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IRTRODUCTIOR 

IDE PRQGwtm OF THE umustRIAL DEYELOPNNT DECADE FOR AFRICA CIDDA) 

lyolution of the IQDA concept 

.la early as 1971, the First Conference of African Ministers of Industry 
adopted the "Addis Ababa Declaration on Industrial Development in Africa", which 
reiterated the recognition of industrialization as top priority for African 
econa.les. Realizing that unless a aajor change in the strategies for econOllic and 
aociai developaent la ushered in, the chances of a better future for their peoples 
are endange·~. aubsequent meetings of African Ministers and Beads of State and 
Governaent aeliberated 110re on alternative patterns of development and living 
conditions in the African region. In 1979 the Fifth Conference of Ministers of the 
Bconoaic C01111ission for Africa ad~pted a resolution on a strategy for the African 
region within the fraaevork of the Intematlonal Development Strategy for the Third 
United Rations Development Decade. A call was made at this meeting b~ the URIDO 
delegate in his general statement to declare the period 1980-1990 as the Industrial 
Development Decade for Africa, for the purpose of focusing greater attention and 
evoking greater political coanitment and financial as well as technical support, at 
the national, regional and international levels for the industrialization of 
Africa. In response to the decisions and declarations of the foregoing meetings, 
the Third General Conference of URIDO at Rew Delhi in February 1980 and the OAU 
Economic SU11Dit at Lagos later in the year endorsed the decision to take 
appropriate steps to have the years 1980-1990 declared as the Industrial 
Development Decade for Africa. 

The United Rations General Assembl), responding to the requests of the OAU and 
URIDO, proclaimed, in its resolution 35/668 of 5 December 1980, the period 
1980-1990 as the Industrial Development Decade for Africa thus giving world-wide 
recognition to the Decade. This was strongly supported at the thirty-third 
ordinary session for the purpose of focusing greater political coD1Ditment and 

.financial as well as technical support, at the national, regional and international 
levels for the industrialization of Africa. 

Qbiectives <'f the IJ>DA 

In line with the Lagos Plan of Action and the Final A~t of Lagos, the 
objectives of the lndust~ial Development Decade for Africa are based on the twin 
principles of self-sustained and aelf-r~liant industrialization and overall 
development of African economies. 

The principle of self-reliance aims at reducing the dependence of Afric•n 
economies on external suppliers, and the maximum utilization of indigenous 
resources such as labour; raw materials, management, finance, scientific and 
technoloaical capabilities first, before resorting to external assistance. 
Self-reliance also implies the control and determination of industrial structure 
and investment by the residents of Afric~n economies. 

The call for self-reliance does not imply isolationism or autarky, but seeka 
to bring home prominently the fact that, except by some stroke of luck, (and 
thunderbolts hardly fall from bl~e skies), one can only win if one controls the 
aame. The international exchange of goods, services, scientific and technological 
know-how constitutes an important factor in the development pro:ess. But then 
solutions which arise from the relevant socio-economic milieu cannot be 



- 2 -

successfully grafted or transplanted from elsewhere without proper adjustments, 
deterained by the direct beneficiaries of such so~utions. Therefore, self-reliance 
aust laply selectivity in seeking out the best and most appropriate international 
techno-scientific and financial arrangements on the principle of equality and equal 
benefits. 

The auccesa of any aeaningful development efforts depends on whether or not 
such effort is self-sustainable through the regeneration of growth and reduction of 
dependence on exogenous inputs. The Industrial Development Decade for Africa calla 
not only for industrial d~velopaaent but also growth and a self-sustained 
industrialization process that continuously satisfies the basic needs and other 
strategic interests of development. This implies the buiding and consolidation of 
production, aarketing, adalnistrative, legal, physical, cOllllllUllication and research 
structures that aeet the basic d011estic needs and promote useful linkages betvften 
various industrial and non-industrial subsectors at the national, sub-regi~nal and 
regional levels. 

Strategy (or IDDA 

As aentioned earlier, the circunstances of African countries are essentially 
only variations around similar themes that could warrant general treatment. 
However, mass production and consumption may be suitable for commodities, but the 
same aotivating principle cannot easily and rroductively be transferred to the more 
complex huaan situations of socio-economic p1oblems. Therefore, the specific 
solutions for each country's problems must be unique to the peculiar socio-economic 
environment which first produces the impulse or stimulus for such solutions. The 
strategy and prograanes of the IDDA therefore involve both individual national and 
collective sub-regional actions aimed at establishing the fotmdation for a 
self-reliant and self-sustained development. 

The strategy for industrial development includes: 

(i) The building of an industrial structure in each African State capable of 
meeting changing domestic needs especially in terms of food, building 
material~ and clothing through the preparation and implementation of an 
integrated industrial development programme, based on th~ development 
processing and utilization of domestic natural resources; 

(ii) The establishment of core industries such as metallurgical, engineering, 
chemical, building material and resource-based industries; 

(iii) The establishment of core market research and development and similar 
activities vhich provide the impetus of economy-wide g&:"owth processes and 
facilitate the development of international linkages an.d 
complementarities; 

(iv) The expansion and restructuring of domestic markets by integrating the 
rur~l economy with t.he modern sector through the construction of the 
necessary infrastructure to facilitate production, marL-.ting and 
consumption; 

(v) The joint planning, financing and location of major educational 
institutions in cotmtries in the same economic grouping so as to provide 
for the education and training of engineers, scientists, technologists 
and other skilled workers on the ba~is of comparative advantage; 
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(vi) The promotion of sub-regional economic integration aimed at developing 
energy, basic and capital goods industries in integrated sub-regional 
markets; 

(vii) The full improvement of private and public sector indigenous 
entrepreneurs in all tasks geared toward a self-reliant industrial 
development. 

laaentially, the strategy for Africa's self-sustained industrial developaent 
calla for an integrated approach to and inte!"depend•nce of industrial and allied 
actiY~tiea. A close view of the structure of Vestem industrialized econ011iea 
reveals that there is a considerable interaediate trade aaong the various sectors 
both vertically and horizontally, i.e. aaong milts of different sectors. Bach 
sector receives its inputs froa the other sectors and supplies its output to the 
other sectors. Greater sectoral linkages are nec~'lsary for the achieveaent of a 
arovth-generating industrial ayatea because a stimulus in one sector, for ezaaple, 
an increase in the dmand for products in a given sector, is passed on to the other 
sectors. In such a system, even a aall investment has a considerable net or 
llUl.tiplier effect on the entire eco~ which is greater than the value added by 
the i~itial individual sector or unit. At the llOment African economies cannot 
fully avail themselves of such a 1111ltiplier effect because of the loose and 
uninterconnected nature of these economies. Consequently, a greater deal of 
stimulus is required in the African economies for the achievement of the desired 
socio-economic goals. 

To sum up, the attainment of rapid industrialization in Africa requires a 
structural transformation toward economies that forge concrete input-output 
linkages among the various sectors, aalting them mutually reinforcing. Methods 11Ust 
therefore be found to develop an internal dynamism within each domestic economy to 
bring iato use the local resources available. 

Progre•es amt institutional mech&niSllS 

The IDDA Progranme calls for the establishment of institutional mechanisms at 
national, sub-regional, regional and intemational levels. 

On the national front, national co-ordination co1111tittees are to be established 
to provide overall direction and guidance. Operational focal points are also to be 
created for co-ordinating and monitoring the implementation of the Programme. 
These co1111ittees are expected to design activities that would generate a greater 
awareness of decision-makers in Government, the public and private sectors, as well 
as institutions concemed with industrial development, of the need to develop key 
areas of their economies that provide eas.ential and strategic inputs for other 
economic activities. 

The activities would include inter alia: 

- Workahops and seminars on the IDDA; 

- Review of Yarious past and existing national plano, policies, strategies, 
inatitutional structure~ and arrangements with the vie-~ to identifying •ny 
elements that are Inconsistent with the IDDA Programme; 

- Analysis of core industries and asseasment of their input requirements; 
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- Review of proposed projects and the possibility of expanding existing 
production facilities; 

- Assessment of resources such as raw materials, energy, fin&nce and labour; 

- Review of Industrial Acta, Incentive Codes, Investment Laws, conditions and 
terms of contracts of foreign investors vith the view of using them to 
direct investments into areas that are consistent vith the plan for 
self-reliance and self-811Stainaent. 

At the sub-regional level, co-ordinating committees and operational focal 
points are to be established vith existing or new sub-regional or regional 
organizations. These c01Dittees are to undertake such activities, as will among 
other things, provide a framework for lndentification and selection of 
aultinational core projects. Experts and intergovernmental meetings are to be held 
to consider projects and issues whose implementation or resolution through joint 
undertaltings will promote collective and national self-reliance. Workshops and 
seainars for governmental organizations and experts are also expected to form part 
of the IDDA Progruae. 

At the regional level, meetings of Heads of State and Governm~nt, Ministers of 
Trade and Industry are to be held to discuss and decide on relevant issues and 
policies concerning the IDDA. It is also expected that a Follow-up Committee on 
Industrialization in Africa is to be created to monitor the progress of efforts 
being undertaken on the continent toward the achievement of the objectives of the 
IDDA. 

The ECA, OAU and UNIDO, within the framework of the Joint Committee of the 
secretariat of IDDA, are to co-operate in facilitating the implementation of tha 
IDDA Programme. 

Expectations of the IDQA 

Through the proper implementation of the IDDA strategy and programmes, African 
countries would have developed a foundation for sound industrial growth by the year 
1990. 

- The proportion of world industrial production emanating from Africa is 
expected to reach at least 1.4 per cent; 

It is also expected that the ProgrJJ1111De would result in the promotion of 
so1Dld intra- and inter-sectoral linkages, especially with agriculture, to 
attain self-sufficiency in food production; 

- The rate of development of natural resources particularly, and agricultural 
aineral resources, as well as human resources, including industrial 
entrepreneurship, scientific and technological capabilities would have 
greatly increased by 1990; 

- Greater financial resources are expected to be mobilized by or induced into 
the industrial sector in Africa; 

It is expected that the IDDA activities will facilitat~ the promotion of 
intra-African industrial co-oper~tion especially in strategic ore 
industries including aJreement on the establishment of multinational 
industrial projects baaed on the principles of self-sustained 
industrialization and self-reliant development. 
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UllDQ's r~le in the IDQA Prograa;e 

At the sub-regional level, the UKIDO Secretariat has provided assistance in 
the formulation of a number of current proposals related to the Decade. As a 
contribution to the development of core industries, UKIDO, in co-operation with the 
other tvo secretariats, organized sub-regional meetings in 1983 and 1984, to 
proaote intra-African co-operatioa through the identification of multinational 
industrial projects and their integration in an integrated industrial proaotion 
progr ... e at the cub-regional level. 

~e IDDA Progr ... e entered ita illpleaentation phaae in January 1985. The 
Fourth General Conference of UBIDO held in August 1984 adopted a resolution on the 
IDDA, and also called on all Africa:i countries to intensify their efforts towards 
the acc011Plisbaent of p~iority actions and on Member States to continue to 
contribute to the achievement of the Progr ... e. The technical co-operation 
progr ... e, costed at about $210 aillion, prepared by UKIDO for the implementation 
phase of the Decade, also received the support of the Conference which invited all 
donor co1Dltries and organizations to assist in funding the Progranme. The 
beginning of the implementation phase of the IDDA Progranae also witnessed the 
transformation of UIUDO into a specialized agency of the ilnited Rations. 

UIUDO has also assisted African countries in launching the implementation 
phase of the prograame which was enhanced by the special allocation made by the 
United Rations General Assembly in the UKIDO regular budget. The resources 
established by the United Rations General Assembly consist of: 

(a) The provision of technical advisory services (mainly expertise for 
establishment, maintenance and rehabilitation of enterprises, the preparation of 
pre-feasibility studies, etc.); 

(b) The establishment of pilot and demonstration plants; 

(c) The development of industrial manpower (training prograJ1111es, ~orkshops, 
.strengthening of African training institutions); 

(d) Projects related to the reinforcement of the industrial institutional 
infrastructure including workshops such as this. Similar workshops have already 
taken place in Mauritania, Uganda, Benin, Burkina Faso and Sierra Leone; 

(e) Activities related to the follow-up to sub-regional programmes; 

(f) The preparation of industrial studies; and 

(g) The publicity for the Decade. 

The workshops were organized in co-operation with the Rational Coaaittee for 
URIDO/IDDA or the relevant Ministry in charge of industrial development and were 
attended by high-level decision makers in the concerned ministries, industry 
(public and private sectors, chambers of co1111erce and industry, etc.) and 
institutions (p-oaotion offices, univeraitiea, banks, etc.). In each caae, a 
bactaround docuiaent giving an introduction to the characteristics, including 
conatrainta and potentials for industrial development in the country concerned, was 
prepared, utilizing the aervicea of experts in industrial planning and, where 
poaaible, a national expert. Participants represented Government, industrial 
de7elopment a~thorities, public and private sector industries, development and 
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coanercial banks, 1Dliversities and other training institu~ions, as well as other 
non-governmental organizations invoJved with industrial activities. The 
participants will examine such areas as: 

Strategy for the development of resource-based industries and sub-regional 
co-operation; 

Industrial policies and incentives; 

Proaotion and ins~itutions; 

Industrial planning machinery; 

Rehabilitation and improvement of management industrial enterprises and 
aany llOre related areas. 
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CHAPTER I 

GENERAL ECONOMIC DATA ON ZAMBIA 

1. IAIURAL USQURCIS 

1.1. Mining : copper and Other minerals 

1. Zaabia's natural resources consist aailll.y, but not solely, of minerals, 
Bovever, econoaic develo1111ent has been baaed al.most exclusively on copper mining 
an-1 exports. 

2. Copper resources are estimated to last another 15 to 20 years. 

3. Deposits lie deep, malting Zambia a high cost producer. 

4. Production fell from an average of 700,000 tons in the late 1960s to an all 
time lov of 463,354 tons in 1985/86. Developed and undeveloped reserves dropped 
from 800 million tons in 1980 to 451 million tons in 1985. 

5. Production has been running at a loss since ~he early 1980s. The combination 
of low prices, need of extensive repairs and resupply of equipment together with 
the general foreign exchange shortage put the copper industry in a vicious circle. 

6. Hope for relief was provided by a $300 million rehabilitation programme 
started in 1983 and financed by the World Bank, the African Development Bank and 
the EEC. It aims at restoring production to over 550,000 tons and reducing costs. 

7. Copper prices rose sharply in late 1987, peaked at close to 1,700 pounds per 
ton in early January 1988, but were down to 1,160 po1JDds per ton in late April. 
Barket projections point towards a continued decline, but with the MVerage price 
level for 1988 still above the 900 pound per ton for 1987. 

8. Copper accounts for close to 80 per cent of Zambia's combined export 
earnings. Minerals account for more than 95 per cent of Zambia's total exports. 

9. Other significant minerals include cobalt, lead and zinc with 4,563 tons, 
6,793 tons and 22,772 tons produced respectively in 1986/87. 

10. Mineral deposits also include amethyst, nickel, monazite, gold, silver and 
selenium. Large emerald deposits exist on the Copperbelt but production is mainly 
illegal and smuggled out of the country. LimeatonP. and manganese have become 
increasingly important coaaercial industrial minerals, and talc is looked upon as a 
potentially exploitable resource. Exploration of uranium is under way in the 
Copperbelt, in the Southern and parts of the Western provinces. Italian, French 
and Japanese compa.~ies by early 1985 had spent ZK 3 million, but found or.l; &mall 
exploitable deposits. Unvorked resources also include iron ore. Earlier plans for 
a steel plant in the Rorthvest have been shelved. 
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1.2. Agriculture 

1. Zambia's climate favours a wide range of crops, but only some 15 per cent of 
arable land is currently cultivated. Maize is t~e major crop, covering some 70 per 
cent of cultivate'i land. Other significant crops include sorghum, cassava, mi!let, 
soya beans, sunflower, rice, cotton, grolDldnuts, sugar cane, tobacco and a variety 
of leguaes and vegetables. 

2. In an effort to restructure Zambia's economy, reduce its dependence on copper, 
and attain food self-sufficiency a 10-year agricultural development progr8Jlllle was 
initieted in 1980. The progr ... e give~ priority to upgrading traditional farmer 
production and includes provisions for tbe development of large-scale commercial 
farming, either on a private or joint ve~ture basis with the Government. Plans for 
large-scale state farms have been abandoned. 

3. The pricing, tax and other reforms undertaken have resulted in a 20 per cent 
expansion of the cultivated area, new crops such as cotton, sugar and horticultural 
products. Farm!ng land has been developed outside the traditional heartland of 
Eastern, Southern and Central province3. Even in the drought years of 1983 and 
1984, agricultural output increased by a significant 8.6 per cent and 5.6 per cent, 
respectively, and jumped to 9.3 per cent in 1985. 

4. The livestock population was severely affected by drought in the early 1980s. 
Poor prices contributed to a decliPe in slaughtering which by 1980 were 50 per c~~t 
below the level 10 years earlier. Since then prices have improved and added export 
incentives have helped increase the number again. A small but significant beef 
export market has developed. Poultry has also picked up as a result of pricing 
reforms and also by an improvement in feedstock supplies. 

5. About 50 per cent of Zambia's land area is covered by forest, but forestry is 
not a major industry. Plantations have been established in the Copperbelt district 
to form the basis of a plywood and paper industry. The indigenous forest has few 
conmercially exploitable species, but continues to be the chief source of supply to 

·the 15 saw mills (mostly parastatals). The equivalent of the output of 135,000 ha 
is cons\Jllled each year as fuelwood. 

6. Fish resources are sizeable in Lakes Tanganyika, Mveru Wantipa, Mweru Luapula, 
Bangweulu and Kariba, the Lukanga sw~mps and the upper Zambe~i an~ Kafup rivers. 
Production was 60,000 tons in 1984. Most of the fishing is carried out by some 
28,000 artisanal fishermen using simple unmotorized boats. 

1.3. Energy 

1. Zambla has excess supply of hydro-electricity. About 70 per cent of the power 
are met by this resource. The copper industry accolDlts for 74 per 'ent of 
electricity consumption, manufacturing 18 per cent •nd household 8 per cent. Until 
1987 about 30 per cent of domestic production was exported to Zimbabwe, which since 
then, however, has developed its own resources. 

2. Coal reserves are estimated at 250 million tons, but production has fallen 
since the early 1970• and earlier exports to neighbouring countries ceased in 
1980/81. Production still covers domestic demand, however, currently estimated at 
660,000 tons a year. 
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3. Oil reserves have not been proven, but exploration is taking place and there 
is some optimism regarding d<>Ylestic oil production. 

4. Through the establishment of the lndeni refinery Zambia saved scarce foreign 
exchange to pay for the supply of crude. Financing was provided through a 
revolving annual credit which waa arranged by a consortium of coamercial banks. 
The facility has been inoperative since 1985 due to the acute shortage of foreign 
exchange, subsequent payment 3rrears and the fact that pre-purchases 1Dlder the 
facility prevented Zambia from benefiting from the oil price collapse in early 1986. 

2. GmRAL ECOJ!QM 

1. The Zambian economy is extremely dependent on international trade. Exports 
and imports constitute up to 48 per cent of real gross domestic product. This 
situation makes the economy very vulnerable to both international and domestic 
forces which inhibit trade such as: the fall in commodity prices, increases in 
price of imports, high i~terest rates and reduction in the inflow of foreign 
capital or increase in foreign outflows. 

2. During the last three yea··~ domestic production of minerals - copper, lead and 
zinc - has declined. Only cobalt output has increased. This has led to 
simultaneous falls in the volume of mineral exports. At the same time the world 
demand for metals and copper in particular has remained depressed due to an 
increase in the use of substitutes namely optic fibres. Worse still, export 
diversification into manufactures, agriculture, etc. has not yielded the expected 
results. During the same period the external debit pr~olem has become acute. 

3. All the above factors have exacerbated the foreign exchange constraint which 
in turn has adversely affected growth of the economy as inputs and machinery cannot 
be brought in adequate quantities. Those sectors that are most import-dependent 
have been worse affected and include all the productive sectors of agriculture, 
manufacturing, mining and construction. Also, the critical shortage of foreign 

. exchange has greatly limited the impact of the domestic policies adopted in the 
preceding years to·revamp the economy. 

4. Thus, although the value of the domestic currency has been devalued by 693 per 
cent between October 1985 and October 1986 neither manufacturing nor agriculture 
exports have increased significantly. On the other hand, the Kwacha value of debt 
service, investment incomes, invisible payments, and transportation have gone up 
proportionately to the depreciation rate. The result has been worsening in the 
balance of payments, from the 1984 and 1985 already poor position. 

5. The other negative impact of exchange rate auctioning as well as the 
contractionary monetary and fiscal p~licies has been increases in consumer prices 
which reached more than 40 per cent in 1986. A more detailed analysis of the 
various macro-economic variabl~s is given below: 

2.1. Aggregate GDP and sectoral performance 

1. ~ross Domestic Product at current prices grew by 71.6 per cent from K 7,048.6 
million at the end of 1985 to K 12,097.9 million during 1986. As compared with 
17.9 and 42.9 prr cent attained during 1984 and 1985 re&pectively, this was a big 
change which reflects the continuing sharp decline in the value of domestic 
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currency caused by foreign exchange auctioning. Consequently, the annual rate of 
growth of per capita GDP at current prices increased by 66 per cent from K 1,048.9 
million to K 1,740.7 million during the same period. This increase was in spite of 
the high population growth rate which took place during the year. See table II.2a. 

2. Real GDP on the other hand, remained stagnant as it only rose from JC 2,041.4 
million in 1985 to K 2,052.2 million in 1986 or 0.5 per cent. Thus, the econ~ 
could not maintain the mom"!D.tlJID of the previous year during which 1.5 per cent 
growth vas achieved. Consequently, constant per capita GDP declined to JC 295.3 
million from JC 299.8 milU.on in 1985, continuing the downward trend which has 
exist~d since 1976. This perfonian.ce is decimal compared with both the annual plan 
target rate of 3.5 per ~ent and the two averages for 1984 and 1985 of 0.8 per cent. 

3. Several factors contributed to this poor outcome. First and fort!llOst the 
macro-economic assumptions on which the projections were based changed 
dramatically. For exr.mple the Kwacha/Dollar exchange rate was assuaed to stabilize 
at K 6.50 to one dollar or 295 per cent depreciation. The actual outturn has been 
much worse as the rate averaged 8.9 Kvacha to the Dollar. Secondly, and quite 
related to the exchange rate, the individual sectoral performances were below 
target. Table II.2b and II.2c detail the sectoral performance in real terms, both 
the annual plan target of 6.0 per cent and the 1984 and 1985 growth of 1.2 and 7.8 
per cent respectively. The manufacturing sector has been adversely affected by the 
devaluation of the Kwacha due to its heavy dependence on import. 

