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Preface

The aim of the UNIDQ industrial sector review and programming mission to
Zambia is to assist the Government of Zambia, in consultation with the UNDP
office in Lusaka, to formulate the global policy guidelines for technical
co-operation in the industrial sector, and to prepare the subsequent Technical
Co-operation Programne.

UNIDO's industrial sector programming assistance to Zambia will be
integrated within the Master Plan that the Government has defined for the
implementation of the second phase of the NATCAP exercise. This framework
will also provide the Government and UNDP with the analytical inputs for the
elaboration of the Fifth National Country Programme for Zambia.

The approach is broad and based on the national policies and plans,
viewed in the Fourth National Development Plan 1989-93 (FNDP), the New
Economic Recovery Programme, the Public Investment Programme and the Economic
and Financial Policy Framework Paper, United Nations resolutions and
memoranda, and the objectives of the donor agencies.

UNIDO's industrial sector programming assistance to Zambia is in two
phases. This report covers the first phase and presents the framework for the
Technical Co-operation Programme. It will be followed by a second phase,
aimed at the preparation of a detailed Technical Co-operatinn Programme for
the period 1991-96.

The present report contains an assessment of the structure and
performance of the Zambian economy under recent economic policies and its
impact on the industrial sector (Chapter 1), a summary of Government
priorities and plans for the industrial sector (Chapter 2), an assessment of
the socio-economic potential of the industrial sector (Chapter 3) and a review
of policy issues affecting the industrial sector (Chapter 4). This is
followed by an identification of priority industrial subsectors of both the
Government of Zambia and its international technical co-operation partners
(Chapter 5) where assessments are made and conclusions drawn based on resource
availability. Evaluation of technical co-operation is made in Chapter 6.
Technical co-operation priority areas in the industrial sector are
subsequently dealt with in Chapter 7, which also presents conclusions and
recommendations.

Data and information from follow-up meetings with representatives from
enterprises included in the UNIDO 1988 rehabilitation survey of Zambian
manufacturing industry are also presented in Appendix 1. Appendix 2 contains
the terms of reference for the second phase of the UNIDO Industry Sector
Programming Mission.
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ZAMBIA
Basic information

752,620 km® (2.5 per cent of African continent).

Southern African region between longitudes 220° and 340° East
and latitudes 80° and 180° South. Zambia is landlocked and
has common borders with Tanzania, Malawi, Mozambique,
Zimbabwe, Botswana, Namibia, Angola and Zaire.

Tropical, with annual rainfall everywhere above 750 mm a year.

8.0 million (mid-1990 estimate).
51 per cent female; 49 per cent male.
10.6 persons per km®.

53 per cent (1987).

3.6 per cent (1980-87).
76 per cent (1985).

53 years (1987).

US$2,030 million (1987, World Bank estimate);
US$5,736 million (1987, UNDP estimate).

Us$250 (1987, World Bank estimate);
Us$717 (1987, UNDP estimate).

25.4 per cent per year {1980-87): 123 per cent (1989).
US$924 million (f.o.b. 1989).

Us$839 million (c.i.f. 1989).
Us$6.9 billion (end 1989).
Kwacha 29 = US$' (priority rate, June 1990)

Kwacha 40 = US$1 (official rate, June 1990)
Kwacha 60-70 = US$1 (parallel rate, June 1990)




CIDA
Ccso
DBZ
DRC
EBZ
EC
ECM
EFPF
FAO
FEMAC
FNDP
GDP
GNP
GRZ
IMF
INDECO
ISIC
ITC
NATCAP
NCDP
PIC
PIP
PTA
SADCC
SAP
SCB
SDR
SIDA
SIDO
SME
SSA
TNDP
UNDP
UNICEF
UNIDO
UNIP
USAID
ZAPP
2CCM
ZESCO
Z2GPMA
ZIMCO

List of abbreviations

Canadian International Development Agency

Central Statistical Office

Development Bank of Zambia

Domestic Cost Ratio

Export Board of Zambia

European Community

E.C. Milling Company Limited

Economic and Financial Policy Framework

Food and Agriculture Organizatior of the United Nationms
Foreign Exchange Management Committee

Fourth National Development Plan 1989-1993

Gross Domestic Product

Gross National Product

Government of the Republi: of Zambia

International Monetary Fund

Industrial Development Corporation

International Standard Industrial Zlassification
International Trade Centre of tne United Nations
National Technical Co-operation Assessment Programme
National Council for Development Planning

Prices and Incomes Commission

Public Investment Programme

Preferential Trade Area

Southern African Development Co-ordination Conference
Social Action Programme

Social Cost Benefit

Special Drawing Rights

Swedis.. International Development Authority

Small Industries Development Organization
Se.lf-Management Enterprise

Sub-Saharan Africa

Third National Development Plan

United Nations Development Programme

United Nations Children’'s Fund

United Nations Industrial Development Organization
United National Independence Party

United States Agency for International Development
Zambian Pork Products Limited

Zambia Consolidated Copoer Mines

Zambian Electricity Supply Commission

Zambia Gemstone and Precious Metals Association
Zambian Industrial and Mining Corporation
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1. Economic and social hackground

Zambia is a land-locked country with a small population and low
population density. The country is heavily urbanized. The economy generates
low-income levels and has a relatively small agriculture sector and a large
industrial sector. There is heavy dependence on copper mining in the
industrial sector and for export earnings. Levels of social indicators for
health, education and the position of women and children are among the best in
SSA.

Economic performance has been extremely poor since 1965, with GNP per
head continucusly falling, and resource mobilization, trade volumes and
inflation well below the average for SSa.

The industrial sector faces structural changes with the anticipated
decline in the copper sector. Studies show that other mining activities as
well as several subsectors of manufacturing have good prospects.

Economic policies have been characterized by considerable government
intervention, regulation, control and ownership, which have contributed to
poor economic performance. The Government is currently committed to a
comprehensive programme of liberalization and other economic reforms.

The industrial sector faces new challenges with the anticipated expansion
of trade links in the Southern African region resulting from political
developments in South Africa. Manufacturing which relies on processing of
Zambian produced agricultural forest and mining products are expected to
prosper. Manufacturing which involves skill intensive, high quality,
sophisticated processes, or large economies of scale are expected to find
competition from South Africa and Zimbabwe particularly severe.

The Government has drafied proposals for a social action programme to
assist low-income groups, those disadvantaged by economic liberalization
reforms, and to restore health, educational and basic infrastructure provisica.

There is a lack of ability to implement policies due to shortages of
adequately qualified professional staff, weakness in programme and policy
management, inadequate maintenance and general shortages of equipment, and
pocr working morale.

2, Government priorities and plans for the industrial sector

Policy development in the 1980s has taken the form of concentration on
more narrow growth priorities at the expense of self-sufficiency, indigeni-~
sation and international initiatives. Industrial sector priorities now
comprise rehabilitation of existing capacity and cautious expansion where
studies indicate financial viability.




- xX -

Long-term considerations relating to mineral exploration, training,
conservation, pollution control, environmental monitoring and the
establishment of standards reccive little emphasis in current investment
plans. There still remain important issues for the donor community, however,
which is concerned that the immediate demands of stabilization and structural
adjustment do not impair prospects for future growth or incur heavy costs
through neglect of environmental issues.

3. Assessment of socio-economiC pote=tial

Development efforts in industry are not only hampered by lack of
financial resources but also due to lack of adequately qualified human
resources.

After agricultural development, Government priorities are focused on
expansion and development of industries. Industrial production should be
based on locally available raw material and preferably be export-oriented.
Hence zgru-industries will not only play an important role in Zambia's future
industrial expansion but also in mineral-based processing industries.

The construction subsector is particularly weak. A substantial
regeneration of this subsector is essential for development of the industrial
sector as a whole. A strong construction industry is essential for
rehabilitation and expansion of industry as a whole, for building of storage
facilities to reduce post-harvest losses of food grains and oilseeds, for
improvement of infrastructure for transport and tourism, and for construction
of housing as the standard of living is increased.

The Zambia Bureau of Standards (ZABS) is poorly equipped to be able to
function as a testing and control institution for industry and to undertake
pollution monitoring and control. Without adequate testing facilities for
quality assurance of industrial products, a vital tooi to assist the export
industry will be missing. The prevention of industrial, and other sources of
pollution, cannot be successfully pursued without appropriate laboratories.

Zambia has vast human resources in quantative terms, but there are
reasons for concern about the future availability of qualified manpower at all
levels. This is attributed to:

(a) inadequate education at primary and secondary level, in particular, and
vocational training;

(b) 1losses of qualified professionals and skilled workers through employment
in neighbouring and other countries;

(c) degradation of health services and undernourishment of large numbers of
the population due to poverty with detrimental effects on education and
quality of workforce.

