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ABSTRACT

Zambia, like most less developed countries, opted for import sub-
stitution industrialization (ISI) as a strategy of ecomomic advancement.
The succese of ISI performance in Zambia would have resulted in the
abundance rather than scarcity of foreign exchange; economic diversific-
ation; reeolution of the galloping unemployment problem; linkages in the
economy with a significant use of local raw materials as inputs- and a
host of downstream industries especially industries based on mining. 1In
addition, there should have been an abundance of essential commodities
at prices that the common person can afford. fHouever these nable govern-—
ment objectives have remained largely unrealised. Unemployment has con-
tinued to be rife; queues for essential commodities have continued to be
longi foreign exchange has continued to be a problem; diversification of
the economy has remained a distant dream.

The crux of the thesis in this report is that some firms in Zambie
have achieved significantly good resﬁlts in the ISI whilst others havse
performed poorly. On the national average ISI has not succeeded but has
the potential to succeed in Zambia, Basic problems include the mistaken
conception that ISI can meet all government objectives of employment
creation, economic diversification and social welfare justice. Things
also went wrong with ISI because ISI came to be regarded as the only
industrial development strategy whereas there are other industrial
development strategies such as balanced growth industrial stratsgy;
export promotion industrial development; and indigencus industrial
strategy in which emphasis is on the use of local raw materials based on

labour-intensive production technigques.



On the positive side Zambia has a healthy naturesl resource base and
a population that has become motivated to want to attain great heights
in deve .pment. Import substitution industrialization will need to be
revamped and given a new direction. It must be regarded as only one of
the many strategies, alteit roads to development, but will need to be
supplemented by other dovelopment strategies. Export promotion is one
of the complements to I5I. The government could, through export pro-
motion industrializaticn (EPI), restructure the sconomy in such a .nner
as to change the presert situation in which raw minerals constitute 95%
of foreign exchange earnings and make mining the engine of growth of
manufacturing industries and agriculture. There is & good case for a
complete revisw of all i‘mport substitution industrialization efforts
made since independence. The rationalisation of ISI would put Zambia
on the path of effective development of the abundant resources for the

benefit of all the pecple of Zambia,
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CHAPTER ONE

INTRODUCTION

Qverview of the problem:

In many developing countrises, lmport Substitution Industrializatiazn
(151), and export promﬁtion are often encouraged through protective moas-

. ures such as import tariffs, quotas and export subsidies. The protection
is even more complete whan both the immediate product and the

intermediate inputs used in producing the product are isalated freom Forf
eign compstition, and, if the domestic markets are competitive, the domes-
tic resource costs (and prices) of the protected products may remain sub-~
stantially below the price of imports (in domestic currency ).

Howsver, these policies are now seen to be more appropriate fnr large
developing countriee than small developing countries, fsr numerous reasnns
and it is felt that in thase latter countries, demestic industrializatian
policieé may not enccurege a competitive market structurse. In a small
country with limited markets sconomies of scale may nccur only to a single~
firm industry. Thse country's desire to be freed from dependence nn foreinn
ownership of domestic productive factors aré thus achieved dnly through
public nwnership by means of parastatals. But uwhers pafastatals are unreg—-
ulated and single-f irm industries dominate the domestic economy, cnst
escalation occurs., Intermediate gnods produced by monopolies are anld te
the single firms producing final products and so the excessive prices of
suppliers ars reflected in the cost curves of the praducers of final gends

and services.
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The government aleo may pursue policles te reduce prices and inereass
the output of parastatals. Sometimes these firms are guaranteed profits at
.any price-output combination through subsidies and, in consequencs, the
parastatals become indifferent to the price and output combinations and
tend to operate under less than full capacity. Under this situation import
substitution and export growth may be lncreasingly difficult to pursus
because of the condition of domestic cost escalation.

Unfortunately, Zambia like many other countries during the early years
of development planning, concentrated on ISI without paying much attention
to ways in which she could enhance her foreign exchange earnings through the
promotion of exports. This may have resulted from the fact that ISI and
export promotion are competitive and not pursued at the same time. Uhile
this is so to some extent, it is also true that the two policies have a com-
plementary relationship as well. Foreign exchange also is often an unpre—
dictable fector underlying the development plans and strategies in develop—
ing countries, and Zambia is no exception to this, especially after ths fall
in the price of copper (the major foreign exchange earner of Zambia) . It
is therefore vital for this country to do sverything she can to maximize
and stebilize her foreign exchange earnings and their use at the same time.
Import substitution and export promotion measures were conceived as the
means of meeting this objective.

Import Substitution Industrialization policy is not essentially harm-
ful in itself to a country like zambia, However, the way in which it is
implemented can be harmful. The danger in the case of Zambia is that she

has chosen to use this policy to develop her industries which are highly
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capital-intencive while lacking a manufacturing base which is rooted in
domestic resources. Many of the industries based on ISI produce Qoode euite
able only for a high-paid minority of the population. The majority either
earn subsistence wages or mest the major portion ofAtheir need from subajise
tence farms. The majority's purchases come from a very limited range of
goods, mostly locally produced, but the elite require luxury items like
cars and refrigerators. It is insvitable that technologies required te run
industries for such sophisticated geods is essentially capital-intensive and
often foreign and depend on imported inputs in addition to machinery and
spare parts. Furthermore, these technologies are very complex requiring a
lovel of industrialization that Zambia is not likely to experience for many
years to come This is why at the moment such manufacturing industries are
little more than last-stage assembly plants for their mother companies based
abroad.

Furthermore, from the Third National Development Plan, it can be obser=
ved that the Government says that its industrialization policy is 'unbal-
anced'. There had been bias toward ISI with very few enterprises designed
to use dgmestic inputs, or to develop linkages with other sectors of the
economy; nor has enough attention been paid to developing groups of inter-
depending industries which could suppi& one another with semi-manufactured

inputs.

Rationale and methodology:

The purpose of this study is to analyse the factors that have con—

tributed to the performance of import substitution industrializetion in
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7ambia. Notwithstanding the overall failure of import substitution induse
trialization in Zambia, it is also noted that there is considerable divep-
gence in the manner in and extent to which the various subesectors of manu-
facturing have promresssd in respect of import gubstitution. The study
will therefore seek to examine the factors leading to this divergent behav-
iour between secters within manufacturing.

The research methodology, therefore, comprises a coverage of several
important government cocuments breught out by the Central Statistical
office (CS0), and Ministry of Commerce and Industry, industrial monographs,
and publications of relevant material and informatimns as well as field
study, using the comtination of interviews end sampling procedures. A num-—
ber of variasbles such as the year of establishment, assets, product-line,
cost, turnover, profit, and employment have been compiled from the above
sources and studies. Since the effect of import—substitution is the main
focus in this study, it was mecessary to prepare a sample of firms for the
purpose of conducting interviews with their managers and finance managers.
The sample of such firms have been chosen from the whole list of manufac-
turing firms (public/private) mainly based in Lusaka, Kafue, and Ndola.

This has been necessitated by the time constraints of the regsarch.

Qutline of the thesis:

The literature review in Chapter two ineludes the objectives of
import-substitution-indyetrialization, Some theorstical arguments have
been presented relating te the experience ef import substitution-

industrialization in seme mewly indystriaslized countries (NICs) and a dis-



cussion of the success anc failure of this policy in Zambia.

Chapter three deals with the history of import substitution in Zambia from

1964 to 1983. It is necessary to briefly examine the trend of ISI in Zambia
and to see how government thinking has been shaped over the years. The
Zambian government has f:om time to time given its policy position on ISI.
These policy guidelines have been reformed from time to time to reflect the
dynamic nature of social and economic changss. The documents of national
five-year developmant plans of the government of Zambia have revealed
government policy on manufacturing. 1In addition to available documents, the
questionnaire designed for this study contained questions on the svolution
of manufacturing industry. All these issues have therefore been articulated
in Chapter 3.

Chapter four is on ths current aspects of ISI in Zambia. This chapter will

use the results obtained in the recent survey through a gquestiornaire to
make observations on several aspects of selected companies that are actively
promoting ISI in Zambia. With a view to knowing the most recent trends, the
period chosen for this purpose is 1980-83. It is intended to examine
individual companies in the samples and also to look at features that are
particular to one company which may not necessarily be applicable to another
company. Thié approach will make it easier and more useful when it comes to
an evaluation of success or failure of ISI in Zembia.

Chapter five evalua:es the performance of ISI in Zambia with a view to pro-

ving the hypothesis that some successes have been achieved and some fail-
wres liave also resiltad from IST policies in Zambia. The evaluation i3

undertaken based con specific company goals such as Profit Maximization and
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government objectives as prasented in Chapter 3 on the history of ISI in
Zambia with particular reference to the period 1980-83.

Chapter 6 deals with conclusions and recommendations. This chapter evalu-
ates and draus referencaes and underlines the salient facts that emerge from
the preceding chapters. Based on the totality of the outcome of the whole

study, relevant recommendations have been made.
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CHAPTER Tun

LITERATURE REVIEW

An emphasis on domsstic economic activities that produce substitutes
for imports has been a popular economic development strateqy. Import sube
stitution was established in many of the loss developed countries (LDCs) of
the capitalist world to domestically produce those products for which for=
eign exchange was previnusly spent, and so to create employment opport-
unitiss for their growing population.