2.2. Ibe early reforms 1981-1983 

In 1982 came the international debt crisis. For Zambia thP. immediate result 
was a dr~p in foreign credits from $570 million per year in 1980-1982 to $165 
million in 1983, making the foreign exchange shortage acute and negotiations for a 
standby from the IMF necessary. 

1. There were signs of policy changes already i~ 1981, reflected in the frequency 
.of negotiations with the IMF. A first IMF standby credit agreement was signed in 
1981. It involved ·SDR 800 million, which was the sec,nd largest credit ever given 
to an African country, The agreement prescribed a.o. tighter fiscal and monetary 
policies and quicker payment of foreign debts. 

2. The performance criteria could not be fulfilled by the Government and after 
SDR 300 million had been drawn, the facility was suspended in 1982. 

3. In April 1983 a new standby credit of SDR 211.5 million was granted and the 
Government undertook a set of reforms ir.cluding: 

2_.3. Tbe 1985 reforms 

1. The IMF facility was suspended in June 1984, with SDR 67 million unJrawn. The 
Government had not been able to cut subsidies as planned or to find other wa,a to 
reduce the budget deficit. The direct cause for suspension of the standby credit 
was, however, non-payments to the Fund. The unpaid debt to the lMF in early 1985 
was approximately $100 million. 
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2. At the time Zambia had become increasingly dependent upon securing agreement 
nC1t only with the Fund but with the aid coamunity as a vh<'"•. In particular the 
precess of reaching acc011Dodations with the World Banlt and the IMF had bec011e 
interdependent. The Banlt's analysis of the problems confronting Zubia strongly 
influenced many bilateral donor agencies. Increasingly the aid COllllUllity insisted 
that the Governaent should introduce significant econoaic reforas; othervise their 
financial assistance would not assist a process of recovery, but sillpl.y postpone 
further decline. 

3. In response to these .pressures, and following a protracted dialogue with the 
l"mlcl uul the World Banlt, the Govermtent was persuaded to introduce a new set of 
reforas which were believed capable of achieving structural change and 
diversification of the econoay and a reduction in its dependence on foreign 
exchange. 

4. The new reforms were discussed at the World Banlt-sponsored Consultative Group 
aeetings in 1984, where they received the support of the "1der donor comaunity and 
pledges of additional finance assistance. The measures were strengthened by 
rescheduling of some $400 million in debt and by rehabilitation loans to the 
mining, agricultural and industrial sectors from consortia of donors on condition 
the policy reforms were implemented. 
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I•bh li G[O§S ~om~§ti~ ftQduct b! kind 2f ~~onomic l~tlvlt! 
{~YIImlt ~Ii~~sl 

1984+ 1985+ 1986++ 
IllDUSTRl' lt'Mn- Percentage lt'Mn Percentage lt'Mn Percentag 

Agrlcaltare, Forestry 
and Plsbing 717.2 U.5 925.2 13.l 134.6 10.8 

. lllning and OuarryilloJ 673.9 13.7 1 101.9 15.6 2 987.l 24.6 

Manufacturing l 010.6 20.5 1 610.0 22.8 2 431.5 20.1 

Electricity, Gas 
and Water 69.7 1.4 11.1 1.0 72.3 0.6 

Construction 153.3 3.1 182.9 2.6 304.0 2.5 

Wholesale and Retail 
Trade 520.8 10.6 763.0 10.8 1 049.4 8.7 

Hotels, Bars and 
Restaurants 126.0 2.6 181.l 2.8 243.9 2.0 

Transport, Storage 
and Co1111unications 251.3 5.1 385.5 4.6 598.3 4.9 

Financial Inst. and 
Insurance 172.9 3.5 228.9 3.2 396.3 3.3 

Real Estate and 
Business Services 344.'.l 7.0 454.8 6.5 631.4 5.2 

COllllunity Social 
and Pe!sonal Savings 318.5 6.5 391. 7 5.6 480.2 4.0 

Iaport Duties 140.4 2.8 334.1 4.7 1 C39.5 8.6 

Less I•ported Banking 
Services Charge 49.6 1.9 64.2 0.9 11.1 0.9 

Total Gross Dotlestic 
Product and ' 4 931.0 100.0 7 048.6 100.0 12 097.9 100.0 

+ Preliminary 
++ Provisional 

Source: Central Statistical Office. 
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Table 2: Percentage change in GDP over previous year 
(constant 1977 prices) 

1986 
IlllJUSTRY 1984 1985 PLAllllBD 

Agriculture. Forestry 
and Pisbing 5.6 3.5 8.0 

Mining and Quarrying -9.8 -7.3 -2.0 

Manufacturing 1.2 7.8 6.0 

Electricity. Gas 
and Water -1.8 2.8 2.8 

Construction 0.0 -13.0 1. 7 

Wholesale and Retail 
Trade -2.3 4.1 5.8 

Hotels, Bars and 
Restaurants 12.2 4.7 

Transpo1t, Storage 
and Communications -2.7 -6.5 2.0 

Financial Institutions -5.6 -3.0 3.4 

Community Social 
and Personal Services -0.2 3.0 2.0 

I•port Duties -2.7 10.6 -15.5 

Le••: Imputed Banking 
Service Charges -5.4 -3.4 o.o 

Total Gross Dollestic 
Product 0.4 1.5 3.5 

Source: Central Statistical Off ice. 

1986 
~ 

5.8 

-6.2 

0.4 

1.9 

5.2 

-3.3 

-4.l 

-1.5 

-0.7 

-1.l 

10.6 

-0.6 

0.5 
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5. In Septf!llber the Government initiated a series of radical reforms which 
eventually succeeded in winning IMF support. These reforms dealt primarily with 
the financial sector. The first measure was to abolish direct regulation of credit 
voluae and interest rates. The interest rates would freely adapt to changes in 
liquidity in the economy as reflected on the market for treasury bills. 

6. In October 1985, the fureign exchange auction system was introduced. Through 
this system foreign exchange for most purposes was allocated on the basis of weekly 
biddings. The highest bid necessary for selling the week's supply of foreign 
exchange deteralned the rates for all foreign exchange transactions during the weelt. 

7. Eventually. only the copper industry and paymeAts related to the public 
foreign debt were allocated foreign exchange outside the auction system - but 
according to the exchange rante determined at the auctions. 

8. Other aeasures included: 

- Further increases in agricultural producer prices; 

- Streamlined trade policies; 

- Reductions in import restrictions; 

- Reduced Government expenditure including a public sector employment 
and wage freeze; 

- An overhaul of the planning and budgetary process. 

9. Economically the auction system had mixed effects. On the positive side was a 
significant and rapid increase in agricultural output, profitability and the 
capacity utilization rate in industry (according to some sources from below 30 per 
cent to over 50 per cent). Supply elasticities appeared surprisingly high 
considering the short time span the reforms had been operative. On the negative 

· side was the fact that the Kwacha, in 18 months from the time of the introduction, 
fell from 2 Kwacha·per dollar to over 20 Kwacha per dollar. As a result, the 
Kwacha moved from overvaluation to undervaluation. 

10. The massive devaluation aggravated an already high inflation rate (averaging 
83 per cent in 1986) which eroded living standards for major portions of the 
population. 

ll. On 1 May, President Kaunda announced that the foreign exchange auction system 
had been discontinued and that a fixed rate of 8 Kwacha to the dollar had beer 
imposed. Debt service payments would henceforth be limited to 10 per cent of 
export earnings net of the foreign exchange needs for mining imports, the airways, 
fuel and fertilizer imports (this is reported to imply a debt service ratio of 3 
per cent). At the same time, interest rates were cut by 5 per cent. 

2.4. the 1987 lftDP 

1. An Interim Rational Development Plan waa publiahed in August 1987, confirming 
the announcements made by the President in May. The Plan, which is still valid, 
ha• the following official and principal objectives: 
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(a) To release resources for development by compressing non-essential and 
luxury imports and by limiting the debt service payments; 

(b) To restore growth by raising capacity utilization in enterprises 
producing essential or basic goods or goods for export; 

(c) To control inflation (partly by pegging the exchange rate of 8 Kwacha to 
the dollar); 

(d) To promote enterprises utilizing local raw aaterials; 

(e) To diversify exports by prOllOting non-traditional expt>rts and exports of 
auiufactured goods; 

(f) To 11&e foreign exchange as a strategic resource; 

(g) To increase employment through the establishment of village and aall 
ind11&triea based on local raw materials; 

(h) To increase the Government capacity to manage the economy; 

(i) To reduce subsidies and target them to the needy. 

:. The IRDP included detailed objectives, strategies and projections for all 
aajor sectors of the economy. For example, GDP was forecast to grow by 2.2 per 
cent in 1988 with agriculture projected to grow by 1.7 per cent, mining by 1.1 per 
cent and aanufacturing by 4.8 per cent. 

3. Allocation of foreign exchange is made by the Foreign Exchange Management 
Colmaittee (FEMAC) which meets twice a month. A sub-committee meets daily to make 
allocations 1Dlder the 50 per cent foreign exchange retention scheme which benefits 
exporters. There are five categories of allocations: Main Ap~lications, Pl'A Funds 
Applications, 50 per cent Retention Applications, 3o Funds Involved Applications, 

.and Government and Loan Applications. The last category includes parastatal sector 
requests to utilize external loans and grants. No F1Dlds Involved Application.. are 
those which do not place a demand on the foreign exchange available at the Bank of 
Zaabia. The applicants have their own funds to draw upon and the purpose of the 
application is essentially to receive clearance from FEMAC to import c01111odities. 
The highest priority is given to producers of non-traditional exports. These are 
defined as exports other than copper, cobalt, lead and zinc. 

4. A donor sponsored evaluation of FEMAr. found the system to work relatively 
well. Applications are pr~cessed in a timely manner and waiting periods are kept 
short. There does not seem to have been any significant shift in the sectoral 
allocation of foreign exchange. 

2.5. the 1988 economic out-turn and deyelopmenta in ma1or economic sectors 

1. Real gross domestic product grew by an estimated 2.7 per cent in 1988, 
representing some improvement over the rate of 2.2 per cent attained in 1987. 
However, with population growing at an annual rate of 3.6 per cent, real per capita 
income shoved no improvement over the 1987 level. Fixed capital formation also 
continued on a declining path while government and private final consumption 
claimed a lion's share of 85.3 per cent of GDP. 
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2. The agricultural sector grew by 6.4 per cent in 1988 compared to a decline of 
2.2 per cent recorded in 1987. On acco\Dlt of good weather that prevailed during 
tile 1987/88 season, the output of a number of agricultural crops vent up 
significantly coapared to their previous year's levels. In the lead vas aaiz~, the 
nation's staple food crop whose output reached 16.1 aillion 90 kg bags as against 
11.8 ailllon bags produced in the- 1986/87 season, a growth of 36.6 per cent. The 
output of cotton rose by 190 per cent to reach 58.5 aillion kg in the 1987/88 
season. 

3. Growth vaa also recoi:de4 in crops such as paddy rice, soyabeans, tobacco and 
sorgh-. Output of paddy rice inc::-eased by about 14 per cent in the 1987/88 seascn 
over the 1986/87 season. Soyabea!l. production vent up by about 58 per cent over the 
previous year's level. the production of virginia tobacco, which stood at 3.5 
aillion Jtg, vas 21 per cent highu than that achieved in the 1986/87 season. 
Sorgh- registered a 38 per cent increase in output in the 1987/88 season over the 
1986/87 season. 

4. A n1Jllber of factors were responsible for this improvement. The aajor factor, 
as already pointed out abova. ~as good weather, and provision of extension 3ervices 
and iaproved quality and range of seeds. Apart from this, the sector received 
relatively increased allocation of foreign exchange. At the same tiae, all 
agricultural imports continued to come into the cot:ntry. 

5. Another noticeable growth was in the mar~iacturing s~ctor. This sector grev 
by 6 per cent in 19&~ as against 5.8 per cent registered in 1987. The appreciation 
and fixing of the exchange rate at K 8 to a dollar in May 1987 as well as the 
pegging of interest rat~s between 15-20 per cent following the introduction of the 
Interia Rational Development Plan (IRDP) was a major contributing factor to this 
grovtb. The above measures enabled the business community to malte more meaningful 
production plans (Source: IRDECO FIGERS). 

6. The other factor behind this sustained growth in the sector is the favoured 
status it bas acquired in the allocation of foreign exchange. This was to improve 

.capacity utilization. 

7. This shows that between 45 and 50 per cent of the foreign exchange goes to the 
manufacturing sector. 

8. The growth in the mining sector was rather depressed in 1988. The sector grev 
by only 2.7 per cent during the year 1Dlder review as against 4.4 per cent achieved 
in 1987. A number of factors were responsible for this reduced momentum of growth 
in the mining industry. Leading among these were the shortage of acid for leaching 
and the poor state of underground equipment which adversely affected ore 
production. As a consequence, copper production in 1987 fell to 422,000 tonnes as 
against 483,000 tonnes in 1987, a decline of 13 per cent. This trend is expected 
to continue for the rest of the coming decade. 

9. The performance of other sectors was mixed. Apart from financial institutions 
and insurance and electricity, gas and water which grew by 5 per cent and 3.5 per 
cent respectively, other sectors grew at a slower pace than they did in 1987. 
Others actually declined. Wholesale and retail trade and transport, storage and 
coamunication are in the latter category, as they registered negative growths of 
-0.8 per cent and -1.9 per cent, respectively. 
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10. Fiscal developaents in 1988 were also a source of great concern. The budget 
deficit, on a cash basis, is estiaated to have increased to 12.6 per cent of GDP in 
1981 froa 6 per cent in 1987. the 1988 out-turn was about 3.1 per cent above the 
estiaated budget deficit of 9.5 per cent. A number of factors are responsible for 
the unfavourable out-turn in the budget deficit. Firstly, it is apparent that the 
c:DP flgure of K 28,960 ailllon used in preparing the eatiaates aay have been 
optiaiatlc. To that extent, the targeted budget deficit of 9.5 per cent vaa 
uaderatated. Rovner, if a more realistic GDP figure vaa used, the out-tum could 
not u·n been very far off froa the target, although shoving a larger increase over 
1987. 

11. In aplte of the encouraging real growth in the eCODOllY and indeed the hlproYed 
copper prices during the years the oYerall external sector reaained vealt and 
thereby exacerbating the country's external debt problem. The current account 
deficit la eatiaated to have increased frOll K 1,305 aillion in 1987 to K 1,669 
aillion in 1988. Total exports stood at K 9,186 aillion with copper accounting for 
almost 86 per cent while hlports increased slightly froa K 5,638 million in 1987 to 
K 5,723. 

2.6. Economic prospects {or 1989 and beyond 

1. The analysis of economic development in selected sectors of the economy 
provides a stage for looking at future prospects for economic development. Future 
prospects for the economy are not independent of the actions the Government takes 
in the area of economic policy and the effectiveness of these will be based on an 
understanding of major constraints which have been in existence in the past. 

2. The Fourth Rational Development Plan which has just been launched sets a 
nUllber of objectives which are aimed at resuscitating the economy. The following 
are SOiie of the objectives: 

(a) To achieve an overall growth rate of 3 per cent in real terms during the 
· Plan period; 

{b) To reduce inflation below 20 per cent by the end of FBDP; 

(c) To mobilize and utilize external resources as a supplement to domestic 
resources; 

(d) To reduce Government budget deficit below 2 per cent of GDP by 1983; 

(e) To increase formal sector employment; 

(f) To diversify the country's export base by encouraging non-traditional 
uporta; 

(g) To restructure consumption pattern so as to conserve foreign exchange and 
improve balance of payments position; 

(h) To accord high priority to development of agriculture and tourism; 

(1) To achieve self-sufficiency in basic staple food and commercial crops; 
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(j) To create a strong local scientific and technology base; and 

(k) To strengthen both parastatal and private sectors by prOllOting 
operational efficiency. 

3. lloat of \Jae objectiYes aenttonecl are locg-tera. However, in the short-run the 
Budget for 1989 has set out targets in order to sustain ~conoaic grovth, contain 
Inflation and also create employment opportunities. The following are the targets 
set out in the bud.get: 

2.9 per cent GDP growth rate; 

Capital expencliture of 24 per cent of total expenditure; 

Reduction of budget deficit froa 9.5 per cent in 1988 to 5 per cent in 1989; 

- Growth of aoney ~upply by 40 per cent; 

- Containing inflation to between 30-35 per cent. 

4. To achieve these objectives, a number of policies have been put in place. 

(i) Exchange rate 

5. The exchange rate vhich vas fixed at JC 8 to the US dollar in May 1987 and 
remained fixed at that rate until November 1988 when the Kwacha vas delinked from 
the dollar and linked to SDR and devalued by 23 per cent in SDR terms. The 
aeasures are intencled to achieve tvo objectives. Flrst~y, the exchange rate 
adjustment is intenclecl to prOllOte investment in the ecouomy. Secondly, create an 
environaent conducive to boosting non-traditional exports. As from 1989, the 
administration of the exchange rate vill be the responsibility of the Banlt of 
Zaabia vho vill review the exchange ra~e periodically, in or~~r to achieve a 
reasonable level of competitiveness ~ith trading partners. 

(ii) Interest ·rates 

6. Interest rates vere brought down and fixed between 15 per cent and 20 per cent 
in 1987. The intention vas to make borrowed capital cheaper and affordable by 
aaall entrepreneurs. Interest rates have now been adjusted upwards by 5 per cent 
and aore with a view to promoting savings and encouraging investmt:nt. The 
long-tera objective is to have positive interest rates. This will be achieved by 
regular and discreet increases in the rate as well as restraining rapid expansion 
in aoney supply. By the end of the Plan period, interest rates may well be in line 
with the inflation rate of 20 per cent. 

(iii) MonCV supply 

7. The rapid growth in aoney supply has been one of many causes of inflation in 
the Zambian econOll)?. For 1989, aoney supply growth is fixed at 40 per cent, the 
same as in 1988. Thia level of aoney supply is not sustainable in an economy that 
already has high inflation. Stringent measures will therefore need to be taken to 
enaure that the level of money supply growth i• brought down to 20 per cent on an 
annual basia by 1993. This can be achieved by setting appropriate credit ceilings 
and reducing the Government budget deficit. 
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(iY) Bud.get defic~ 

I. GoveJ:llllellt budget defi~it has reaained too high for • long tiae. Major 
aourcea of the budget deficit have been large expenditures on subsidies for aaize 
and fertilizer and debt service both internally and externally. the subsidy level 
baa grown, in absolute teraa, frea ~ 42.l alllion in 1971 to ~ 1 1 490 billion in 
1919. As a share of total budgetary expenditure, subsidies haYe risen froa 5 per 
cent in 1978 to 15 per cent in 1919. 

(Y) J)ebt senice HDCD,U n4 external inflovs 

9. z.abia'• debt aervice proble1111 continue to be a source of aajor concern. 
Ezternal prospects for the C01Dltry, in teraa of foreign exchange, remain 
difficult. Total alneral export earnings are not expected to be any higher than in 
1911. the projected production levels for 1989 are indicated belov together vith 
actuals for 1988: 

1988 1989 1989 estlaated 
actuals estimat¢ averaze price 

Copper 422 000 460 000 1 320 per tonne 

Cobalt 4 898 4 400 US$ 6.85 per lb 

Lead 6 488 3 600 390 per tonne 

Zinc 20 290 15 500 600 per tonne 
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CHAPTER II 

THE IW!UfAC11JRiftG SECTQR 

The Zambian aanuf acturina sector accounts for over 18 per cent of GDP and 
about 16 per cent of gross fixed capital formation in the country. Bistoricall.y it 
has been dOllinAted by parastatal structure of ownership (State owned and parutatal 
coapenfea account for about 60-70 per cent of aanufacturlng value added) and 
llaltecl to the lighter end of the iaport substitution process. The sector la 
hea'dly iaport dependent Gd particularly 3en&itive to export eaminaa. With the 
collaP.e of copper prices in the 1970s the sector's fragility was aanlfested in 
decreased capacity utilization and the inability of enterprises to adjust to 
foreign exchmge squeezes. 

Industrial production in Zaabia has bec011e increasinaly diversified over the 
years, aoving froa predominance of conslaer goods to a greater share of output in 
interaediate and capital, goods and with increasing contributions from previously 
negligible branches of industry. The 1975 and 1985 shares of these major 
subsectors in total manufacturing are given on Table 3 (see next page): 

The remaining subsectors of any significance were paper and printing, rubber 
products and non-metallic minerals. 

The figures show that consumer goods have come to dominate the sector's 
stru~ture in the course of the 197~-1985 period: the food and textile subsectors 
nov account for more than 50 per cent of output, value added and employment. 

1. OVERALL CHARACTERISTICS 

The manufacturing sector's share of GDP has fluctated around 18-19 per cent 
since the mid-1970s, according to UBIDO data. 

Recrnt World Bank and Zambian data give a GDP share of 21 per cent in both 
1985 and 1986. The difference would be a consequence of differences in methodology 
rather than of a sudden increase in the secto~'s share. 

Total output (in constant 1977 terms) was 420 million Kwacha in 1986; the 
estimate for 1987 is ZK 440 million Kwacha. 

Per capita MVA has decreased from US$152 in 1975 to 05$110 in 1984. 

Industrial production decreased during the 1974-84 period. Regative g·:owth 
was registered for all branches, and only in 198~ did industrial production again 
exceed 1978 levels: the production index (1973 = 100) was 103 in 1985 and 112.3 in 
1987. 

Production growth in recent years is to be attributed mainly to the textiles 
aubaector. Another growth aec~or ia non-metallic minerals, but its role in 
manufacturing is very limited as yet. 

The manufacturing sector employed 62,844 persona in 1985, which is 
approximately 13 per cent of work force. Another 500,000 are thought to wor~ in 
ama~l-acale informal sector enterprises. 
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Table 3; Share of ma1or subsectors in total Pt\'! 

1975 Employment 1985 
Output V.A. Output V.A. 

Food, beverages 
and tobacco 35.6 41.2 28.8 38.6 44.0 

Textiles and 
vearlq apparel 9.7 7.8 17.3 12.1 10.9 

Chmlcals 12.4 9.7 8.3 11.4 8.8 

Basic aetala and 
aetal products 19.8 18.4 20.8 19.0 18.2 

Table 4; 1986-1987 Growth in manufacturing production 
(index-base 1973; 100) 

1986 

Food, beverages and tobacco 95.5 
Textiles and clothing 142.8 
Wood and wood products 52.5 
Paper and paper products 116.9 
Chemicals, rubber and plastic 87.5 
Ron-metallic mineral products 101.3 

.Basic metal industries 88.5 
Other metal products 92.1 

Total (1973 = 100) 101.9 

Employment 

34.7 

17.3 

8.2 

17.2 

1987 

110.5 
207.9 
40.7 

253.7 
72.5 
80.4 
57.1 
90.8 

112.3 
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Table 5; Maior manufactured imports and exports CUS$1.000) 

Exports 
TE.Xtlle waste 

Kon-aetallic mineral prod~cts 

Iron and steel 

Machinery 

Metal manufacturing n.e.d 

Imports 

Petroleum products* 

Chemicals 

Machinery 

Transport equipment 

Source: ITC/UNCTAD 

1984 1985 

3 279 8 662 

5 762 3 374 

5 800 10 421 

5 792 5 375 

1 886 2 022 

2 316 1 478 

58 159 98 866 

257 160 164 870 

91 768 71 169 

1986 

1 310 

7 512 

18 483 

6 214 

2 832 

2 159 

137 379 

149 767 

63 509 

* Most probably under-reported - the ITC/UNCTAD data do not show imports from 
the Middle East (the main s~pplier of petroleum products) after 1983. The 1982 
imports, e.g. were over US$100 million. 