The raw material base in terms of agricultural products is not limited by
the availability of arable land. Variations in output per year will prevail
due to climatic conditions. Extended iriigated areas for production of cash
crops such as industrial raw material is one option which should be considered
when a National Water Use Plan has been elaborated. The main constraints for
substantial increased agricultural output are:




- inadequate finance, equipment and inputs;
- use of traditional methods with low productivity per unit of labour;

- inadequate institutional support in terms of education, training,
extension services and credit systems;

- unsatisfactory marketing system and pricing policy.

Government plans and objectives include major actions necessary to come
to terms with these constraints but there is a proven inability to implement
the plans to any great extent.

Increased crop production according to the Fourth National Development
Plan 1989-1993 (FNDP) would probably provide sufficient raw material to
support existing agro-industries if capacity utilization is increased from
current levels, frequently below 50 per cent, to acceptable levels of 70-80
per cent. One exception is the maize milling branch where additional
capacities would be necessary, both small-scale village industry and larger
naize mills in urban areas.

Fruit and vegetables from the horticultural subsector could become a
supplier of raw material to industry. However, available background
information is insufficient for a realistic assessment to be made and
competition on world markets for processed vegetables is fierce. Backgrcund
infuormation on the horticultural subsector should be improved as an important
element in future planning.

An o erall international market survey would be necessary to determine
product type, and volumes, before plans are made for investments in
horticultural-based processing industries and the subsequent planning of
structure and extent of production of fruit and vegetables in Zambia. The
relevant comparative advantages will have to be fully identified and assessed.

The livestock subsector of agriculture will most likely only be able to
supply marginal quantities of raw materials to a growing agro-based processing
industry.

Forestry could play an important role as supplier of industrial inputs,
round logs and pulp wood in particular, in addition to supply of wood for
charcoal production. Institutional support in accordance with Government's
plans is essential.

In summary, if agriculture is to be the future supplier of raw material
to industry, the agricultural sector as a whole must be given the opportunity
to expand and to increase productivity. This will require improved means of
financing including credits, introduction of better technology in an attempt
to raise productivity, and also better trained manpower at all levels.

It is highly questionable, however, whether agriculture will be capable
of supplying a growing food processing industry, geared for export, with
sufficient quantities of raw material of the required quality. This issue
should be examined in detail and, if necessary, be a reason for reconsidering
the present strategy for agricultural development.
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The use of non-metal mineral resources has future potential as a supplier
of rough stones both for export but primarily for an emerging domestic gem
stone processing industry. This subsectovr suffers from marketing problems
which hamper its growth. Recommendations for this has been prepared by the
International Trade Centre of the United Nations (ITC).

Natural reserves and wildlife are a natural resource base for tourism.
In order to fully exploit these possibilities, the tourist infrastructure has
to be uvpgraded. This is an area where the construction subsector of industry
is the obvious partner.

Of the four main sources of energy, electrical power, coal, oil and
charcoal, electricity is the most important source for industry. The
generation of hydro-electricity is sufficient for domestic use. There is also
some surplus for export. There is still a margin at present with scope of
further hydro-power exploitation if required. The availability of electricity
in quantities at a low cost suggests that Zambia may have a comparative
advantage in energy-intensive industries.

Environmental pollution has hitherto not been a serious problem in
Zambia. The Government has taken the initiative to establish institutional
means to impose appropriate environmental protection regulations for industry,
agriculture, and other activities.

4. Policy issues in the industrial sector

Tariff reform, moving toward a uniform rate of around 20 per cent of
inputs, will assist edible oils, grain mills, bakery products, fertilisers,
cement and non-metallic mineral producers.

Exchange rate adjustment will benefit food producers, wood and wood
products, some textiles and fabricated metal products, as well as some goods
in other industry branches.

The decontrol of prices will assist small private sector enterprises
which are predominantly in the food, garments, wood and other manufacturing
branches, provided they are able to survive the current credit squeeze.

The Government is committed to streamlining procedures and extending duty
drawback schemes to encourage exports. At present the arbitrary nature of
export licencing discourages all industrial exporters outside the copper
sector. The current ineffectiveness of drawback procedures hampers footwear,
textiles, garments and electrical goods.

Reform of the parastatal sector can be expected to threaten the financial
viability of refined oils, soaps and detergents, plastic and polythene bags,
glass, vehicle assembly and basic industrial chemicals enterprises in public
ownership.

The private sector will be considerably assisted if the regulatory
climate in which it operates is liberalized and the scope for discretionary
intervention by the authorities reduced. This will particularly assist
smaller enterprises in food, garments, wood products and other manufacturing
sectors.
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A revision of the investment code together with efficient implementation
of its measures can be expected to be 2n extremely important stimulus to the
private sector of industry, although it will still take some time before
investor confidence is restored.

The implementation of a tight credit policy in the short term is expected
to have an adverse effect on small enterprises in food, garments, wood and
general manufacturing as well as purchasers of agricultural products for food
and industrial processing.

Problems of extending credit to small enterprises still remain despite
efforts by special bodies and a loan guarantee scheme. Relaxing the incomes
policy which restricted salaries of skilled and professional employees in the
public sector will ease the recruitment -nd retention problems in the
parastatals.

Although the Government's assignment of high priority to agriculture is

justified, agricultural growth will be limited if it is not balanced by
appropriate industrial expansion.

5. Identified priority industrial Subsectors

Government priorities for industrial subsectors is determined on the
basis of generzl priorities for:

- rehabilitation - ither than creating new capacity;

- development of 1uman resources;

- protection of the environment;

- privatization of parastatals and the introduction of Self-Manager
Enterprises;

- small-scale industries.

On the basis of the above, chemical industries are the highest priority
subsectors. These are followed by agro-based industries (particularly flour
milling and stockfeeds), building materials, and metal manufacturing.

Education, health and social services subsec.ors have been given
relatively less priority in terms of the allocation in expenditure in the
Public Investment Programme (PIP) 1990-93.

Gem stone mining is a particular priority in the rural areas.

Donor priorities are not too dissimilar to Government priorities. They
include, in descending order:

- Agriculture (particularly, rice milling, oil crushing);
- Trangport and communications;

- Energy:
- Health and Education.
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In rural areas, donor contributions for the mining subsector are not
focused on gem stone mining. On the basis of an iu-depth integrated
examination of Government and Donor priorities and Zambia's industrial
development needs, a number of issues must be addressed.

First, a diversion of resources from other sectors to nutrition, health
and education to ensure that human resources are developed and not wasted;
comparative analysis methods should be employed to assess fully thz impact of
required changes.

Second, the identification of suitable agro-based products on the
interrational market which cculd be grown successfully in Zambia a2nd can be
competitively processed under local conditioms.

Third, a review of the strategy for development of agriculture directed
toward diversified agro-industrial expansion geared for export.

Fourth, the determination of options for Government to regenerate the
construction sector in preparation for a dynamic expansion of industry; cost
benefit analyses should be employed to evaluate the consequences of
alternative actions.

Fifth, the establishing of a programme for exploitation of the gem stone
mining and processing industry.

The above strategy is predicted on the assumption that the new Investment

Cocde will prove capable of creating an overall investment climate conducive to
both domestic and foreign investments.

6. Technical assistance to industry

Total development assistance to Zambia has fallen in the past five years
but technical co-operation has increased, and is now over 40 per cent of total
assistance.

Technical co-operation in industry is small. For most years, it is under
5 per cent of total technical co-operation spending. This dues not reflect
the importance of industry in the Zambian economy.

Within industry, technical co-operation is predominantly in food,
chemicals, general projects and small-scale and rural projects. In the
subsectors, there have been no projects in mining or construction.
Comparatively neglected are paper, wood, basic metals, non-metallic minerals
and women's issues.

The major constraint in increasing technical co-operation to the industry
sector is the lack of capacity in ministries to formulate appropriate
programmes within which technical co-operation projects can be planned and
implemented.




7. Priority areas for technical co-operation in industry
The following priority areas for technical co-opeation in industry are

redommended:

a) Assistance for key Government institutions

- Strengthening the institutional capacity of the Ministry of Commerce and
Industry and the NCDP.

- Strengthening the capability for broad strategic thinking, particularly
the wider consequences of decisions, in the Ministry of Commerce and
Industry.

- Strengthening the statistical information services and documentation at
the Ministry of Commerce and Industry.

- Consolidating the capacity of NCDP to undertake financial and economic
feasibility studies, and extending this capability to the Ministry of
Commerce and Industry.

- Investigating the options to divert resources from other sectors of the
Zambian economy to nutrition, health and education to ensure that the
human resources are developed and not wasted; comparative analysis
methods should be employed to assess fully the impact of required changes.

- Considering alternative measures to be adopted should the new Investment
Code not prove capable of creating an overall investment climate
conducive to domestic and foreign investment alike.

b) Priority areas for industrial development

Formulation of a plan for regeneration and expansion for the construction
subsector, and the building materials supply branches including training.

Establishment of institutional links with intermediate technology groups
already established in other countries, such as the U.K., India, Kenya
and elsewhere.

Formulation of streamlined procedures for: a) duty draw-backs for
exporters, (b) export licencing and documentation.
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Evaluation of credit delivery systems for small-scale industries, and
recommendations for improvement.