This chapter inclides the objectives of import-substituting indust-
rialization (ISI) and some theoretical arguments related to such a policy,.
The remainder of this chapter is directed to a review of the literature on
the experience of import—substitution industrialization in some new indus=
trielized countries (NICs) (South Korea and Taiwan), Argentina, Brazil,
India and Nigeria whish is followed by a discussion of the success and

failure of this policy in Zambisa,

Definition of the concept:

Different economists define import substitution differently. Ahmad
(4) says it is domestic production of identical goods to replace foreian
sources of supply. Chenery (3) defines import substitution with refersnce
to the change in the proportion of imports to total supply (import plus
total domestic production) and says substitution takes place if domestic
aroduction rises faster than imports. Fred Nixson (5) sxplains that
import substitution is a strategy to create indigenous industrial base

for domaestic production of goods. It is a development process wherseby
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L.DCs segin with domestic psoduction of consumer goods and then move to pro-
duce intermediate and capital gocds. Howsver, such a sequence is extremely
difficult to achieve in practice and the majority of LDCs have tended to

get stuck at the stage of production of consumsr goods.

Import substitution as an approach to industrialisation:

In many developing countriss the policy of ISI has occurred either as
a normal process resulting from economic growth or as a deliberate policy to
encourage industrializsf ion with considerable government intervention.

Historical studies show that at ths sarly stage of development a coun~
try's import requirements will grow faster than its sxport
as a result of economic desvelopment. Therefors, due to structural imbal~
ances between import demands and supply of foreign exchange, a natural
incentive to avoid balance of payment difficulties encourages substituting
domestic production fcr imports. Increased taxatlon of international trade,
sapecially et the low level of development, and taxing conmsumer goods con-
form to a development policy to mobilize resources for investment in an
attempt to substitute domestic production for imports.

Chenery (3) in his ressarch concluded that industrial growth has three
causes, a) substitution of domestic production for imports, b) growth in the
final use of industrial products, ¢) growth in intermedizte demand stemming
from a) and b). He cmphasises the effects of market size which is increased
by sither a rise in income level or population. When there are economies of
scale in ppoduction, an increase in market size lowsrs cost of production

and permits substitution of domestic products for impoxts. An increase in



the size also affects output indirectly by increasing intermediate demand
for other industries which experience import substitution.

Hirschman (9) describes four different origéns for industrial growth.
Besides ware which can bring a streng impulse to industrialization, he
emphasizes: (a) import substitution in response to agrowth of the domestic
market (brought about by rising exports); (b) import substitution as an
official deliberate policy; and (c) import substitution as a (forced) res-
ult of balance of paymsnt crises brought on by increased speﬁding for
development.

Deliberate intervention of the government to import substitution, may
be induced by the numsrous advantages that appear attractive at the begin-
ning. ISI is initially attractive because it meets a demand that is
already known and can be measured by existing imports. It offers the pos-
sibility of beginﬁing with the sasiest, final-stage processes until more
experisence is gained with modern industrial technology. Local production
of consumer goods provides visible evidencs of salf-reliance and can savs
foreign exchange (if it involves substantial contributions from domestic
inputs including labor and capital, as well as raw materials), an additional
attraction is that import substitution can be implemented thrmugh policiss
that protect domestic production and can be seen as a move toward sconomic
indepencence and political stability.

The above arguments for import substitution have furnished strong
incentives that any attempt toward industrialization in [DCs will result in

import substitutinrg industries'ZT, 4, 133.
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Theoretical arjuments for &nd against ISI:

The main objectives of ISI as a strategy for development are creation
of employment opnortunities for & growing ponulation, a rise in tho stand-
ard of 1iving end imnrovement of the balance of payment situation (6).
Economic indepsndence, nnlitical stability, accelerating the rate of econ—
omic growth. minimizing inequalities in income distribution. increase in
public saving and investment are other objectives of import-substitution
industrislizetion. (1) @) (7) (10).

since the second world war foreign exchangs earnings of many LDCs have
been greatly reduced, bescause for their part, rich countries import unpro-
cessed rew materials and foodstuffs from poor countries which are subject
to low income elasticities of demand and prices. By contrast, when the
incomes of poor countries rise, their demand for manufactured imported
goods from developed countries rises at higher rates. This will change the
terms of trade against LDCs and lead almost automatically to a nroblem in
their balance of payments. But, import substitution industrialization
strateqy will reduce the demand for imported manufactured goods and is a
tactic to reduce foreign exchangs needs of LDCs hy develoming industries to
nroduce substitutes for imports (7) (B).

Imnort substitution industrialization is often encouraged through nro-
tection measures such as tariffs and guotas to encourage industrial expan-
agion, serving to attract local investment and stimulate domestic employment.
The nrotection is even more comnlete where both the immediate product and
the intermediate inputs used in producing the commodity are isclated from

foreign competitior. If the domestic market is comnetitive the domestic
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resource cost (and price) of protetted products may remain substantially
below the price of import (in domestic currency).

But in small countries with limited markets, economies of scale often
pceur only to a single firm and this does not ancourage a competitive struc-
ture., Cost escalation may occur where single firm industries dominate the
domestic economy and intermediate goods produced by monopolies are sold to
single firms producing final goods. So the excessive prices of suppliers
are reflected in the cost curve of the producer of final goods and services.
Therefore, import substitution may be increasingly difficult to pursue under
the conditions of domestic cost escalation (10).

Contrary to expectation import substitution industrialization has often
increased the economy's dependence on imported goods. Import substitution
depends at least in the beginning on import of capital goods and inputs in
the form of semi-finished materiesls. This can cause a2 substantial drain on
foreign exchange. 0On the other hand, failures to sacure enough foreign
sxchange from exports lead to difficulties to import materials and parts for
domestic production, and there will be recurring cries of underutilization
of capacity and work stoppage. Therefore, a large number of people who leav
their land to work in the manufacturing sectors remain unemployad (6).

The growth of luxury and semi-luxury industries is one of the common
features of ISI which meets the demand of a small high income group end thos
consumers who previouely coﬁld afford to buy imported goods, and thus gives
importance to what is unimportant. So the increased income that could gen-
erate saving is spent on non-essential commodities and this shows down the

rate of economic growth (7).
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Social probtlems 2lso increase as a result of import substitution indus-
trialization. When a country imports a large number of finished goods,
inability of most domestic consumers to pay for them makes these goods
unavailable to them and thereby lowers their standerd of living. But as
Mountijoy (6) argues, when these goods are produced domestically from impor-
ted materials and parts, inability to import such materials and parts will
disturb the economy by resducing domestic income through work stoppage and
cause severe output fluctuations in times of foreign exchange crises. It

leaves the economy with a few large and relatively high cost industries (4)

(9) (6) (12).

The neo-classical position on ISI:

Import substitution achieved from 1950s onwards was more a result of
deliberate sconomic policiss. The main instrument used was the restriction
of imports of manufacturing goods in the form of tariffs, quotas and mul-
tiple exchange rates, often in the response to balance of payments dif-
ficulties. The argument is that protsction was overdone and led to an
inefficient allocation of resources. More specifically ISI is attacked
against the following:

1) Government interference. Excessive administrative regulations gave rise
to corruption, uncertainty and delays and thus discouraged productive pri-
vate initiative.

2) Bias against exports. The existence of import restrictions led to a
higher exchange rate, reducing the relative gains obtained from exporting.

3) Bias against agriculturs. The protection of local industry raised the
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prices of manufectured goods relative to agricultural products in the home
market and the overvalusd exchange rate reduced the domestic currency
receipts for agricultural exports.

4) Under—utilisation of installed capacity. Since import controls did not
equelly epply to capital goods and credit for instailing machinery was rel-
atively cheap, factories were over-equipped. Moreover protection in pro-
duct markets made it possible to earn good profits even at low capacity
utilisation,

5) Under—utilisation of labor. Capital goods could be obtained relatively
cheaply due to the combined effect of over-valued exchange rates, low import
restriction for such goods and subsidised financing conditions, resulting in
a bias against employment of labour.

6) Import intensity of ISI. While the importation of consumer goods was
reduced substantially, this was achieved at the expense of increased imp-
orts of squipment and materials, resulting in more dependence on foreign sup-
plies and foreign exchange crises.

From the ebove arguments, it is suggested that the government inter-
ference should be reduced, the free play of market forces should be encour—
aged, tariffs and quotas should be lowersd substantially and gxchange rates
should be develusd. 'here domestic industry suffered disadvantages, sub-
sidies should bse givan rather than protection from foreign competition.

Such policies would bring the country's productive structure in the line with
its comparative advantages.

Contrary to the neo-classical position on ISI, various dspendency school

writings argue not for less state intervention but for mors and of a more



14,

fundamental kind; radical promotion of national and regional industrial pol-
icies, greater control oveor import of technology and foreign enterprises,
reform of the tax and inzentive system and redistribution of income (21).
However, the main argumerts which can be advanced about the various depen-
dency writings on ISI ere as follows:

(1) 1SI tends to accept the pattern of demand as given, whereas it would
have been necessary to alter consumption patterns radically.

(2) 1SI encourages foreign penetration of the economy; in particular the
ostablishment of subsidiasriee of international firms behind tariff ber-
riers and has led to the elimination of many local producers and rendered
the industrial structure monopolistic.

(3) 1SI involves the incorporation of technologies from advanced countries
which were inappropriate to local conditions and therefore tends to lead to
heavy outflow of capital in the form of transfer pricing, royalty payments,
and so on.

(4) 1SI has resulted in the protected accumulation of the indigenous
bourgecisie in alliance with international capitalists.

(5) The ISI could lead to international integration and national dis—

integration of the economy and society.

Export-oriented industrialization:

The failure of ISI led to the advocacy by the proponents of the neo-
classical school of an alternative development strategy which showed all th
signs of success. Countries which had adopted this strategy during the

1960s achieved the remarkable rates of economic growth among LDCs and soon
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ceme o be called the Newly Industrialized countries (NICs). The perform-
ance of these NICs is impressive by any standard. The neo~classicists argu
that this was because they adopted the 'right' policiss, by liberelising
imports, fixing 'realistic' exchange rates and providing incentives for
exports; above all they managed to get factor prices right so that their ec
omies could expand in line with their comparative advantagss. Thus, rel-
iance on market foreces and integration into the world economy yielded res—
ults superior to protection from the world economy. Little concludes that
'The major lesson is that labor intensive export-oriented policies, which
amounted to almost free trade conditions for exports, were the prime cause

of an extremely rapid and labor-intensive industrialization' (21).

