d i t to farmers and small industry? Would s e c t o r a l 
p r e - a l l o c a t i o n s of f o r e i g n exchange have helped? These and other 
per t i n e n t questions w i l l be considered i n the second phase of t h i s 
p r o j e c t . 

This s e c t i o n concludes with a d i s c u s s i o n of one important 
aspect of the reform measures which i s i r r e v e r s i b l e and should at 
l e a s t prevent the saddling of the S t a t e - c o n t r o l l e d sector with 
u n p r o f i t a b l e a c t i v i t i e s (white elephants) . 

Over the past f i v e years ZIMCO recorded pre-tax p r o f i t s i n only 
three, so that o v e r a l l p a r a s t a t a l performance has not been very 
s a t i s f a c t o r y . Although t h i s i s mainly a s c r i b a b l e to the poor 
performance of mining e n t e r p r i s e s , there were a number of loss-makers 
i n manufacturing proper. They included firms producing b a t t e r i e s and 
p a r t s , food canning and pork products, saw-milling, ceramics and c l a y 
products, nitrogenous f e r t i l i z e r s and i n d u s t r i a l a c i d . Had company 
assets been valued at replacement rather than h i s t o r i c cost, ZIMCO's 
outturn would have been much worse. 

Cost and product accounting was introduced by ZIMCO qu i t e e a r l y 
i n the reform p e r i o d and was followed by the i m p o s i t i o n on a l l the 
p a r a s t a t a l s of uniform q u a r t e r l y reports based on an exhaustive 
f i n a n c i a l manual aimed at capturing a l l of the data e s s e n t i a l f o r 
e x e r c i s i n g e f f i c i e n t c o n t r o l . The r e s u l t has been t e l l i n g . Company 
books could be closed j u s t two months a f t e r the end of the 1985/6 
f i n a n c i a l year. As soon as a l l the manufacturing e n t e r p r i s e s become 
computerized, they w i l l be required to submit to ZIMCO v i a INDECO f o r 
v e t t i n g — on a monthly b a s i s — balance sheets, p r o f i t and l o s s 
statements, value added, sources and uses of funds, f i n a n c i a l r a t i o s , 
c a p i t a l expenditure and f o r e i g n exchange t r a n s a c t i o n s . S t i l l t i g h t e r 
f i n a n c i a l r e i n s w i l l be placed on the l e s s p r o f i t a b l e companies. 
Such data and analyses of company performance should make corporate 
budgeting and planning f e a s i b l e and allow the Party and Government 
leadership to e x e r c i s e both ex ante and ex post c o n t r o l s . 

Within the INDECO holding of 37 manufacturing and s e r v i c e 



e n t e r p r i s e s , of the nine that were loss-makers i n 1982/3, three have 
achieved a turnaround by 1986 and one heavy l o s e r — the nitrogenous 
f e r t i l i z e r plant — s o l d to a consortium which had received assurance 
of m u l t i n a t i o n a l assistance for r e h a b i l i t a t i n g the p l a n t . INDECO's 
retu r n on c a p i t a l has r i s e n to 13% from 9% i n 1982/3 but o v e r a l l 
operations have yet to y i e l d net f o r e i g n exchange earnings. 