Identification in detail of the requirements for laboratory facilities
to cope with industrial standards and quality control work for:

a) food and chemical industries, b) textiles and leather, and c¢) for
material testing.

Identification of appropriate small-scale industrial equipment, in
particular vegetable oil crushing units, and low speed stationary
vegetable 0il powered engines, for testing in Zambia and the
subsequent manufacture in Zambia should the tests be favourable.

Identification on the international market of agro-based products
which can be grown successfully in Zambia and can be competitively
processed under local conditionms.

Review of the strategy for development of agriculture directed toward
diversified agro-industrial expansion geared for export.

Determination of options for Government to regenerate the construction
sector in preparation for a dynamic industrial expansion; cost benefit
analyses should be employed to evaluate the consequences of
alternative actions.

Establishment of programme for exploration of the gem stone mining and
processing industry.

Social dimension of adjustment

(i)

(iii)

(iv)

Assessment of the extent of the brain-drain and migration of skilled
labour from Zambia, and the short- and long-term consequences for
industry; suggestions for actions to stem or reverse the situation.

Determination of the need for studies on the impact of the secular
changes in the copper industry resulting in the reduction of
employment and consideration of how training provisions can absorb the
labour force elsewhere in the economy.

Determination of the need for studies to assess the loss of employment
in other parastatals as a result of reforms, consideration of how
training provisions can absorb this labour force elsewhere in the
economy.

Evaluation of the employment and income generation implications of
various public works schemes, and assessment of the value of their
contribution to water, sanitation, roads, market places and school
construction, so that the most cost-effective public works schemes can
be chosen.

Women in development

(i)

Formulation of ways to constructively increase the participation of
women in education in general, but particularly in vocational training
related to industry sector employment.




Environmental issues

(i) Formulation of altermative policies in dealing with industrial
pollution in the context of a general strategy for environmental
issues related to the whole economy, so that the most cost-effective
measures can be employsd; preparation of the legal framework to make
the protection of the environment effective.

(ii) Elaboration of an effective code of standards for acceptable levels of
waste emission, and a suitable monitoring <, stem.

(iii) Establishment of an environmental control laboratory within ZBS.

c) Follow-up of rehabilitation projects identified in 1988 UNIDO survey

ZAMBIA PORK PRODUCTS LTD. (ZAPP)

Technical assistance to prepare a techno-economic feasibility study
for the physical rehabilitation of the enterprise and expansion of the
industry according to current requirements.

ZATCO STOCKFEEDS LTD. (ZATCO)

a) TC for determining suitable range of laboratory equipment for
programned, routine sampling and analysis of ingredients and finished
products.

b) Training of personnel:

(i) Assistant production manager in production scheduling and
planning, plant management;

(ii) Production (engineer) quality control;

(iii) Mechanical maintenance personnel (4 numbers); leithing and
machine tooling. The candidates have 12 grade basic education
and craftsman level certificate but lack exposure to modern
techniques and experience.




CHAPTER 1
ECCNOMIC AND SOCIAL BACKGROUND

1.1 Introduction

A major aim of this report is to identify priority areas for technical
co-operation in Zambia's industrial sector. A special aim, however, is to
focus on how technical co-operation to the industrial sector can be directed
to mitigate the negative effects of structural adjustment and contribute to
the improvement of social-economic conditions in Zambia. An essential pre-
requisite, therefore, is to consider the industrial sector within the context
of the overall economy, as regards structure and performance, and also with
regard to the social dimensions of structural adjustment.

Thus, this chapter provides essential background against which priority
areas for technical co-operation in Zambia's industrial sector can properly be
identified in subsequent chapters. The chapter begins with a section on the
structure of the Zambian economy which underlines the stategic importance of
industry. As the economy is anticipating structural changes as a result of
the policy developments discussed in section 1.5, key social indicators are
next examined to determine the current position with regard to human
development in the context of the social effects of the structural adjustment
process. The Zambian authorities are particularly interested in the effects
of the structural adjustment process on the human resource base of the
economy, the strength of which is vital for long-term growth, both in industry
and elsevhere in the economy. The next section deals with economic
performance, and indicates that not only has Zambian performance been poor,
but that it has been significantly worse than in Africa generally. The
section on overall economic performance provides key bac:ground for the
evaluation of the industrial sector in the next section. Developments in
economic policy and external changes are then examined as a prelude to
determining what the effect of these will be on industry and on social
factors. The chapter concludes with an assessment of Zambia's ability to
formulate and implement industrial economic policy.

1.2 Economic structure

Zambia's population, estimated at 8 million in mid-1990, is below the
average for Sub-Saharan Africa (SSA). The country has a low population
density at 10.6 persons per square kilometre, about half the SSA average
level. The population is heavily urbanized by African standards, with 53 per
cent of the population living in towns. The average rate of urbanisation for
SSA is under half this level, and only three SSA countries have higher rates.
The population expanded at 3.6 per cent a year in the period 1980-87. The
fertility rate, the number of children born to each woman, was 6.8 in 1987.
The population growth and fertility rates are comparable with those elsewhere
in SSA.

Zambia's high level of urbanization has important implications to
industrial development and the provision of social infrastructure.
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GDP was estimated by the World Bank at US$2,030 million in 1987.
Zambia's economic size is thus slightly below average in the SSA ccntext. GNP
per capita was estimated at US$250, which places Zambia in the the middle of
the World Bank low—income classification ot countries.

However, both GDP and GNP per capita in US dcllars are calculated by the
World Bank by converting GDP and GNP in local currency using the official
exchange rates. An alternativce method, which is less prone to errors arising
when exchange rates do not reflect purchasing powers of the respective
currencies, is to sum ail of Zambia's net output, valued at United States
prices. Estimates on this basis®” would put Zambia's GNP per capita
decidedly higher at US$ 717.

Zambia's structure of production is shown in Table 1.1. The agricultural
sector is relatively small. In SSA, almost thiec times as much GDP is
typically generated in agriculture. The industrial sector generates about a
quarter more GGP than the SSA average, while the services sector is about a
third larger. Within industry, the manufacturing sector is particularly
large, generating 23 per cent of GDP, more than twice that generated elsewhere
in SSA.

Table {.1: Structure of production 1387

(% of GDP)
Agriculture Industry (Manufacturing)?’ Services
Zambia 12 36 23 52
SSA 34 28 10 39

Source: World Bank 1989, From Crisis to Sustained Growth.

a/ Manufacturing is a subsector of industry.

The percentages of the labour force in the various sectors are shown in
Table 1.2. The distribution of the labour force is a fair reflection of the
situation elsewhere in SSA. The most striking aspect is that although
agriculture generates only 12 per cent of GDP, it utilises 73 per cent of the
labour force. Industry u'ilises 10 per cent of the labour force to generate
36 per cent of GDP, and rfe sices uses 17 per cent of the labour force to
generate 52 per cent.

The respective shares of the sectors in GDP and in labour force
utilisation indicate wide differences in labour productivities. On the basis
of the World Bank conversions to US dollars, agriculture has a productivity of
US$95 per worker, industry US$2,249, and services US$1,760.

1/ UNDP 1990, Human Development Report.




Table 1.2: Labour force 1387
(Z of total)

Agriculture Industry Services
Zambia 73 10 17
SSA 71 8 15

Source: World Bank 1989, From Crisis to Sustained Growth.

One strategy for improving average incomes overall is to endeavour to
raise productivity in the agricultural sector, and this clearly has beneficial
social implications as incomes are currently lowest in this sector. However,
it is also important not to lose sight of the need to encourage structural
changes which absorb more labour into the highest productivity sector, by
expanding industry.

Table 1.3 shows categories of expenditure in GDP. The share of private
consumption is low by SSA standards. The share of government consumption is
high, over half as much again when compared with the typical share for SSA.
Cross domestic investment at 16 per cent is about the SSA average. The
resource balance is the difference between savings and investment, and in
Zambia's case, gross domestic saving is 20 per cent of GDP, a quarter higher
than in SSA. As Zambia has a similar investment ratio to the rest of SSA, but
economic growth, as detailed in section 1.4, has been inferior, questions are
raised over the efficiency of the allocation of investment.

Table 1.3: Expenditure 1387

(%2 of GDP)
Private Investment Government Resource
consumption consumption balance
Zambia 55 15 25 5
SSA 71 16 16 .e

Source: World Bank 1989, From Crisis to Sustained Growth.

Involvement in international trade is shown in Tabie 1.4, Zambia's
reliance on exports of goods and services to generate GDP, and on imports of
goods and services to meet domestic demand is almost twice that observed in
SSA. The broad structure of merchandise exports is shown in Table 1.5,
Mining products, particularly copper, make up almost all of the fuels,
minerals and metals category. The reliance on this category for export
earnings is twice the SSA average.




Table !.4: International trade 1987

(% of GDP)
Exports Imports Resource
balance
Zambia 47 42 5
SSA 26 26 .-

Source: World Bank 1989, From Crisis to Sustained Growth.