Agricultural-demand-led—industrialization programme (ADLI):

A shift by LDCs toward industrial export-led growth after the failure
of import-substitution industrialization led to success in GNP growth, in
labour absorption, and in industrialization. But this was accompanised by
increasing international indebtedness and by rapidly rising food imports.
The strategy of ADLI proposed by Adelman (23) is simultansously a growth
programme, an employment programme (since agriculture is considerably more
labour intensive than even labour-intensive manufacturing), a basic needs,
food security and ircome distribution programme, 2n industrialization pro-
gramme. It is also a foreign-exchange-saving programme since it will red-
uce the need for food imports. 1In fact ADLI strategy would stress the ris-
ing of agricultural productivity, especially that of medium-scale farms as

a means of achieving industrialization.
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ADLI progremme would accomplish the industrialization goal by expand-
ing internal demand for intermediate and consumer goods produced by domes—
tic industry.

ADLI offers a hopeful approach for a number of reasons. A success—
ful farming sector would require a large volume of inputs from industriel
sector: fertilizer, weed--killers, water pumps, agricultural tools and
equipment of all kinds ranging from hoes and ploughs to trucks and trac~
tors. Much of the increased agricultural production would require indust-
rial processing, or proiide the basis for new resource-based industries.
The development of agrisulture will require a good deal of new construction
and so boost demend for a wide range of construction materials and equip-
ment. Higher asgricultural incomes will be spent on industrial consumer
goods. Higher incomes from the industrial expansion would in turn provide
an expanding market for agriculture, especially food, with feedback effects

within the agricultural sector itself. (22).

Summary ¢

Many things were wrong with the import—substituting industrialization
strategy for developmsont adopted by many LDCs. To begin with, it was not
very suéceesful in diminishing import dependence. It proved to be a highly
import-intensive activity. It was unfortunately concentrating on highly
capital-intensive industries, like automobiles, petrochemicals, domestic
demand for whose outputs waes limited and exports were ruled out by hiqh.dom-
estic production cost. Indeed this strategy concentrated on the activities

in which LDCs had comparative disadvantages. Most of the LDCs' nsuw
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industries Qere hopelessly uncompetitive in the world markets, which were
bad in view of their continuing import dependence,

Export-growth was irntroduced after the failure of import—substituting
industries. once it became evident how peinfully slow it is to increase a
country's self-sufficiency. The best and cheapest route to approach 8p]lf~
sufficiency, namely, trying to exploit whatever comparative advantage each
country had in the worlc economy was natural and industrialization focused
where export possibilities were great. But export~led growth over-
encouraged by an exceptionally favourable world economic situation during
the 1960s and 1970s mace people forget the desirability of some degree of
solf-sufficiency. Also the distribution of income was not much better than
that of the import-substitution strategy.

In our view the ADLI strateqy geems to elimipate all shortcomings of
export-led growth. It is clearly safer to industrialize on the basis of a
domestic mass market than on export mass market, and agricultural develop-
ment may well prove to be the best and quickest route towards greater salf-

gsufficiency and impreving income distribution.

The experience of industrialization in Fast Asian

NICs (South Korea ard Taiwan):

Although in the early 1950s these countries pursued an import-
substituting industrialization strategy, the undesirable consequences of ISI
wers less tHan of other [ DCs, reflected in a relatively lower effective rate
of protection, lower capital intensity in production and less unfavourable

policies toward acriculture. During this phass of lahour~intensive
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industrial growth or Primary Import Substitutionm (PIS). non-durable consumer
goods production for the domestic market was expanded rapidly Industrial
growth in this phase was accompanied in part by the export of land-or
resoure-based primary products, supplemented by aid and foreign capiteal.
This process of PIS lasted until the end of 1950s, when the supply of for-
sign exchange and the size of the domestic market bscame a constraint on
growth.

At the end of the PIS phase these countries movsed towards sxport of
the same labour-intensive nan-~durshle consumer goods in the Primary Export
Substitution phase (PES) which was accompanied by a shift in public policy
towards lower protection on products and capital markets, exchange rate
reform, and so on, the familiar elements of the open-economy market-—

oriented EO0I strateqy. (24)

Argentina-

The economy of Argentina, over the last century was heavily dependent on
its efficient egricultural sector, specializing in food grain. feed grain
and benf production for export, and now Argentina is one of the most
industrialized countries in Latin America. A study of Argentina's progress
to develop industrialization reveals the adoptation of import substitution
industriclization strategy during and after the Second World War because of
a sharp increese in foreign exchange earnings of this country as a result
of high demand for its primary products (meat and grain), and reduction in

its import of manufactured goods from warring developed countries.

Ffter the Second World Wer, Argentina used a great part of her foreign
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exchange accumulated during the war, to purchase the basic utilities from
non-resident foreigners (whose capital had established much of the infre-
structure of railways, port facilities, power supplies. banking and insur-
ance) and fostered import-substitution industries by tariff protection
instead of using the earning on the importation of capital goods to estab-
lish a strong industriel base for the country, Light industries mainly of
consumer goods, that needed no high level of technology or of finance were
assured of a captive markst and led to a2 wider qap between advanced indus—
trial technigues in deviloped countries and poorly capitalized Argentine
industries.

Adoptation of import substitution industrielization by tariff protec-
tion after the world war, seriously affected the economy: Heavy and cap-—
ital goods industriss dspendent on imported raw material and sophisticated
technologies and the familiar problem of an inadequate home market suf-
ficient to sustain a plant of viable size led in the sarly ysars to part-—
iculerly high production costs. It caused a market movement of labor from
agricultural sector to industrial sector. For political reasons the power
of trade unions increased and led to wage increases faster than product-
ivity., Infleated weges sharply increesed domestic consumption of farm pro-
ducts thus reducing the amounts for export. Exports fell sericusly and led
to trade deficits, the daomestic currency was devalued seversal times and %
raised the prices of imported goods including machinery and parts required
for tho protected import substitution industries.

The above situetion suggests that, although industrial development in

Argentina had been successful in supplying the home market withtextiles,
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clothing, footwear, paper, rubber, cement and home assembled cars and trac-

tors, its development over the past years has been disappointing.
Brazil:

Brezil is one of the Latin American countries that has long depended on
the export of primary products, and import of manufactursd goods from
developed countries. But frequent decline in the price of primary products
in the world market, especially during world depression of the 1930s and the
shortages of imports during Second World War encouraged Brazil to sub-
stitute domestic products for previously imported goods and to promote an
import substituting industrializstion strategy for develonment.

After Uorld wWar II, when imports were available again, ths government
put import controls on finished consumer goods, and promoted imports of
raw-materials, semi-finished goods, fuel, and capital goods. This policy
succeeded initially to reducs imports and to promote investment in domestic
production of consumer goods. But in the 1960s the growing industrial sector
needed increasing quantities of imported raw-material, and capital goods and
this led to increasing balance of payment pressurses whith already had been
influenced by a sharp decline of coffes price in 1957. In order to solve the
problem of foreign exchange, government introduced a system of mini-
devaluation of domestic currency to encourage export of manufactured and
non-traditional products as well as export subsidies which in themselves
became inflationary and raised the domestic index price of consumer goods.

As industrialization progressed in the second half of the 1960s, the

structure of the industrial sector also changed. Such industries as metal
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processing, primary metale, electrical appliances. transport squinment, and
chemicals rapidly grew. However, these industries which ares heavily depend-
ent on imported fuel, and rew materiais are costly and protected by means of
protection and producticr subsidies, This depesndence and the o0il crisis of
1973/74, and 1979 resulted in a sharp upturn of inflation and an sxcessive
dependence on foreign finance for coverage of current account déficits.

All in all, the import substitution industrialization strataegy for
development in Brazil hes been both a success and a failure. It resulted in
industrialization of the country, but it did not, however, reduce the exter—
nal demendency. 1In capital goods industries and intermediate inputs domes-—
tic production has been promoted by import protection and production sub-
sidies for utilities and fuel. The agricultural sector, particularly export-
oriented agriculture which could generate foreign exchange has been neglec-
ted. In brief one could say that, Brezil in fostering import substituting
industrislizetion has jiven priority to growth, diversification of output
and employment rather than to price stability or to avoiding trade deficits
which involved inflationery pressures and foreign indebtednass in order to

finance continuous economic expansion.
India:

Indie is unique within the Third World for her rapid esconomic develop-
ment through industrialization. Emphasis within the industrial sector has
been on heevy basic cepital intensive industries (with considerable capac-—

ity in iron and stesl engineering, machine tools, electrical and slec-

tronic goods, chemicals and fertilizers) owned by the government, and small
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scale industries which are largely centered in the villages and use labor-
incentive techniques to make traditional goods. These are now joined by
small factory enterprises using power and modern production technigues and
making products new to India in a considerable effort to import substit-
ution aided by tariff and import restriction. The small-scale industries
which are growing in number, have become a major supplier of consumer goods,
and being more labor-intensive, are deemed to have a growing part to play in
the economy for creating jobs for unemployed and underemployed population.
It is true that the strategy of establishing import substitution
industries has been satisfactory in India and now in most products the
country is self-sufficient. The esconomy today is much stronger, her growing
efficisncy lessens the balance of payments difficulties and facilitates the
growing exports. As an aside, however, one could observe that so long as
population growth continues at the current high rates, the low standard of

living of the mass of population is unlikely to show much change.