The reasons f o r the lack of p r o f i t a b i l i t y i n p a r a s t a t a l 
manufacturing are h i s t o r i c a l and due to many having been badly 
planned, l o c a t e d and equipped. P r i o r to 1975 company Boards were too 
d i r e c t l y under the i n f l u e n c e of p o l i t i c i a n s and were obli g e d to 
operate as q u a s i - s o c i a l instruments. For instance, the f e r t i l i z e r 
plant was the second i n the whole world to use an expensive and 
d e l i c a t e e l e c t r o l y t i c reduction process based on c o a l ; i . e . i t has 
had to become the object of r a d i c a l r e h a b i l i t a t i o n with World Bank 
p a r t i c i p a t i o n . The o v e r - s i z e d design of the b r i c k plant i s 
traceable to a poor f e a s i b i l i t y study which over-estimated demand and 
concluded i n favour of a c a p i t a l - i n t e n s i v e plant capable of producing 
35 m i l l i o n high q u a l i t y b r i c k s annually, but which are not 
competitive with l e s s s o p h i s t i c a t e d products pre f e r r e d by consumers 
i n and around Zambia. The motor cars assembled at a major plant 
cost, on average, US$ 2000 more than the border p r i c e s , so that 
throughput has seldom exceeded 100 cars per annum. The t y r e 
manufacturing company was o r i g i n a l l y sanctioned on the e x p l i c i t 
understanding that l a t e x would be produced l o c a l l y , but 15 years 
l a t e r , continued to import i t s raw rubber. S i t u a t i o n s such as these 
need not recur as there i s p r e s e n t l y enough e x p e r t i s e i n IMDECO to 
monitor a c t i v i t i e s c l o s e l y and to c a r r y out the studies on which to 
base sound economic d e c i s i o n s . 

As to the immediate future of the manufacturing sector i n 
Zambia, there are s e v e r a l economically v a l i d ventures at an advanced 
stage of c o n s i d e r a t i o n . They i n c l u d e the manufacture of: 

- i n s e c t i c i d e s and p e s t i c i d e s (provided the 
a c t i v e i n g r e d i e n t s can be produced l o c a l l y ) ; 

- hardwood f o r e s t products f o r export; 
- i r r i g a t i o n equipment; 
- tanned l e a t h e r and shoes; 
- brass/bronze appliances; 
- magnesium-fused phosphate f e r t i l i z e r ; 
- e l e c t r i c a l motors and transformers; 
- g l y c e r i n e from soap by-products; 
- o v e r s i z e t y r e s f o r earth-moving equipment; 
- animal stock-feed. 

Many of these ventures can generate new linkages and t h e i r 
products could become competitive i n f o r e i g n markets i f plant design 
and l o c a t i o n are appropriate. 

But a f t e r the r e t u r n to a d m i n i s t r a t i v e c o n t r o l s and r e g u l a t i o n s 
as of May 1987, can INDECO's momentum be maintained? Since the 
composition of a i d donors may change, w i l l the procurement of c a p i t a l 
equipment conform to the companies' r e a l needs and f a c t o r costs? 
Under the r e v i v e d system of government management, can a d m i n i s t r a t i v e 



costs and overheads be lowered to help make Zambxan products more 
competitive? 

At the time of w r i t i n g , Zambia's New Economic Recovery 
Programme of May 1987 had yet to be f i l l e d out with a r e a l i s t i c 
f i n a n c i a l f o r ecast demonstrating the f e a s i b i l i t y of mamtainnng 
i n t e r n a l and e x t e r n a l e q u i l i b r i a with, h o p e f u l l y , some growth. M l 
of the country'i; a i d partners wtre being canva.ssed for support, but 
I t i s doubtful that the former r e a l VOIUSB of a i d w i l l be maintained, 
i f only f o r reasons o£ market theology on the part of some. 

What about the export outlook, p a r t i c u l a r l y of manufactures? 
The new 100% surrender requirement of a l l export earnings to the 
c e n t r a l bank — i n s t e a d of the 50% i n force before the break with the 
IMF— r a i s e d an immediate outcry among exporters who had r e c e n t l y 
gained precarious footholds i n f o r e i g n markets with s o - c a l l e d 
n o n - t r a d i t i o n a l exports ( a l l but metal m i n e r a l s ) . Several of them 
claimed that the revalued kwacha made them uncompetitive abroad and 
c a l l e d f o r i t to be 50% lower. Was t h i s the harbinger of the 
r e - i n s t a l l a t i o n of the two-tier system, abandoned at the turn of the 
decade a f t e r a t r i a l run? 