In policy terms, this makes Zambia very vulnerable to shocks arising from
changes in the price of the major export, copper. Thus, viable industrial
projects which produce goods to replace imports serve the twin purpose of
insuring against future copper price falls and protecting the economy from the
destabilizing effects of copper price fluctuations.

The structure of merchandise imports is shown in Table 1.6, and although
food features slightly less strongly, and machinery and transport equipment is
more prominent, the pattern is fairly representative of elsewhere ir SSA.

With machinery and transport equipment and other manufactures making up
80 per cent of imports, there is considerable scope for the production of
import-substituting industrial products, where viable, to ease Zambia's
foreign exchange shortage.

Table 1.5: Merchandise exports 1387
(Z of total)

Fuels, Machinery,
minerals, Other transport Other
metals primary equipment manufactures
Zambia 93 4 1 2
SSA 47 39 2 10

Source: World Bank 1989, From Crisis to Sustained Growth.

The destinations of Zambia's exports in 1988 were: Japan 35 per cent,
Italy 10 per cent, France 8 per cent and India 6 per cen’, with 41 per cent
going to a variety of other countries. The source of Lambia's imports in 1988
were: South Africa 23 per cent, United Kingdom 19 per cent, West Germany
9 per cent, Japan 9 per cent, and other supplying countries providing 40 per
cent.
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Table [.6: Merchandise imports 1987
(2 of total)

Machinery,
Other transport Other
Food Fuels primary equipment manufactures
Zambia 7 12 1 39 41
SSA 12 10 4 32 &1

Source: World Bank 1989, From Crisis to Sustainable Growth.

A summary of Zambia's balance of payments is shown in Table 1.7. The
main features are that Zambia has a surplus on the balance of trade, but a
deficit on services (with interest payments making up 82 per cent of the
services deficit), which gives a current account deficit. .aere is a net
outflow on the capital account, and this increases the deficit on the overall
balance.

Zambia's total external debt was estimated at US$ 6.9 billion at the end
of 1989. Forty-two per cent of Zambia's debt is owed to governments on a
bilateral basis, 36 per cent to multilateral agencies, and 22 per cent to
commercial banks and other private creditors. There are only three SSA
countries with a higher ratio of debt to GNP. Around US$ 3.4 billion has
accumulated in arrears of interest and principal, of which an estimated
US$ 1,100 million is outstanding to the IMF and the World Bank. Debt service
payments due each year (but currently not being met in full, with the residual
being carried over into arrears) comprise 80 per cent of the earnings on
exports of goods and services.

Table 1.7: Zambia's balance of payments 19389

(SDRm)
Exports fob 1,088
Imports cif -807
Trade balance 142
Net services and transfers 385
Current account balance -103
Net capital flows -63
Errors and omissions -46
Overall balance =212

Source: Bank of Zambia.
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The summary of the budget is shown in Table 1.8, The main feature is the
relationship between expenditures and revenues, which gives rise t~ a budget
deficit equivalent to -10.4 per cent of GDP. Of this deficit, 5.3 per cent is
expected to be funded by domestic borrowing. In recent years there has been a
tendency for ministries to exceed their budgeted spending levels, and this has
been met by ad hoc bank borrowing. In addition, the parastatals have had
automatic overdraft facilities with the banks. These two factors have led to
a considerable inflationary increase in the money supply.

Table 1.8: Budget 1983

(% of GDP)

Expenditure

Recurrent 19.2

Investment 4.4

Exceptional 2.1

Total 25.7
Revenue 15.3
Budget deficit -10.4
Deficit finance

Grants 1.6

External 3.4

Domestic 5.3

Source: Ministry of Finance 1989, Estimates of Revenue and
Expenditure.

The main features of Zambia's economic structure that need to be borne ir
mind when determining policy for the industrial sector are three-fold.
Firstly, Zambia has a comparatively large industrial sector which has
significant resources of capital and skilled manpower engaged in it.
Secondly, Zambia has a heavily urbanized population in comparison to other
countries in SSA. Thus, too heavy a weighting towards agriculture and rural
development may lead to difficulties. On equity grounds, it may be desirable
to improve agricultural productivity, the inter-relationship between
agriculture and industry means this cannot be achieved withcut appropriate
expansion of industry which purchases agriculture outputs and supplies its
inputs. Finally, the scope for saving foreign exchange with domestically
produced substitutes for import lie largely in the industrial sector, as
80 per cent of imports are industrial goods.

(i) Education

The adult literacy rate in 1985 was 76 per cent, the highest rate in
SSA. The enrolment rate in primary education was equivalent to 104 per cent
of the primary school age group, an¢ this compares well with the SSA average
of 73 per cent. Secondary (19 per cent) and tertiary (2 per cent) enrolment
rates were more or less at the SSA level.




(ii) Health and nutrition

Life expectancy in 1987 was 53 years, slightly above the SSA average of
51 years. There was one doctor for every 7,100 persons in 1983, and one nurse
for every 740 persons. These levels of provisicn are over three times better
than for SSA generally. The daily average calorie supply, however, was only
92 per cent of minimum nutritioral requirements.

(iii) Women

The literacy rate for women is a fifth lower than for men, and primary
echool enrolments are a tenth lower than for men. In general, the diverge:ace
between basic educational attainment and provision for women compared with men
is much lower in Zambia than is the norm elsewhere in SSA.

(iv) Children

Infant mortality in 1988 was 79 per thousand, and child mortality was 127
per thousand. In 1987, 84 per cent of one-year-olds had been immunised.
These rates are markedly better than the average for SSA. The figures for
wasting and stunting among children, indicate less malnutrition than the SSA
average.

Overall, the current levels of social indicators compare well with the
rest of SSA, with a qualification with respect to the average levels of
nutrition. The threat to the maintenance of social infrastructural support
posed by current economic conditions is taken up in Chapter 3.

1.3 Economic performance

Economic performance is assessed over three periods. First, from
independence to the first oil price shock in 1973. Second, the period from
the first oil price shock in 1973 to the second o0il price shock in 1980.
Third, the period from 1980 to date.

Populatinn growth rates are shown in Table 1.9. Zambia has consistently
had population growth rates above the average for SSA. Moreover, the rate of
populaton expansion has accelerated, and forecasts for the period to the end
of the century show only a slight slowing of the rate. Such high rates of
population expansion lead to large proportions of the population, typically up
to 50 per cent, below the age of 15 years. This aspect of population
structure has an importarnt bearing on the provis’ n of social infrastructural
support, as it implies significantly greater demands for the provision of
basic education and healith services.

Table 1.9: Population gqrowth rates
(% per year)

1965-73 1973-80 1980-87 1487-2000

Zambia 3.0 3.1 3.6 3.5

SSA 2.6 2.8 3.1 3.1

Source: World Bank 1989, From Crisis to Sustainable Growth.
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The growth of the economy for GDP and for the main sectors is shown in
Table 1.10. In the period up to the first oil price shock, GDP grew faster
than population in SSA at 5.9 per cent a year. In the second period, GDP grew
2 little sluwer than population in SSA at 2.5 per cent a year. Finally, in
the 1980s, GDP has grown at 0.5 per cent a year in SSA, significantly below
the rate of population growth.

Table 1.10: Production growth rates
(%2 per year)

1965-70 1973-80 1980-87
GDP 2.4 0.3 -0.1
Agriculture 2.0 1.6 3.2
Industry 2.7 -0.3 -0.7
Manufacturingt” 9.8 0.5 0.8
Services 2.3 0.4 -0.6

Source: World Bank 1989, From Crisis to Sustainable Growth.
1/ Manufacturing is a subsector of industry.

Agaiust this background of secularly declining economic performance in
SSA, Zambia has performed noticeably worse than the rest of the continent. It
is not the case that Zambia's current economic decline is solely the result of
adverse factors that have affected all of Africa. This realisation has caused
the Government to introduce the wide-ranging economic reforms to bring about
recovery that are discussed in section 1.5.

The major sectors of the economy have shown varying performance.
Agriculture has been the most stable, showing positive growth rates in all
periods. In the 1980s, as a result of policies to stimulate agriculture,
growth has been fastest in this sector. However, agriculture growth has not
been as rapid as population growth in any period.

The Government's assignment of high priority to agriculture is thus
justified, but as has been stressed earlier, agriculturai growth will be
limited if it is rot balanced by appropriate industrial expansion.

Industry was the main engine of growth up to 1973, with manufacturing
expanding particularly rapidly. Although manufacturing showed some expansion
in the two later periods, it was at a slower rate. Despite the expansion of
manufacturing, the contraction of the rest of the other industrial sectors
particularly mining, has meant that overall industrial output has fallen since
1973.