Food, Textiles Wood Paper and Chemicals, Non-metal Buie Metal Totll Beve!ag1s, and and wood paper rubber, and mineral metal Product• weighting and tobacco clothing products products plastics product• lndustrlH an.d otheu Year 237 73 28 9 12 u 16 5 50 

-
1970 11.1 89.8 90.2 83.7 71. 7 71.5 95.l 103,, U.9 1971 89.5 

"· 7 
90.8 77.B 93.8 78.7 98.8 102.l u .. 1 1972 94,5 U.3 102.3 81.5 99.2 86.8 108.4 95.2 u.o 1973 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 1974 110., 106.3 118.9 119.5 101.1 119.2 110.2 131.6 103.6 1975 105.5 104.0 117.9 88.9 115.5 107.8 114.4 n.o 97.4. [ N 1976 101.6 101.5 118.9 69.' 94.1 106.7 102.7 100.5 u.o w 

1977 98.5 98.l 100.4 76.9 102.6 105.8 134.5 109.8 81.9 I 1978 102.6 99.3 140. 7 75.4 123.3 103.5 132.7 121.0 73.1 1979 U.2 91.2 147.1 75.0 96 ,8 107.1 121.5 114.8 59.1 1980 94. 7 93.6 165. 4 79.8 32.9 92.6 11.3 114.2 U.4 1981 101.9 100.4 184.7 108.1 82.0 119.2 95.8 98.9 12.1 1982 100.l 96.0 195.0 93.3 88.9 96.2 90.2 14.2 u.8 198lb 94.5 92.7 167. 7 45.l 83. !I 89.8 197.l tl.5 '7.7 uub 94.9 !'0.6 160. 7 45.l 78.5 92.6 79.9 97.1 12.8 uub-c 106.0 90.l 199.4 47.4 94. 7 87.4 170.5 94.5 u.o 

•• Excluding copper refineries, 

b. Prov h lonal. 

c. First slx 1110nths aver~ge. 

Sources1 Bank of Zalllbla and Central Statlstlcal Off!~•· 
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Table 7; Investment in the manufacturing industry 

(l~"UllOJ - . I 
lna.rlt• I ··-d1q 

19$1 D11rfc.-c. ..... 
l'ropmimo/Projoc& Al'-' ... rrovl:llOll 1-1 Ponrp r-«Aco-1 

Priorily A 
I • .Mui~ Tutil4w .. .. i.uoo l,500 3,ltOO - -z. Sil)() . . .. . . .. 20 16.000 l~OCIO - -
3. Kawambwa Toa Sc:bomo .. 4.ICIO uoo - -
4 •. Zaulbia Sugar Cumpu7 •• .. ?,JOU a.o:so - 1,030 -
6. ZamlU Coi1ae l'ro.ioc' •• - 1.210 - a.210 -
6. Niuogon a.em cala or Za.-nbla •• 16,000 100,fo()O I0,000 I0.000 KFW'-8 
9. C-901id6&0d Tyro Sor.ne... .. - 1:.000 12,000 

I - -
S. >WIMI Tezc.!IOrl of Zaml.ia .. 3,!IOO 4,290 4,290 - -
9. Mwioilunga Camiory .. .. llOO 880 880 - -

10. liabwe L.dustrial Fabric:a .. 10,~ 6,liOO •.100 IOO IDI\D1-n 
11. Z.\FFIUO •• .. .. .. 800 IOO soc> - -
12. ViUG., ... ludmtry Servioo .. 30 6,000 6,l)O() - -
IS. Zamliia. '3.irou.u oCSLaraduda .. 60 JOO 100 - -

S~-ToWl(.AI .. .. 41,300 168,170 131.0iO 37,100 -
P..Wrily I! 
13. Oeot>;al Pl:anno.couticala .. - 4,800 4,SOO - -
"· ox .. J.rawu l'Joa;h :Proj-JCC. .. !,000 l,117U l • .:10 - -15. ):...i,:.o Germ Oil :Procbouoo .. !.!0.1 2,420 '!,UO - -
H. Za.mbi& Brewsioo .. .. 12,200 l:s.UO 13.4%0 - -17. Bra. ai.cl Dromo :Prodw:t;a 

:.l&AuCacturiAg •• .. .. - G,400 0,400 - -18. Ndola JJ.ilijoe l'l.GDC. .. .. 8,000 - - - -
1!1. JJillo'Cuti"g J!'acitic.7 .. .. - !.Gl'O l,00.1 - -
2a. Jd&lambo 1dJ.LliAg Plaac. • • • • 17,0 r.> ;,10J i.1\IU - -:n. llami!acc.ure ol lrrii;ation l~11uip· 

:!.100 2,100 meoc. .. .. .. .. - - -
Sub.Totul (B) .. .. 4!,000 40,110 C0,110 - --f'riorily Q 

22.. i&mbezl !>Aw ~illa .. .. 3.800 <.\SO ~.ilo - -
23. Clyc«-jaeRocoveryPl@C. .. 0,000 8,600 8,GIJO - -
24. Voacor Project .. .. .. 4,ROO - - - -
25. F.a.rtll )Jo;rcr Tyre Rctre,..\ing 

i·rojoec. .. .. .. . . ••• 110 ;0,211; i0,;tio1 - -
25. Copper U.gaet W"uo Plant .. 1,211 1,398 1,398 - -27, Zamo:1:~ioial"rojoot .. a,300 ~.830 6,830 - I -
28. NdolAStocld'oed •• .. .. 1,000 1,100 l, 100 - -
211. LouoaL;a &tocld'eed .. 1,600 1,7GO 1,7GO - -
30. Norgroup-Enraclar a.ad Priotiag 

1,000 1.100 1,100 l''oj.>cc. . . .. .. . . - -
31. l~rako=ba.!~ Sui:u Ena" .• .. 10,000 10,000 - 10.000 AJ>D/ADFLou - -

Svl.-To!4l (0) .. . . 29,081 10,,~36 04,736. 10,000 -
Priority D 
12. lrou:Mid Steel l'rojoc~ .. .. 

I - 80,BH 80,815 -
33. 1.IJUl.bur '1'ANWii: ud Shoo !lc.uu. 

2,100 2,100 C..ct11r U:g .. • • • • • • - - -
8uh-TOlol .. . . . . 

I 
31,Hl 92,985 82,185 - -

Ororul 2'0fal •• (D) •• .. .. 152,561 396,600 US,400 n.100 -
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Table 8; Production •nd targets for selected products of ma1or inclustries 

Food, beverages 
Maize flour 
Cooking oil 
Raw sugar 
Beer 

Tertiles 
Plain and dyed cotton 
Printed cotton 
Yarn 
Jute 

Vood and t!Dod products 

<llT> 
<KT> 
<KT> 
<HL> 

<mil lion X> 
<:million K> 
<mil lion K> 
<KT> 

Block board and plywood <sheets> 
Doors Cpcs> 
Sawn timber cm~) 
Sleeve rs 

Che~fc,ls, rubber, plastics 
Retreated tyres 
Soap and detergents 
Plastic containers 
Oral rehydration salts 
B'1tter1es 
Oxygen 
Fertilizers 

<pcs> 
<MT> 
<MT> 
(sachets> 
<thousand> 
<million M"'> 
<KT> 

!lon-J:!Ctallic mineral products 
CcDent <MT> 
Sto;,e products/limestone CMT> 

I?asic metals 
Druu:s 
Cans 
Copper rod 
'iire cables 
~~lded wire products 
Geyst::ers 

~!" n:"!tal ind•.15trte$ 
Salocm cnrs 
Pick-ups 
Dicyclcs 
Tra 1 l<!r·s 

<pcs> 
<thousand> 
<MT> 
rnn 
<rolls> 
Cpcs> 

<pcs> 
<pcs> 
<pcs> 
cv:s> 

1986/87 
Capecity 

1986/87 utilization 
Production <percentage> 

219,869 
11,500 

119,263 
818,264 

8.27 
6.83 
0.3 

92,000 

46,000 
29,800 

641 
2:315 

19,242 
11, 160 

170,000 
500,000 

7,104 
1.5 

101,335 

166,000 
119, 000 

13,000 
166 

6,899 
1,382 

15,000 
3,000 

293 
49 

12,696 
8115 

19.5 

19.5 
56.4 

"low" 

36.3 
22.1 
9.0 

43.7 

37.9 

"low" 
50.0 
16.1 
60.0 

36.1 
"low" 

2.6 
2.8 

69.0 
62.8 
26.5 
75.0 

12.7 

15.9 
"low" 

1987/88 
Prod.uctlon 

target 

252,953 
24,400 

140, 111 

5.8 
1 6 
0.5 

240, OCH> 

56,000 
32,000 

1,220 
1,460 

26,236 
1.5,2?0 

225,000 
192,000 

7,200 
1.8 

151,000 

335,000 
207,900 

75,000 
2,000 
7, 400 
1,950 

14. 150 
6,350 

574 
48 

16,000 
982 
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2 I MAii IRDUSTRIAL OW!UFActURIRG) SECTORS 

2.1. Food industries 

?Ible 9 

Food l!roceaaing 

Beverages 

Tobacco 

Gross output 
(ZK 1 000) 

659 016 

461 350 

140 149 

Value added 
(ZIC 1 000) Employaent 

178 021 17 676 

374 693 3 681 

113 191 423 

In contrast to beverages and tobacco, much of the food processing takes place 
in relatively small-sc&le enterprises; food processing is also the most important 
single artisanal industry. 

The relative contribution of the branches to the subsector have changed little 
over the 1980-1986 period. 

The food products industry is known to have intensive links with other 
branches, and with other sectors of the economy. The proportion of imports in the 
aubsector's total purchases fell by 50 per cent between 1975 and 1980. Bo recent 
information on linkages is available. 

Very few products of the food subsector are exported. Although tobacco and 
its manufactures constitute an important category in the ISC/UNCTAD trade data, 
tobacco is mainly exported in leaf foI'Jll for further processing. 

1. the flour milling industry 

The bulk of the grain is processed by the National Milling Corporation (NMC) 
and mills belonging to the Industrial Development Corporatio, INDECO, which is a 
subsidiary to the Zambia Industrial and Mining Company (ZIMCO). 

There are also some private enterprises in the milling industry. 

2. Tbe oil milling industry 

According to a recent study, the present cultivation of oil seeds, sunflower, 
groundnuts, soyabeans and cotton covers approximately 150,000 hectares with a total 
crop yield which is estimated at about 80,000 tons. 

Increasing the production of oil-bearing seeds is aiming at realizing 
self-sufficiency in edible oils by 1990. A major part of the investments, which 
include seed production, research, extension, credit, marketing and processing, 
will be covered by the FAO/ADB oilseeds development project. 

The overall rated processing capacity in Zambia for sunflower seed and 
soyabeana is stated as 123,800 tons/year. 

II I I 
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The aajor part of the oil •ills are owned and operated by Refined Oil Products 
(1975) Llaited (ROP), a parastatal organization. Private industry is also 
involved, although on a saa.11 scale. A few plants, notable one in ICatet~ and one 
in Choma, are owned by the co-operative. 

ID addition, two plants for .processing of cotton seed are presently under 
construction, or have just comaenced operations. Both have an installed crushing 
capacity of 12,000 tons/year, one located in lldola (ROP) and one in Eabve and owned 
by BIR Industries. 

In total, the oil cnsbfng industry appears to be under utilized at present. 
It aaj also be that the capacity achieved, due to various constraints, is not 
capable of processing very auch aore than the current production of oilseeds. 

3. Jhe dairy processinc industry 

Goyernment policy 

In the previous Rational Development Plant (BDP) much emphasis vas placed on 
the develolJllentof the state dairy sector to compensate for the departure of 
expatriate farmers. In the Third BDP (1979-83) renewed interest vas directed to 
the potential of private farmers with less emphasis on the state sector. 

The development vas geared to both production of marketed aillt from the 
traditional sector and the connercial sector for supplies to urban areas. Major 
progr11mes for rural milk production and collection were formulated. 

Strategy 

The strategy in the current investment plan is designed to reverse the decline 
in per capita consumption and reduce the disparities in consumption levels in the 
major urban markets. Milk production will expand from connercial, parastatal and 
1111&llholder dairy 1Dlits. 

Priority will -be given to consumer milk, both fresh and recombined. 

ConSlJlllJ)tion of milk and dairy products 

The per capita consumption is generally low with significant differences 
between income groups in the urban areas, 42 1 of milk or milk products (expressed 
in ailk equivalents) for the high income &roup compared with 9 1 for low income 
group people. Infants 1-5 years old in the high income bracket get about 0.25 1 
per day, whereas the low income children get only about 0.25 per day. 

In the rural areas the variations are notable, from 4.3 1 per capita to 32 1 
depending on whether the region is a traditional cattle district or not. 

Potential for increased consumption 

All observers agree that there is a considerable potential for increasing the 
milk production in the cOlmlercial sector. Yield• per cov can be increased, 
existing herds can be larger, and new dairy farms can be established. 

Rapid improvements are difficult to attain. A number of dairy schemes, in 
particular settlement schemes, were launched in the 1970•. They have all faced 
difficulties and progress has been slow. 



- 28 -

A Dairy Developaent Progr.-e (FAO/WB) was fonaulated at the beginning of the 
1980s, including a total of 1,800 fanas families in the Southem and Central 
Provincea. The faraera were divided into three categories - aost advanced, 
emeqlng dairy faraers, and those who would start selling aillt and aarginally 
increase their level of production froa indigenous cows. 

The project vaa apparently too aabltious. The target of including 1,800 fara 
f..tliea DOV aema to be redesigned and focused on 150 faI'llS in the llazabulca and 
llonze areas :t,Ja the aouthem Province. 

Bator COD1trainta to increased. ai!lt prociuction 

1he reasons for the discouraging results froa dairy development are liltely to 
be rather cc.plea. The tiae element necessary for transition to more advanced 
production patterns has obviously not been considered sufficiently. 

The aajor constraints, however, aay be swmarized as follows: 

- Poor econoaic retum from milk relative to that obtained from other 
livestoclt faraing alternatives; 

- High investment costs in stock and equipment for mediua to large scale 
dairy fanas; 

- Difficulty in obtaining required inputs for dairy farming, e.g. vaccines, 
drugs, spare parts; 

- Uncertainty as to the long-term future of large scale private coaaercial 
faraing; 

- The coaaercial dairy farms mnst have a high level of performance to be 
economically viable; this r~quires a high managerial standard which is 
difficult to find. 

G9venupent role in dairy processing 

The Dairy Produce Board (DPB) is a para3tatal organization which has the 
llOllopoly of buying, aanufacturing, processing and marketing milk and dairy products 
in certain selected areas. These are principally the peri-urban areas of the line 
of rail, that la along the railway from Livingstone in the south to Rdola ln the 
copperbelt. 

With the exception of sales from the indigenous cattle herds, some dairy 
settlement schemes, authorized producers/retailers and th~ Zambezi Co-operative 
Dairies Limited (appendix 1:3, 3), all market'd milk and dairy products are 
officially supposed to be channeled through DPB. 

DPB operates a number of 4airy plants. The Lusaka plant was upgraded in 1973 
and is equipped for processirg of both fresh and recombined milk. Proviaion has 
been aade for UBT packing of the milk but glass bottles were reintroduced in 1980. 
Capacity utilization in 1979 was stated at 22.5 per cent of the rated rapacity, 
12,000 l/hour. 

The Kitwe plant in the Copperbelt has a similar production pattern, a r1;:ed 
capacity of 8,000 l/h which was utilized to 60 per cent in 1979. 
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Bo lnf oraation has been obtained regarding the present degree of utilization 
of the tvo plants. Development of dairy farming in the past 5-6 years and the 
present difficulties vith foreign exchange do not indicate any illproveaent. 

In 1982/13 tvo llllal.l dairy processing plants vere established in Chipata Dairy 
(Section 4.4, para. 4.4.6) vith a rated capacity of 6,000 l/day. So far, 2,500 to 
3,500 1 of freah 1111.k has been processed per day and the balance has been -de up 
frcm reca.blnecl imported ailk powder and butterfat. 

DPB la auf'fering fraa hea~ financial losses which are partly related to the 
repaJlll!llt of loaaea fr. the past. this is expected to have serious repercuaaiona 
Oil iu ability to function aa a processing and -rlteti.ng operation. Continued even 
though involuntary, neglect of plant, machinery and equipaent aaintenuice vlll 
contribute significantly to this. 

4. Jhe Slapghtering It'd neat Processing Sector 

lmkr of livutoc;k 

The cattle population in Zubia is very unevenly distributed between the 
different parts of the country. the total r.-.aber vas estillated at soae 1.1 aillion 
in 1979, vlth about 800,000 head in the Souther Province, 380,000 in the Western, 
220,000 in the Eastern and about 200,000 in the Central Province. All other 
provlncea have considerably less, in particular Luapula vith barely 5,000 head. 

the nunbers of sheep and goats are insifnificant in terms of slaughter 
potential, 32,000 and 325,000 head respectively. 

Pig production has decreased during the 1970s and the total nUlllber of pigs in 
1979 vas aoae 120,000 head, with the majority of about 70,000 in the Eastern 
Province. 

Cattle off-take 

Calculated froa the as~!lllptions made in the Food Strategy Study, i.e,. an 
annual off-take froa the c011Dercially oriented farms of 16.4 per cent with an 
annual herd increase of S per cent per annum, these cattle farms have today about 
440,000 head with a production of 72,500 slaughtering animals. 

the traditionally managed herds which use coaaunical grazing, under either 
sedentary or tranahuunt ayatems, were assumed to increase by 2 per cent per annm 
and have a net off-take of 5.9 per cent, 5.1 per cent of which is marketed. The 
total ~uaber la thus calculated at 1.73 million head for 1986, about 88,000 being 
slauptered. Thia aay be an over estimation dt!pending on the drought which has 
struck the co1Dltry over a nmber of years. 

the slagcbtering and meat processing industry 

The Cold Storage Board, CSB, which is a parastatal organization, operates 
slaU&hterhouaes for cattle in the major producing areas, Lusaka, ftongu in the 
Western Province, Livingstone and Choma in the Southern Province. Depots are 
established in other places. 
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llunicipal abbatoirs exist in a nWDber of towns, like Bdola, Luanshya, ~itwe 
and Chingola in the Copperbelt, Kafue in Lusaka Province and Mazabulta in the 
1'orthem part of the southern province. 

Large areaa of the co1Dltry thus lack organized slaughtering and the aniaals 
are presumably killed, handled and aarketed in a traditional unner. 

the total alaughtering capacity in CSB abattoirs la stated to be 142,500 head 
per amma and the total national capacity about 240,000 head per annum. thl• 
ahould be cc.pared with ~e present estimated off-take of about 16,000 head. 

All CSB slaughterhouses were under-utilized in 1982; Lusaka 20 per cent 
utilization, llongu 30 per cent and Livingstone 6 per cent (1981). Whether the 
situation has improved in recent years ls not known. It is concluded from 
aTailable docuaeata that the national slaughtering capacity is adequate until 1990. 

A suggestion la apparently being discussed which aay eventually lead to the 
llongu slaughterhouse being taken over by the Western Province Co-operative Union. 

It ls worth aentioning that the hygienic conditions in the llunicipal 
abattoirs, and certainly also the traditional slaughtering in the rural areas, 
leave auch to be desired. 

Zaabia Pork Producer, also a parastatal organization, operates a pig 
slaughterhouse in Lusaka with a capacity of 400 pigs/day. Twelve per cent of this 
capacity was utilized in 1982 and with the decline of the pig industry as a whole 
the degree of utilization is not likely to have improved. 

pqultrv 

There ls also a chicken slaur~terhouse in Lusaka operated by the Poultry 
Develo111tent COllpany Limited, PDC, a subsidiary to the Rural Development 
Corporation. The capacity is 1,000 birds/h and the capacity utilization in 1982 
.was 20 per cent. Since there is a trend to fewer and larger producers, the 
position for PDC may look brighter today. 

The prospects for future initiatives by the Co-operative Movement in the 
slaughtering sector do not seem to be particularly good. 

In tiae, depending on the future engagement by the Co-operative Movement in 
livestock co-operative societies, a platform may be created for an integrated 
co-operative involvement in the livestock sector including a viable co-operative 
slaughterhouse industry. 

Meat processing is mainly carried out on a small scale by the private sector. 
'l'he plants are all located in Lusaka or in the Copperbelt and use each only about 
0.5 to 3.5 ton carcase weight per day as raw materials. 

An exception as far as the capacity is concerned is Brooke Bond/Lyons, a 
aultlnatlonal company in Rdola. They produce pork 11Dlcheon meat and corned beef, 
apart from aany other tinned products auch as peas, pineapple, jams, etc., in total 
32 producta. 
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lleat processing for local supply is likely to be a sound proj•ct idea in aany 
urban areas when the need arises. It aay thus be combined with saall sized 
by&ienic slaughtering facilities which can supply aeat and aeat products to the 
co-operative stores. Such development should then be integrated and cover the 
whole chain of activities frOll the Investment Co-~perative Societies to 
establiabaent of suitably planned-and 11aJ1aged aeat shops with adequate chilling 
faciliUea. 

5. vcaetablca epo fruits 

lfo •tatiatical figures have been obtained for production or aarketing of 
vegetables and fruita. the large vol'Uaes are handled by saall aerchanta on the 
local -rketa. 

In the Western Province tOll&toes and mangoes are grown quite extensively and 
there la a aango processing plant in Bongu with a capacity of 400 tons/year. the 
potential for increased production is reportedly quitP. high. 

In the Borth Western Province large quantities of pineapple are grown in the 
Ikelange area. the fruit is transported to the Mwinilunga Cannery Factory operated 
by the District Co1Dlcil. 

the factory has reportedly enco1Dltered several problems including transport 
difficulties, erratic electrical supply and sub-standard quality, causing marketiDG 
problems. 

Brooke Bond produces a variety of juices and fruit preserves and there are 
also several private firms in the Copperbelt and Lusaka areas which are engaged in 
vegetable &?ld fruit processing, some on quite a large scale, e.g. Farm House brand 
tomato ketchup. 

Okra, eggplants, avocado, papaya and guava do well in many areas but 
production is not properly organized. They are changes, complementary training of 

_personnel, financial and economic planning. 