With i n t e r e s t rates f i x e d under the new system of c o n t r o l s at 
15% plus a 5% margin — as a maximum — domestic savings w i l l be 
l a r g e l y determined by p r i c e and wage l e v e l s . Incomes have already 
reached a l l - t i m e lows i n Zambia and domestic investment w i l l depend 
c r u c i a l l y on the i n f l o w of net f o r e i g n savings. The volume of 
concessionary a i d w i l l at best stagnate and the l e v e l of the 
country's indebtedness i s such as to discourage commercial long-teim 
loans of any consequence. Hence Zambia must pin i t s hopes on 
a t t r a c t i n g d i r e c t f o r e i g n investment i n a l l i t s forms, i n c l u d i n g 
p o s s i b l e debt/equity swaps arranged with the c r e d i t o r s . The 1986 
Investment Act provides generous and well-balanced i n c e n t i v e s and 
guarantees. The country's f i n a n c i a l i n f r a s t r u c t u r e has been 
bo l s t e r e d by the Lima A g r i c u l t u r a l Bank, the c r e d i t guarantee 
f a c i l i t y f o r small i n d u s t r y i n the Development Bank of Zambia, and by 
the embryonic Export Import Bank. They deserve the support of the 
i n t e r n a t i o n a l community i n t h e i r task of d i v e r s i f y i n g output and 
r a i s i n g the economy onto a s u s t a i n a b l e development path. 



ANNEXES 
ANNEX 1 STATISTICAL DATA 

Annex Table 1. 
Basic Data on the Zambian Economy 

1979 1981 1983 1985 

2973 3253 3099 3070 

-0.3 -5.5 -3.3 

Na t i o n a l Accounts 
GDP i n 1980 kwacha 

( m i l l i o n s ) 

GDP p.c. growth (%) 

Shares i n GDP: (%) 
Govt, consumption 23 
P r i v . consumption 50 
Gross f i x e d cap.form. 17 
Change i n stocks 3 
Exports - Imports 8 

28 24 19 
65 63 62 
18 15 10 
2 0 2 

-13 -1 7 

GDP growth (%) 1970-1980 1980-1983 
(US d o l l a r base) 
TOTAL GDP 1.1 1.4 
of which: raanufact. 2.3 4.2 

mining etc -1.4 5.5 
construe. -1.3 -16.4 
p u b l . u t i l i t . 17.0 4.7 

T o t a l Industry 0.4 3.3 

Se c t o r a l Investment 1972 (only year with relevant data) 
(% of GFCF) 
Commercial a g r i c u l t u r e 4.6 
Mining & Quarrying 32.8 
Manufacturing 12.5 
Transp. & Communic. 10.0 
Construction 2.9 
Services 37.3 

MVA Growth 1970 - 80 1980 - 83 
(1970 kwacha base) 
TOTAL manufacturing 2 .3 4, .2 

of which: 
Food Beverages $ Tobacco 1. .6 5. .9 
T e x t i l e s & Apparel 9, .3 5. .6 
Wood S products -2. ,0 -6. .4 
Paper, p r i n t i n g , p u b l i s h . -3, .4 16. .2 
Chemicals, p l a s t i c , rubber 9. .5 -4. .8 
Non-metal mineral prod. -0, .7 13. .8 
Basic & f a b r i c . m e t a l prod. 0, .6 -5. .0 



Exchange rate 
(SDR per kwacha) 

1979 1981 1983 1985 
.98 .98 .78 .16 

I n t e r n a t i o n a l Transactions 1970-75 1975-80 1980-82 
US d o l l a r based growth rates of: 

TOTAL Exports -4.4 9. .6 -12.0 

of which: Copper -5.3 8. .2 -9.2 
Zinc 14.6 -5. .0 4.0 
Lead 5.1 -1. .6 -5.8 
Cobalt 4.5 46. .2 -46.6 
Tobacco 12.9 -16. .6 negat; 