Nigeria:

The main objectives of the industrial policy pursued through an import
substituting strategy in Nigeria have been rapid growth and a diversified
industrial structure. Industrialization which had been discouraged by the
colonial regime came later compared to other African countriss. 1In the
parly stags of industrielization financial support by the state government,
tax incentives and protection led to the expansion of foreign capital and
flow of investment from abroad. The import-subsgtituting strategy changed

the structure of imports toward intermediate and capital goods. Local light
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consumer goods industries with limited domestic linkeges, assembly plants,
and a few intermediats planta like cement, rubber tyre, glass, raplaced
imports.

Industrial policy especially after the civil wer (1971) had been direc-
ted at large—scale units and concentrated on the public sector and fedaral
direct investment in industry with 1ittle attention to the small and med-
ium scale seotor. An active policy of direct participation in industry
has been pursued through state corporation and companies (oil production;
refining and marketing: iron and steel mining; car and truck assemblys
cement; building materials; pulp and paper: fertilizer; salt; machine
toolsy distilling; agro~industry: furniture). In a number of these sectors
the state has a monopoly, but the dependancy on imported materials and
foreign expertise is very high.

The basic process of importesubstituting industries has not altered
since independence., Market protaction and import controls are aponlied but
not strongly or regularly. A study of not effective protection in 1977
indicates disincentives to exporteoriented industries and import-—
substituting intermediate industries based on local materials. It also
shows moderate incentives to consumer goods processing domestic raw mater-
ial and substantial incentive for low value added. import-substituting con-
sumer goods and assembly type activities. These industries are requlated
and subsidized by the state and to a large extent dependent on imported
machinery, rew materials, management and have suffered from infrastructural
problems and difficultiss with technical partners.

It is estimated that 45% of industry by value added at world prices
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would be better off under free trade condition, 367 probably ot nossibly
viable and the remainde# in varying degrees unviable. They were initially
financed by the revenue from agricultural products exports and inflows of
foreign cepital, but recently it has been financed by 0il revenue. In the
absence of 0il, the process of import substitution would have bsen made
difficult by severe external imbalances and by the inflationary pressure
from the agricultural sector. In general oil provides the finance to off-
set high cost of industrialization. In recent years, however, the Nigerian
economy has suffered several setbacks due to the neglect of small and medium
scale industries. the inadequate attention given to agriculture as a rau
materials resource bass for industries. and the diSproport;onate dependence
and mismanagement of oil revenuss. Therefore; the import substitution

efforte in Nigeria have run into problems and increased its balance of

payments defieits.

ImporteSubstitution in Zambia

Measurement and Assessment of Success/Failure

The industrial policy of Zambia is made up of a set of measures and
government actions designed to shift resources into industry, both directly
through the budget, amd more indirectly through the incentive system of
tariffs, guentitative trade restrictions, and exchange rate management.
Zambia's manufacturing sector is large and was the leading sector of the
oconomy in the first decade after independence. It is primarily concen-
trated in comsumer goods, and two sectors producing intermediate arnd capital

goods (chemicals end metal products). The structure, rate and officiency
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of industrial grouwth were heavily influenced by the decision of the govern—
ment to limit extermal ccmpetition by industrial sector through instruments
of trade policy. The high level of production of import-substitution
‘industries has created strong incentives for investment in these indus-
tries and the abssnce of competing import hae permitted the domestic prices
to be heavily biesed against exports and agriculture. (20)

The trends in import substitution industrielization in Zambia have
been well documented in Seshamani (26). He calculated the Chenery-Desai
measures for the period 1964-80 and found that most of the import subs~
stitution eccurred in the period 1964-1970 with very 1little in the sub-
periods 1970-1974 and 1974-1980. Though these measures may underestimate
ISI for primary intermediate inputs, Seshamani (26, p 7) estimates the
overall import substitution at only 3% from 1964-30. Manufacturing import
substitution over that period was 63%, albeit, with declining percentages
for later sub-periods. Seshamani suggests that negative substitution in
the non-manufacturing sectors of the economy accounts for the low overall
ability of Zambia's economy to substitute for imports. Imports trends are
also documented in Seshamani (26). Nominal manufacturing imports rose from
K93 million in 1964 to K375 million in 1930, only slightly under the rate
of GDP growth for this peried. The manufacturing sector did manage to rede
uce its sharee in total imports from 60% (1964) to 43% (1930). But ouverall
imports rose 457% over this period compared to GDP growth of only 3227 con-
firming the large increese in non=~manufacturing imports. Also see the
Bank of Zembia reports (27) for the very large incrsase on customs revenues

which are almost all attributable to import tariffs: though these figures
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are not rate~constant, revenues from these dutiss rose from K68.1 million
(1970) to K260.5 millien (1973).

The importesubstituting firme with an annual growth rate of 157 bet=-
ween 1964-75 grow rapidly bshind nrotectionist wall. They were highly
capital and import-incentive plants with selected oroduction technologies
that were not fully suitable for the local condition, their output did not
contribute to the reduction in the import need of the economy, and as
shortages of foreign exchange started to develop, a lack of imported inputs
led to industriel inefficiency, low MVA (manufacturing value added) per
employes, and capacity underutilization particularly in food manufacturing
and edible oil nlants, factories producing wood products, fertilizer,
electrical machinery branches that encourages manufactured imports for
meeting shortfall in essential consumer goods. (19)

Structural difficulties have also been cited as a cause of the manu-
facturing sector's inability to induce economy-wide productivity gains.
Seidman, in Turrok, (ed), (28, ch.7) notes the limited high income groups
targetod for the products subjected to 1SIy import protection for such com-
modities has tended to raise the costs of lower quelity lines designed for
low ipcome househcld. Consumers durablas tend to be capital intensivse,
technologically advanced industries providing a relatively low emnloyment
bese for the Zambian labour force and the tendencias of parastatals to seek
investment outlets for foreign owners persists as a holdover from colonial
times. The World Bank report (29, n.29) characterised Zambia as a high-
labour~cost country relative to most neighbouring countries and to most

developing countries at a similar stage of development and low-capital-cost
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(because of low tariff and interest rate) economy with an import denendent
manufacturing sector subject to severe output fluctuations in time of
foreign exchange crisis. Fry (30, p.69) presents evidence that suggests a
positive elasticity of substitution in Zambia's mining and manufacturing
industries: higher wages relative to capital costs reduce the labour/can—
ital ration or lower capital costs relative to wages will produce the same
results., Higher rates of growth in wages results in lower emnloyment growth
rates.

Bhagavan (31, p.23) summarises Zambia's industriaslization nolicies dur-
ing the (FNDP) and (SNDP). While emall and middle sized industrial firms
were to be encouraged, princinelly in areas outside the line of rail, large
industrial investments were to be reserved for the parastatal sector to be
funded through joint ventures with international donorss the nossibility of
domestic competition with narastatal exists in some sectors, though what-
gver scale economies might exist would be reserved for public sector firms.
The classification of domestic manufactured goods included more consumption
(e.g. edible 0il, matches, salts, sugar), luxury consumption goods (pri-
mary consumer durables) and intermediate goods usad in mass and luxury con-
sumntion and exports the latter, howsver, being confined to copper and
other minerals. Ancd virtually no producer's goods are fabricated in Zambia,
go that most capitel inputs must be imported. The I,L.0. Report (32,p.205)
documents the lack of employment generating progress in the modern sectors
of industry contributing significantly to the very unequal income dis-—
%ribution within both the urban and rural sectors in Zambia; see I.L.O.

(33, p.23=41),
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There has been a structural change in Zambia's industrial policy to
reduce import dependence and the capital intensity of the manufacturing
gsector in the light of scarcity of fouoeign exchange, and the need to
acceterate the growth of exnort oriented enterpriges in order to make manu-
facturing sector a significant net earner of foreign exchange. The govern—
ment has during 1983 anc 1984 reduced direct controle on a wide range of
locally produced industrial goods, end devalued the Kwacha to sncourage
export. However. devaluation has increased the nrice of industrial inputs

substantiaslly and has not significantly improved export performance

/T19) (207%
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CHAPTER THREE
HISTORY OF IMPORT SUBSTITUTION INDUSTRIALIZATION (ISI) IN ZAMBIA,

1964 T0O 1983

Intraduction:

The main focus of this chapter is on the history of industrialization
in Zambia and»the role of I1SI in the industrialization history of Zambia
since independence.

7ambia's manufacturing sector at the time of independence was domin-
ated by the food, beverages and tobacco industries. Zambia imported almost
all the manufactured goods consumed (28). However, immediately after inde=
pendence sseveral imnortant factors such as high government revenue from
eopper, export earnings which rapidly increased the level of government
expenditure; increasing demand for industrial goods because of increased
wagee for a African bourgecisies and workers: the oil pipeline from
Dar es Salaami expansion of infrastructure and communication facilities:
repair shops and associsted activities. created extremsly favourable con-
ditione for development and rapid expansion of the Zambian manufacturing
sector (42). The history of industrialization in Zambia could be divided

into the periods 19€4-68 and 19459~83,

Unco~ordinated Imnort-Substitution Industrialization in Zambiag 1964~68

The first white Paper outlined the Zambian government industrial pol-
icy in October 1964. According to this white Paper the following were the

ohjectives of industrialization in Zambia:
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a) Development and diversification of the sconomys

b) Reduction of inports and saving of forsign exchange:

c) Emnhasis on lahour—-intensive industries and nromotion of
employments

d) Development of linkagess

e8) Surplus production for exportes

f) Dispersion outside the main centers,

In response to the above objectives, the manufacturing sector began to
grow (43), and Zambia being a land-locked country, created favourable con—
ditions for the develnpnent of state~dirsected, and self-sustaining indus—
tries. But, unfortunately, during this period the state had no clear indus-
trialization strategy nor was any ettempt made at prioritisation (42). Thus
manufacturing industries were set up either to increase the volume of pro-
duction which was already being produced in the country or to produce con-
sumer qoods previously imnorted. In order to produce such goods the country
had to import electrical end non-electricel machines, vehicles and spares of
2ll kind with no attemnt to building up canital goods industries. The pro—
duction of capitel goods industries remeained under developed.