6. Cooperative {Ood industry 

Frgework 

The co-operatives are key elements in the party and its Government's strategy 
for development. The Zambia Co-operative Federation (ZCF) is the apex organization 
for the nine provincial co-operative 1Dlions and co-operatives such as Coaaercial 
Fal'llera Bureau, Zambia Agriculture and Trading Co-operative, ZATCO, and Rational 
Marketeers Co-operative Union. 

Five of the provincial co-operative unions are more developed than the others, 
i.e. tho•e on the line of rail - Southern, Lusaka, Central and Copperbelt 
Provincial Co-operative Unions plus Eastern Co-operative Union. The Northern, 
Luapula, Borth Western and Western Co-operative Unions are lagging behing in 
development and thus in line for more government support in future. 

Stratccv 

Each co-operative union is autonomous as far as internal decision-making is 
concerned, and has a General Manager and a Board of Directors. 
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Initially the unions were engated in aarketing and collection of, e.g. aaize 
on behalf of the Rational Agricultural Marketing Board, llAMBOARD. 

Other crops, like S1Dlflower in some provinces, paddy rice in others, 3oyabeans 
and aroundnuta, are increasingly adding to the crop aix handled by provincial 
co-operative unions, handling of .. ize and fertilizer will, hovver, remain the 
backbone activity for a long tiae. 

In 1915, the Government decided to withdraw subsidies frail the co-operative 
111liona ancl inatead focua their effort• on .. rket-controlled ~ .. oditiea like aaize 
ancl fertilizer. 

The union.a vere directed to re-orient their activities to incoae generating 
operations and to atrengthen their ideological principles of aellber participation 
and amber promotion. 

The diversification was to be geared toward involveaent in food processing 
industries at both aociety and 1Dlion levels. This is a drive to transform the 
union from the status of being -.iddleaen" in COIDOdity trade to that of processing 
entities. 

According to available publications, three of the nine provincial unions are 
at present engaged in &Gile kind of agro-industrial activity, either on their own, 
through subsidiary companies or through co-operatives within their area of 
jurisdiction. Two other provincial co-operative unions have stated as their 
objectives to "process any agricultural products collected from member societies". 

Difficulties 

The co-operative food industry has hitherto been concerned only with flour 
milling and processing of oil-bearing seeds. 

The processing plants are often underutilized due to frequent breakdowns, lack 
.of spare parts, veak aanagement, inadequate maintenance, insufficient quantities of 
raw materials and ~ransport problems. 

The frequency of breakdown depends to a very large extent on the quality and 
standard of the aechanical and electrical installations in the plants. This, in 
combination with difficulty in obtaining spare parts and inadequate maintenance, 
reduces the productivity below what is acceptable. 

The spare parts problems are to a great extent caused by the present foreign 
exchange situation. 

Future measures to remedy the current shortcomings and provide a good basis 
for auccesful development of the co-operative food industry include the following: 

- Acquisition of f\Dlds for rehabilitation of existing plants through 
international agencies and bilateral aid; 

- Technical aaaiatance for preparation of an inaugurated prograane for each 
food industry subject to rehabilitation; 
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- Provision of aanageaent support and technical assistance d~ring a 
transitionary period of tiae for operation and maintenance of food 
processing plants; 

- Strengthening and expansion of the Research and Development Section vithln 
ZCF in order to provide qualified technical and economic services to the 
co-or ntive aovaent in the country; 

Development of a better understanding and awareness of the :laportance of 
food hygiene in ~e integrated chain of activities in food proc~asing 
industries. 

Substantial strengthening of the Research and Development Section with ZCF 
including eatabllahaent of a Technical Departaent. The personnel resources should 
be capable of providing the following aain services to the co-operative aoveaent 
and take full responsibility for: 

- Qualified techno-econoaic pre-investment and feasibility studies including 
project foraulation; 

- Elaboration of technical specifications to f ona the basis for procurement 
of food industrial projects, regardless of mode of procurement; 

- Assistance in contractual matters and negotiations vith suppliers, donors, 
etc. 

Provision of technical expertize capable of supervising and controlling the 
c01Dissioning procedure and taking part in guarantee inspection and tests. 

A strengthened Research and Development Section would be a key element for the 
futu~e successful development of the co-operative food industry. The 
responsibilities of the Section must be linked to adequate professional competence 
with integrity. The recruitment of well qualified staff members with suitable 

_personal character la essential and vill largely det~rmine if the targets set are 
to be reached. 

In order that the iesearch and Development Section may gain sufficient 
knowledge and experience, substantial multi-discipline technical assistance will be 
necessary over a number of years. 

2.2. Textiles and wearing apparel 

For the two branches that make up this subsector, the following 1985 figures 
are available: 

Table 10 

Textiles 

Wearing apparel 

Gross output 
{ZK 1 000) 

220 572 

175 691 

Value added 
(ZK 1 000) 

99 840 

65 393 

Employment 

4 595 

6 273 
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Tb.ere has been little change in the relative shares of these industries. 

The wearing apparel industry is presumablJ larger than the available data 
indicate, as a considerable nllllber of non-registered small-scale (artisanal) 
wearing apparel pro'.lucers is known to exist. 

the textile industry, on the contrary, is aade up of aedim/large-scale 
establishment. 

the textiles subsecte>r aainly serves the doaestic aarltet. In recent years, 
texti~es vute has been aaong Ule aajor exports. 

For the textiles industry, linkages with doaestic cotton culti.,ation would be 
essential. Little inforaation on these was available at the tiae of writing. 

2.3. Ch•icals 

The chmicals subsector is composed of industrial chemicals. In all other 
sectors, howeve~, the industrial production index decreased. These include the 
iaportant chemicals and metals subsectors. 

The influence of the reforms on the operations of parastatals appears to have 
been positive, in a number of ways. 

Out of IRDECO's nine enterprises that were making losses in 1982/83, t~ree 
were able to balance their books by Nitrogen Chemicals of Zambia, long a heavy 
loss-aaker, was sold after considerably improving its financial performance in 
1986/87. 

"Other" cher.icals (a.O pharmaceutical products), rubber and plastic products. 

The main 1~85 figures to the individual branches were: 

Table 11 

Industrial chemicals 

Other chemicals 

lubber and plastic products 

Gross output 
(ZK 1 000) 

83 487 

292 421 

145 194 

Value added 
(ZIC 1 000) 

42 897 

90 488 

52 109 

Employment 

1 602 

3 591 

2 116 

The relative shares of those branches within the subsector have changed very 
little during the 1980s. 

Perfol'llance in the industrial chemicals branch would to a lar&e GA:t£n~ :::: to 
depend on the performance of Ritrogen Chemicals of Zambia, which in the past was a 
high-defic!t fertilizer manufacturer. The most recent information indicates a 
considerable improvement of performance; the plant's long-term viability would 
however seem far from certain. 
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'Ibe subsector mainly serves the t ·tic market. However, as indicated above 
a certain expansion of che.ical exports '~•inly consuaer chemicals such as paint) 
to the regioP vas brought about by the structural adjustments of the mid-1990s. 
Roat of the supplies for the chemical industries are imported from abroad; the 
subsector is therefore extremely dependent on foreign exchange availability. 

Import coefficients are highest in the chemicals and basic metals industries, 
which iaported 72 per cent and 77 per cent respectively, of their intermediates in 
1980. 

2.4. Betala fpdustries 

The table below shows the ltey 1985 figures for the branches within the 
subaector. 

Table 12 Gross output Value added 
(ZIC 1 000) (ZIC 1 000) Employment 

Iron and steel 38 45/ 19 615 1 165 

Kon-ferrous metals 9 647 3 356 120 

Fabricated metal products 228 67S 96 268 5 381 

Machinery, electric 115 112 51 427 1 838 

Transport equipment 115 095 53 561 1 382 

Over the years, the significance of iron and steel and non-ferrous metals 
.production within the subsector has decreased in value-added terms. Their 1980 
shares were 15 and.three per cent, respectively; in 1986 the shares we~e 10 per 
cent and less than two per cent respectively. 

The most conspicuous growth in shares took place in the transport equipment 
and fabricated metal products branches: the value added shares increased from 34 
per cent and 25 per cent (1980) to 50 per cent and 37 per cent import coefficients 
are highest in the chemicals and basic metals industries, which imported 72 per 
cent and 77 per cent, respectively, of their intermediates in 1980. 

High import dependence within the context of increasing foreign exchange 
constraints has been a major reason for the decreasing levels of capacity 
utilization in the manufacturing sector, as indicated above. 

3. ROLE OF THE PRIVATE SECTOR 

The role of private sector investment is relatively modest. Foreign direct 
investment i• \Ulcommon. During the 1979-1983 Third Rational Plan, the private 
sector was expected to contribute ZK 30 million top investments in small and 
medium-scale manufacturing. Ro details were available on the actual amount of 
private investment that took place. 



- 36 -

Details on investment during the mid-1980s - in either public or private 
enterprises - were not available at the time of writing. 

Under the 1987-1988 Interim Development Plan, ZK 395.5 million are to be 
invested in public sector aanufacturing enterprises (both parastatals and 
Governaent-owned units). This ia 12 per cent of the total Plan expenditure. The 
private sector was to contribute ZIC 235 million to industry and trade. 

llanufacturing investaent has tended to fluctuate with general levels of 
Governaen.t expenditure ~ch again is to a large extent determined by movements in 
intel'l!Ational copper prices, and the availability of foreign funds (loans). 

Capital expenditure on industry decreased from ZIC 30.0 million in 1980 to ZK 
4.2 aillion in 1981, then rose to ZIC 51.5 in 1~82, ;:uid fell to less than Zit 1 
aillion in both 1983 and 1984. 

4. ZAMBIA IRDUSTRIAL ARD MIRING CORPORATION (ZIMCO) ARD 
IftDUSTRIAL DEYELOPMER'! ORGANlZATION CINDECO) 

Shortly af~er gaining independence, Zambia came up with new economic reforms, 
popularly known as the 1968-69 Matero and Mulunguishi reforms. The primary 
objective of these reforms were to transform the wealth of the country from 
foreigners to Zambians. This process of transferring wealth from non-Zambians is 
normally referred to as nationalization. 

In some cases com9anies were 100 per cent nationalized while in other cases 
the State retained majority or minority shares. 

As a result of the nationalization process, a parastatal company called INDECO 
which is 100 per cent State-owned was formed to run the nationalized companie$ on 
behalf of the Government. INDECO was thus a holding company of various 
subsidiaries involved in industry, banking, transport, energy, agriculture and 

.other sectors of the economy. 

To streamline the operations of INDECO, it was decided to establish a 
multi-divisional structure headed by one holding company. The year 1970, 
therefore, witnessed the formation of ZIMCO which is 100 per cent StatP.-owned, and 
is now controlling 80 per cent of economic activities in the nation. ZIMCO is a 
group of diverse enterprises. Its sectoral departments are agriculture, 
c011111N11ications, energy, finance hotels, industry, mining, construction and real 
estates, trading and transport. Under ZIMCO there are a number of sub-holding 
companies of which IRDECO is one of them. Each sub-holding company hasits own 
managemuit as do its subsidiairies. 

As a sub-holding company, INDECO has been charged with the sole responsibility 
of promoting industrial development and it is now controlling 75 per cent of 
industrial activities in the nation. INDECO has 41 subsidiary companies: 17 
companies in food and agro-based activities, three in non-food c~nsumer products 
(clothing, batteries and fishing nets), in engineering, six in conatruction-r?lated 
activities, three transport-related activities, four in packaging, three in drugs 
and chemical• and two in property and real estate (r.ee Annex 1). 
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4.1. Capacity Utilization of Il!QECO Group 

Mean capacity utilization achieved by the group during the year 1988 compared 
to the budgetary capacity utilization of 55 per cent, 26 products manufactured by 
14 COllplllies in the group achieved a capacity utilization of about five per cent 
during the year. On the adverse .aide, 23 products in the group achieved a capacity 
utilization below 25 per cent. 

Thia was by large due to shortage of foreign exchange, shortage of raw 
aaterial and short pl•nnt~g. 

:tt ls therefore suggested that IRDECO shoulo include also maintenance and 
repair concepts in. planning programae. Figures shown in. table 3.2 reflect capacity 
utilization by lncluatry 1982-1983 and for IRDECO 1984-7). 

Once again. this year capacity utilization remained below economic levels, with 
aany products registering a decline. Only 30 of the 57 products registered 
utilization of over 50 per cent of installed capacity. In a few cases the poor 
state of aacl&inery had been the cause of such low capacity utilization, while 
paucity of foreign exchange for procuring raw materials was the single major 
contributory factor in most of the companies (IRDECO 1985-7). 

This problem is endemic throughout the entire manufacturing sector, with an 
estimated overall capacity utilization of 58 per cent rl·:ring 1982-83. Only 
non-metallic mineral manufact~res - which closely depeuti on the mining industry -
and textiles, garments, and leather achieved utilization levels above 70 per cent. 

Table 13; Capacity utilization by industry. 1975 and 1982-83 Cper<cent) 

Average capacity utilization 

Industry 1975 1982-83 

Food, bevera~es and tobacco 69 58 

Textiles 63 72 

Wood and wood products 50 30 

Paper and paper products 62 35 

Ron-metallic miner•l manufactures 73 73 

Chemicals and chemicai products 65 70 

Matal manufactures, machinery, etc. 62 50 

Total avera~e n.a. 58 

Source; Republic of Zambia (1984-1985b). 
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The problem of low capacity utilization is closely linked to the capital and 
import intensity of the manufacturing enterprises. Among manufacturing subsectors, 
food, beverages, tobacco and non-metallic mineral products have the lowest import 
content. The least capital-intensive sectors are food, beverages, tobacco and 
textiles. 

Low capacity utilization in the parastatal often stems from the Government's 
inspiration to the appropriateness of imported technology, plant and machinery to 
Zambian industry. Many times the technology came into the co1Dltry in the fora of 
foreign aid, and, as the s~ying goes, Zambia did not look a gift horse in the mouth. 

oiie of the nmaerous examples is in Mansa Batteries Limited. Through Finnish 
Aid, it set up a land designed to produce 44 million 1Dlits annually in response to 
a 1974 feasibility study by a Finnish company. 

4.2. Significant adverse variances in Production 

Significant adverse variance in production is i.e. below 75 per cent of the 
budget are analysed below: 

Food and agro-based 

l. EC Milling Company CECM) 

Production of stockfeed was only 47 per cent of the budget due to stock-out of 
both local and imported ingredients. 

2. f1winilunga Caunerv Comoanv Limited CMCCL) 

Production of cannery products was only 50 per cent of the budget. Lower 
availability of proper ripe fruits. 

Due to competition from soft drink manufacturers as well as poor transport 
facilities restricted the collection of fruits from farms, resulting in poort 
through-put. 

3. Cooking oil 

Cooking oil production during the year was 16500MT compared to the budget of 
24400MT. Shortfall of 7900MT or 32 per cent arose due to lower availability of oil 
seeds for crushing at Premium Oil and lower availability of imported crude oil 
coupled with stock-out of other imported input in Premium Oil. 

Premium Oil Industriei Limited CPOIL) 

Production of cooking oil and soaps were only 37 per cent and 39 per cent of 
the budget respectively. 

Poor availability of oil seeds for crushing and lack of crude oil restricted 
the production. Major breakdown at Solvent Extraction Plant and Rovolex Dry 
Extruaion as well as power disruption affected the operation. 

Initial delay in restructuring the company also had its adverse impact on 
procurement of foreign exchange and importation of nec~ssary raw materials and 
chemicals. 
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4. Washin& oowder 

Washing powder produced during the year '11as 4560°"1' against the budget of 
8220Kr. Shortfall of 3660MI' or 45 per cent was due to the continuous breakdowns of 
the uchinery. 

IQP Cl975l Limited 

Washing powder production vas only 55 per cent of the budget due to the poor 
atate of BSD plant and at~ck-out ,.~packing materials and cartons. 

5. llmu: 

Production of bread at tvo llillion was lover than the budget by 21 per cent 
due to flour shortages at both the bakeries during the March 1988 quarter and water 
shortage at Kitwe Bakery. 

6. Stockfeed 

Producton of stockf eed during the year vas 70106MI compared to the budget of 
74960Mr. Shortfall of 4854Mr vas contributed to by INDECO Milling and E C 
Milling. Poor state of plant, stock-out of ingredients and nub-economic pricing 
were mainly responsible for lover production. 

7. Chibuku 

Production of chibultu at 2.3 million hectolitre during the year vas only 
marginally below budget. 

8. Lager beer 

Lager beer production was 22 per c~nt below budget due to the poor condition 
of plant at both the breweries. 

9. Zambia Coffee·Comoany Limited CZCCL) 

Production of clean beans was 28 per cent below budget. Lower crop was due to 
paste infestation and bi-annual bearing. 

10. Zambia Pork Products Limited CZAPP) 

Pork products production vas 39 per cent below budget due to non-availability 
of pigs. 

Packadng 

l. Rational Drwn and Can Company Limited CftDCCL) 

Production of Drum and 84MM cans were 57 per cent and 69 per cent 
respectively. Low demand for drums, stock-out of raw materials and organizational 
problems resulted in unsatisfactory performance. 
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2. lorgroup Plastics Limited CBGP) 

Jerry cans, plastic crates and plastic bottles production vere only 64 per 
cent, 32 per cent and 14 per cent respectively. Stoclt-out of iaported rav 
aaterials, unreliable suppliers, longer lead tiaes and inadequate foreign exchange 
allocation resulted in poor perfonwnce. 

tr•naport 

1. Liyipgstone ftotor Aascehler (LIJA) 

Ca.pay as11e11bled only 95 Fiats, 72 Peugeot md 24 llercedea Truclts throughout 
the year. Virtually non-allocation of foreign exchange by FEMAC resulted in 
non-availability of Fiat CKD sets. Availability of contractee's CED sets vas also 
very lov due to the sue reason. 

Engineeriu 

1. Lgsalta Encineering Company Limited CLQCO) 

Production/assembly of trailers and buses vere very lov due to 
non-availability of CKD sets and laclt of orders. 

2. ftonarcb CZ) Limited 

Vindovn/door frames, geysers, wheelbarrows and velded vire products production 
remained substantially below budget due to stock-out of rav materials and 
breakdowns of machinery. Lover forex allocation and unreliable suppliers mainly 
caused the stock-out situation. 

3. Metal fabricators of Zambia Limited CZAM!FA) 

Production of vires and cables vas only 56 per cent of the budget due mainly 
to lover production of magnet vire and copper and brass billet cast. The related 
projects vere completed only in August/September 1987 opposed to earlier 
expectation of completion by J1Dle 1987. 

4. Batteries 

Rine million batteries vas produced during the year which exceeded the budget _ 
by 26 per cent. 

Construction related 

1. Crusbed Stone Sales Limited CCSSL) 

Aggregate stone production vas 55 per cent of the budget while production of 
liaeatone vaa 64 per cent of the budget. Frequent breakdovna of mobile equipment, 
drilling rig and loading and off-loading facilities limited the operation. The 
c011pany has been crippled vith the breakdown of varioua machinery and equipment of 
one or other kind for past several yeara. One crushing plant, however, vas 
successfully rehabilitated and the rehabilitation of another is almost complete. 
Rev compressor was bought and installed. A humble beginning has also been made on 
other areas of replacement and maintenance. 
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2. Z•phezi Sav Mills Li•itcd. CZSM) 

Sawn timber production vaa only 35 per cent of the budget due t:> breakdown of 
caterpillar equipments. Zulbezi Sav Mills has also been plagued vlth the 
continuous breakdowns of 110bile equipments to the extent of crippllq the operation 
for the past several years. 

3. Z•phia Cerl8ica Ltefte4 CZCI,) 

Production of aani.ta~ ware vas only 56 per cent of the budget due to laclt of 
illpo~ed rav .. terlals and daand constraints. 

4. Z•phia Steel and Dvilding Supplies Liaited <zsBS) 

Production of door vas only 51 per cent of the budget due to inadequate supply 
of door aklns frow vaneer plant. 

5. Cgmt 

Cement production vas 380000Kr which not only exceeded the budget by 13 per 
cent, but also recorded the highest production ever achieved by the company. 

4.3. IBPECQ olan for 1989-90 

1. Obiectives 

- A minimum growth in real terms of not less than five; 

- Higher capacity utilization and improved standard of efficiency; 

- Uninterrupted supply of goods and its proper distribution; 

- Determined efforts to improve the quality of goods produced; 

- Promotion of a high degree of import substitution through increased 
utilizaton of domestic resources; 

- Increasing the forex earning through developing export market for 
non-traditional export goods and intensification of existing export markets; 

- Evolving a planned maintenance and rehabilitation programme to keep the 
plant and machinerh in the proper state of repair; 

- Placing greater emphasis on completion of on-going projects and 
rehabilitation projects; 

- Investment in new economic ventures which are viable and profitable A)ld 
involve maximum utilization of local resources; 

Implementing more vigourously a human resource development programme; 

Bringing about greater discipline and accountability among enterprise 
aanagera; 
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Iaproving the profitability to a level that a return on capital employed 
rill not be less tha 25 per cent, so as to sustain production efficiency, 
service the debit obligations and be able to obtain phased replacaaent of 
productive assets; 

Turnaround loss-aakers and sustain their viability. 

2. Strategy 

Strategies adopted for fonnil.ation of the Group Plan are: 

.An integrated cost reduction progr ... e, increasing ex.ports in real tenas 
and enbancaaent of capacity utilization; 

To aaintain and vhere possible iaprove IRDECO's supervision of its 
subsidiaries through the aecbanisa of corporate planning, annual budgeting 
and quarterly reporting; 

- Giving greater autonQllY to the subsidiaries in the day-to-day running of 
the companies; 

- Strengthening the Boards of s~bsidiaries by appointing more experienced 
Directors and by redefining the role and the responsibility of the 
Directors; 

Introduction of productivity-related incentive schemes to ensure higher 
production; 

Imposing sanctions on poor and sub-standard performance; 

Improving remuneration packages with a view to retaining qualified and 
COllDitted personnel; 

- Creating conditions for excellence and efficiency in the quality of service 
rendered; 

- To ensure a pragmatic review of prices with a view of not passing the cost 
of inefficiencies onto the consumer; 

Improved forward planning on procurements; 

- Investment decisions to be made on the basis of strict financial and 
economic analysis and to secure a minimum, financial rate of 20 per cent 
after providing for borrowed costs; 

- Replacement of productive assets and plant maintenance should not be lover 
than the cost of wear and tear of such assets; 

- To ensure insurance policies are cost-effective and to consider the 
adviaability of being "s~lf-inaured" in low risk areas; 

Improve the working capital management yis-j-yis the need to raise Kvacha 
funds to finance the foreign exchange requirements; 
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Restricting the Group's borrowings to a sustaining level; 

Optiaize the utilization of training progra1111ea and facilities within the 
country ao aa to reduce the high coat (and drain on foreign exchange) of 
training abroad. 

5. DI puu, S(;AI,J llDtJSDIIS 

ID recent 7eara due ~o alaerable atates of large-acale laport baa generated 
illcr~lng interest and avareneaa in z.abia for -11-acale lDduatriea. 