1970-75 1975-81 

TOTAL Imports 13.3 2.2 

of which: 
Min. f u e l s elec. .18.8 10.2 
Food 5.3 0.8 
Crude m a t e r i a l 14.7 0.2 
Chemicals 23.9 3.1 
Manufactures 14.7 -1.5 
Other manuf. 0.8 -4.5 
Machin.i equip. .11.5 1.6 

Employment (000) Dec. 1972 Dec. 1980 

TOTAL 367, .9 379.4 
of which i n : 

Manufacturing 43, .3 47.8 
Mining i Quarrying 60, .7 63.1 
Construction 72, .3 43.8 
P u b l i c u t i l i t i e s 4, .5 8.0 
A g r i c . & F o r e s t r y 31, .1 32.6 
A l l other sectors 156, .0 184.1 

Industry Structure i n 1980 
percentage shares i n Employment GDP 

P r i v a t e firms 45.6 43.6 
P a r a s t a t a l s 43.4 49.5 
P u b l i c a l l y owned enterpr. 11.0 6.9 



P r i c e s and Production 
indexes 1980=100) 1979 1981 1983 1985 

Consumer p r i c e s 90 114 153 253 
I n d u s t r i a l production 97 98 97 106 
Mining output 97 92 95 80 

In t e r e s t Rate 
Discount r a t e 6.5 7.5 10.0 25.0 

Source: UNIDO and World Bank. 



Annex Table 2 

Hon-service sectors i n the 1975 Input-Output t a b l e 

Sector Number D e f i n i t i o n 

1 A g r i c u l t u r e , f o r e s t r y and f i s h i n g 
2 Metal mining 
3 Quarrying 
4 Food manufacturing 
5 Beverages & Tobacco 
6 T e x t i l e s and wearing apparel 

7 Vood & wood products 
8 Paper & p r i n t i n g e t c . 
9 Chemicals 

10 Rubber products 
11 Non-metallic mineral products 
12 Basic metal products 
13 Fabricated metal products 
14 Other manufacturing 

( 15-29 A l l services) 



Annex 3 

Abstract of the Case Study of Mansa B a t t e r i e s Ltd' 

The f i r m was s e l e c t e d as t y p i f y i n g the outcome of import 
s u b s t i t u t i o n i n Zambia during the 1970s. I t s p r i n c i p a l c h a r a c t e r i s t i c s 
included the f o l l o w i n g : 

- consumer-oriented with few p o s s i b i l i t i e s f o r d i v e r s i f y i n g 
i t s product mix; 

- r e l a t i v e l y c a p i t a l i n t e n s i v e and u t i l i s i n g complex and 
c o s t l y machinery; 

- s i t e d i n a n o n - i n d u s t r i a l environment, l a c k i n g commercial and 
commercial and p h y s i c a l i n f r a s t r u c t u r e ; 

- designed f o r output volumes w e l l i n excess of the needs of the 
domestic market; 

- dependent on the importation of the greater part of inputs and on 
the use of f o r e i g n managerial and t e c h n i c a l knowhow; 

- not p r i c e - c o m p e t i t i v e & r e q u i r i n g p r o t e c t i o n from imported 
products; 

The plant was inaugurated i n 1978 as a j o i n t venture with a l a r g e 
F i n n i s h f i r m (Oy Airam Ab) that enjoyed i t s Government's patronage 
and INDECO, ho l d i n g two-thirds of the company's shares, valued at 
K0.9 m i l l i o n . The p r o j e c t had been conceived i n the e a r l y 1970s but 
s i t e preparation took two years longer than a n t i c i p a t e d 
l a r g e l y because of i t s sub-optimal l o c a t i o n - c l o s e to l o c a l deposits 
of manganese ore used as an input, but i n a r u r a l environment with 
poor communications with the country's main commercial and i n d u s t r i a l 
centres. 

The i n s t a l l e d capacity (44 m i l l i o n f l a s h l i g h t b a t t e r i e s ) was more 
than double the peak l e v e l of such imports i n the 1973 to 1977 period 
and about four times the average l e v e l of s i m i l a r imports. The 
r e s p o n s i b i l i t y f o r p r o j e c t planning, procurement of equipment and 
machinery, i n s t a l l a t i o n , commissioning, maintenance, management and 
t r a i n i n g l a y with the F i n n i s h partner i n the p r o j e c t . 