The services sector has reflected the trends in the rest of the economy,
with contraction in the 1980s being more rapid.
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Growth in income levels per capita is determined by GDP growth rates,
population growth rates, terms of trade changes, and changes in the net flow
of income from abroad. For Zambia, growth in GNP per capita is given in
Table 1.1i. There have been falling average incomes in each period, a
markedly worse performance than in SSA generally. Zambia's average income
level uas fallen particularly rapidly in the 1980s. Incomes fell by a total
of -4.5 per cent in the period 1965-73, by -17.3 per cent in the period
1973-80, and in the period 1980-87, by -37.(G per cent. By 1987, average
income levels had fallen to almost exactly half their levels in 1965. Thus,
Zambia has moved from one of Africa’'s most prosperous countries at
independence, firmly in the middle-income group of world economies, to a
position in the midst of the world's low-income countries.

Table 1.11: GNP per capita growth
(%2 per year)

1965-73 1973-80 1980-87

Zambia -0.5
SSA 2.9

Source: World Bank 1989, From Crisis to Sustainable Growth.

The development effort, as indicated by the proportion of GDP devoted to
gross domestic investment is shown for selected dates in Table 1.12. Zambia's
effort to augment its capital stock increased markedly in the 1965-73 period,
but has subsequently fallen away as declining income levels have resulted in a
greater emphasis on consumption. Throughout this period, the investment ratio
has been as high, or higher than in SSA, but growth rates for GDP have bzaen
distinctly inferior. This again points to poor productivity of investment in
Zambia, with Zambia's productivity in the 1980s being negative.

Table 1.12: Gross domestic investment
(2 of GDP)

1965 1973 1980 1987

Zambia 25 33 23 15
SSA 14 19 20 16

Source: World Bank 1989, From Crisis to Sustainable Growth.

Trade performance shows much the same pattern as other indicators.
Export and import volume growth rates are shown in Table 1.13. Zambia's
export volumes have declined since 1973, and this factor, together with
increasing external debt obligations, and a decline in Zambia's terms of
trade, has led to even faster contraction in import volumes.
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Table |.13: Growth of merchandise trade volumes
(% per year)

1965-73 1973-80 1980-87
Exports: Zambia 5.5 -0.3 -3.3
SSA 15.1 0.2 -1.3
Imports: Zambia 0.8 -7.5 -6.2
SSA 3.7 7.6 -5.8

Source: World Bank 1989, From Crisis to Sustainable Growth.

Inflation performance is shown in Table 1.14. In the two most recent
pericds, price stability has been inferior to that in SSA. Moreover, there is
an accelerating trend in the rate of inflation with 123 per cent recorded for
1989.+7

Table 1.14: Inflation
(2 per year)

1965-73 1973-80 1980-87
Zambia 5.8 8.9 28.9
SSA 7.5 6.8 15.2

Source: World Bank 1989, From Crisis to Sustainable Growth.

1.4 The role of the industrial sector

The industrial sector comprises four subsectors: mining and quarrying;
manufacturing; electricity; gas and water; and construction. Prcduction in
these subsectors for recent years is shown in Table 1.15.

Table 1.15: Manufacturing production [984-88
(Kwacha, million, constant 1977 prices)

1984 1985 1986 1987 1988

Mining and quarrying 200.0 185.8 176.5 184.2 189.1
Manufacturing 309.3 421.6 425.3 450.0 476.8
Electricity, gas

and water 70.9 72.7 71.1 62.7 64.9
Construction 88.6 77.1 81.1 77.3 73.6

Source: Republic of Zambia, Fourth National Development Plan,
1989-1993. Office of .“~ President. National Commission
for Development Planning, 1989,

1/ Republic of Zambia, Consumer Price Statistics, (June 1990), Vol.3l.
Lusaka, Central Statistical Office.
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Output volumes for mining and quarrying have fallen over the period
1984-1988: it is to be expected that a gradual decline in this sector will
occur over the next decade as the mainstay, the copper deposits, become
depleted, with less rich and more inaccessible ores being mined. Long-term
forecasts!” indicate that the real price of copper is likely to fall up to
the end of the century. These factors will lead to major structural changes
in the economy. There will be a gradual release of manpower from copper and
this manpower will need to be absorbed in other activities. There will also
be a shift in investment away from copper. As copper has provided the bulk,
over 90 per cent, of foreign exchange earnings, and to the extent that net
foreign exchange earnings by the ccpper sector fall, pressure will be placed
on the exchange rate unless exports of other commodities can be increased. As
is discussed later in Chapter 3, certain non-copper mining activities,
particularly gem stones, have good prospects. Thus some of the re-allocation
of resources could well come about within the mining sector.

The output of the utilities sector has fallen. Zambia has excellent
hydro-electric potential, but so have several of Zambia's neighbours, and the
improvement expected in the stability of the Southermn African region will
limit prospects for exporting electricity. The output of this sector will, in
the main, be determined by the overall growth of the economy. In periods of
expanding GDP, it should be expected that this sector will grow faster than
GDP as water and electricity are extended to more of the population.

Output of the construction sector has faller, and by the largest amount,
some -17.0 per cent in the period 1984-88. The growth of this sector, like
utilities, will in the long term be largely determined by overall growth in
the economy. Given the degrez to which Zambia's infrastructure has
deteriorated in the past decade, increased aid flows directed toward
rehabilitation may see this sector revive considerably in the short term. In
the longer term, however, it will be growth in other sectors that will be the
major determinant of the demand for construction.

The only sector within industry that has grown in recent years is
manufacturing, with an expansion of over 10 per cent a year. As income
increases, a larger proportion of income is spent on manufactures than on
agricultural products. Furthermore, the growth of manufactures in
international trade is faster than that of agricultural commodities. An
efficient and outward-looking manufacturing sector will be a key element in
recovery of the Zambian economy. It is manufacturing, non-copper mineral
mining, agriculture and tourism, as discussed in Chapter 3, which can be
expected to expand as leading sectors, generating future growth ii. the Zambian
economy.

Because of the importance of fostering linkages between the sectors, it
is important that the industry sector as a whole grows at a rate which
supplies inputs (electricity, fertilizers, pesticides, agricultural implements
and machinery construction) as they are required, without bottlenecks and
shortages. Expansion of these subsectors of manufacturing in which Zambia has
a comparative advantage will be important if the Zambian economy is to
maximize its growth potential.

1/ World Bank 1989. Price prospects for major primary commodities,

1988-2000. 2 Vols., Washington D.C.
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The issue of in which sectors Zambia has a comparative advantage is taken
up later.

The structure of the manufacturing sector is shown in Table 1.16. The
foodstuffs subsector is the largest, providing 42 per cent of GDP in the
sector, followed by other manufacturing with 23 per cent and non-metallic
minerals with 12 per cent.

Table 1.16: Manufacturing, value added, establishments, 1989

Establish- Capacity
ISIC Value added ments®’ utilization®’
(km) (1981) (percentage)
Foodstuffs 31 6,300.9 136 65
Textiles 32 961.7 127 n.a.
Wood 33 270.6 29 14 - 25
Paper 34 900.0 37 n.a.
Chemicals 35 1,156.5 51 41 - 44
Non-metallic minerals 36 1,888.5 25 58
Basic metals 37 107.5 ) 25 - 46
Other 38 3,562.9 130 n.a.

Source: NCDP 1989 Economic report.

a/ Selected utilization rates and ranges for sub-branches.

b/  World Bank 1984, Zambia's Industrial Policy and Performance. Industrial
Strategy and Policy Division, Industry Development.

Growth in the manufacturing sector is examined in Table 1.17, where eight
subsectors are considered. Foodstuffs production remained virtually unchanged
in the 1980s until 1988 when there was a 77 per cent increase. Textiles
production has fluctuated, for the most part reflecting changes in the
availability of foreign exchange for raw materials. There is no significant
trend in textiles output. Wood products reached a peak in 1981, but have
since declined considerably, being in 1988 under half the 1981 output level.
Paper products have grown rapidly, reaching a peak in 1988, before tailing off
in 1989. Nevertheless, this sector, having observed its output fall to a
third of its 1973 level, recovered and by 1989 was 88 per cent up on 1973
production. Chemicals have, if anything, shown a slow declining trend in the
1980s, with 1989 production 7 per cent down on 1980 levels. Non-metallic
minerals have shown an expanding trend in the 1980s, with production in 1989
73 per cent up on 1980. Basic metals have shown a declining trend, with
production in 1989 36 per cent down on 1980 levels. Finally, other
manufacturing has expanded, and 1989 output 135 per cent up on the 1980 level.
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Table 1.17: Manufacturing producCtion
(indices, 1973 = 100)

ISIC 1980 1983 1984 1985 1986 1987 1988 198927

Foodstuffs 31 93.6 93.4 90.6 89.0 90.2 95.1 168.3 131.9
Textiles 32 165.4 162.0 159.9 196.2 162.8 174.6 195.8 1207.3
Wood 33 79.8 46.8 57.6 51.5 51.5 46.7 45.2 47.5
Paper 34 32.9 87.1 95.8 104.4 131.5 204.0 236.4 188.1
Chemicals 35 92.6 90.9 93.1 86.2 82.3 783.4 79.3 86.6
Non-metallic

minerals 36 81.3 94.7 83.6 138.0 105.8 112.1 133.6 140.4
Basic metals 37 114.2 91.5 96.8 93.2 83.2 86.2 71.6 72.6
Other 38 66.4 68.0 82.8 95.5 1i7.1 137.8 182.0 156.0

Source: Republic of Zambia, Monthly Digest of Statistics, July-December
1989, Central Statistical Office, Lusaka; NCDP 1989, Economic Report.

a/ Preliminary.