Therefore, as the evidence suggests, the industrialization process
up to fhe Mulungushi reform in 1969 was an uncoordinated attempt at import
substitution led by the private sector, and meant a continuous dependence on
imported capital gonds composed of machinery, spare parts and other manu-

factured inputs for industry.
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pPlanned Import=Substitution Industrialization: 1969-83

In discussing the history of economic planning in Zambia, two import-
ant factors need to be conaidered that made planning a necessity. . The first
wes the decision by the government to intervene in industrial sector activ-
jtiee. This was achieved by taking 51 percent interest in several privately
owned manufacturing industries through a state-owned company - the Indust-
rial Development Corporation (INDECO). Secondly, the nationalisation of
mining companies in Zambia was sunposed to achieve the objective that the
state could use the surplus from this sector to develop the necessary indue~
trial infrestructure ard through planning investment to key industries.

In April 1968 President Kaunda requested certain enterprises to invite
the Government to join their enterprises to the extent of 51 percent of
their shareholdings. Government participation was negotiated and Indeco was
to hold and menage the assets on bshelf of the Government. However, in
March 1970, Indeco which at the time had 39 major subsidiaries and holdings
in 12 associate companies including manufacturing industries became a sub-
sidiary holding compeny of ZIMCO.

The social and development objectives of the state-owned enternrises
(parastatals) were high priority to Zambianization, employment generation,
economic diversification, and rural development. In practice the Government
decided what specific investments and actions would further its objectives
and issued directions to enterprises to implement its decisions. Govern-
ment decisions, however, affected several projects within ZIMCO group of

companies to operate subsidiary companies that nrovide services to more
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remots areas of the country at uneconomic costs. The location of Livingstone
Motors, and Kapiri Glass Products, for instance, was decided on the basis of
providing better geograptical distribution of employment opportunities., 1In
addition to issuing directions on the naturs of investments, tha Govsrnment
exercised control over n:oducers, wholesale and retail prices and also
reviewed prices that wers requested by parastatal companiss. For several
commodities, classified as essential consumer goods, such as edible 0il, the
prices were set by the rovernment to protect consumers from the full impact
of price increaeses without adequate consideration of producer's costs.

In 1975 the Goverrment paid Indeco a substantial amount of subsidies
to help cover the lossos due to the price control. For instance, K12 million
was paid to three subsidiaries in grain milling and edible 0il processing
industries (4). The price subsidies couplad with lower income and low
profitability meant pzovision of goods and services at below costs of pro-
duction, as directed ty the Government. The financial nosition of para-—
statals or publicly--ovnec companies was adversely affected (34).

Fall in the copper export earnings in the 1970s also affected dif-
ferent branches of import-substituting industries, and reduced the foreign
exchange available for imported inputs. This led to a severs drop in the
value of menufacturing output, profit, cepacity utilization and high cost
of production of state-owned companies. Employment, however, continued to
grow In the public sector through efforts to maintain a high rate of employ-
ment growth, but led to low labour productivity of the manufacturing sector
since 1974,

The overall view of industrial development in Zambia so far suggested,
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manufacturing outputs was impressive (sbout 267), a disaggregated picture
revea.s some wasaknesses., The high grouwth was due to the expansion of low
technology, light-meanufecturing activities. and the highest growth rate of
output during 1970-83 was in the production of textiles and clothing, food,
beverages and tobacco, chemicals and non-metallic minseral products, The
metal working industry (industrial inpute and metal and engineering) dec-
lined over this time (Z'. The composition of the industrial structure

has, therefore, remained unchanged since independence and the Zambian econ—
omy is nowhere near tha completion of even the first 'gasy' phase of
import-substitution.

The Third Nationa.. Development Plan (TNDP) (37) covers the period
1979-83. The section 37 the TNDP that deals with manufacturing states that
the rate of growth per annum (based on contribution to GDP at 19f5 constant
prices) in the output of manufacturing industry averaged 4.9 percent between
1965-1970 and 4.5 perrent between 1971 and 1976, The rate of growth over
the latter period comnares unfavourably with the target rate of 14.7
percent per annum set in the Second National Development Plan. The con-
siderable shortfall from the planned target of the SNDP period highlights
the heavy dependence of manufacturing industry on iméorted supplies. The
poor performance of the sector in the final year of the SNDP was closely
related to the serinus shortages of foreign exchange which emerged after
the fall in copper srices during 1974, Because of the lack of imported sup-
plies of rew materials, semi-manufactures and spare parts, manufacturing pro-
duction declined b/ 3.9 percent between 1974 and 1975, and by a further 4,1

percent between 1975 and 1976. Some factories had to be closed down and
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workers laid off.

The above reflected the unbalanced industrial pattern which existed in
the Zambian economy and which continuud over the FNDP and SNDP periods,
Thie tended to be biased towards industries which engaged in the processing
of imported raw meterials. Very few manufacturing entsrprises were des-
igned to utilise domestic raw materials and to develop linkages with other
sectors of the economy, such as agriculture. There was insufficient
attention paid to the development of group of inter-dependent industries,
able to supply each othor with semi-manufactured inputs. The contribution
of many new industries tpwards import substitution during the SNDP has, in
fact, been marginal. However in some branches of production, significant
progress in import substitution was realised during the same period, such
as the glass product factory at Kapiri Mposhi, the sulphuric acid plant on
the Copperbelt, the tannery at Kafie, fruit and vegetable processing in
several smaller plants, and the expansion of cement and lime production.

With the slow grcwth in manufacturing production over the SNDP, employ-
ment in manufacturing industry also failed to increase as planned. The
growth in employment over the Second National Develooment Plan (SNDP) was,
in fact, less than the growth in output. While output increased at an
annual rate of 4.5 psrcent ner annum, employment grew by only 0.5 percent,
In part, the esxplanstion lay in the existence of considerable under-
utilization of the manufacturing labour force as well as of nlants and
equipment during SNDP. No less important, however, was the pattern of
industrialization during SNDP. A major part of new investment during the

period was dirsected into industries which, by their very nature, are highly
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capital-intensive and generate little additional employment. But the traln-
ing of industrial labour nas made progress during the SNOP and a number of
training courses have bwen conducted. Zambianization has steadily progres-
sed all around, particularly in the public sector (parastatals), in certain
fields of management administration and, to some extent. sales (6). There-
fore, as evidence suggests so far the last three development plans have
failed to stimulate the development of local capital-goods industries and
reduce the country's dependence on foreign exchange for imported machinery,

spare parts, and other inputs.
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CHAPTER FOUR

CURRENT ASPECTS OF ISI 1IN ZAMBIAN MANUFACTURING SECTORS

Introduction:

For fhe purpose of this study a 1ist of companies was prepared for
sampling and a structured questionnaire was given to the firms before inter—
viewing the officers of the listed companies. The information sought
through the questionnaire included: data on the type of ouwnership: fixed
and net current assets; manufacturing activitiess costs of production;
foreign exchange used:; capacity utilization; employment; output; nrices;
turnover; and profit. In addition to the use of the questionnaire to col-
lect primary data, sources of secondary data included literatures and doc-
uments from Zambta Industrial and Mining Company Limited, Industrial
Development Company, Central Statistical office (CS0), Ministry of Commerce
and Industry, Ministry of Finance, Tax Offics, Lusaka, World Bank office,
Lusaka, United Nations Development Organisation (uNIDO). The staff of
bsome of these institutions were also consulted, Each firm's general man~
ager, and the financial controller were interviewed to facilitate the com-
pletion and validation of the questionnaires used in this study.

The completed samples provided micro economic data on the 1980-1983
operations of twenty-three manufacturing firms. Twelve of the firms wers
parastatal companies, and the remaining sleven were private manufacturing
enterprises. The enterprises were chosen so as to cover a relatively wide
fange of products (food, chemical, wood, textiles, metal, and non-metal).

Ninety-two percent of the parastatal sector firms completed the
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questionnaires, but out of the eleven private firms only four firms com-
pleted the questionnaires, thersfors, the secondary data collected from the
Mministry of Commerce and Industry, and CSO supplemented the primary data

collected through the guestionnaires.

General observations and preliminary findings of the questionnaires:

The companies covered in this study were incorporated between 1962~
1975, This indicates that some of the companies such as National Milling
Company and Supa Baking Company Limited were initially established before
the Government actuallv decided to embark upon the programme of Import-
Substitution-Industrialization. Therefore it could be argued that these
companies that were established prior to the conception of ISI policy werse
not restructured nor feasibility studies undertaken to svaluate the con-
tribution they could make to the success of ISI. It could also be argued
that those companises such as ROP (1975) Limited, Rank Industries that were
established prior to the decision to go all out for import-substitution
have found it difficult in several ways to operate in changed circum-
stances. Ffor example, thess compeniss were heavily dependent on imported
inputs and skilled wenpower. They were initially designed on the assumed
basis of continued availability of foreign inputs and therefore tend to be
reluctant to encourage the devselopment and use of local inputs.

As for ownership and control of the companiss, they are sither
locelly owned or are jointly owned with the foreign interests. The
National Milling Company and the ROP (1975) Limited for instance, are para-
statals that do not have any foreign collaborators in share capital whsre-

as Chilanga Cemeni:, Kafue Textiles (Zambia) Limited, and Kapiri Glass



39,

Products, also parastatals, collaborate with foreign firms especially in
shareholding and management. Thus, both the ownership and control of
National Milling Company are in Zambia, while the ownership of the Chilanga
Cement end Kafue Textiles (Zambia) Limited is in Zambia, but the control is
ghared between Zembia and the foreign firms especially TNCs (Transnational
Corporations),

The assete position of the sampled companies revealed certain
characteristies. The net current assets of the sampled companies as a whole
wae negative showing the tight liquidity problem during the period 1980-
1983, The relationship between the fixed aseets and profitability also
indicated that the companies either made marginal profits or had less dur-~
ing the same 1980-1983 period.