I t took but 18 months f o r the p l a n t ' s operation to become 
s e r i o u s l y d i s r u p t e d by d e f e c t i v e equipment, inadequate t e c h n i c a l 
s u p e r v i s i o n and, more c r u c i a l l y , the shortage of f o r e i g n exchange to 
purchase adequate supplies of raw m a t e r i a l s and spare p a r t s . This 
c o n s t r a i n t was eased by a d d i t i o n a l F i n n i s h assistance but a l s o l e d to 
the divestment by the f o r e i g n partner of i t s shares i n 1982. 

Capacity u t i l i s a t i o n during the 1978 to 1983 period (averaging 
20%) never exceeded 29%. Employment l e v e l s v a r i e d between 200 and 

'. From, K. Rajeswaran, TECO Research P r o j e c t P u b l i c a t i o n No. 7, 
The I n s t i t u t e of Development Studies (Sussex) and the U n i v e r s i t y of 
H e l s i n k i , A p r i l 1986. 



250 persons. Downtime averaged 16,000 man-hours per annum i n the 
period 1981/82 to 1984/85, f o u r - f i f t h s (equally) due to machine 
brealcdowns and to shortages of various inputs. Because of these 
c o n s t r a i n t s , labour p r o d u c t i v i t y d e c l i n e d a f t e r 1982. A d d i t i o n a l l y , 
no b a t t e r i e s were exported. The Kwacha cost of inputs almost 
quadrupled between 1979 and 1983. The higher costs of production could 
not be passed on f u l l y to f i n a l consumers, thus reducing the firm's 
p r o f i t margins. Foreign exchange a l l o c a t i o n s to the f i r m by the Bank of 
Zambia covered, on average, only one quarter of the firm's requirements, 
o b l i g i n g i t to r e l y ever more on expensive s u p p l i e r c r e d i t . By 
1984/85, i t s long term debt amounted to K7.3 m i l l i o n . 
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FOOTNOTES 
1. During the f i r s t 20 years of independence Zambia had f i x e d 
exchange r a t e s : u n t i l 1970 the kwacha was pegged to the pound s t e r l i n g , 
then 1970-76 to the US d o l l a r , during 1976-83 to the SDR, and from J u l y 
1983 to October 1985 to a basket of trade-weighted c u r r e n c i e s . In the 
course of adjustments f o l l o w i n g 1974, three d i s c r e e t devaluations were 
c a r r i e d out: i n 1976 by 20%, by 10% more i n 1978 and by a f u r t h e r 20% i n 
1983. These proved inadequate to d i v e r s i f y and promote the country's 
exports so as to o f f s e t the continuing f a l l i n met a l - r e l a t e d f o r e i g n 
exchange earnings. Reserves were repeatedly drawn down to the value of a 
few weeks' imports as the government p e r s i s t e d i n r e l y i n g on incomes and 
exchange c o n t r o l s to contain imports, to i n s u l a t e the kwacha from supply 
and demand pressures, and to borrow i t s way out of what was thought to 
be a passing depression. 

I t eschewed a s u b s t a n t i a l once-off d e p r e c i a t i o n for s e v e r a l l i k e l y 
reasons: 

-the d i f f i c u l t y of de c i d i n g on the adequacy of a la r g e 
devaluation i n terms of i t s net balance of payments e f f e c t ; 

-the u n p a l a t a b i l i t y of admitting i t s e l f unable to s u s t a i n the 
value of the n a t i o n a l currency and of i n v i t i n g i n f l a t i o n from abroad v i a 
higher p r i c e s of imported goods and s e r v i c e s on which so many a c t i v i t i e s 
were h i g h l y dependent; 

-the perceived u n r e l i a b i l i t y of a p o s i t i v e supply response by 
producers of exportable products, given the run-down st a t e of t h e i r 
c a p i t a l assets and other supply c o n s t r a i n t s ; 

- the continued preoccupation with supporting the purchasing 
power of urban dwellers to the neglect of i n t e r n a l terms of trade. 