Small- and aedi--11cale industries have received acme recent attention, aa the 
Govenment ha• attempted to proaote thea aa a vehicle for in.creasing the use of 
local resources. the Small Industries Developaent Organization (SIDO) la 
addressing itself to aany important constraints on the developaent of ... 11 and 
aediua enterprises. SIDO provides assistance to ... 11 enterprises, such aa 
technical services and iaproving input supplies, aanageaent services, etc. 

Saall-scale industries could aake to the pursuit of rapid self-reliant and 
self-sustained industrial 8?ld overall econOllic developaent. the strategies of 
import substitution and export proaotion are pursued in developing econoaies with 
very siailar aocio-econ011ic structures. If these strategies have not worked 
satisfactorily, it would be \Dlfair econoaic analysis to conclude that they are bare 
in theaselves. If there are certain basic conditions, the lack of vb.ich .. de these 
strategies a failure, the creating of these favourable conditions becomes the 
obvious rational solution. Alternatively, another solution that readily coaea to 
•ind is the intrdocution of a strategy that is less vulnerable t~ the illpact of 
those basic requirements necessary for the success of the earlier atragegiea. The 
illportant questions, therefore, influence the success or failure, respectively of 
the earlier strategies and what are the likely reprecuaaions? Bow does one operate 
the new strategy within the same old environment without having the effect of 
pouring nev vine into old pots? Ia the new strate&Y really less vulnerable to the 

,influence of those conditions that militate against the success of the large-scale 
industry illport-replaceaent and export promotion strategy? Does the new strategy 
call for total or partial abandonment of the old ones? 

The emphasis on the development and promotion of small-scale industries in 
developing countries is primarily baaed on the assumption that the developing 
economies have certain characteristics that provide a greater comparative advantage 
for the operation of small-scale industries over the running of large-scale ones. 
Therefore, the first steps in the pursuit of this strategy are: 

- To identify those areas of comparative advantage and assess their 
potentials and roles within a framework of redefining the entire problem of 
industrialization; 

- To make couscious efforts at achieving a higher degree of structural 
linkages among the various sectors of comparative advantage; 

- To make greater efforts at developing greater inter-developing country 
trade; 
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- To establish workable institutions which must be given all necessary 
support, incentives and political good-will to carry out the task of 
developing and proaoting small-scale industries; 

- Finally, to adopt a product development strategy. This strategy calls for 
organizing science and technology to support production within the 
sub-region with eaphaais on the use of local resources and the satisfaction 
of local needs first. 

Theae steps, it is hoped, will help boost aaall-scale industry in conjunction 
vi th others, will lead this country on to a aore vorth-vhile and self-sustaining 
dnelopment path. 

ltoc!uct develoPllent 

There have been several resolutions and proclamations, both in governmental 
and international circles concerning the recognition of the need for small-scale 
industry development. But the effort on ground to improve the small-scale industry 
scene has not yet gone beyond some stray pilot projects. Where further action has 
been taken, it has also stopped at dishing out small amounts of money as credit to 
people to undertake "small enterprises" under the same conditions that made the 
articultion of individual initiative for small industry development rather 
difficult. The lack of capital, thus, still being considered as the primary 
setback to the development of small industry. In the developed countries 
individual initiative is enhanced and helped to succeed not only by the provision 
of money, but also by the provision of several institutional support services and 
facilities. At the present level of development, the promotion of group or 
individual initiative in Zambia llUSt even more be buttressed by government 
supportive instruments. Therefore, the establishment of an internal dynamism in 
Zambian economies entails the development of an effectively organized scientific 
base to support production and promote the development of economies. It is 
important to realize that the products developed or used in an economy, among other 

.factors, shape the pattern of subsequent development of that economy. When 
products are developed in the economy itself, the designers use the existing 
products, resources, services and other conditions in the economy as their frames 
of reference and therefore design the new products based on the availability of 
these othe products. In this way, the use of the products stimulate the productio 
of other products while at the same time they increase the demand and satisfy the 
needs for which they have been developed. This is the important reason why product 
development activities must be organized and encouraged. 

Secondly, imported technologies can have immense benefits to these economies 
if they are used as sources of knowledge rather than as consumption products. That 
is to say, with the existence of well-organized and P'lrposive, i.e. 
mission-oriented, scientific research institutions and national plans to encourage 
innovation, engineers to attempt to study the imported products and try to modify 
them in ways that make them more relevant or convenient to the economies into which 
they are imported. As a result, an accumulation of knowledge is ensured. The 
problem with transfer of technology from the developed co1Dltriea to developing 
co1D1triea, like Zambia, has not only an administrative dimension, i.e. how to 
reduce the cost of transfer. Its utility to the economyy is more a question of how 
it is m.tde to fit neatly into the general development plans and goals of these 
economies instead of distorting them. Thia aspect of the problem is basically 
technical as such it ia worth considering to take assistance of Rational Council 
for Research and institution. 
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Consortium of financial institutions 

1. An altemative to the Development Banlt for mediu.- and -.11-acale industry 
could be the foraation of a kind of Federation of Financial lll8tltutlons in this 
comtry to finance the mediwa- and aaall-acale industry development programme. The 
operation of such a proposed conaortiua would play a key role in the aedi~ and 
... 11-acale industry progr ... e. The broad objective of the Federation would be to 
U811l'e a reasonable balance between the proapt utilization of forel&n exchange fr011 
external. sources and local currency counterpart capital for financing the 
proaramae. It would alao.mdertalte the identification of aound projects to be 
financed in the aedi~ and ... 11-acale industry sector and the follow-up of loans 
to en&ure the effective use of fmds. The aost proalnent advantage of the proposed 
conaortlua of financial institutions over the development bank of aedi~ and 
... 11-scale industry la that it would involve not only one but several c0111aerclal 
and development banks spreading their risks and liabilities together. A de11erit of 
the federation, however, is that the cOlllllercial objectives ofthe banks could affect 
their operations towards aedi~ and aaall-scale industries. The banJta .. Y lend 
aore easily to 'the retailing sector for quick returns unlike -.11-acale 
aanufacturlng industry which requires a longer geration period for the investment 
capital to aature and yield reasonable returns. The success of the federation 
achieving these objectives would depend on whether or not some prerequisites could 
be aet. First, there must be agreement among the participating banks and 
government agencies on the definition of medium and aaall-scale industry. This ls 
needed to make sure that local currency and foreign currency exchange capital are 
channelled to medium- and small-scale industry and do not gravitate toward larger, 
better establised firms that are more capable of arranging their own financing. 

2. The participating institutions must agree on medium- and aaall-scale industry 
goals, such as the yearly amount of capital to be provided by the financial 
inatitutiuons as well as a~. amount-financing timetable for urban and rural 
aaall-scale industry. 

3. There must be easy continued access to Central Bank Credit Guarantee Schem~s by 
.which co1111ercial banks and Government-owned lending institutions are protected 

against borrower defaults. 

4. Local currency capital must be pledged or allocated to finance local costs and 
to purchase foreign exchange. 

5. Foreign exchange must be made available to supplement the expenditure already 
made from the country's own resources. Without supplementary foreign exchange 
resources, there will be little incentive on the part of the local financial 
institutions to support a working federation of banks. 

6. A special institute for medium- and small-scale industry LEDA would play a 
vigorous role in finding and er:couraging ~ntrepreneura; making sure that candidate 
projects have been properly appraised before they are submitted to the banlul; 
correcting lags in the medium- 1·nd small-scale industry prograane implementation 
and identifying weak projects ani bringing them back to economic wealth through 
counselling and technical aasist;ance, that is loan follow-up. 

7. The Central Bank8 would have t.o conduct continuous review of the spread between 
lending rates offered by the coar~ercial banks and the csot of capital to thae banks 
in order to assure their active participation. Obtaining the necessary capital 
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resources and subsequently channelling the credits liberally through either a 
Federation or Financial Institutions or the Developllellt Bank for Rediua and saall 
scale industry it not itself an adequate fora of assistance to aediua- and 
... 11-acale enterprises. The entrepreneurs need guidance and counselling on the 
proper use and aanagment of credit. They need infonaation bout types of aachinery 
or aaterial inputs to purchase, ~ypes of building structures to put up and where to 
do so. Above all they aust be able to instill in the11&elves a character of 
trmtvorthilless and personal discipline. Thus, aupeniaed credit beccmes 
illportant. Under such a scheme, therefore, credit vould becoae integrated vith 
teclmical and aanageaent ~siatance so that the aaall entrepreneurs are alao to 
obtain the uxiaaa advantages frcm the loans the receive. A aucceaaful fora of 
auperilaed credit la the supply of capital equipllellt on a hire purchaae baala, 
which baa been introduced in industries, selecting locations and eatiaating capital 
requireaenta end potential aarkets. 

There has been a gradual shifting of population froa the rural to the urban 
areas and nobody can blaae the youth for leaving those drab environaeats for the 
cities. 

The proposed small-scale industry progr._e for rural industry could be 
addressed to tvo .. jor problems. The first is under-utilization o~ rural labour 
force, especially the youth. lluch of the rural labour force is idle for aost of 
the year round. The enforced idleness, especially of the youth, aggravates the 
problem - naaely urban drift. Development of rural industry, for exaaple, 
processing of fara produce and the provision of outlets for recreation and for the 
rural residents to spend their incomes would contribute to the solution of the 
above problems. 

Urban industry components 

The urban small-scale industry must be addressed to basic problems affecting 
the country. First, is the gorving demand for consumer goods in urban markets 

_attributable in part to the growth of urban poulations. 

The second is the weakness of the business coaaunity of small-scale 
entrepreneurs. This weakness is apparent in terms of low productivity, poor 
financial aanagement and accounting habits, high retail prices, often low qu•lity 
standards, absence of effective linkages with other manufacturing activities, 
inadequate supply of credit and a general inability to procure materials and spare 
part inputs needed to supply the consumer with the required goods and services. 

Policies within the framework of the small-scftle industry. The progr81De 
should also be co-ordinated to ensure concept of maintenance and repair. 

6. ISAIPOWEI IESQURCI DE1/ELOPMEnt 

Colllboration between training institutions and rndustry 

The rehabilitation of industries is very important in the progr ... e of Zambian 
industrial development. A number of industries had been unable to carry out even 
the 110at basic of maintenance ir. their factories in recent years, because of 
unfavourable exchange and interest rate regimes in operation. Although the IMF 
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exchan&e and interest rate policies were aiaed at forcing enterprises to switch 
aources of supply froa foreign to local through the price aechaniaa it vas noted 
that the necessary sltills were not available to facilitate the switch in sources of 
supply. 

Thoe akills, unfortunately_. are still laclting and vhat is happening is that 
:lnduatrlea are laportlng the spares and aachlnery because the controlled exchange 
and interest rate policy under the Kev Bconoaic Recovery Progr..ae has reduced the 
coat of importing these ltms. 

~ order to control the altuation and therefore prevail the laportatlon of 
even thoae apare part• that can be produced locally, the aechanl• of allocation of 
foreign exchange is applied in such a IMlDJler that ltms produced locally cannot be 
Imported. It la quite eddent that unless further effort la aade to intensify 
collaboration between tra tng institutions aud industries on the one hand and 
aanufacturing industries on the other, it may take a long tiae before the 
objectives of a hoae bond rehabilitation of industries can be realized. 

Design developaent 

Experience of Zaabia has shown that for engineering training to have the 
desired iapact, there aust be close collaboration between enterprises and training 
institutions. The whole training process must take place in both training 
institutions and the workplace and it llUSt be designed as part and parcel of the 
saae process, to produce skills in both maintenance as well as design and 
production of spares and production of spares and machines. It is also clear that 
unless 110re funds are voted to engineering training in all its various forms, 
akilla development will be severely hampered and this affects industry adversely. 

Research and develoDR1ent institutions as supportive instruments 
!qr a•npover resource development 

The mention of research and development institutions evokes in the minds of 
_many policy-makers in developing countries a rather sophisticated proposition that 
should be left to academicians and laboratories with all types of funny gadgets. 
The aajor preoccupation of such decision-makers is how to get problems solved 
today, to stave off unrest and therefore maintain their positions. Industries 
spend scarce foreign currency, and virtually bolt profitable or essential 
operations until even the most simple spare parts are shipped from overseas. A 
tecbnical industrial development levy could be collected from all industrial 
establishments directly into some bank account for such an institution to upgrade 
it into some kind of technology centre. Imported machines could be broken down, 
studied, re-assembled and some attempts made to rebuild them or parts of them from 
available local materials like scrap, and tested. Companies contributing to such a 
levy could send their technicians and designers to such a centre for regular 
retraining and exposure to new ideas. They could also submit their worn-out 
aachine parts to such a centre to see whether they could be improvised. There must 
be no secret made of the availability and capabilities of such a centre. Inmates 
of such an institution could cover.limitations and deficiencies in the working of 
soae of the imported technologies and could initiate research into making them more 
adaptable. Thinking about products to be developed or promoted in developing 
C011Dtries one can first look at the needs whose satisfaction will raise 
productivity of the majority of workers in these countries, increase the volume of 
products that most satisfy the basic needs (with basic need not restricted to 
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nutrition, shelter and clothing but in addition transportation, health care and 
education) of the users and also contribute significantly to structural linkages. 
A review of some of the pred.llllinant needs in the dev~loping economies will 
illustrate how relevant this approach is to their industrial development. This 
suggests that research and development activities are necessary not only to develop 
simple and more iaproved. new toola but also to find ways and means of satisfying 
existing product demand that is not already being satisfied.. One could conceive of 
easily 111noeuvrable yet efficient tools for the peasant f al'llera and artisans in 
order to raise their productivity and to reduce the physical hazards and tediua 
that such production proc~ssea entail. For example, one can conceive os simple 
aechanical tools for farmers which would replace the traditional tools lllte the 
cutl.S. (aatchet), hoe and axe (like the chain.1aw) for farmers to cut down trees, 
clear weeds, make aolDlds, plant seeds, harvest crops, draw water for irrigation and 
store their produce. Unlike the large farming machines produced in developed 
countries, such smaller and simpler implements would be suitable for the small 
landholdings of the peasants. Bo elaborate land tenure reforms would be 
llllled.iately needed to proceed their use. 

Along the same line of thought, a study of the type of consumer goods needed 
by the low income group could lead to the development of new products or 
improvement on old ones that best satisfy these needs and can be produced by the 
small-scale producers for whom improved tools have been developed. 

Product development 

At present very little or no effort is made to promote industrialization 
through the adaptation of existing or development of new products. Despite 
frequent Government statements that indicate their awareness of the important role 
that even simple scientific research can play in the development of their 
economies, very limited or no practical steps are taken to translate this awareness 
into economic benefit. There are no centres or organizations in the count1y that 
help young people to develop their illllovative talents and give practical 
realization to their abilities. This lack of concern for the development of 

.domestic scientific supportive institutions to support production does not only 
limit the economic use of domestic resources but also restricts the accumulation of 
technological knowledge which can also come about by a careful study of the 
mechanisms of industrial tools, machines and other equipment. Invariably, such a 
situation also limits the extent to which local artisans, engineers and craftsmen 
can design even simple improvised spare parts for the repair of their broken-down 
tools and machinery, let alone adapt imported technology to suit local needs. 

Finally, from the foregoing, it would be evidently imperative for Zambia to 
initiate a comprehensive programme to promote and encourage the application of art 
and science to production. This implies the reorganization or development of 
institutional frameworks that will cater for research for providing the necessary 
support. It is not only sufficient to undertake sporadic and isolated research 
projects (most of which will be discontinued anyway for lack of funds or other 
problems). Rather, conscious efforts need to be made to ensure and arouse interest 
of all people concerned or interested in developing their innovative capabilities. 
Secondly, local specialists ~ust be en:ouraged to a take critical look at the needs 
of these economies, e.g. production processes of the small-scale manufacturers, 
peasant farmers, oil-mill entrepreneurs, small carpenters, local textile producers, 
etc. and develop tools and equipmen~ to meet their needs. Above all, there must be 
developed a system for effective diss"mination of inforamtion on whatever is going 



- 49 -

on in such supportive institutions to potential users and to encourage the use of 
whatever new products or adaptations that may evolve. 

All these requirements cannot develop in an economy fortuitously. :hat is to 
say, to be successful, they cannot be an aggregation of isolated incoheaive 
llicro-economic activities to be undertaken by individuals. It is essential that 
the Gove:naent formulates scientific and technological progr81Des, present them as 
a national plan of action and give adequate support to them throughout their 
gestation periods. The validity of this approach becomes obvious when one notes 
that industrial and econ~ic development policies of this country have been staved 
away ~roa local product development, adaptation and production. 

7. GQERAL PROBLEM OF THE MAl!UFActtJRING SECIOR NimlW!CE ABD SPARE PARTS 

Spare Parts 

Shortage of spare parts is a constant problem for all the companies. Shortage 
of spare parts is also a major problem for the manufacturing industry in general. 
The resulting stoppages are a major source of economic loss. 

1. There are many reasons for the shortage of spare parts in Zambia. Firstly, the 
colDltry has no built-up sufficient domestic capacity, for spare parts for machinery 
have to be imported, and because there is insufficient foreign exchange for the 
purpose. As a result, it is not uncommon in Zambia for parts of small value 
themselves to be unavailable and to cause partial or even total shut-down of a 
plant. 

2. The effects of wear and tear of machinery and equipment are generally greater 
under Zambia's climatic and environmental conditions than in the industrialized 
countries where the machinery and equipment were originally made. This implies 
that Zambia requires more spare parts - and in the absence of domestic production 
has to import more spare parts - than would normally be the case. Moreover, 
.imported machinery frequently does not incorporate design and technical 
considerations that· take into account the conditions likely to be experienced in 
the Zambian manufacturing sector. 

3. The sector often lacks buyers of sufficient experience and technical 
sophistication to buy machinery and equipment suitable for Zambian conditions. 
This frequently results in purchase of machinery with inadequate technical 
documentation and improper codification to identify parts responsible for machinery 
failures. There is also the not uncommon problem that machinery documentation is 
often written in a foreign language. Spare parts.requirements are not usually 
included for plant and equipment in feasibility studies or in purchasing contracts. 

4. There are often difficulties experienced in findin~ the right supplier of spare 
parts, and especially suppliers of spare parts for machinery that it no longer 
producea. 

5. There are difficulties in the timely importation of spare parts, due to payment 
terms and conditions (such as letter or credit and the necessity of obtaining firm 
quotationa), in obtaining import licences and other documentation, the length of 
time taken to deliver spare parts, the length of time taken to clear customs and 
other bureaucratic hurdles. 
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6. Even if spare parts are eventually obtained, they are frequently damaged or lost 
due to inadequate storage, handling or organizational control. 

7. There are difficulties due to the fact that equipment is often old, maintenance 
staff are inexperienced or inadequately trained, and planned maintenance procedures 
are lacking. The result of these- factors is that there are frequent breakdowns of 
equipaent which require the acquisition of spare parts. 

8. With very few exceptions, imported industrial machinery and spare parts are 
subject to customs duties~ These customs dutiea increase the cost of aaintaining 
planta in good working order. As a res11lt, plant maintenance is discouraged and 
capaclty utilization is reduced. However, at the same tim·e, progress la being -de 
in the production of some spare parts in Zambia. 

Qualitx of Inputs 

Rav aaterials such as maize and sunflower seeds, supplied to industry, are of 
poor quality as fa£ as cleanliness is concerned. In general, maize and sunflower 
contain 5 to 10 per cent impurities which result in substantial extra costs for 
transport and handling, wear and tear, and breakdown of processing equipment. With 
the present system of payment, the producer has no incentive to deliver clean 
products. This c ·eates serious problems for many manufacturers. 

According to Final Crop Forecasts J 0 83-84 to 1987-88 (MAWD, Statistics 
Section, 20 May 1988), actual sales of maize and sunflower seed in 1986-87 were 
663,612 tons. Assuming an average of S per cent impurities, which could have been 
removed, 33,180 tons of waste were transported. The average transport distance may 
have been about 150 km, at a cost of ZK 1 per ton kilometres, adds up to a total 
transport cost for waste of close to ZK 5 million. About ZK 1 million to ZK 1.5 
million of this directly relates to imports, that is, fuel and vehicles. 

The repercussions spread throughout the sector, and back into agriculture. 
When input prices increase and output prices are fixed, profits shrink - or even 
.turn into losses. In such cases, the reactions can vary, depending on the type of 
activity in question. Private sector companies are threatened with closure. 
Parastatal companies may survive longer with INDECO support but this can hardly be 
guaranteed iniefinitely. Ultimately, selling prices have to cover costs and a 
level of profits that enables a firm to maintain its plant in good working order 
and replace its plant over time. 

The cost-plus method of pricing manufactured products, which PIC has 
established, may encourage inefficiency in the parastatal companies and discourage 
such companies from minimizing their costs of production. Even if it is acceptable 
as an approach, it is clear that some parastatal compan~es are not sure whether or 
not they are maximizing profits. In the case of companies with more than one 
product line, individual costings and profits are often not calculated, thus malting 
it difficult to know whether one line is subsidizing another. On the other hand, 
there are cases in which the Government is inadvertently subsidizing the production 
of some goods. Thia can occur when a plant with a number of product lines has at 
least one line whose price is subsidized and therefore may be easier to make a 
profit; another line, with prices subject to PIC approval, may su~fer temporary 
losses because of delays in authorizing price increases. 
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If i.llpurities were removed at source the benefits would include: 

(i) Reduced t~uisport costs and savings of foreign exchange - ZIC 5 million 
and ZIC 1.5 million respectively; 

(ii) Reduced handling costs of about ZIC 0.2 million; 

(iii) A saving of 50,000 113 storage space in warehouses or under tarpaulins, 
which could be used for clean produce and not for waste; 

(~v) Reduced losses of produce during storage; although difficult to asses, 
this is liltely to add up to several million Kvacha; 

(v) Reduced wear and tear and breakdowns in industry. Thia can be assessed 
in terms of lover maintenance costs, lover import requirements of spare parts and 
improved capacity utilization of processing industries. The total benefit here l!S&Y 
be assessed in tel'IDS of millions of Kvacha per annum, a substantial portion of 
which would be in foreign exchange. 

Because Zambia pursued a strategy of import substitution industriali7.ation, 
the manufacturing sector became extremely import-dependent over the.years. 
Although the goal of industrial policy is now aimed at reducing such dependence, 
this will take some time to achieve. Meanwhile, companies in the manufacturing 
sector are dependent on imported machinery and spare parts - in many cases for the 
bulk of their raw materials as well - in order to keep their plants operating. 

The Zambian manufacturing sector is presently subject to a complex battery of 
price distortions. These distortions are due to the fact that some products are 
subsidized, some are subject to price controls, increases in the prices of others 
must by approved by PIC, while others have their prices determined freely in the 
market. The lack of synchronization between movements in the ~rices of the var1~-s 
categories of hidden subsidies, where t ?Y occur, should not be blamed on 
individual companies; rather, they may be a short-term method of survival. Their 

.emergence is a reaction to the widespread existence of price distortions, the 
ultimate cause of which is an over-complex policy on pricing and an institutionnl 
mechanism whir.h is incapable of coping with it. 