The production techniques of the sampled companies were essentially
capital intemsive with about 100% of foreign machines and components, This
however, was contrary to the expectation of Government objectives as out-
lined in the 'Government's imdustrial poliecy' in 1964 which emphasised the
preference for labour-intensive industries. These companies were increas—
ingly dependsnt on imported capital goods, raw materials chemicals, spare
parte and skilled manpower to run the manufacturing enterprises. Littls
attempt was made to utilize the local rauw materials. Local raw materials
were either not available or if they were available could not be used
because their quality was low or the foreign controllers of the indus~
tries were not keen on exploring the use of local rauw materials., However
a fow compenies were dependent on locally available raw materials, since

their requirements were available locally in sufficient quantity,
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Chilanga Cement, Crushed Stone Sales Limited and Brick and Tile
Manufacturing Limited wece the examples of companice that use large quan—
tities of locally availeble raw materials. Also the companies that dep~
end on agricultural products such as ROP (1975) Limited and Zambia Sugar
Company reduced this d=2>endence on imported raw materials. But thess com-
panies were however derendent on the importation of machinery and equip-
ment,

The manufacturing activities of the sampled companies revealed that
these companies were multi-product enterprises producing several com-
modities., Howsver their manufacturing activity was either stagnant or
reduced during the 1930-1983 period. If their activities increassed this
was negligible. This was due to inadequate foreign exchange to import the
inputs. Both the avzilability of foreign exchange and the rate of forsign
exchange use had impiications for the operations of the sampled companies. as
import-substitution anterprises. They depended on foreign exchange for
the acquisition of spars parts, chemicals, etc. The actual foreign
exchange allocations for the period of 1980-1983 was much less than the
requirements of the sampled companies and only in a few cases did alloc-
ations approach the requirements. Also under the prevailing exchange rate,
the Kwacha was relatively over-valued which made imports cheaper than pro-
ducts processsd locally. This provided an incentive for some of the sam—
pled companies to substitute imported products for domestic production and
151 was therefore adversely affected. However, the devaluation of the
Kwacha during this period made the imports more expensive and encouraged

the higher domestic production by the sampled companies. The operations
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of ROP illustrate this point very clearly.

The restricted foreign exchange and therefore unavailability of adew
quste inputs to run the industries led to high cost of production and louw
capacity utilization of the samnled companies. Excess employees at low
level of production also contributed to high cost of production (as they
were based upon 100% capacity utilization rather than the staffing needed
to operate at actual capacity used). High costs of nroduction tended to
increase the prices of products of the sampled companies output compared
with the prices of sinilar products on the world market and made these pro-
ducts uncompetitive in the world market and could not therefore be expor—
ted., Among the companies, only Chilanga Cement and Zambia Sugar Company
exported their products to the neighbouring countries. Kafue Textiles
(zambia) Limited exported its products in the form of barter exchange for
importing its necessary raw material and other inputs.

The capacity utilization of the sampled companies was very low. The
factors that contributed to underutilization of the sampled companies
were excess employees, lack of skilled manpower and inadequate foreign
exchange, etc, Manufacturing employment continued to grow through public/
parastatal sector employment policies during the 1980-1983 period, but
in the privatse sector, howsver, the employment fell during this period,
In accordance with the Government's policy of Zambianization employment
gains were entirely of Zambian workers and the number of non-Zambians
declined both in private and public sectors. However, the companies suf-
fered greatly as a result of the shortage of skilled manpower (local and

expatriate) for day-to-day opsrations and sudden breakdowns. This led to
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lowsr capacity Jtilization in most companies. Under capacity utilization
of the sampled companies effected the financial performance of the sam-
pled companies. Low production reduced the profits (before and after tax)
of the companies and resulted in tight liquidity of the companies to mest
the short term funds needed.

Sgveral issues have emerged from the preliminary analysis and general
ohservations of the quastionnaires used for this research. Some of the
current aspects of impa-t substitution industrialization (151) include
corporate ownership in terms of shareholding; control of decision making in
matters of procurement of raw material inputs, investments, lending, sxpan-
sion of output and opecations and Zambianization. In addition an attempt
has besen made to look at the impact of assets use and techniques on ISI.
There is a tendence for virtually all the companies covered %o engage in
the menufacture/processing of more than one product. Conseguently there is
a main product and by -product(s). Manufacturing activities are in effect
varied. They are influenced not only by what goes on within the company
but by divergent factors. These factors may be internal such as govern—
ment policy on price control or subsidies, or the factors could be exter-
nal to the country eand include unwelcome economic upheavals that inflat-
ionary conditions :=ould provoks.

Most companies that depend largely on external or foreign import of
material inputs terd to be affected by imported inflation. The latter
erises from the fact that inflation increases the price of raw materials
that must be importad in pursuance of ISI. Similarly the importation of

technology from irflationary economies tends to affect the performance of
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manufacturing industrises.

The problem of pricing policy came out very explicitly in the course
of research. It was easier to state that the prices of imported nroducts
were cheaper than those of locally manufactured gnods. The causes of the
higher prices of locally produced vie-a-vis the prices of imported items
has generally been attributed, almost axiomatically, to the very high coet
of production., In practically all the companiss interviewed none of them
has ever made a serious attempt to diagnose the charge that costs of pro~
duction ars largely responsible for the uncompetitive prices of locally
manufactured items. It is true that some of the companies have attempted
to compare the actual perfarmance of their operations with the planned
performance. This internal X-ray of a firm's performance has, houwever,
been limited to basic variances analysis. Although the latter is important
and could be used to good advantage much more indepth analysis of cost fac-
tors could meke the difference bstween an effective or ineffective ISI
not only for Zambia but also for other countries that might have chosen
ISI as its own strategy to pursue economic development.

It was also obvious from the questionnaire responses that the issue
of pricing policy was nebulous or unclear, to say the least. Total costs
as a concept were understood but concepts such as cost-plus pricings
marginal costing; incremental costing; and the like were being used imp-
licitly probably with inadequate knowledge of the impact that these cost
concepts could have on the ISI of many countries. The concept and prac-
tice of priecing rolicy would require closer scrutiny. The different

aspacts of costing for pricing should take into account the basic costs
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of production; the costs of spare parts and machinery; the cost of impore
ted raw materials and th3 like. A sound knowledge of costing and pricing
skills will be inevitable if ISI is to realise some of the goals in the
national development plan of a country.

Another problem which has been a source of irritation has been that
of foreign exchange availability. This nrbblém has become endemic so much
8o that even firme such as Supa Bekery that could operate without foreign
exchenge allocations, nonetheless complain of the lack of foreign exchange.
This prsoccupation with foreign exchange allocations has tended to
adversely affect the performance of manufacturing industriss. In fact it
could be argued that the general complainte about foreign exchangs avail-
ability only help to underline the fact that one of the objectivaes of ISI
ta save foreign exchange has rather been illusory. It thus seems that as
of forts are being made to manifest the objectives of ISI the foreign
exchange situation has been getting worse rather than getting better. An
attempt will be mace in the next chapter to gain a better visw of the
foreign oxchange scenario for the period 1930-83.

Capacity underutilization has slso been briefly introduced in this
chapter. An indepth analysis will also be undertaken. Suffice it to
state, at this point in time, that underutilization of capacity implies
inefficiency in planning. This inefficiency tends to affect the capital
requirements of the company; the credit worthiness of the compary and
other considerations such as the tying-up of capital that would have been
used in the production of other items or simply deposited with banks for

investment. An issue that has not featursd in the questionnaire is that
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of government policy. Tha idea of ISI has generally been attributed to
the latter and as such zn analysis of the impact of government policy on
IST will be done in tho next chapter. The importance of government policy
must never be undsrratsi or ignored. This then is the background against

which to construct the next chapter which is on the performance of ISI in

Zambian manufacturing csactor.
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CHAPTER FIVE
EVALUATION OF THE PERFORMANCE OF 1ISI
IN ZAMBIAN MANUFACTURING INDUSTRIES

Import substitution strategy in manufacturing industries as the
questionnaires suggest has not been successtul as a whole. Generally the
companies require imported inputs end suffered from unavailability of
foreign exchange. There was no plan for future substitution of domestic
inputs of imported raw matrrials and technological requirements. The
prices of their products were high compared with imported products and
therofore could not be exported unless there were export subsidies.
These are preliminary conclusions that emerge from a broad scrutiny of
all the responses in the questionnaires. Howsver for the purpose of this
study.eapecially the evaluation of the success/failure of import sub-
gstituting industries additional criteria for evaluation will be needed.
Tberefore this chapter will first evaluate some of the sampled companies
in detail. After the detailed analysis of selected companies, the goals
of Government policy will be used as & background against which to eval-
uate the performance of ISI in Zambia.

The companies to be evaluated in detail include Rop (1975) Limited,

Kafue Textiles Zambia Limited (KTZ) and Zambia Sugar Company (ZSC).

ROP _(1975) Limited

ROP (1975) Limited is wholly owned by Indeco Limited and the ocwner—
ship is ultimately of the Government. Thus ROP is facing the problem of
the conflicting requirements of operating commercially (maximizing pro-

fit) while acting as a parastatal., The prices of its products are
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'detarminéd politically on social welfare considerations more than by their
market values. Its emplayment levels are excessive, as they are basad
upon 100% capacity utilization and the investment policy has been directed
towards increasing capacity rather than improving the use of existing cap=
acity.