For d e t a i l e d d i s c u s s i o n s see P.Daniel, S t r u c t u r a l Adjustment or 
Downward Spiral,IDS B u l l e t i n 1985; C.Harvey, Non-marginal P r i c e 
Changes e t c . , paper submitted to the EAZ Conference, Lusaka, June 1987; 
C.Lancaster and J.Williamson (Eds), A f r i c a n Debt and Financing, ch.3. 

2. ILO's JASPA report on Zambia (1981) estimated at 20% the 
d e t e r i o r a t i o n i n both the barter and the income domestic terms of trade 
between 1969 and 1980. 

3. The performance of a Zambian f i r m manufacturing f l a s h l i g h t 
b a t t e r i e s epitomizes the problems endemic to i n d u s t r i a l growth i n the 
1975 to 1985 period. See Annex 2 f o r a summary of the case-study of the 
fi r m by K. Rajeswaran under a j o i n t research p r o j e c t of the I n s t i t u t e 
of Development Studies (Sussex) and the U n i v e r s i t y of H e l s i n k i . TECO 
P u b l i c a t i o n , No. 7, A p r i l 1986. 

4. Examples c i t e d by Makgetla ( i b i d ) are: f i r s t , the expansion 
of polyester f a b r i c manufacturing with a high import content, i n 
preference to more i n t e n s i v e use of domestic cotton and, secondly, 
the c o s t l y investment i n automated wrapping by the s t a t e - c o n t r o l l e d 
bakeries to make them stand up to competition from a r t i s a n a l bread 
makers. For a f u l l d i s c u s s i o n of the s t r u c t u r e of ownership i n the 
manufacturing (and mining) sectors see O.A. Saasa, Zambia's P o l i c i e s 
Towards Foreign Investment, Research Report No. 79, Scandinavian 



I n s t i t u t e of A f r i c a n Studies, Uppsala, 1987. 

5. The f i r s t White Paper e n t i t l e d O u t l i n e of the Government's 
I n d u s t r i a l P o l i c y was published by the Government P r i n t e r i n October 
1964. I t was revised by the M i n i s t r y of Commerce and Industry i n 
January 1966. 

6. World B a n k , I n d u s t r i a l i z a t i o n i n Sub-Saharan Africa,1984, p.49. 

7. In Zambia data on c a p a c i t y u t i l i z a t i o n i n manufacturing are very 
patchy. For the e a r l y period. World Bank analyst s derived t h e i r branch 
estimates from small samples of i n d i v i d u a l e n t e r p r i s e s , most of which 
were State c o n t r o l l e d . More r e c e n t l y the INDECO group of p a r a s t a t a l s 
have begun to include capacity use m t h e i r annual r e p o r t s . UNIDO has 
l i s t e d t h i s information f o r the years 1981-82 i n i t s I n d u s t r i a l 
Development Review s e r i e s , IS/520, Feb.1985. 

8. World Bank, o p . c i t . , t a b l e 15 . 

9. V.Sheshamani and J.K.Hasan,Key sectors i n the Zambian Economy 
etc. Business & Economic Studies Dept., 1984. 

10. UNIDO, S t a t i s t i c a l Review of Economic and I n d u s t r i a l Performance, 
1987/01/21. 

11. The rate of import s u b s t i t u t i o n was derived by the a p p l i c a t i o n 
of the formula (Uz - U i ) / /Q2 - Q i / i n which Ui = Qi/Si , U2 = Q 2 / S 2 , 

Q = domestic output, M = imports and S = Q + M = t o t a l supply. 