The level of company taxation, which was raised in the 1988 budget, seems high 
for a newly-industrialized country. At 40 per cent of profits, especially in 
situations of tight liquidity and import dependence, the tax rate leaves too little 
to be set aside for reserves or for rehabilitation. The rate is also higher than 
in some neighbouring SADCC countries with which Zambia competes for exports of 
manufactured goods. 

The overriding constraint in the Zambian economy in the short run is shortage 
of foreign exchange. This shortage affects the ability of manufacturing companies 
to import. Given the level of import dependence in the Zambian manufacturing 
sector, the foreign exchange constraint is impeding the import of essential 
transport and machinery. 

Policy on repair and maintenance 

Pr~sently on-going technical assistance to industries in Zambia has not taken 
necessary steps to introduce the maintenance concept. Integrated development 
programmes should incorporate a maintenance policy component. This involves a plan 
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of action to keep manufacturing facilities, buildings and other services of Small 
Scale as well as large Industries in the most economic operating conditions. This 
will ensure •aximum availability of machinery and equipment. 

The institutionalization of a maintenance component involves the setting up of 
an agency responsible for maintenance activity. Such an agency could be part of 
the administrative machinery to implement the whole Industry development 
progr ... e. As a measure of ensuring efficiency, the maintenance agency could 
employ written procedure systems in its deliberations. The duties and 
responsibilities as well ~s expected results of such job maintenance activity 
ahou14 be described and specified in detail. Job descriptions of each position are 
also necessary so that maintenance personnel can be fitted to the jobs. Repair and 
maintenance activities may range from preventive maintenance, repairs, major 
overhaul, new construction and manufacturing. The organization of a maintenance 
component would involve planning and scheduling: job planning and estimation, tool 
and equipment requirement projections, performance reporting and manpower planning 
including backlog determination and skill requirement projections. Such a 
maintenance agency may also undertake cost controls by preparing a maintenance 
budget as part of the programme implementation machinery. It is important that 
maintenance policies are within the framework of an industrial development 
programme to ensure that they are neither in conflict with each other nor in 
conflict with private maintenance and repair policies of firms. 

The absence of a maintenance tradition has inflicted crippling costs on 
industries and the economy as a whole. Industries suffer from a high rate of 
depletion of capital assets and a chronic waste of production capacity. 
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CHAPTER III 

PLAIRIBG IN ZAMBIA 

Zambia gained its political independence in 1964 and it inherited a 
aono-economy vhich was based on the production of copper for exports. To establish 
a balanced economy, the Governaent caae up with a deliberate policy aillecl at 
diversifying the national economy. The concept of diversifying the national 
economy ls understood to aean lessening the country's dependence on copper by 
developing the agricultural and the manufacturing sectors. In this context, 
lnduatry ls a synoDJll for manufacturing which la defined as "the cotmercial 
transformation of rav materials or semi-processed rav materials into finished or 
seal-finished products, and includes the assembly of inputs into finished or 
semi-finished products but does not include mining or recovering of minerals. In 
line with this definition, industrial planning refers to the total process of 
preparing and implementing manufacturing objectives, strategies and prograanes of 
action. 

Basically, there are two types of planning being practised, namely the 
five-year planning and the annual budgeting. At macro-level, the Government 
prepares five-year plans which are followed by annual budgets up to the end of the 
plan period. From Independence to date, the Government has prepared three 
five-year plans: 

(i) The First National Development Plan (1966-1970) and the Second National 
Development Plan (1972-1976) which, among other things, were designed to 
provide the basic economic and social infrastructure for diversifying the 
agricultural and industrial base of the economy; 

(ii) The Third National Development Plan (1979-1983) whose objectives, among 
other things, were "to diversify the economic structure in order to 
reduce the country's economic dependence on copper by promoting 
agriculture and industry based on local raw materials and the 
establishment of the necessary capital goods industries; to promote 
village and small industries as an integrated part of rural development". 

At micro-level, companies prepare five-year plans annually on rolling bases 
and they also prepare annual budgets. 

1. CENIRALIZED PLANNING (1964-1979) 

Although the 1968-69 economic reforms allowed the Government, through ZIMCO, 
to control 80 per cent of economic activities in the country, these reforms were 
introduced at a time when institutional capabilities in both the Government and 
parastatal sectors were still inadequate largely due to shortage of skilled local 
manpower. The desire to control the commanding heights of the economy coupled with 
the need for balancing national development partly explains the Government's 
decision to resort to centralized planning. 

The type of planning carried out at micro-level was that of annual budgeting. 
Since companies were not preparing long-term plans, at national level there was no 
proper link between national plans and enterprise plans. Consequently there were 
difficulties in monitoring and controlling economic activities in the nation. 
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2. DECEl!TRAt.IZED PLARBIRG Cl979 TO DATE> 

To overcoae the probleas experienced vith the centralized planning systea, in 
1979 the President of the Republic of Zaabia directed all coapanies to produce 
long-tera (five-year) plans. 

The Governaent introduced the Decentralization Act in 1980. The objectives of 
thia decision vas to decentralize the planning proceaa so that provinces, 
districts, wards and sections could initiate and iaple11e11t development plans. 

In 1986 the Inveataelit Act .. de a provision vhich obli&ated all enterprises to 
fumllih the Inveataent Co-ordinating Comaittee with periodic reports., records, 
returns., samples and data relating to the operations of the business enterprises. 
The Act thus provided a aechanisa by which the Governaen.t could evaluate., monitor 
and control the planning activities of private and public coapaniea. 

The introduction of corporate planning in 1979, the Decentralization Act of 
1980 and the nev Investaent Act in 1986, thus provide a legal and institutional 
framework which permits industrial planning to be a tvo-vay process. 

Under the decentralized planning system, guidelines are issued through RCDP 
and the Government objectives are specified. 

These objective are usually open-ended to allow lover-level institutuions to 
come up vith quantified and realistic targets. 

For government institutions, the directives are from RCDP to ministries, to 
provincial councils and to district councils. As regards the parastatal companies 
the guidelines are from NCDP to ZIMCO and ZIMCO issues those in the same vay to 
sub-holding companies as to subsidiary companies. 

Institutions which depend on Government funds, such as ministries and local 
governments, submit their proposals to the Ministry of Finance normally in October 
or Rovember for discussions. Proposals go through a screening stage and are then 
tabled before Parli-ament for approval in December or January each year. Once the 
plans are approved by Parliament, the concerned ministries or local governments 
then go ahead to implement them. 

For the INDECO group of companies, the General Manager or the Chief or 
Executive Officer are responsible for the presentation of consolidated plans to the 
Board of Directors for consideration and possible approval. The five-year 
corporate plans that are approved by the Boards of Directors are then submitted to 
INDECO which, in turn, submits them to ZIMCO. ZIMCO, after receiving a plan from 
its subsidiary companies, prepares a consolidated ZIMCO Group Corporate plan which 
it then submits to NCDP which considers it in its preparation of the Government 
annual budget. 

3. CQMPOl!EftIS OF IBDUSTRIAL PLANS AND THEIR CO-ORDlftATION 

The components of industrial plans to a large extent depend on whether the 
given institution is dealing with industrial policy matters or is involved in 
implementing projects at micro level. 
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At national and sectoral levels, industrial plans concentrate on policy 
foraulation and their iaplementation, while at aicro level they are grand totals or 
divisional or departmental plans. 

4. PLAllllG COKSTRAll?S 

Since 1964 the Governaent of the Republic of Zaabia (GRZ) has aade efforts to 
eatabliah a clearly-defined fraaevork for planning and iapleaentation of 
develoi-ent policies aa p~eaented above. During the first three national 
devel~paent plans, however, this objective has been C011Pro.ised by such problems as: 

Inadequate in.atitutional fraaevork for planning and iapleaentation, whereby 
the aain GRZ planning organ, the Rational Comaission for Develoi-ent 
Pl•nntng, did not CORlend the needed authority; 

Poor project iaplementation and aonitoring; 

Absence of well-conceived planning units at corporation, ministerial and 
provincial levels; 

- Inadequate professional and skilled planning aanpower; and 

- Weak linkages between parastatal and private sectors, on the one hand, and 
the national planning machinery, on the other. 

Against these weaknesses, GRZ decided under the Fourth Rational Development 
Plan (1989-1983) to strengthen the institutional machinery of national, sectoral 
and regional planning. this is made under the realization that development plans 
are important in the attainment of the set goals and policies of GRZ. While 
five-year development plans are considered useful in this respect, GRZ perceives 
annual plans as being the main principal instrument through which a development 
plan is implemented. During the Fourth Rational Development Plan, (FMDP), a 

_Rational Investment Coanittee, under the chairmanship of the Prime Minister and 
composed of representatives from GRZ, parastatal and private sectors, is envisaged 
and intended to, inter alia, co-ordinate the parastatal and private investments. 

Other factors which hinder industrial planning in Zambia include poor or, in 
some cases, non-existent data bases. Often the process by which the development 
plans or strategies are formulated or elaborated does not allow the plan to benefit 
from popular national participation. The determination of specific goals, policies 
and progr1111Des for industrial development cannot be undertaken only by one 
relatively narrow group of urban-based officials or bureaucrats. the broad 
decisions related to what should comprise total national goals, industrial and 
socio-economic development are so vital that these must benefit from the popular 
opinions of the m•Jority of citizens. Therefore, informed popular participation in 
determining the broad and specific goal of national development is vital for the 
achievement of chosen socio-economic goals. The best of all available approaches 
to popular participation in industrial as well as socio-economic decision-making 
vould be the decentralization of political and economic administration to the 
provincial, district and village levels. If economic decision-making ia 
decentralized so as to permit realistic p~rticipation from the villege level right 
through the district, provincial or regional levels to the national levels, the 
projects so determined would reflect the priorities as seen by the potential 
beneficiaries of the country's total national socio-economic planning effort. 
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Siaultaneously, as these priorities are fashioned, the relevant strategies and 
associated costs or sacrifices to be made by the beneficiaries would also be 
deterained. 

the task of Governaent, therefore, is to create the right ataosphere that 
allows for individual and local initiatives and participation. This type of 
enviroment cannot be achieved when aost of the people are unaware of the supposed 
goal• of the society and the associated strategies and coats for achieving them. 

Generation of protects 

the ability to prepare B01Dld projects which are the basic elements for 
development is iaportant. This capability is seriously lacking. Many tilles the 
absence of banJtable projects designed to aeec donor requirements constrains the 
flow of aid and other investaent flDlds to the country. The need to strengthen this 
capability within the various planning 1Dlits in Governlllent and other public 
institutions cannot be over-emphasized. 

Implementation of proiects 

the aost relevant and highly-demanding task in plan formulation and 
implementation is thP. work that follows after the plan document has been produced. 
Thus, existing projects and those sanctioned by the plan and need to be implemented 
have to be subjected to continuous review or reappraisal. In this current world 
situation characterized by erratic upward movement of prices, including interest 
rates, projects which were considered highly feasible, under earlier prevailing 
interest rates, prices of inputs and outputs, etc., might, with subsequent 
developments, turn out to be losing propositions, unless some changes in strategies 
are affected. Through this process, contemporary solutions can be designed to deal 
with current problems in the general direction of reaping increasing benefits (or 
reducing losses) for the nation and the various elements of the population. 

A list of critical economic variables must be identified for which performance 
data should be presented by the planning units of various ministries at regular 
intervals, e.g. mon~hly and quarterly. The list should be occasionally refined 
with the necessary corresponding statistical information. There cer:ainly are some 
logistical problems in Zambia. However, the aim of these recommendations is to 
help decision-makers (Cabinet Members, Ministers, business coa1111n1ity, local and 
international operational agencies, etc.) to have some rough indication about vt-..it 
ls happening in the economy. From such information, warning signals can help 
devise remedies for problems long before the latter become manifest. Information 
of this nature could reveal the effect of any Government policies on the business 
and other coDDunities. 

There may also be a great need for the structuring of the work schedules among 
the planning staff of ministries and other public institutions regarding the 
machinery for preparing planning documents (i.e. current sectoral plans) and some 
anticipation of the type of work which needs to follow after these sectoral plans 
have been published. Work programmes for staff need to be better delineated and 
atructured so that responsibilities can be clearer. Tasks in the various planning 
1Dllta can then be outlined for the whole year and then broken up into smaller time 
horizona or perspectives. Arising from this should be ugular progress reports, 
strategy meetings, etc., that would help increase the productivity of the staff of 
these units. 
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CHAPTER IV 

llDQSIRIAL POLICIES AID SIRAtEGIES 

The industrial sector clearly has an iaportant role to play in Zaabia'a future 
ecODOmic developaent. If the econoay is to becoae aore inclependent of both copper 
ezporta and imported goods, industrial and agricultural production aust expand in a 
balanced, -integrated vay so as to aeet a larger share of dell&Dd thrGugh efficient 
ue of dcmeatic reaourcea·and to genera\.e new export revenues. !he critical 
question at this point ia what set of policies can lead the industrial sector in 
this direction. 

Zaabia enjoys a relatively diversified industrial sector for a country at its 
level of incoae. Production is prillarily concentrated in consmaer goods, but tvo 
sectors producing intermediate and capital good.a - cheaicals and aetal products -
atand out for their relatively large shares of aanufacturing output. In the case 
of chemicals, this is ude to the presence of two large-scale capital-intensive 
facilities, a refinery and a nitrogenous fertilizer plant. The aetal products 
aector coaprises a relatively large number of saall- and aediua-sized firas 
producing engineering goods and metal fabrications linked to the aining sector. 
Tb.is concentration of producers in engineering goods and fabricated aetal products 
provides an unusually high level of technical competence for industry in 
sub-Saharan Africa. 

1. PAIIERB OF INDUSTRIAL GROWTH 

The pattern of industrialization in Zambia has positive aspects - relatively 
large size, diversification, and a base of technological competence - which are not 
found in many other African countries. Revertheless there are s~e problems which 
cannot be ignored. The overriding issues are growth, capacity utilization and 
productivity. The rapid growth of industrial capacity has been accomplished at 
high resource costs, and by the rapid decline in the overall productivity of 
inputs, is due to deteriorating levels of capacity utilization in industry in 
response to the depressed levels of aggregate demand and iaports, but it also 
indicates a more fundamental problem in selection and implementation of efficient 
industrial projects. 

The structure, rate and efficiency of industrial growth in Zambia are heavily 
influenced by the decision of the Government to limit external competition faced by 
the industrial sector. Trade policy is the principal instrument used to liait 
external competition for industry. In effect the whole industrial aector has been 
treated as an infant industry and sheltered from competing imports by high and 
rising barriers to international trade. 

The structure of trade protection is formed by the tariff system and working 
of the system of foreign exchange control. Taken together, these two instruments 
of trade policy exercise substantial influence over decisions made regarding 
cap, tty expansion, new investment, production for domestic or export markets and 
the choice of technique. The present structure of protection in Zambia is 
characterized by high extremely variable effective protection to value added. 
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The results of the protection and the tariff structure and the system of 
exchange control provide cascading effective protection. Consumer goods receive 
the highest levels of protection - often in excess of 100 per cent - followed by 
light interaediate goods, capital goods industries and heavy interaediates. In 
many interaediate and capital goods industries, there is substantial negative 
effective protection, indicating .that resources are discouraged froa entering those 
activities. 

Structure of industrial protection 

A aajor problem with ·the current structure of protection is that reliance on 
q11ADtltative restrictions on iaports to control foreign exchange use created a 
situation in which protection varies in response to the level of iaports and aay 
vary ..ong firas in response to changes in the allocation of iaport licences. 
Thus, the incentive effects of the trade regiae are not predictable and can vary 
over tiae, aaong sectors, and aaong firms according to the decisions aade by the 
exchange control authorities. Moreover, protection can becoae autoaatic in the 
sense that with quota restrictions on illports the level of protection generally 
rises with increases in domestic production costs, providing little incentive for 
cost discipline. 

The high levels of protection to illport-substitution industries offer strong 
incentives for investment in these activities, and the absence of competing imports 
has peraitted domestic prices to rise to levels well •hove those of traded 
equivalents. As a result, trade policy has been heavily biased against exports. 
Industrial expo:ts account for less than one per cent of total exports and have not 
grown in volume or nlmlber for over a decade. 

lublic/parastatal sector 

The public/parastatal sector has come to play a leading role in industrial 
development. Purchase of controlling interests in existing firms, together with 
new investments, resulted in a major change in the stn:cture of ownership in 
manufacturing between 1968 and 1972 from predominantly private (mainly foreign) to 
·one in which the parastatal enterprises accounted for 75 per cent of industrial 
output. 

Between 1970 and 1980 the public sector represented primarily by the 
Industrial Dev~lopment Corporation (INDECO), grew at rates exceeding those for the 
economy as a whole and those for private manufacturing. 

Rotwithstanding the above positive developments, the parastatal sector 
suffered from a number of factors inhibiting better economic perf~I'!D411ce. Some of 
these, for example pricing and investment decisions, were the result of policy 
actions taken outside the firm, but poor corporate performance was also related to 
management practices and the organization of the public sector. 

In general, public sector organizational and management changes have been 
designed to reducf political interference in the operating decisions of firms and 
to increase the autono·ny and accountability of individual firm managers. These 
efforts at decentralization of decision-making were further reinforced by the 
decontrol of prices in 1982. 
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Inyestaent criteria 

A aajor area of concern for the aanufacturing sector remains the use of 
appropriate investaent criteria for selection of new projects. Past public sector 
inveataents have been characterized by high (and frequently excessive) capital 
intensity and dependence on lapor~s. These characteristics have contributed to the 
aector'a relatively poor perforaance in tet11S of the d011estic resource coats of 
generating or saving foreign exchange, and indicate that 110re effective criteria 
for screening investment proposals 1111at be implemented in the aect. .. r. the 
Goveraaent _la 110vlng tovard establishing tighter econ011lc and financial criteria 
for project selection and the evaluation of the perforaance of eziatlng fitll8. A 
critiCal need remains, however, to increase the capacity of lnveataenta. 

Although stressing the role of the public sector, the Govenment of Zaabia has 
in practice .. 1ntained a alxed econOllY with a relatively large and dyJyalc private 
sector. Private industry in Zaabia has grown up in an atllOsphere of control and 
regulation, coupled vlth incentives to selected firas and sectors. 

Incentives 

Incentives provided under the 1986 Investment Act should be lillited to fairly 
narrow objectives for restructuring industry and should be focused as directly as 
possible at offsetting specific costs of distortions that inhibit private 
investors. Consideration should be given to providing incentives in the forms of 
grants or credits rather than a long list of exemptions from (or rebates of) 
taxes. This would help to make the level of incentives explicit and would 
facilitate treating them as temporary assistance rather than as a quasi-permanent 
entl tleaent. 

Public policy in the financial sector establishes an illportant set of 
incentives for private producers via the structure of interest rates. Rominal 
interest rates relative to the prevailing rate of inflation yielded persistently 
negative real rates on deposits and small positive real rates on loans of the 

.banking system. 

2. THE EXCllARGE COR?ROL SYSTEM 

Impact of tbe exchange control system on effective protection of the sector 

The foreign exc~e control system in Zambia consists of both a foreign 
exchange budgeting and allocation system administer .. d by the Bank of Zambia and an 
import licensing system administered by the Ministry of Coaaerce and Industry. It 
ia necessary to have both an import licence and foreign exchange backing prior to 
importing any item (in general decisions with respect to the sectoral allocation of 
the Foreign Exchange Management Coaaittee (FEMAC)). The administrative allocation 
of foreign exchange tc some extent has a bearing on the structure of protection for 
individual industrial activities, since it establishes the level of competing 
imports which will be permitted. 

In allocating foreign exchange, FEMAC gave priority to companies that import 
the following itema: 

(a) Intermediate inputs of domestic producers of "essential" consumer goods, 
including milled grain products, edible oils, soaps and pharmaceuticals; 
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(b) Final consumer products in the same set of essential commodities; 

(c) Interaediate inputs for the copper sector, public transport, coal aining 
and nitrogenous cheaical production; 

(4) Interaediate inputs for existing industrial enterprises and capital goods 
for lncluatrial aectora vhich •generate or save foreign exchange•; and 

(e) C.O•odltles vhlch support the developaent of transport and c~ications 
and touri•. · • 

in principle, foreign exchange and import licences are not available for goods 
vhich are locally produced and iaport licences are not av~llable f6r goods vhich 
are locally produced and for vhich productive capacity is available in Zaabia, 
although in practice licences for the importation of essential COllpeting iaports 
haTe been issued vhen local producers have been unable to supply the aarltet. 

Rotable aaong the goods for vhich the Coaaittee will not noraally grant import 
licenses are processed food preparations, tinned fruits, vegetables and juices, 
Tegetable oils and oil seed cakes, paints, cleanser, soae paper products, tyres and 
plastic products, aade-up textiles, cement, galvanized steel, certain aetal 
products, batteries, and motor transport vehicles. Thus, the import licensing 
system reinforces the basic structure of protection established by the tariff 
structure. By largely excluding a wide range of competing imports of consumer 
goods froa the doaestic market, the import licensing and foreign exchange 
allocation systems provide open-ended protection to domestic import substitution 
activities. 

In general, tight restrictions on imports should cause domestic prices to rise 
in those activities vhich are most protected. When competing imports are not 
available, the linkage between domestic prices and the tariff-inclusive price of 
imports is broken, and prices may rise to the level vhich will clear the domestic 
market. In these circumstances, nominal protection is established by the 

. relationship between the domestic market price and the border (CIF) price of a 
potential or actual import. Such price comparisons are difficult, particularly in 
the absence of actual competing imports. Because the domestic price is set in each 
individual market, the degree of extra protection afforded by the exchange control 
regime varies from product to product. It is more modest for essential consumer 
goods such as corn meal and textile products but is quite substantial for vegetable 
oils and solids, soaps and detergents, and bicycles. Similarly, the level of 
nominal protection for such intermediates as cement, polyethylene bags, and jute 
products, as well as the level for structural steel products is permitted to rise 
substantially by the restrictions on imports. High nominal protection on final 
goods resulting from the import control regime, when coupled with low or zero 
duties on intermediate inputs which are directly imported, will accentuate the 
effective protection afforded to final goods producers. Thus, the structure of 
effective protection implied by the existing set of tariffs is reinforced and 
accentuated by the exchange control regime. 

It la likely that the same hierarchy of effective protection prevails - with 
the highest effective rates accorded to non-food consumer goods, followed by light 
int~raediates and capital goods. The variance among sectors, which was large 1Dlder 
the tariff system, is likely to have increased further 1Dlder exchange control. 
Moreover, without competing imports to enforce a ceiling on prices and cost 
discipline on producers, protection under the exchange control regime will increase 
if there is a rise in production costs. 
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An exception occurs vhen public sector enterprises sell their output at prices 
belov the aarket clearing pr~~e. either as a result of price control or as a result 
of price restraint. In this case the rents accruing froa access to iaport licences 
are diTided between consU11ers and producers. The Governaent does not capture any 
of the vindfall gains as tariff revenue. but they may be reflected in the profits 
of the public enterprise. 