Both the availability of foreign exchange @nd the foreign exchange
rate have important roles on the operations of ROP (1975) Limited as an
import substitution enterprise. The ROP depends on foreign exchange for
importing spare parts, chemicals, etc. as well as crudse vegsetable oil
The over—value of the Kwacha, however, provided justification in the past
for ROP to substitute imported crude oils for domestic products. In
reeent years ROP has focused its investment policy on expansion of exist-
ing processing facilities with little attention on the economies of the
investment activity. The result has been low rates of return and poor
institutional performance, whoreas the ROP's investment priority should
have been placed on utilization of existing capacities to satisfy the
existing demand and minimize further demand on the country's scarce far-
eign exchange.

ROP produces the: essential products, (edible 0il, washing powder,

soap), Its product lines will be increased after complstion of the

Glycerine projescts. However, the sales of its major products are cone
straimed primarily by t e lack of production (insufficient local oilw
seed) and unavailability of foreign exc ange to import inputs, and

finis ed products imports by other -suppliers. The capacity utilizatidn of

ROP for example 7or edible oil was less t an 50% in 1984/85. The product
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line sales and demand for 1981/82 and 1982/83 were as follows:

Table 1

ROP'S PRODUCT LINE AND MARKET PERFORMANCE _1981-83

Nils 1981-83 1982/83
Market demand 29700 32840
Sales 11883 16663
market shares 40% 52

lyashing powder

market demand 21500 23200
Sales 5442 4250
market share 257 18%
Soap

Market demand 16000 16700
Sales 2889 3554
market share 18% 21%

The above showes that the ROP operated under capacity utilization and
did not produce enough to meet demand. For oils in 1981/82 and 1982/83 ROF
was only able to meet 40% and 527, respectively of the total demand., This
implies that the balance ought to be imported. gimilarly in washing pouw-
der ROP could only meet 257 of demand in 1981/82 and only 18% in 1982/83.
The general picture that Table 1 reveals is very disturbing. If ROP can
supply only about 18% to 52% of market demand for oils, washing powder and
soap then it is obvious that there is always a shortage of these products.
This partly explains the problem of gusues and the efficiency of operation
of a quasi-monopoly 1ike ROP. The difficulty of minimizing cost has besen
further increased by various axternal factors over which the management

has no controls rotably foreign exchange, which affects the achievement
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of annual targets and prevents greater capacity utilization and lower unit
costs. Relsvant sales end cost data for the five years to March 1984 are

summarized in the following table.

Table 2
Sales, raw material costs for 1980-1984
in million Kwacha
1980 1881 1982 19R3 1984
Sales 30,430 34,350 40,020 55.680 73.270
Raw material costs 21.040 22,580 26,730 39.160 49.030
Other costs 11.260 11.010 12.670 15,420 17.380

Overall sales hava increased faster than casts and the big improvement
in 19%4 reflects the benefits of full foreign exchange funding and new
selling policies adonted in 1983. The composition of costs has changed
over the period. Administrative costs were on an upward trend and pro-
duction costs shows the largest proportional increass, but in absolute
terms the growth rate was below that of administration. ROP has been
operating near the breakeven point for several years: and 1984 result
indicated the sharply increasing profitability once this point was pas-—
sed. The following section however, would focus on reviswing the budget
of the ROP (1974) Limited for 1984/85 and 1985/86 to follow the progress
of the company.

Reviey of the six month opsration ended 30th September 1984
and the financial year 1984/85.

The plart utilization for the six months ended
30th September 1984 was between 7% and 41% as given below:



50.

Table 3
CAPACITY UTILIZATION IN ROP
Rated cepacity Actual production % of capacity
Tons Tons utilization
Cooking oil 18750 7601 41
Washing powder 10000 2451 25
Soap 5750 2385 35
Toileteries 180 13 7

The production for the six months under review was low due to inad-
equate allocation of foreign exchange for inputs. The turnover at the
time was K37,412,000 against a budgeted turnover of K51,599,000. The
actual turnover for ccoking oil and washing powder, for example, was 20
and 34 percent lower than the budgeted figures. The shortfall in turnover
for the six months under review was essentially due to the following
reasons;

1. Lower production arising from shortage of raw materials and packing
meterial. However, during this period 10,800M.Tones of cooking oil was
imported. If the foreign exchange spent on these imports were allocated
to ROP, more cooking 0il would have been nroducad.

2. The budget for “984/85 was based on the assumptions that the price of
the company would b3 increased from July, 1984, which increase in prices
did not materialize during the period under review. This lowered production
and consequently lovered sales as well and led to under capacity utiliz-
ation. And unecoromic selling prices for the products resulted in a loss
of K815,000 before tax for the economy against the budget profit of
k4,320,000 before tax. The loss led to serious liquidity problems for

the company during the period under consideration.
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The outlook for the Tinancial year 1684/85 suggests that ROP will
increase the prices of its products and make a marginal profit of K314,000.
However, the foreign exchange allocation continues to be restricted. The
lack of foreign exchangs affected the liquidity position of the company.
The company increased its overdraft facility from its bankers from K3
million to K5 million fecr normal operations and an additional K2 million

from special allocation of foreign exchange.

Budget 1985/86:

The key factor in the budget is the foreign exchange availability for the
import of raw materials. Basically almost all inputs, except locally
available sseds are imported and the shortfall in the foreign exchange
allocation would result in under utilization of the plant capacities and
therefore a drop in the production. The company, however, attempted to
reduce its imports of cruds vegetable o0il by 20¥ over the ysar from the
base year 1984/85 (ths company imported 10800 tornes during 1984/85 both
from the aid and commsrcial sources). Given the foreign exchange con-
straint the company should utilize the foreign exchange allocation to
increase its capacity utilization. For this purpose the company will
have to take the following actions:

a) Increase the selling prices from the second quarter of 1984/85 ibecause
of expected further devaluation of the Kwacha; increase in the sales tax
on imports from 1247 to 1573 increase in the price of local seeds by 20
percent; increase in the price of packing material.

b) Receive the necessary foreign exchange needs of the company to import

its requirements of raw materials and other inputs., Based on the foreign
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exchange availability, the company would increase its capacity utilizatilon
and operate with 55%, 457 and 40% capacity to produce cooking oil, washing
powdsr, and soap respectively.

c) With the increase in selling prices to off-set increased inputs costs
and availability of foreign exchange the company would strive to make a
pre~tax profit of K6,072,000 with a return on investment of 16%.

d) Embark on certain cost saving measures such as localization of inputs,
reduction of certain acministration costs, and energy, which are expected
to produce results in ‘he long run.

e) Spend K5,029,000 toward capital expenditure comprising K1,053,000 on
glycerine projects, ard K3,976,000 toward normal capital expenditure.
Further, the company has plans to set up a cotton seed crushing plant in
Lusaka,

f) The company would intensify the training of graduate students in var-
lous local and overseas courses. The expenditure on training will be

about K400,000 in 1985/86.,

Kafue Textiles (Zambia) Limited (KTZ):

Kafue Textiles is a member of Indeco group of companiess, and was
founded and incorporated in November 1956. Indeco is the majority share-
holder with 55% of shares. Indeco's partners in the company are the
Commonwealth Development Corporation (CDC), Textilconsult of Geneva and
Amental of Liechtensian who hold a total of 45% shares. The company's
product range include cotton, denim dress, African print known as Chitenge,

canvas material and curtain material. The aim of Kafue Textiles of
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Zambia was to diversify the economy, to save on foreign exchangs, to creets
more smployment, to moduce cloth for the local market at a price afford-
able by each average income earning Zambian, and satisfy svery part of the
sconomy, even in the remote areas of Zambia as an import substitution
enterprise.

Kafue Textiles (Zambia) Limited, tes expended twice and the second
expansion is still under way, The old mill had an operating personnel of
one tlousand and five hundred workers. The second expansion is expected
to increase operating personnsel to two thousand and one hundred workers
when it ends in 1985,

However, at the end of March 1984, the operating personnsl was two
thousand and three worksrs, of which fifteen were non-Zambian. Kafue
Textiles is therefore the second largest employer after Zambia Sugar
Company. KTZ is also expected to begin a third expansion from 1985 which
would employ more workers and skilled manpower.

The contribution of Kafue Textiles (Zambia) Limited toward saving
foreign exchange has been significant. In the first place, KTZ has
reduced the importation of finished clothing. Therefore, the foreign
exchange which was formerly spent on importing finished clothing, could
now be spent on mors important and essential needs. Secondly, KTZ saves
foreign exchange because most of the raw materials are from locally pro-
duced inputs. The cotton that is used to produce textiles is all pro-
duced locally by local farmers. However to produce polysster the come
pany imports raw polyester from Italy and Switzerland in terms of barter

exchange trade., Zambia exchanges an agreed quantity of grey cloth with
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an equivalent guantity of raw polyester. In other words noc foreign
exchange is involved in the transaction, and instead the foreign exchange
is saved. This is an asisect of barter trade, otherwise known as counter
trade, that could be used by other import substituting companies.

Kafue Textiles (zambia) Limited, however, depends on imported dye
for no company in the country is able to produce dyse. The machinery used
in the product line also is imported as also the requirements of spare
parts for the machinsry. Importsof spare parts are on a regular basis as
a condition which the company has to accept when importing the machinery
itself. 1In addition to this, the personnel who are in charge of the main-
tenance of machinery have to be sent abroad for training.

The success of Kafue Textiles (Zambia) Limited in saving foreign
exchange can best be analysed on a relative basis. KTZ is unique among
Zambian import substitution industries, in that it does not import its
major inmputs (cotton). The amount of foreign exchange spent by the econ-
omy on the importation of dyes and spare parts to operate efficiently is
relatively low as compared to the other import substitution industries.