12. As the computation of DRCs requi r e s access to e n t e r p r i s e accounts 
and f i r m knowledge or border p r i c e s (a p a r t i c u l a r l y complex problem 
fo r landlocked c o u n t r i e s ! ) , the World Bank's c a l c u l a t i o n s of DRcs i s , 
so f a r , the only known attempt to work out these numbers f o r Zambia, 
dating back to 1981. As a l l p r a c t i c a l economists know, the major 
u n c e r t a i n t i e s i n c a l c u l a t i n g DRCs der i v e from the d i f f i c u l t y of 
a r r i v i n g at s o - c a l l e d free trade and shadow p r i c e s . In the SSA 
c o u n t r i e s ' context, the use of proxies and approximations i s the 
r u l e , plus a b s t r a c t i o n from u s u a l l y s i g n i f i c a n t d i f f e r e n c e s i n 
q u a l i t y between domestic and competing imports. Also there are 
p r a c t i c a l d i f f i c u l t i e s of v a l u i n g non-tradeable i n p u t s , regarding 
which opinion d i f f e r s . But the i n i t i a l stumbling block i s the poor 
q u a l i t y of accounting data regarding intermediate consumption by the 
sampled e n t e r p r i s e s , a matter we w i l l comment upon below. 

Firms with the lowest DRCs are the most e f f i c i e n t at 
transforming domestic resources i n t o f o r e i g n exchange. The high DRC 
values r e s u l t from low l e v e l s of value added (at i n t e r n a t i o n a l 
prices) which, i n terms of Zambian patterns already discussed, would 
apply e i t h e r to the firms r e c e i v i n g high t a r i f f s and i m p o r t - l i c e n s i n g 
p r o t e c t i o n yet consuming la r g e q u a n t i t i e s of imported inputs entering 



at low rates of duty, or to g e n e r a l l y i n e f f i c i e n t e n t e r p r i s e s , using 
vast q u a n t i t i e s of domestic resources per unit of t h e i r value added 
(at free trade p r i c e s ) . 

13. P r i o r to 1975, se v e r a l Industry Monographs were published but 
t h e i r coverage (80%) of the manufacturing sector stopped short of 
analysing a few small but dynamic subsectors (base and f a b r i c a t e d 
metal products, e l e c t r i c a l machinery and "other" manufacturing). 
Because of the nature of e n t e r p r i s e accounts, the s t u d i e s could not 
separate out imported and domestic inputs i n intermediate consumption 
of the f i r m s . 

14. V. Sheshamani and J.K. Hasan, "Key Aspects i n the Zambian 
Economy: An Attempt At E m p i r i c a l I n v e s t i g a t i o n " , paper of the 
Business and Economic Studies Department, U n i v e r s i t y of Zambia, 
August 1984. 

15. See various a r t i c l e s by J . Diamond i n the Oxford B u l l e t i n of 
Economics, V o l . 29, No.2; Applied Economics, V o l . 7, No. 4, and 
Kyklos, V o l . 29, No. 4. See als o B.R. Hazari's a r t i c l e s i n the 
Review of Economics and S t a t i s t i c s , V o l . 52, No. 3, 1970 and G.J.D. 
Hewings,' a r t i c l e i n The Developing Economies, V o l . XX, No. 2, 1982. 

16.In the Dutch v a r i a n t of the f o r e i g n exchange auction the bidders 
have to pay the ac t u a l rates they o f f e r , rather than the struclt rate at 
which t r a n s a c t i o n s are subsequently made. 

17. For d e t a i l s see Conference Proceedings (Lusaka, June 
29-July 3, 1987) The au c t i o n i n g of Foreign Exchange, organized by the 
Economics A s s o c i a t i o n of Zambia. 

18. c.f. Hurray Sanderson, Why Zambia's Auction F a i l e d . Paper 
submitted to the EAZ conference, Lusaka, J u l y 1987. In i t he points out 
that the primary impulse behind the growth i n money supply was Ce n t r a l 
Government borrowing, l a r g e l y to meet i t s debt s e r v i c i n g o b l i g a t i o n s . 