Jgrb•p•e Control apd Incentives to Individual Bnterprises 

the non-aTailability_of illported intermediate 1nPuts constrains the level of 
capacity utilization of Tirtually all industrial firms in Zaabia. Increaental 
allocations of foreign exchange, thl!refore. constitute an illportant instrument of 
incentiTe policy since they peralt individual enterprises to achieve higher levels 
of capacity utilization and lover unit costs of production. Changes in the 
inter-fira allocation of foreign exchange can thus alter the relative profitability 
of indbidual enterprises within the same industry. 

Allocation decisions which were made at the level of the Import Licensing 
Collaittee can be reversed or modified by the coaaercial banks. should they be 
unable or refuse to provide foreign exchange to holders of valid import licences. 
Given the overhang of valid licences. the coanercial banks 11\lSt inevitably choose 
aaong applicants for foreign exchange cover according to their own criteria. These 
may reflect the history of banking relations with the applicant and other 
c01111ercial banking criteria. and need not conform to the priorities established by 
the lllport Licensing Coaaittee. Applicants unable to obtain foreigu exchange cover 
froa the c0111Dercial banks have a final recourse to the Bank of Zambia which can 
dire't c011Dercial banks to provide foreign exchange cover out of an incremental 
foreign exchange allocation. Clearly the introduction of two additional actors in 
the exchange control process multiplies the administrative costs to enterprises and 
increases the uncertainties associated with the import licensing system. It also 
extends the range of rent-seeking activities given by the exchange control system 
to individual enterprises. 

3. PRICE COftTROLS · 

The administration of price controls was hindered by a number of problems. 
Continuing shortages of imports, both consumer goods and inputs needed for local 
production, created strong upward pressure on prices of goods in limited supply and 
encouraged black markets and smuigling. Staff inadequacy in administering controls 
meant long delays in processing requests for changes and arbitrariness in 
enforcement. The setting of prices on a cost-plus basis did not encourage 
efficiency and cost reduction. To the extent that controls were effective, 
incentives to engage in productive activities (especially agriculture) were reduced 
relative to trading. Parastatal firms tended to suffer relative to private 
producers because their prices could be more stringently controlled, resulting in 
weakened financial positions and occasional cutbacks in production or investment. 
The Government was increasingly caught in a contradictory position between the 
pressure to hold consumer prices low and the desire to put parastatal firms on a 
sound financial footing. 

Within the parastatal sector, ZIMCO at present requires prior administrative 
review before firms change prices of the following commodities: sugar, cooking 
oil, margarine and fats, clear and opaque teer, stockfeeds, fertilizer, soaps and 
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detergents, and locally assembled motor vehicles. All other products are subject 
only to review of IBDECO management, and proposed price changes can be implemented 
if no objection is raised, upon approval by the company's Board. Export prices and 
certain directly-negotiated contracts are exempted altogether. 

The new system raises the questions of whether parastatals have abused it 
through excessive increases or have been unable to take advantage of it because of 
pressure to keep prices low. 

While maintaining s~e degree of control and downward pressure on prices, the 
new ~stea has nevertheless allowed prices to rise toward more remunerative levels. 

It remains to be seen whether the price increases that have been permitted 
will induce a sufficient increase in supply to maintain this downward trend in 
inflation rates and whether parastatal firms will in fact follow through to cut 
costs by improving efficiency and productivity. Inflationary pressures are still 
strong with continuing supply shortages, depreciation of the Kwacha, and wage 
demands. Copin~ with these pressures requires that the Government develop a 
comprehensive prices and incomes policy which states its objectives and its 
strategy regarding the interplay of market forces and regulation as they affect 
price and wage increases. The Prices and Incomes Commission can play an important 
role in developing this strategy and in administering it, at least with regard to 
wages.. It needs to develop the capacity both to carry out its responsibilities for 
collective wage agreements effectively and equitably and to analyse macro-economic 
trends as they affect prices and incomes. 

Structural Reform 

The public industrial sector has been the leading force in recent industrial 
development in Zambia. Public capital and management resources are limited, 
however, and the time has come to define the relative roles: 

(a) Io strengthen the existing industrial structure by increasing capacity 
.utilization, by making firms more competitive at international prices through 
restructuring investments, of those that cannot operate economically, and by 
enhancing managerial skills and productivity; 

(b) Io promote industrial exports by providing incentives designed to offset 
the present bias in the protective structure against exports; 

(c) Io limit new projects in the public sector and to exercise strict 
economic criteria in their selection. 

Investment Act 1986 

The Government has undertaken the following measures to promote exports. They 
have been outlined in the Investment Act of 1986. 

Conunon incentives for investors are as follows: 

(a) For a period of five years, a deduction from taxable !ncome for each tax 
year of 50 per cent of the total salaries paid to Zambian manpowe~ employed in the 
enterprise during that tax year; 
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(b) For a period of five years, full exemption from tax on dividends; 

(c) For a period of three years, exemption from payment of selective 
employment tax; 

(d) For a period of 10 year~, a deduction from taxable income of 50 per cent 
of the expenses incurred during each tax year on any training programme to train 
Zambian employees and any research and development prograane conducted by the 
enterprise itself or through a recognized research institution; 

(e) The above deductions (a) and (d) are in addition to any allowance or 
deduction provided for in the Income Tax for the same or similar purposes. 

Facilities, in addition to the above incentives, for certain exporters (business 
enterprises which are net earners of foreign exchange through export of 
non-traditional products and services) include the following: 

(a) Retention of such percentage of their foreign exchange earnings and the 
utilization thereof for such purposes and on such terms and conditions as the 
Minister responsible for finance may determine; 

.(b) Such preferential rates of taxation on such part of their income as 
Parliament may provide; 

(c) Access to any foreign exchange revolving fund which may be set up to 
promote exports from Zambia; 

(d) Access to any free trade zones which may be set up in Zambia; 

(e) A drawback of duties and sales-tax paid on imported inputs used in 
producing goods for export; 

(f) A deduction from taxable income of 50 per cent of the cost of any 
programme of export promotion and foreign marketing, provided that such deduction 
shall be in addition to any allowance or deduction provided for in the Income Tax 
for the same or a similar purpose. 

In addition to the above-mentioned conunon incentives for investJrs, facilities for 
agriculturalists (enterprises which generate income from husbandry, pastoral, 
poultry, fish-rearing, agricultural or forestry activities) are as follows: 

(a) Such preferential rates of taxation on such par.ts of their income as 
Parliament may provide; 

(b) Such exemption from the payment of selective employment tax as the 
Minister responsible for finance may prescribe; 

(c) Access to such preferential borrowing as may be decided by the Government. 

Additional incentives by way of income tax relief for enterprises in rural 
areas are as follows: 
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Table 14; Price index cbanges before and after de-control 
(Percentage change during period) 

Food, Furniture 
Period (year/month) 
or (year/quarter) 

Low High Beverages and Clothing and Household 
Income Income Tobacco Al and Footwear Goods 

Six-month periods Consumer Price Index 

1979/12-1980/6 9.4 7.6 12.9 4.4 2.9 
1980/6-1980/12 1.1 1.9 0.7 6.8 6.9 
1980/12-1981/6 12.1 7.7 14.l 0.8 10.3 
1981/6-1981/12 1.0 3.2 2.4 5.1 10.3 
1981/12-1982/6 10.0 9.2 16.5 4.2 4.5 
1982/6-1982/12 3.3 3.3 1.1 3.0 9.1 
1982/12-1983/6 12.9 12.9 13.7 7.3 18.3 

Monthly periods 

1982/12-1983/l 3.8 2.9 3.7 1.5 4.3 
1983/1-1983/2 3.2 4.0 5.6 1.1 2.2 
1983/2-1983/3 2.3 2.0 3.3 1.2 2.2 
1983/3-1983/4 3.4 1.1 1.8 1.8 2.9 
1983/4-1983/5 0.3 2.7 -0.3 1.5 3.2 
1983/5-1983/6 o.o 0.2 -0.4 0.2 3.6 

Wholesale Price Index 

Consumer 
Six-month periods All items durables 

1979/IV-1980/II -2.0 6.1 
1980/II-1980/IV 6.3 -0.1 
1980/IV-1981/II 3.3 1.9 6.7 7.1 
1981/II-1981/IV 1.6 0.1 -0.8 1.6 
1981/IV-1982/II 3.9 14.3 11.0 9.9 
1982/II-1982/IV 3.0 4.6 -0.3 -0.2 
1982/IV-1983/II 18.3 14.2 14.0 22.0 

Three-month periods 

1982/IV-1983/I 11.8 12.5 14.7 21. 7 
1983/1-1983/II 6.6 1.8 -0.7 0.3 

•' Non-manufactured items (i.e. food) are included in the consumer price 
index, but not in the wholesale price index. 

Source: CSO, Monthly Digest of Statistics. 
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(4) For the first five years of operation, one third of the prevailing rate 
of tax for companies; 

(b) For the next five years of operation, one half of the prevailing rate of 
tax for companies; 

(c) For ensuing five years of operation, two thirds of the prevailing rate of 
tax for companies. 

Addit~onal incentives for saall-scale and village enterprises are as follows: 

(a) Exemption from income tax payment for the first five years of operation; 

(b) Payment of Gne half of the prevailing rate of income ta:: during the next 
five years of operation. 

4. ECONOMIC SETTING FOR INDUSTRIAL STRATEGY 

Zambia is in the midst of a deep economic cr1s1s in which a severe shortage of 
foreign exchange is both a symptom and a cause. In the short run, foreign exchange 
availability is clearly the principal binding constraint on the industrial sector. 
Export earnings are low because world prices for coppec and other metals remain 
depressed, and foreign financial credit generally has become both more scarce and 
more expen~ive. As a consequence of the reduced su~ply of foreign exchange, the 
economy and in particular the industrial sector is operating at less than full 
capacity, ~ecause firms cannot import all the intermediate inputs required for full 
capacity utilization. 

Given the immediacy of the crisis, it is understandably difficult for policy 
makers to think about the long term. Yet the shortage of foreign exchange is not 
due entirely to exogenous factors such as cyclical variations in the terms of 
trade. The problem also has its origin in the structure of the Zambian economy, 
which is heavily dependent on a single export commodity - copper - with few 
linkages to the rest of the domestic economy. Copper revenues have traditionally 
carried a large component of resource-based rents representing a transfer, whose 
magnitude bears little direct relationship to productivity, wages and resource 
growth in the non-copper domestic economy. Moreover, the transfer accrues in the 
form of foreign exchange and therefore confers immediate command over £Oods and 
services which are tradable in the world market. 
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As the economy adjusts to this situation, the relative price of non-traded 
goods rises, thereby stimulating increased production of non-tradables and a 
reduction in demand for them. l/ An economy which has fully adapted to a constant 
level of for~ign exchange inflows of this type will therefore exhibit a higher 
relative price of non-traded goods and a larger proportion of total output devoted 
to their pro~uction than an economy with similar levels of income but without the 
foreign exchange inflow. The counterpart of the higher prices for non-traded goods 
is a lower relative price of tradables - including non-resource-based export -
resulting in lower incentives for their production. 

Trade policies in Zambia were used to offset low relative prices for one 
segment of the traded goods sector import-substituting industries. Other 
activities that produce traded goods, notably agriculture and manufactured exports, 
did not benefit from the policy of protection, and the net result of the combined 
adjustment to the inflow of resource-based rents and trade policy interventions was 
a severe bias against agriculture and non-traditional exports. 

Zambia now confronts a situation in which the prospects for further growth in 
resource-based rents are limited. Mining conditions are complex and ore depths are 
increasing. It is unlikely that presently developed reserves are sufficient to 
maintain the current annual production level of around 600,000 tons into the next 
century. Moreover, there is some evidence to suggest that there is a long-run 
decline in real copper prices. The combination of these factors constitutes an 
important challenge to the Zambian economy, vhich needs to shift from a structure 
based on growth of earnings from natural regources to one based on more. 

l/ The impact of a transfer of foreign exchange on the structure of an 
economy may be described with the help of a simple two-sector model. The economy 
is viewed as consisting of two producing sectors: 

(i) Tradables - those commodities which represent potential exports or 
imports; 

(ii) Non-tradables - commodities, such as services, construction, utilities, 
and transport, which do not ordinarily enter international trade. 

In this simple two-sector framework, the large transfer of foreign exchange 
from the copper sector increases consumption possibilities and hence the demand for 
both traded and non-traded goods. Because the mining sector is largely isolated 
from the remainder of the domestic economy, however, production possibilities do 
not (immediately) change, since the capacity to produce other tradables and 
non-tradables is not affected in the short run by the magnitude of the foreign 
exchange inflow. The increased demand for traded goods can be servic~d by the 
foreign exchange inflow, but the economy's ability to consume non-traded goods 
re~ains constrained by productive capacity diversified expansion of domestic 
production and of productive domestic employment. 
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A long-rWl strategy for growth and diversification will require both high 
levels of saving and productive investment and rapid expansion of efficient 
exporting and import-substituting activities. Foreign exchange earnings will 
increasingly have to originate in the non-mineral domestic economy. This need for 
structural change must be met by policies designed to promote balanced industrial 
and agricultural development. Only by steady improvements in economic efficiency 
and total factor productivity will it be possible for Zambia to meet the challenge 
of restoring sustained economic growth. 

5. IBPUSTRIAL PLANNIRG 

Obiectives 

The objectives, policies and strategies for the colllltry's industrial 
development s!nce Independence were reflected in the colllltry's First National 
Development Plan as well as in the Second and Third National Development Plans. 
They include the following: 

Initiating and sustaining a process of rapid industrial growth; 

Mobilizing (generating) resources; 

Generating substantial employment opportunities to contribute significantly 
to a reduction of urban unemployment; 

- Making sufficient contribution to forP.ign exchange earnings through export 
promotion or import substitution; 

Developing indigenous entrepreneurship and managerial labour skills. 

Policies 

In order to attain the above objectives the Government's industrial strategy 
was to expand the modern industrial sector by: 

Establishing industries for processing agricultural and other indig~nous 
raw materials; 

Increase output through expansion and/or more efficient utilization of 
capacity in the existing industrial enterprises and through encouragement 
of labour-intensive assembly units. 

Several measures were designed by the Government to operationalize its industrial 
strate~ies set out in all Economic Development Plans. Among these are: 

- The expansion of parastatal organizations; 

- Encouragement of the private sector to go into production of sectors not 
undertaken by parastatal organizatione. 

A new industrial policy was also designed for the plan which revised existing 
duties on imported goods, and other benefits for export. Other strategies for 
achieving rapid industrial development in~luded the establishment of the National 
Development Banlc (NDB), promotion of Industrial Co-operatives, creation of a 
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Handicrafts Emporium and other supporting institutions were established. By the 
end of the Second and Third Rational Developm~nt Plans, rising oil prices, 
unpredictable exchange rate fluctuations of major world currencies and rampant 
domestic inflation along with the fall of copper prices, the nation's most 
important source of earning hard currency and agricultural production failed as 
well. With no compensatory gains in output from other sectors of the economy, a 
long period of economic and industrial decline became inevitable. Against this 
backgrounJ the country has prepared another Development Plan for 1989. 

Strac~gies for Industrialization 

The Government's plans for industrial deve:opment cannot be implemented or 
even discussed in isolation from the country's overall economic development 
strategy. Continuous review of the programme and monitoring of projects throughout 
the plan period and, in addition to these, the following major specific actions for 
the plan to undertake, among others: 

Avoiding suppliers• credits and contractor financing which would aggravate 
the nation's payment problems; 

Strengthening the capabilities for preparing feasibility studies for and 
implementation of projects in key ministries in order to accelerate the 
rate of utilization of external and aid commitments; 

Promotion of agro-based and other small-scale industries; 

Establishment of strong linkdges effects between primary and industrial 
sectors of the economy; 

Expanding output in forestry and agriculture to feed industries; 

Promotion of import substitution industries; 

Development of export trade through processing of the food industry; 

Industries have become saddled with problems and the value of the country 
currency has also deteriorated drastically against other major currencies. 

6. STRATEGIES AND POLICIES TO SUPPORT SMALL-SCALE INDUSTRY 

Measures to improve the efficiency of small-scale industries may be 
ineffective and mere partial solutions in the long run without corresponding 
attention to the socio-economic ~spects which affect the efficient performance of 
induatry. The critical strategy for solving the gross inefficiency problem of any 
s~all-scale industry is theref~re a commitment to rational and efficient 
utilization of scarce resources. 

A very careful study of the operational behaviour of the small-scale 
industries could provide a range of approaches thftt could be employed for directly 
increasing efficiency in the informal sector and reducing the rate of 
under-utiliza~ion. These may include the following: 
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Material and spare sparts 

The most common problem of saall-scale industry is the frequent unavailability 
of material inputs and spares. A solution for this could be a rationing sytem for 
iaports and domestically procured materials. Unfortunately, such systems tend to 
favour the economically and politically powerful, thus putting the small-scale 
entrepreneurs at a disadvantage. S..11-scale producers often must purchase 
.. terials from the large ones. This both raises their costs and puts thea in a 
highly vulnerable position when supplies become scarce and large firms begin to 
conserve their stocks. There is, therefore, a critical need to ensure supply of 
necessary inputs to the inforaal sector enterprises. The inputs may be classified 
in three categories, naaely: .. terials locally produced and sold new, inputs 
discarded by public and private sector concerns, for example accident cars and 
broken-down unserviceable machinery and equipment which eventually furnish 
second-hand sp~re parts, and imported inputs. Provision of inputs through specific 
allocations to small enterprises would seem desirable because the survival of the 
enterprises critically depends on the availability of such inputs. 

A preliminary study to assess the range of such inputs and the quantities 
needed is, therefore, in order. With regard t~ discarded materials, an element of 
exploitation may prevail in the sense that middlemen would purchase such material 
inputs and resell them to small enterprises for cunsiderable profit. It is 
therefore worthwhile for any small-scale industry programme to investigate this 
likelihood and explore the possiblity of encouraging direct sales to small 
enterprises. To this end it would be recoamended that a National Agency for 
Procurement be established of SIDA may undertake this function among others to sell 
directly to the small-scale enterprises at controlled prices. 

A general solution to the inadequate supply problem of material inputs would 
be to move to market rationing rather than direct allocations so that all firms 
will have equal chance to purchase the materials and spares. Perhaps a still 
better way out is for the small enterprises to organize themselves into industrial 
co-operatives and manufacturers associations and pool their resources to acquire 
the required material inputs. 

Associations of small-scale enterprises ca~ improve marketing prospects as 
well as provide better access to mat~rial and capital. They can act as 
iutermediaries between individuals and wholesalers, large contractors, exporters or 
government purchasers. This process may lead to self-standardization which is more 
likely to be successful than standards imposed by outside authorities such as the 
Government. 

Tecbnical advisory services 

Technical advice to small-scale industry in Zambia like in other develpoing 
countries is essential because the small-scale entrepreneur is, in most cases, 
unable to deal with the complex problem of operating his establishment adequately 
without external assistance. The need to moderni~e an enterprise and attain 
satisfactory standards of efficiency makes technic~l assistance even more necessary 
to small-scale industry. Technical assistance woulo aim at increasing efficiency 
in the organization of production and administration even though it is difficult to 
organize and finance. Advice to existing industries could cover operation, 
maintenance and repair of machinery, methods of production, testing and quality 
procedures, improvement of design and quality, technological improvements and 
storage distribution system. Technical advice is also necessary in the 
standardization of machinery and equipment, vehicles and other capital assets. 
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ftaintenance 

Planning of industrial developaent programme for small-scale industry cannot 
be confined to the s~le installation of machinery and equipment. The cost of 
maintenance and repair, and the aanpower needed in these activities are 
considerable. Therefore, the Governaent should deliberately train maintenance 
personnel within an overall aanpower planning progruime. Training for maintenance 
could have a double aspect. One is training of technical skills, the other is the 
creation of a aaintenance habit • . 
Indus~ry suryey 

If data are weak on saall- and aediU11-s~a1e industries, they are virtually 
non-existent on the very S11All establishments that are variously referred to as the 
informal sector (especially in the urban areas). A URIDO study suggests that there 
aay be in the order of 30,000 informal sector manufacturing or service artisans in 
Lusaka alone - considerably more than in villages and rural areas. 

It is necessary to carry out a sample survey to obtain basic information on 
the size and characteristics of the sector. Such a survey would indeed be 
desirable, and could be combined with one to serve as a baseline for the act!vities 
of SIDO. Similar surveys in smaller towns and villages were also needed as a basis 
for efforts to stimulate rural industrialization, since little is known about what 
types of industries presently exist or might be suitable for rural areas in Zambia. 

The informal sector is important in Zambia as a proving ground for 
entrepreneurial talents, which could form a basis for future expansion of the 
small- and medium-scale sector. Given the historical lack of entrepreneurship 
skills and experience among Zambians, it is important to to stifle activities in 
which this tradition can be developed. It is difficult, however, for the 
Government to assist directly activities which are characterized by very small 
size, mobility, the restruct of authorities. The most positive contribution the 
Government can make is to establish an atmosphere in which these activities can be 

_carried out freely with minimum interference by the authorities. Small enterprises 
below a minimum inYestment or number of workers should be explicitly exempted from 
registration requirements under th~ IDDA (unless they wish to benefit from its 
provisions or from SIDO's services). Restrictions on where business may be carried 
out should also be minimized, to allow small businessmen the advantage of operating 
close to their clientele. 
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CHAPTER V 

THI IRDUSTRIAL EIVIROIMEBT 

There are institutions which-are concerned with the foraation of national 
inustrial plans and policies and with the deteraination of industrial priorities as 
part of the overall national plans and econ011ic policies. these institutions or 
bodiea are the Rational C:O..ission for DeveloJ.lllellt Plennlng and ita Executive 
eo.dtteea, the lllnlstry of Planning (Planning eo..lssion), the lllnistry of 
Induatriea and other concerned. alnlstrles, de.,artaents, and agencies of the 
Goveniaent. 

A second set of institutions include the various public corporations set up by 
the Governaent for the development, administration and supervision of the different 
sectors or subsectors of the industrial econOllY. Under a public corporation, come 
the aany cOllpanies formed for the operation and management of individual industrial 
enterprises. 

The third category of institutions includes the financing bodies or 
corporations which finance industries in both the public and private sector. These 
institutions undertake studies of projects and evaluation and are approved by the 
sponsoring agencies and the licences are issued by the Government for the starting 
of the project. 

The fourth category of institutions are concerned with the training of 
management personnel as well as with on-the-job training of persons. 

The fifth category of institutions are concerned with such specific 
responsibilities as determination of standards and qualities of products. 