Overall, the performance in manufacturing has been very uneven. The
significantly expanding subsectors, foodstuffs, textiles, paper, non-metallic
minerals and other manufactures, have more than offset the fairly stagnant
chemicals, and declining wood and basic metals.

It is difficult to avoid concluding that the manufacturing sector has not
fulfilled its potential over the past two decades. This is particularly so in
the 1970s, when, despite high rates of investment in the Zambian economy and
one of the best human resource bases in Africa, Zambian manufacturing
stagnated while elsewhere in SSA it grew at above 8.0 per cent a year.

1.5 Economic policy in Zambia

Since independence in 1964 until 1989, economic policy has been
characterised by increasing intervention in the economy by the Government.
This has meant that most economic activities are either owned or effectively
controlled by the state rather than by nationals of other countries. In the
early part of the post-independence period, Zambia devoted increased resources
to education and health provision as well as expanding government
administration and building up the strength of the political party, UNIP.

In addition to the reasons listed above, the Government intervened in the
economy to realise other objectives as well. One critical intervention was
the maintenance of a fixed exchange rate. As Zambia has experienced more
rapid rates of inflation than her trading partners, the fixed exchange rate
led to an over-valuation of the currency. This leads to the Kwacha price
received for exports being lower and the Kwacha price of imports being higher
than if there was a free market in foreign exchange. This discouraged Zambian
production of goods for export and goods that can substitute for imports. The
agriculture sector has been particularly discouraged by the fixed exchange
rate policy.
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A parallel market in foreign exchange emerged, encouraging smuggling
vwhich reduced official receipts of foreign exchange and import duties. The
balance of payments was maintained by limiting imports through licencing.
Since the Zambian economy did not, and still does not, produce certain key
requirements such as fuels, spare parts and certain raw materials, sections of
industry began to run at lower levels of capacity as a result of shortages.

In an effort to quicken the pace of development, investment was channeled
into the industrial sector and employment in industry increased. Much of the
industrial activity generated by Government investment was at high cost, and
was maintained only by virtue of restricting competing imports, limiting
domestic competition, or by deficits covered by the Government. With a
limited tax base, Government spending increased the budget deficit, leading to
higher levels of inflation than experienced by Zambia's main trading partners,
further increasing the over-valuaticn of the domestic currency.

In a desire t-. encourage investment, interest rates were kept at fixed,
low nominal rates. Invariably, this has meant negative real interest rates
with two consequences. First, relatively cheap capital has encouraged
capital-intensive production which has limited the expansion of formal sector
employment. Second, domestic saving has been discouraged.

The private sector has found life difficult, with licences being required
for businesses, for exports and for imports. Restrictions on repatriation of
profits discouraged direct foreign investment, which in any case suffered a
loss of confidence when the major part of the private sector, much of it
foreign-owned, was nationalised in the late 1960s.

In an effort to control inflation, prices of all main consumer goods
together with agricultural producer prices were set by the Government. Prices
set at low levels led to shortages, losses in the private sector, deficits in
the public sector and parallel markets in scarce goods.

The gains that Zambia has made since independence in terms of control of
the economy by Zambians and improved health and education provision have been
accompanied by an economic performance significantly below the average for
SSA, and a halving of average real incomes.

After a false start in the mid 1980s, when certain liberalizing measures
were attempted and then abandoned, Zambia has made a determined effort since
mid-1989 to reform the economy. Prices have been decontrolled, with the
exception of the main food, maize meal. The price of maize meal is being
steadily increased towards the market price. The exchange rate has
effectively been adjusted by a variety of measures, and the intention is that
the official rate will eventually reflect the market valuation of the Kwacha,
eliminating the parallel market, and the need for import licencing. Plans are
under discussion to introduce some degree of private ownership and management
in the parastatal sector. A new investment code is being developed. A tight
monetary policy is being pursued, which aims to bring down inflation and
thereby raise real interest rates to positive levels. A more uniform tariff
structure is to be introduced, and protective tariffs are to be kept to a
minimum.
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1.6 External inflyences

Over the period since independence, there have been several factors
beyond Zambia's control which have hampered economic progress. Foremost among
these have been periodic droughts, the two oil price rises in 1973 and 1979,
and instability in the Southerm African region.

It is now possible that political changes in South Africa will begin a
process that will end the disruption of Zambia's trade routes, bring South
Africa into more open trading links with its neighbours and allow a recovery
in the economies of Angola and Mozambique.

1.7 lmplicaticns of changes for industrial sector

The policy changes introduced in mid-1989 are designed to move Zambia
toward a more market-orientated economy. This is the clear intention of the
Economic and Financial Policy Framework (EFPF) paper published by the Ministry
of Finance and the Nactional Commission for Development Planning in August
1989. The main issues yet to be resolved concern the timing and sequencing of
changes as well as the nature and extent of the reform of the parastatal
sector.

The opening up of the Southern African market will expose parts of
Zambia's industry to vigorous competition, while creating new opportunities
for others. It needs to be borne in mind that South Africa has quite the
largest industrial sector in Africa, able to take advantage of scale
economies, and with the most skilled and experienced labour force in the
region.

The exposure of Zambian industry to increased competition has raised
doubts as to the viability of existing enterprises. The issue will turn on
comparative advantage. If a given quantity of productive resources, is able
to produce a greater value of output in agriculture, when this output is
valued at worid prices, than they are abie to produce in industry, then
agriculture has a comparative advantage. If exchange rates are allowed to
adjust, the relatively efficiently produced agricultural goods will appear
cheap overseas and will be exported. Industrial goods will be imported. The
industrial sector would then be reduced to goods that cannot be traded (such
as construction) or goods for which transport costs, or the remaining lower
levels of tariff protection enable Zambian goods to compete with imports.

On this basis it might be expected that industrial activities which
process locally produced raw materials from agriculture, forestry and mining,
to be viable, particularly when the processing involves significant loss of
weight in raw materials.

Calculations of domestic resource cost ratios (DRCS) can give an
indication of the sectors in which the economy has a comparative advantage. A
DRC, for a sector or a product, is the domestic resource cost incurred in
earning a unit of foreign exchange, through exporting, or in saving a unit of
foreign exchange by substituting for an import. Those sectors with low DRCs
have a comparative advantage compared to those with higher ratios. A DRC of
less than one indicates that an enterprise or product is intermationally
competitive.
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The World Bank!” calculated a set of DRCs for a sample of 24 firms for
1980-81. These are shown for commodities grouped by end-use in Table 1.18,
for the levels of capacity utilisation then operating. The report indicates
that in 1982-83, the industrial sector was operating on average at around
64 per cent of capacity. Average DRCs indicate that the food products sector
was the most efficient, followed by capital goods, other consumer goods and
light intermediate goods. Durable consumer goods and heavy intermediate goods
were the least efficient. More interesting, however, is the degree of
variation shown within each group of commodities. The best ratios in each
group, were below one except for capital goods. This indicates that there
were enterprises competitive in 1980/81 in five of the six groups.

Table 1.18: Domestic resource cost ratios, 1980-8!

No. of

Average Best Worst firms
Consumer goods: Food products 0.470 0.157 -2.471 5
Other 1.529 0.380 7.366 5
Durables 2.584 0.443 4,665 2
Intermediate goods: Light 1.600 0.676 4,642 6
Heavy 3.020 0.266 -6.288 4
Capital goods 1.445 1.179 1.711 2

Source: World Bank 1984, Zambia's Industrial Policy and Performance.

Table 1.19 shows the DRCs if the enterprises operated at full capacity.
This shows enterprises in all commodity groups with DRCs under one.

Table 1.19: Domestic resource cost ratios at full capacity 1330-8!

Average Best Worst Number of firms

Consumer goods

Food products 0.326 0.105 -1.667 5

Other 1.250 0.319 2.051 5

Durables 1.730 0.433 3.017 2
Intermediate goods

Light 1.600 0.676 3.179 6

Heavy 2.086 0.185 -4,283 4
Capital goods 1.201 0.779 1.623 2

Source: World Bank 1984, Zambia's Industrial Policy and Performance.

1/ World Bank, Zambia's Industrial Policy and Performance, Industrial
Strategy and Policy Division, Industry Development.
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DRCs for enterprises classified according to producing sector rather than
type of good are given in Table 1.20. There were no enterprises sampled in
the basic metals category. Of the seven other sectors, five produced products
with DRCs less than or equal to one.

Table 1.20: Domestic resource cost ratios by product, 1380-81

DRC Interval

Above 1.0
ISIC 0 to 1.0 or negative
Foodstuffs 31 6 7
Textiles 32 1 3
Wood 33 2 0
Paper 34 0 4
Chemicals 35 4 6
Non-metallic
minerals 36 0 3
Basic metals 37 - -
Other 38 4 8
Total 17 31

Source: World Bank 1984, Zambia's Industrial Policy and Performance.