1. IRSTITUIIONAL SEtTIRG 

The institutional structure for industry at present consists of the following: 

The Ministry of Finance and the Rational CoD111ission for Development 
Planning; 

- The Ministry of Co1111erce and Industry; 

- Small Industries Development Organization (SIDO); 

- Zambia Co-operative Federation Ltd to Village Industry Service (VIS); 

- Zambia Forestry and Forestry Corporation (ZAFFICO); 

- Zambia B~reau of Standards; 

- Management Services Soard; 

- Zambia Industrial and Comnercial Association; 
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- Rational Development Bank of Zambia; 

Banlt of Zambia; 

- Zambia Association of Manufacturers; 

Prices and Incomes COllaission; 

llinistry of Agriculture and Water Development; 

Zallbia Industrial lliniDg Corporation (ZIMCO); 

IllDECO Ltd. 

lllDECO, as the holding company for the parastatals sector, exercises 
considerable decision-making control over investaent and production decisions of 
enterprises accounting for 70-SO per cent of Zambian Manufacturing Value Added. 
The Ministry of Commerce and Industry, although representing the Government on the 
IRDECO Board, does not exercise significant influence on policy malting or 
day-to-day running of the IRDECO Group which operates quite independently within 
the overall policy guidance of the Rational Coamission for Development Planning and 
the actual resources allocated by the Government to its parent company, the Zambia 
Industrial and Mining Company (ZIMCO). 

The private sector is organized within the Zambia Industrial and Commercial 
Association (ZIRCOM), which ls the umbrella organization for the Chamber of 
Coamerce and Industries in Zambia. ZINCOM acts as a link between the Government 
and the private sector and ls represented in various committees established by the 
GoverD1Dent. 

An Investment Co-ordination Committee was established, under an Act of 
Parliament in 1986, to promote both foreign and local investments. This Committee 
grants investment permits, manufact~ring licences and certificates for incP.ntives. 
It is a statutory body 1Dlder the Ministry of CoDBDerce and Industry. 

1.1. Ministry of Finance and National Commission for Develooment Planning 

The Ministry is responsible for preparation and co-ordination of national 
plans. Other f\Dlctions of the Ministry are as follows: 

1. Economic and financial policy and strategy; 

2. Fiscal and monetary policies; 

3. Foreign exchange control; 

4. Taxation; 

5. Multilateral and bilateral economic and technical co-operation. 
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1.2. Ministry of C011Derce and Industry 

Statutory functions and portfolios of the Ministry of COlllllerce and Industry 
have been defined as follows: 

1. Environmental protection. 

2. Industrial and comaercial policy. 

3. Jnduatrial pollution c~ntrol. 

4. Iaport and export policy, 

5. Companies and business naaes. 

6. Foreign trade. 

7. Industrial co-operatives. 

8. Patents, trademarks and design. 

9. Price control. 

10. Trade charges. 

11. Trade fairs and shows. 

12. Trade licensing policy. 

13. Weights and measures. 

Statutory Bodies 

1. Export Promotion Council. 

2. Standards Institute of Zambia (Zambia Bureau of Standards). 

3. SIDO. 

4. Tariff Advisory Body, 

5. Village Industry Service. 

6. Investment Co-ordinating Committee. 

Out of the above statutory functions the Department of Industry is directly 
responsible for the following: 

1. Environmental protection. 

2. Industrial policy. 

3. Industrial pollution control. 

4. Industrial co-operatives. 
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To SOile extent, the Department of Industry is involved in import and export 
policy. 

The activities of the Department of Industry under the Industrial Development 
Act of 1977 vere concentrated on the functions connected vith issuing of 
aanufacturing licences without cr~ating a long-term industrial policy, planning the 
industrial policy and aonitorlng it. 

Since the function of issuing aanuf acturing licences has been transferred to 
the lnTeataent Co-ordinating C~ttee, there la need for the Departaent to 
concentrate on foraulating and f.llplementing industrial policies. This calls for 
atrenethening of the Departaent of Industry. 

Plans are under vay to restructure the Departaent into six units, namely, 
industrial policy and planning, industrial promotion and monitoring, saall 
industrial development, engineering unit, evaluation and data processing unit, and 
general administration unit. 

Functions 

(a) Prepare long-term industrial policy indicating the objectives, strategies 
and aeasures for industrial growth and development; 

(b) Plan, evalu~te and implement projects, conducting sectoral, subsectoral 
and regional studies, techno-economic studies and profiles for new industrial 
projects, and demand and supply studies; 

(c) Prepare industrial sector plans, both long-term and short-term, and 
co-ordinate their implementation; 

(d) Monitor and evaluate industrial enterprises; 

(e) Promote the &rowth of small and village industries, and utilizing local 
raw materials; 

(f) Prepare periodic and annual progress reports on industrial performance: 

(g) Establish an industrial statistics data bank and industrial information 
exchange; 

(h) Establish linkages with the National Commission for Development and 
Planning, concerned sectoral ministries, parastatal organizations, etc., to 
co-ordinate plan implementation. 

In June 1985, UNDP/URIDO was requested to provide technical assistance in 
establishing and strengthening an Industrial Planning Unit (IPU) within the 
Ministry of Commerce and Industry. 

1.3. Small-scale Industries Development Organization CSIQQ> 

One of the important features of SIDO is its emphasis on the development of 
medium- and small-scale industries (SSIS) which are based on local resources. 
Major constraints to SSIS include inadequate space for production activities, 
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inadequate access to credit facilities, and difficulties involved in penetrating 
aarkets. To alleviate the problems faced by SSIS it was found necessary to 
establish institutions which could provide specialized services to SSIS and was 
established by an Act of Parliament in 1981. 

SIDO caters to enterprises with capital assets in the range of K 
15,000-250,000 (up to K 350,000 for "ancillary enterprises" that have a 
sub-contracting relationship vith a large lla!lufacturing unit). Much of its 
activities are oriented toward helping potential investors through economic and 
aarket surveys of inveataent opportunities, feasibility studies, and technical 
servi~es for plant design and planning. The Industrial Extension Services of SIDO 
are particularly oriented toward establishing c011DOn facility workshops to provide 
specialized facilities to a group of industries, including those for training 
purposes. SIDO also helps investors to obtain financing by assisting in preparing 
their dossiers (including feasibility studies, etc.) and perhaps through a 
guarantee scheme. Assistance Js also provided in procuring raw materials and 
.. chinery, e.g. through a hire purchase system. Campaigns to publicize the 
objectives of SIDO and to try t3 identify potential entrepreneurs are another phase 
of activity. SIDO is also concerned with training and technology research and 
development that is appropriate to small enterprises. 

SIDO is hampered in its work ~Y the lack of data on the small-scale sector in 
Zambia. An extensive survey on th? size distribution of manufacturing firms by 
branches of industry, the characte~istics of employees and entrepreneurs, and their 
problems is essential. Such a survey would (a) provide better information on the 
nature of the small-scale sector in Zambia; (b) identify potential users of SIDO's 
services; and (c) establish a baseline for future evaluation of SIDO and other 
efforts to promote the sector's growth. 

1.4. Ihe Village Industrt Services (VIS) 

VIS was established in 1976 and it is mainly concerned with rural 
.development. It aims at promoting labour-intensive, agro-based cotton and village 
enterprises. The functions of VIS, inter alia, include: 

(a) To provide advisory and informatio~ services on all aspects of village 
industries; 

(b) To promote village industries through church and other social bodies; 

(c) To provide training to the youth by establishing training schemes; 

(d) To act as procurement wholesalers for supplies of equipment and raw 
r~terials; 

(e) To promote the sale of village industry products. 

A close look at the functions of SIDO and VIS will show that the two 
institutions are doing similar and overlapping functions. The main difference 
between the two is that while SIDO is a quasiparaatatal organization offering 
services to the formal SSIS, VIS is a non-governmental organization (RGO) and its 
activities cover the informal sector. 
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1.5. Small-scale lnterorises Promotion Limited (SEP) and the Bank of Zambia Credit 

As aentioned above, SSIS dot not have adequate access to credit facilities 
mainly due to lack of track records and insufficient collateral securities. It was 
therefore found necessary to establish institutions which could provide financial 
assistance to SSIS. 

SEP vas established to provide a package of services to SSIS. The major 
coaponent of SEP services is financial lending. SEP carried out an independent 
evaluation of projects submitted to it and those which satisfy"'their economic 
viabi~ity conditions are provided with funds to buy equipment and raw materials. 

To further alleviate the financial problems faced by small-scale enterprises, 
the Bank of Zambia Act was revised in 1985 to include a Credit Guarantee Scheme, 
Under this scheme, the Bank of Zambia can guarantee loans given to small 
enterprises by coamercial banks. 

1.6. Ihe Co-operative Society 

The Co-operative Society provides another mode of assistance for medium- and 
small-scale industries. The 1968 Act provided the formation of a co-operative 
society. Each province has a co-operative union which administers the activities 
of several primary co-operative societies. Most of the co-operative unions are 
engaged in manufacturing activities, particularly food processing, 

1.7. Other institutions 

Other institutions involved in industrial development include the Zambia 
Bureau of Standards for improving the quality of locally produced goods. 

The Government of Zambia would like to see complementarity in the activities 
.of the two sectors, mainly agriculture and manufacturing. For example, the 
manufacturing industry should process agricultural products while it should supply 
the tools, machinery and equipment required by the agricultural sector. The 
agricultural sector in this regard will be supplying the raw materials for industry 
as well as ine market of the products of the industrial sector. 

Although the Zambian economy is dominated by State enterprises, the Government 
would like to see most State enterprises being transferred to the people chrough 
co-operatives. The Government, therefore, has a policy of decentralization of the 
economy through self-managed enterprises. This is what is enshrined in the 
national philosophy of humanism. 

Another fundamental issue underlying the policy of decentraliztion is the need 
to create employment among women and youth (unemployment in this sector is 
estimated at 60 per cent). Workers co-operatives can play a very important role in 
this regard. 

The Government of Zambia would like to see serious programmes worked out to 
promote collaboration between co-operatives in Zambia and co-operatives in other 
developing countries to realize this initiative. 
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The potential areas of collaboration are in four areas: 

1. Transfer of technology. 

2. Training of Zambian personnel for productive workers co-operatives. 

3. Consultancy services and back-up support for starting productive co-operatives. 

4. Inter-co-operative trade. 

The Government on one hand will provide back-up support for these initiatives 
throu&b facilitating loan guarantees of the actual coaaodity loan arrangements, 
payments-in-kind arrangements and any other actions which might be necessary to 
realize such a progranne. 

the programme concept 

The programme is intended to have an overall effect of promoting a mass-based 
industrialization process. It is believed that although the mining industry has 
contributed to the development of technology and industrial skills, the heavy 
industry nature of mining has made it difficult for the industrialization process 
to spread to the broad masses to be used as a basis for an industrialization 
prog~amme. There is a need to develop workers co-operatives with a small-scale 
industrial base in order to allow quick assimilation of technology. Workers 
co-operatives are most suited for such an initiative. 

Programme focus 

The programme will be focused on a number of critical issue~. These are: 

(a) Unemployment - employment creation; 

(b) Manufacturing of consumer goods; 

(c) Processing of agricultural produce; and 

(d) Provision of working tools and farm implements. 

2. BANKING AND FINANCIAL INSTITQTIONS 

The Zambian financial sector is still in a relatively early stage of 
development. It is dominated by a commercial banking system consisting of 
coanercial banks such as five private banks (Standard, Barclays, Grindlays, Bank of 
Credit and Commerce, and Citibank) and the publicly-owned Zambia Rational 
Coanercial 8ank. In addition, there are several specialized credit institutions 
vhoae operations include credit activities in the manufacturing sector. The two 
most significant are the Development Bank of Zambia (DBZ) and the Zambia State 
Insurance Corporation. There is no organized equity market. 

Coanercial banka have granted medium-term loans (three to fiv~ years) for 
industrial investments, subject to liquidity constraints, but they prefer in 
general to concentrate on short-term and foreign trade financing. DBZ is the 
principal development finance institution providing medium to long term credit to 
the private industrial sector (although it has also made loans to parastatal firms). 
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Regulated ceilings on deposit rates combined with the prevailing rates of 
inflation have resulted in persistently negative real returns on deposits in the 
c011mercial banking system. Investment funds may therefore have been diverted away 
froa the COllllercial banks into other as~ets with higher real rates of interest. 
l'here is some evidence of this. 

Others are the Rational Building Society, Zambia Rational Provident Fund, 
Rational Savings and Credit Bank, and the Agricultural Finance Corporation. 

Monet•ry developments 

One of the basic functions of a central bank is to keep control on monetary 
aggregates and regulate the money supply in order to restrict excess liquidity 
which causes inflationary pressure on the economy. In Zambia's situation 
characterized by a very large build-up of liquidity and phenomenal growth of money 
supply, the central bank faces an uphill task of keeping the excess liquidity in 
the economy under control. The growth rate of broad money supply (M2) comprising 
currency in circulation (i.e. currency outside the banking system) and demand 
savings and time deposits had shot up to the record level of 93.l per cent in 
December 1986 as against 23.5 per cent in December 1985. Although the broad money 
gro~~ declined in 1987, it was still quite high (over 50 per cent in 1987). The 
excessive monetary growth coupled with the low level of domestic production and 
insufficient supply of imported goods due to foreign exchange constraints has 
manifested itself in high inflationary pressure on the economy. The average 
inflation rate for 1987 was about 45 per cent. 

Fiscal and monetary policy vs. monetary growth 

The major contributing factor in accelerating the monetary growth is the heavy 
budget deficit financed largely through borrowings from the banking system. The 
1988 budget seeks to restrict the money supply growth to 40 per cent and inflation 

. to 30-35 per cent. The achievement of these laudable key economic targets seems 
unlikely in the existing economic scenario unless drastic measures are taken by the 
Government to contain the budget deficit. This would call for heavy curtailment of 
current expenditure on administration expenses, personal emoluments, etc., drastic 
reduction (if not total withdrawal) of subsidies on mealie meal, etc. which are 
very high (18.2 per cent of the total current expenditure) and substantial 
increases in revenue through additional taxes and efficient tax administration. 

As the monetary authority, the Bank of Zambia also needs to take supplementary 
measures to restrict the growth of the money supply. This could, illustratively, 
be done by directing the commercial banks to maintain large res~rve balances with 
the central bank. Presently, commercial banks have to keep reserves at the minimum 
level of 25 per cent of demand deposits and 17 per cent of savings and time 
deposits. As an additional measure to restrict the monetary growth the central 
bank might presLribe sectoral ceilings on bank credit. The credit control policy 
has, however, to be deeigned prudently so that adequate bank credit is made 
available for all productive purposes and priority sectors of the economy, but 
availability of bank credit for unproductive purposes or building up of unwarranted 
inventories is discouraged. 
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Interest rate policy 

Considering the very high rate of inflation, the existing interest rates tend 
to discourage savings and encourage borrowings with consequent monetary 
illplications. There seems, therefore, a case for review of the existing interest 
rate policy with a view to fixing· interest rates at a higher level. If the policy 
objective is not to increase significantly the cost of borrowings for certain 
priority sectors of the econOllY, such as export-oriented activities, the lending 
rate for such sectors could be fixed at a relatively lower level. The dual 
interest rate policy would seek to encourage development of the specified priority 
sectors (i.e. agriculture) of the economy and could reasonably be justified on that 
ground. 

Credit developments 

The need for some measure of credit control to moderate the monetary growth in 
the economy has to be viewed in the context of large expansion observed in recent 
years. The total domestic credit, i.e. the loans and advances granted by the 
banking system, increased by 15.9 per cent in 1985, 33.3 per cent in 1986 and 16.7 
per cent in 1987. The Government has a major share in the credit made available by 
the banking system. In 1987, for instance, 60 per cent of the total bank credit at 
K6.3 l>illion was grant~d to Government, the share cf private and parastatal sectors 
being only 40 per cent. Evidently credit expa~sior has been necessitated more for 
financing the large budget deficit than for meeting the credit requirements of the 
industrial and commerci~l sectors. Such disturbing imbalances in bank credit need 
to be corrected for the overall be~efit of the economy. 

Developments in the commercial ban1cing sector 

At the time of its independence Zambia inherited a commercial banking system 
.comprising only four banks, all of which were foreign-owned and manned 
predominantly by expatriate persollllel. Their lending operations were confined 
mainly to the mining industry and commercial farming by expatriates and were 
dictated solely by profit considerations. The share of the Zambian (indigenous) 
sector of the economy in bank credit was hardly 20 to 25 per cent of the total 
credit. There have been, since then, significant structural and operational 
developments in the banking system. All commercial banks which were operating as 
branches of overseas banks were compulsorily required to get themselves 
incorporated in Zambia with at least half the board of directors comprised of 
Zambian nationals. In terms of the Banking Act, a commercial bank is required to 
have a paid-up equity capital of at least K2 million. The minim\DD paid-up equity 
requirement is, however, only KS00,000 in the case of a bank in which the 
Government holds .11 or some of the shares. 

Operationally, commercial banks have increased and diversified their 
activities in recent years consistent with the growing needs of the cour.try's 
developing economy. Besides the traditional commercial banking functions, banks 
are now participating in agricultural development efforts on a larger scale by 
granting increased credit facilities to commerecal and small-scale farm~rs. Their 
role in providing finance to small-scale industrial enterprises has, however, not 
been very significant so far. This could be attributed largely to the small 
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borrowers' inability to comply with the lending norms, particularly those relating 
to acceptable security. It is, however, expected that with the introduction of the 
Credit Guarantee Scheme by the Bank of Zambia, commercial banks' contribution to 
the development of the small-scale industrial sector, which is vital for the 
diversification and growth of the country's economy, will increase significantly in 
the coming years. 

The existing conmercial banks are operating through a network of 132 branches, 
sub-branches and agencies located in different centres (mostly major urban centres) 
of the co1Dltry. In relation to the total population of about 7.2 million and 
considering the growing needs of the country's developing economy, the number of 
bank branches is rather small. Another noteworthy feature of the banking sector is 
the excessive concentration of bank branches on the Copperbelt whereas several 
other areas of the country have inadequate banking facilities. There is thus 
considerable scope for geographical expansi~n of the banking sector, particularly 
in semi-urban and rural areas which need banking facilities for mobilizing untapped 
public savings and channelling them for productive purposes. The opening of more 
branches in relatively unbanked areas would also promote the banking habit among 
the people and facilitate large monetarization of the economy. 

Rotwithstanding the limited number of bank branches, the growth of the 
cormnercial banking sector as a whole in terms of deposits, advances, etc. has been 
phenomenal. The growth of bank deposits, advances, etc. could, however, be 
attributed partly to heayY depreciation in the value of Kwacha and the inflationary 
impact on the economy over the years. 

The banking system will have tc play an increasingly important role in the 
economic developm~nt of the country. This will necessitate the opening of a large 
number of new bank branches throughout the country, particularly in areas which 
presently have inadequate banking facilities. The banks have also to diversify 
their operation to meet the growing financial requirements of agriculture, 
small-scale industrial units and exporters, especially those exporting 
non-traditional goods. To be able to provide the required credit facilities on a 
_large-sc~le banks would have to strengthen their financia~ resources by mobilizing 
public deposits. For a sound and healthy development of the banking system a much 
larger base of paid-up equity capital and free reserves is equally essential. 

In this context the requirement of K 0.5 million or K 2 million paid-up equity 
capital prescribed in the Bar.king Act over 25 years ago is evidently too low, 
particularly when one takes into account the heavY de,reciation in the value of 
Kwacha during this period. The minimum paid-up capital requirement needs, 
therefore, to be raised at least five times of the existing monetary limits, if not 
more, by a suitable amendment of the Banking Act. With the expansion of their 
operations banks would also need to improve their functional efficiency by 
developing the skills and expertise of their personnel. 
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ANNEX I 

INPECO COMPANIES AND PROQUCIS 

Milling Companies 

Rop & Premium Oil 

~.O.P. (1975) Ltd 

Zambia Sugar Co. 

Zambia Breweries 

National Breweries 

Zambia Pork Products 

Zambia Coffee Co. 

·Supa Baking Co. 

Kafue Textiles 

Kabwe Industrial Fabrics 

Rkwazi Mfg. Co. 

Zambezi Sawmills 

Zambia Steel & Building Supplies 

Kafironda Explosives 

Norgroup Plastics 

Consolidated Tyre Services 

Mansa Batteries 

General Pharmaceuticals 

7.AMOX 

Chilanga Cl!ment 

PRODUCT 

Mealie meal 

Cooking oil 

Soaps 

White Sugar 

Beer (Larger) 

Beer (Opaque( 

Pork and Beef 

Coffee 

Bread 

Materials (various) 

Polypropylene bags 
Polythylene & jute 

Fish nets, twine, rope 

Wooden sleepers and 
sawn timber 

Veneer block board and 
polywood doors 

NG Explosives Anfo 
Capped fuses 
IEDS 

Plastic crates 
jerrycans 
bottles 

Tyre retreading 

Batteries 
Ziilc callots manganese 

J. Fluids GRS 

Oxygen acetylene 
Nitrous oxyde 
Carbon dioxyde 

CemE:nt Klinker 
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ANNEX I 

INPECO COMfANIES AND PRODUCTS Cctd) 

COMPAIJY 

Crushed Stone Sales 

Kapiri Glass Products 

Zambia CeraJAics 

ZAMEFA 

LEN CO 

MONARCH 

Rational Drum·and Can Ltd 

Livingstone 
Motor assemblers 

Luangwa Industries Ltd 

PRODUCT 

Aggregates Limestone 
products 

Glass products 

Table ware 
Sanitary ware 
Tiles 

Copper rod 
Copper wire and cable 

Copper 
Aluminium shapes 

Nails 
W/D frames 

Furniture 
Trailers and buses 

W/D frames Geysers 
Galvanized hardware 
welded 
Wire products 
Wheelbarrows 
Cans 

Drums 
Tins 

Cars 

Bicycles 
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ANNEX I 

ltfDECO Ir:vESlMENI DURING JULY 87 TO 31 MARCH 1988 

Rationai Milling Co. 

ICafue Textiles 

Zambia Breweries 

Zambia Sugar Co. 

INDECO Limited 

PRODUCT 

Magnet wire, brass and 
bronze castings 

P6~0 oxygen and carbon 
dioxide 

ICabwe SIDO 

Expansion 

Replace:nent of bottling 
line 

Factory expansion 

Barley project cot111enced 

OTHER ~ERFORMING INDICATORS CINDECO) 

Gr•>up turnover 
G~oup profit before tax 
Forex earnings 
Employment 

K2 182 million 
K 250 million 
US$ 28 million 

23205 

i<3 471 million 
K 350 million 
US$ 32 million 
24Jll 
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ANNEX II 

!ILLAGE INPUSTRIES ESIABLISHED 

PRQ.JECT NO. OF UNITS TOTAL COST CK> 

Maize allllng 9 360 000 

Carpentry 14 350 000 

Handicrafts 8 24 000 

Tailoring 11 420 000 

Tiaber 3 60 000 

Metal vorlt 1 20 000 

bitting 3 45 000 

Ox carts 6 150 000 

Soap 13 39 000 

Food processing 5 60 000 
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