The evidence presented by the DRC study needs to be interpreted with
caution. The method relies on certain approximations, assumptions and
simplifications. International prices and production techniques will have
undergone changes since 1980-81. Nevertheless they present tentative evidence
that there are products that were, and maybe still are, intermationally
competitive at equilitrium exchange rates in a liberalised, competitive market
economy. If the economic reforms reduce shortages of inputs such that more
enterprises can operate at higher levels of capacity utilisation and
managements are able to use resources more efficiently, it is to be expected
that significantly more commodities can be produced competitively.

The study tends to indicate that parts of Zambia's manufacturing sector
have a future, even with no tariff protecticn, as exports or competing with
imports. The sample is too small, and the study too out-of-date, to draw any
firm conclusions, but enterprises in foodstuffs, chemicals and other
manufacturing show promise. Food processing was also indentified as a sector
with promising export prospects in another recent major UNIDO study.t”

A series of feasibility studies have been done for projects and
enterprises in the industrial sector. Only two of the studies?” have
incl:ded formal social cost-benefit (SCB) exercises. In principle, a SCB
study tnat shows a positive net present value, or an internal rate of return

1/ UNIDO 1988, The regeneration of Zambian manufacturing industry with
emphasis on agro-based industries. Special reports on industrial
rehabilitation No.l, PPP/R.19.

2/ UNIDO 1988, Assistance ii. establishment of a copper fabrication plant in
Zambia, SI/2AM/88/801 and UNIDO 1989, Establishment of a pilot and
demongtration sponge iron plant using non-coking coal as a reductant,

DP/ZAM/88/A-37.
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greater than the chosen rate of discount, will have a DRC ratio less than
one. One of the studies, for a copper fabrication plant had an internal rate
of return close to 10 per cent, and the other, for a sponge ircn plant had a
rate of return above 10 per cent.

These two studies suggest that ccmparative advantage can lie in basic

metal sectors when there is a substantial component of locally-produced raw
materials.

1.t Social dimensions of development

1.8.1 Social indicators

There is considerable concern that social conditions do not deteriorate
as a result of economic policy ctanges. In addition, human resource
development is a vital element in facilitating the long-term growth process.

1.8.2 Social implications

The deteriorating levels of average real incomes, and falling real GDP
per capita since independence have had two effects on social conditions.
Firstly, increasing numbers of households have fallen below the poverty line,
joining those whose incomes were already below the level necessary to sustain
the barest necessities of life. GNP per capita has halved since 1965.
Secondly, government provisions of health services and education, have
declined seriously as GDP per capita has fallen. Table 1.21 shows falling
real expenditure per capita for these categories. Health and education
expenditure have both fallen as a percentage of total government spending.

Table 1.21: Government social expenditure per capita

1972 1980 1987
Education 88 52 24
Health 34 28 14
Social services 6 15 7
Other 334 360 243
Total 462 455 288

Source: Derived from World Bank 1989, From Crisis
to Sustainable Growth; UNDP, Human
development report 1990.

The measures contained in the EFPF are designed to begin reversing the
declines in GDP and in GNP per capita experienced in the 1980s. If
successful, these measures will, in the long term, raise the incomes of some
of those who have fallen below the poverty line.

However, the success of the EFPF measures will still leave serious social
problems.
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The EFPF projects a fall in GDP per capita continuing into 199U and 1991,
with increases occurring in 1992 and 1993. However, over the four-year
period, because the falls are expected to be greater than the rises, GDP per
capita will average a -0.3 per cent per year reduction in the four years up to
1993. If Zambia managed to increase GDP at 6 per cent annually, with
population expanding at 3.5 per cent per year, it will take 16 years to
restore average incomes to their levels in 1980, and almost 30 years to
restore them to their levels at independence in 1964.

Thus, many who have fallen into poverty in the era of falling incomes
since independence are expected to continue to have living standards below an
acceptable minimum. In addition, there is the problem of households unable to
take any advantage of improving economic conditions because they lack skills
to make them productive members of the labour force. Finally the measures
being introduced to restructure the economy (particularly in the context of
tight monetary policy, a determination to maintain public sector spending
limits and to introduce reforms in the parastatal sector), can be expected to
increase job losses in the formal sector with a lag before the policies can
create new jobs.

In view of these considerations, a series of measures are planned through
the Social Action Programme (SAP)!” to raise the productivity of the labour
force and provide income earning opportunities or effective income supplements
for those disadvantages in the short term.

The SAP covers eight areas of the economy where resources are to be
placed, as well as proposals for implementing and monitoring the proposals.
The programme will involve a significant proportion of total government
spending, and is costed at US$ 354 million over the four-year period 1990-93.
The breakdown of expenditure is shown in Table 1.22. Two areas given separate
treatment in the programme, health, and nutrition and food security are
aggregated in the expenditure estimates. The public works programme is
designed to contribute to seven target areas. The proposals regarding
enterprise development are not considered to have net expenditure
implications. The proposals are summarized below.

(i) Health provision in the programme will increase resources for
rehabilitation and maintenance of health infrastructure; improve
preventative care; provide drugs, supplies and equipment.

(ii) Food security and nutrition will aim to increase agricultural output
in small farms and farms headed by women; raise income-earning
opportunities in poor households by supporting non-farm production
efforts and public works; target and streamline food subsidy
programmes; strengthen food security and nutrition monitoring;
create capacity for national food and nutrition policy.

(iii) Education and training plans will provide learning materials and
equipment; support adult and continuing education; expand primary
schooling; rehabilitate existing primary schools.

1/ Republic of Zambia 1990, Social Action Programme for 1990-93, Lusaka:
Consultative Group for Zambia.
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Table 1.22: Social action programme expenditure, 1990-93

(millions)
Foreign Local Total
($ us) {Kwacha) ($ us)

Health, nutrition
and food security 67.1 805.7 99.0
Education and
training 86.0 722.2 114.5
Water sanitation 31.0 254.0 41.2
Roads, market
places, public
transport 61.5 447.2 82.5
Women in
development 6.7 73.2 9.7
Household energy 4.9 64.5 7.5
Total 257.2 2,366.8 354.4
Public works
(included
in above) 99.5 1,453.5 157.7

Source: Republic of Zambia, 1990 Social Action Programme
1990-93.

Note: Estimates based on Kwacha 25 = US$ 1.

Water and sanitation is to receive attention through water and
sanitation rehabilitation and improvement in four major urban areas;
rehabilita‘e and maintain existing rural water supply and sanitation.

Roads, market places and public transport are to benefit from rural
feeder road construction, maintenance and improvement; urban road
rehabilitation; upgrading, extending and revising regulations for
market places; rehabilitation and replacement of buses.

Enterprise development is expected to encourage small-scale
enterprises by streamlining regulation; promoting awareness;
skill-training; marketing assistance; improving input availability;
developing credit availability,

Women in development will concentrate on extending credit extension,
inputs and marketing services to women in agriculture; promote
environment conserving energy practices in wood and charcoal use;
encourage participation of women in co-operatives; reduce barriers
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to women in informal and formal emplcoyment; improve women's literacy
rates; provide child-care in workplaces; target nutrition assistance
to pregnant women and nursing mothers; establish research and
training on women's issues.

(viii) Public works projects, utilising labour-intensive methods will
generate income for poor or disadvantaged in projects directed in
the main to providing infrastructure in health, education and
training, water and sanitation, roads and public transport.

Implementation issues are to be the subject of an inquiry to determine
whether SAP measures can best be delivered through strengthered existing
institutions, for instance, the Ministry of Health, Ministry of General
Education and so on, or through a specially created body.

Monitoring, evaluation and development of the SAP is to be achieved by
strengthening existing data collection and analysis units such as the Central
Statistical Office (CSQ); the Ministry of Health, the University of Zambia and
so on, co-ordinated by the Secretariat of the National Economic Monitoring
Committee.

1.9 Institutional capacity to implement policy

(a) Organizational structure

In the administration of Government line ministries, the Permanent
Secretary is the principal authority for the management, monitoring, control
and evaluation of programmes and projects. In this, the Permanent Secretary
relies on a group of professional staff who carry out the detailed work. The
nature and categories of professional staff will depend on the
responsibilities of a particular ministry. Figure 1.1 illustrates a typical
establishment.

Typically, the professional officers will be qualified at the level of a
university degree in their field of specialisation. Additional post-graduate
training and/or experience determine the level of the professional officer.

A Director is normally responsible for the administration and management
of a specific department. Each department may have, in turn, specialized
Units, under the management of an Assistant Director. Each Unit will then be
staffed with qualified professionals with training and experience in the
relevant responsibilities of the respective umnit.

The Director is primarily responsible for interpretation of the
Government policv framework within which the activities of the specialized
units are elaborated. It is within this Government policy framework that
areas of technical co-operation are identified.

In general, technical co-operation personnel, such as experts,
consultants, advisors, and so on, are attached to the specialized units,
consistent with the cbjectives of the technical co-operation programme or
project.
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The formulation and preparation of actual technical co-operating
programmes, however, presents some difficulties. Whereas the identification
of needs does not present undue difficulties, this is not the case for the
formulation and preparation of strategies and activities to address the needs
identified. Past experience has shown that departments have had tc rely on
external experts or advisors to formulate and prepare programmes and obtain
the agreement of the departments.

The Director and the Assistant Director are normally responsible for the
evaluation of the effectiveness of programmes carried out in each unit, and in
the department as a whole. Typically. this takes the form of annual reports
produced by each department and submitted to the Permanent Secretary. In
principle, all professional staff in the department are expected to contribute
to the preparation of “hese annual reports.

(b) Assessment

Mcst Government ministries have established structures for effective
preparation, monitoring, control, and evaluation of their specific programmes
and projects. However, the following have been identified as problem areas
that require strengthening:

(i) Availability of professional staff: There is a critical shortage of
professional staff in most Government ministries. Available staff
are usually overburdened and are unable to devote adequate time to
any one activity. Over the past few years, there has been a
reduction iu the real incomes of civil service employees, especially
at the higher professional levels. A newly qualified professional
with a PhD engaged in a government department would not receive a
salary of around the equivalent of US$ 65 a month. This has made it
difficult to attract or retain trained and competent personnel.

(ii) Programme and project management: There is need to strengthen the
capabilities in Government for programme and project formulation and
management. The scheduling, monitoring and control of activities in
the execution of programmes and projects needs strengthening.

(iii) Resources: Most Government ministries do not have adequate
resources for execution of programmes and projects. This is
attributed, in the main, to inadequate financial resources for the
procurement of equipment and for the maintenance of existing
equipment. Organisational arrangements for maintenance and repair
of equipment also needs to be strengthened.

(iv) Working morale: As a result of reduced real incomes in the civil
service, there is evidence of reduced working morale and performance
of the professional staff in the civil service. However, the
Government is currently working on proposals to improve the working
conditions of the civil service which, it is hoped, will improve the
operation of Government ministries.
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1.10 Summary and conclusions

Zambia is a land-locked country with a small population, low population
density. The country is also heavily urbanised. The economy generates
low-income levels and has a relatively small agriculture sector and a large
industrial sector. There is heavy dependence on copper mining in the
industrial sector and for export earnings. Levels of social indicators for
health, education and the position of women and children are among the best in
the SSA.

Economic performance has been extremely poor since 1965, with GNP per
head continuously falling, and resource mobilizaticn, trade volumes and
inflation well below the average for SSA.

The industrial sector faces structural changes with the anticipated
decline in the copper sector. Studies show that other mining activities as
well as several subsectors of manufacturing have good prospects.

Economic policies have been characterised by considerable government
intervention, regulation, control and ownership, which have contributed to
poor economic performance. The government is currently committed to a
comprehensive programme of liberalising and other economic reforms.

The industrial sector faces new challenges with the anticipated expansion
of trade links in the Southern African region resulting from political
developments in South Africa. Manufacturing which relies on processing of
Zambian produced agricultural, forest and mining products are expected to
prosper. Manufacturing which involves skill-intemsive, high quality,
sophisticated processes, or large economies of scale are expected to find
competition from South Africa and Zimbabwe particularly severe.

Although, the Government's assignment of high priority to agriculture is
justified, it is important to stress that agricultural growth will be limited
if it is not balanced by appropriate industrial expansion.

The Government has drafted proposals for a social action programme to
assist low-income groups, those disadvantaged by liberalising reforms and to
restore health, educational and basic infrastructure provision.

There is a lack of ability to implement policies due to shortages of
adequately trained professional staff, weakness in programme and policy
management, inadequate maintenance and general shortages of equipment, and
poor working morale.
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CHAPTER 2
GOVERNMENT PRIORITIES AND PLANS FOR THE INDUSTRIAL SECTOR

2.1 Introduction

In the context of this report, Government priorities in the industrial
sector need to be considered from two perspectives. rirst, in terms of how
priorities have changed - particularly which objectives have been added and
which have been discarded - in order to assess the implications of these
changes. Second, to examine the relationship between donor priorities and
those of the Government.

The view of the government with regard to priorities has undergone some
modification from the formulation of the Third National Development Plan
(INDP) which commenced in 1980, the Fourth National Development Programme
(FNDP) published in January 1989, the Economic and Financial Policy Framework
(EFPF) of August 1989 to the Public Investment Programme (PIP) of April 1990.
In broad terms, there is a recognition that resources for investment are
limited, and that emphasis needs to be placed on projects which will do the
most to improve the productive capacity of the economy and to relieve the
circumstances of those in the most distress. Most of the projects considered
involve rehabilitation or modest expansion of existing capacity. The progress
of three such projects which were the subject of UNIDO's 1988 survey of the
rehabilitation needs of Zambian manufacturing industry is reviewed in
Appendix 1.1” There is now much less concentration on issues such as
self-reliance and self-sufficiency, indigenisation of the workforce and
international initiatives to improve the general economic environment for
Third World countries. The approach to development is more open, with the
government more prepared to take advantage of the opportunities provided by
international trade and foreign investment. Nevertheless, the impact of
development on the environment is recognised in the FNDP, and specific
measures are proposed to begin the task of providing a framework that will
allow rapid growth without debilitating long-term environmental costs. Many
of the longer-term considerations relating to exploration, training, the
environment, and establishment of standards, however, are not reflected in the
PIP. The specific priorities in each of the four industrial subsectors are
considered in turn.

2.7 Mining

Priorities in the mining subsector have been set in the context of
declining prospects for the core activity of copper mining. At current rates
of exploitation, almost all of Zambia's copper mines will have exhausted their
ore reserves by the year 2010. While the FNDP suggests programmes for
exploration and surveying, import substitution of fertiliser raw materials and
diversification of the sector, the PIP concentrates on maintaining the
capacity of the most productive activities in the copper sector. Fifteen
higher priority projects are identified, and they are directed toward
rehabilitation of existing copper processing facilities, and cautious
extension of capacity to exploit already discovered deposits. There are some

1/ UNIDO 1988, The regeneration of Zambiarn manufacturing industry with
emphasis on agro-based industries. Special reports on industrial
rehabilitation No.l, PPD/R.19.
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funds allocated to small-mine development, although over the period 1990-93
only 0.13 per cent of total mining public expenditure is directed to
szall-mine promotion or development of gem stone production. The attention
given to health and safety of mine workers and training of the workforce in
the FNDP is not reflected in the PIP.

2.3 Manufacturing

In the FNDP, manufacturing is seen as the hub of productive activities.
It is anticipated that the sector will pursue the objectives of greater usage
of local raw material, concentration on exports, better capacity utilization
and further indigenisation. The plan goes on to emphasize support for small-
and medium-sized industries, particularly in the rural areas. A further
objective is the desire to ensure adequate protection of the environment from
the effects of manufacturing activities.

The PIP lists the completion of seven existing projects among its high
priority group, and four of these involve rehabilitation of existing
capacity. The PIP stresses that the rehabilitation projects zre all in
economically efficient units. One project is to expand an existing operation
and two are to complete projects already underway. Four new projects feature
in the high priority list. Two are rehabilitations, one is an expansion of
existing capacity, and only one item relates to a new project. It is in line
with the general principle of the government that the two new projects, one
partly completed and the other proposed, have both been the subject of
financial feasibility studies which indicated that they should be financially
viable. Small-scale enterprises are dealt with under the Social Action
Programme (SAP) in the PIP, and there are six measures planned, but they are
considered to have no significant budgetary costs. They involve simplified
registration; an awareness campaign; training; marketing; suitable irpu:
provision; and delivery of financial services.

The provisions for women's issues in the PIP contain some proposals for
informal sector promotion of appropriate technologies; industrial estates;
literacy; soil and fuel-wood conservation; environmental education; and
day-care centres to help women in employment. These items comprise ouly
0.2 per cent of the total PIP expenditures for 1990-1993.

2.4 Electricity and water

Electricity: The emphasis in the FNDP for the electricity sector is on
expansion whenever economic considerations make it cost effective to do so.
It is recognised that appropriate energy pricing policies are necessary if
supply is to meet demand. Furthermore, there is concern to encourage
developments (such as electric hotplates for cooking instead of charcoal
stoves) which will have beneficial environmental effects (by reducing fuelwood
demand).

These proposals are in contrast to the plans in the TNDP, which laid
great emphasis on self-sufficiency in the energy sector. The possible
economic cost of such a policy in the context of ever-tighter budgetary
constraints is responsible for the change in priorities,
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The PIP concentrates on rehabilitation projects, of which there are four
in the high priority group. The only non-rehabilitation project is the
electrification of a farm-block in Mkushi, a high potential agricultural area
where electricity supplies are inadequate for current irrigation
requirements. This project is consistent with the Government objective of
according agriculture high priority, although t