The success of Kafue Textiles (Zambia) Limited in terms of its con-
tribution toward employment of labour, use of local paw material inputs,
mainly cotton, and the meeting of domestic demand for cheaply priced
material is an exception to the general trend of most import substitution
industries in zambia, Its uniqueness can be attributed to the fact that
boing a textile manufacturing industry, KTZ as been able to specialize in
textile production and provide better quality material, Furthermore the
Kafue Textile's products are moulded for the consumption of the low

income sarnmers who make up the majority of the population. This is as
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opposed to most Zambian import substitution industries whose establishment
was based on the demand for imports which in most cases turned out to be
demanded as luxury oriented commoditiss. Manufacturing industries like

ROP (1975) Limited produce necessities but are a failure, because they are
unzble to meet domestic demand, thus leaving room for continued importing.
The reason why luxury oriented industries are discouraged is that there is
no room in these industries for capacity expansion due to the low demand

(in terms of number of consumers) which necessitates low production in order
to avoid wastages. Furthermore, most of the luxury goods can not be expor-

ted because of high level of competition on the international market.

Review of six months of KTZ operations up to 30th September, 1984:

The production of finished fabrics was 97% of the budget and the
sales was 98% in quantity and 99% in value when compared with the budget
for the six months. According to the performance of the six months, the
company should have made a prof;t more than in the budget, but due to the
devaluation of Kwacha and cost increase in operation, the actual profit
was 82% of the budget. The actual production, turnover, and profit before

tax of the company for the period under consideration were as follows:

Table 4
KTZ 6 months performance svaluation

Production of: Forecast Actual Actual as % of forecast
Spinning (yarn) 'com' kgs. 1687 1537 109
Weaving (grey cloth) 'ooo!

mts. 8428 8023 105
Processing (finished cloth) 7927 8200 97
Turnover:
Quantity - 'ooo' mts. 7606 8102 ag
Value K'ooo! 27172 27345 99

Net profit K'ooo! 3674 4499 32
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The company alse used the amount of K4,066 milliem in foreign
exchange to mest its requirements of imported raw material and sparse parts,
capital expenditure, capacity expamsiom and replacement of the old
machinery.

Given the abeve situation the intermal generation of funds as on
30th September, 1984 was K3,357 million. The company c¢arried out its opsesr—~
ations with the funds gemerated teogether with the overdraft facilities of
K6.75 million granted by the bankers. Even though the liquidity position
was light, the company met all its obligations.

The outlook fer the finameial year 1984/85 suggests that the produc-
tion could be more than the plamned budget as a whole but reducad compared
with the first six months eddetd 30 September 1984. The substantial dec~
rease in profit durimg the second six months of 1984/85 could be a result
of increased amount of imported raw materials, spare parts, new machinery,
etc. In order to achisve the budget for 1984/85 and improve the cash flow
the company plans to take the following undermentioned actions:

1. increase the prices of some of the fabrics on average by 7% from
1st November 1984 and reduce the priees of polyester cotton shirting
and light curtains,

2. increase the price of yarn sold te customers by an average of 13% from
1st November 1984,

3. 1increase the production of fabries which generates higher contrib-
ution.,

4, 1Improve the working efficiemey and avoid wastages.

Therefore the compamy together with the overdraft of K8.00 million
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granted by the bankers coculd become-self fimanced for its requiroments of

working capital during tne year 1984/85,

Budget review of 1985/86:

The production of high and improved quality fabrics acceptable by
the market is the key factor for the budget ysar 1985/86. The company
nlans to produce 16,708 million metres of finished fabrice of which
15.706 million metres is to be regarded as first grade and the balance to
be treated as second grade. However the following undermentioned external
and internal factors could be the major constraintson the achisvement of
the planned budget:

a) competition from the imported substitute fabrics,

b) competition from new textile mills in Zambia,

c) change in the taste and fashion is Zambis,

d) economic recaession in Zambia,

8) shortgage of foreign exchange allocation,

f) untrained human resources,

The company tries to minimize the effects of the above constraints by
adopting the following measuras:

1. appealing to the government against the issue of import licence
for substitute fabrics and requesting the allocation of forsign
exchange to the company for import of dyes, chemicals, spars
parts, etc.

2. overcome the competition from the new mills by producino divers—

ified products of high quality
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explore export markets for good guality fabrics on barter system
or export.

carry out a planned training programme forworkers.

The budget of Kafue Textiles (Zambia) Limited has besn prepared on

the basis of the assumptions that:

e)

b)

The selling prices of the company's products is to be increased

on average by 10% because of the expected decrease in the value

of the Kwacha, increase in costs of imported inputs and machinery,
increase in custom duty, increase in the costs of local rauw
material and services, stc.

More than K35.0 million in foreign exchange 1s expected to imp~-
ort raw material, spare parts, and machinery for replacement, to
finance its expansion projects, to repay the outstanding loen and
interest charges, and consultancy fees. The company expects to
obtain the requirements of its foreign exchange from the Bank of
Zambia (BOZ), barter system, export, loans, stc. Based on foreign
exchange availability the company would operate at 90% of the
annual rated capacity. Iﬁ doing so the company considers the

cost reduction measures such as improvement in the working
efficiency and avoidance of wastages.

The company is alsc expected to expand its existing plant capacity
during the current year for the import substitution purpose and
production of new products. The amount to be spent would be fin—
anced by the Development Bank of Zambia (DBZ), and other resources.

KTZ also would carry out the minor projects such as land and
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buildimgs, plant and machinery toc replace old machinery.

d) Internal generation of funds as on 31st March, 1986 will be
about K15,0 million, In order to achieve improved cash flow,
the sellins prices of the company's products are expected to be
increoased by 10%. Based on the successful operation of the bud-
get for 1985/36, the company's requirements for working capital
together with the available overdraft facilities of KB8.0 million
grented by the bankers to pay back loans and interest charges,
mest local eapital expenditure, and finance local expenditure om
expansion plant that would be self-financed.

o) The eompany launched a training scheme aimed at strengthening
tme operations at supervisory level. The company continues to
sponso® the staff on long-term courses in textiles technology,

ascounting, and emgineering.

Zambia Sugar Company (ZSC):

Zambia Sugar Company (2SC) ineorporated in 1964 was formed originally
to take over from Rhodesia Sugar Refineries Limited. The controlling
interest in ZS5C was acquired im 1971 by Indeco, who currently hold 78% of
the shares, Other parastatal organizations own 8%, Tate and Lyle Limited,
the technical partners, have 11% and others 3%.

Zambla Sugar Company is the sole supplier of sugar in Zambia which is
considered as an essential commodity and its price was previously deter—
mined by the govarnment, The company exports to neighbouring countries
and earns a substantial amount of foreign exchange. It also seeks invest-

ment opportunities to operate as an agricultural and manufacturing
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organization with a vast experience in both sectors, especially egricul-
ture,

The company at pressnt operates both in Ndola and Nakambala, After
independence in 1964, Z5C acquired a freehold of 6450 hectares of land in
Nakambala, and in 1968 the Nakambala division estate milled its first cane
crop, producing 21500 tonnes of raw sugar. As more land was added and
more sugar produced the Ndola refinery's capacity become inadequate to
handle the increased sugar cane. Accordingly a second refinery, at
Nekambala, was built ard came on stream in 1974. By 1982 zSC had expanded
to the extent that in the 1982 milling season (April to November) it pro-
duced a record of 117058 tonhes of raw material éugar from 9721 hectares
in 222 days, an average of 527 tonnes of raw sugar per day. This shouws
that the tonnages of raw sugar production over the years has increased by
no less than 180%.

By early 1980 ZSC was forecasting that the supply of raw sugar from
Nakambala would by 1984 exceed the joint capacity of the two refineries.
Accordingly ZSC commissioned Tate and Lyle Limited to study the zZambian
white sugar market and recommend hbw ZSC could most sconomically satisfy
the domestic demand.

Under this agraement the Tate and Lyle Limited determined that a real-
istic estimate of current refining capacity was 70,000 tonnes at Ndola and
40,000 tonnes at Nakambala per year. The study recommended that Nakambala
expand to 130,000 tonnes per year and close down at Ndola. Nakambala
extension project started in August 1983 and is divided into two sub

projects, namely a) Nakambala Fastern Extension which started in August
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1983 and is due to be completed in September 1985 with a project cost of
K3.6 million and estimated over 16% return on investment, b) Nakambala
Factory expension which started in December 1983 and is due to be come
pleted in March 1986 with the project cost of K25.0 million and expected

over 16% return on investment by the end of the project.

Employment s

The zambia Sugar Company is the largest employer among the parastatal
organizations, but its contribution toward employment decreased sign—
ificantly during 1980~83. Table 5 shows the trend of employment in Zambia

Sugar Company.

Table 5
Employment in ZSC
Zambian Non-Zambian Earnings
1980 66043 86 9,930,000
1981 5848 91 10,257,000
1982 5489 92 11,063,000
1983 4577 76 13,022,000

Soures: Questionnaire

However, the company did mot have any problem in recruiting skilled
manpower because the skilled mampower could easily be provided as the

rasult of agreemert with Tate and Lyle,

Capaeity utilizat:iong
The jeint capacity utilization of Zambia Sugar Company in Ndola and

Nekambala was on average 67.20 percent for raw sugar and 70.50 percenmt for
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white sugar. However the capacity utilization was due to availability of
sugar cene and the old machinery of Ndola refinery. Table 6 shows the cap-

acity utilization of Zambia Sugar Company in 1980-83.

Table 6
Thie trend of capacity utilization
of ZSC for 1980-1983
1980 1981 1982 1983
Raw sugar 46 .9% 73.7% 68.2% 78%
white sugar 5%.8% 51.5% 77% 76%
Profitability:

The difference betwsen total cost and salss gives the state of profit-
ability. The costs of Zambia Sugar Company include the cost of imported
chemicals and other necessary inputs, sugar making, machinery, spare
parts, overheads, foreign exchange loss and administrative costs. It must,
however, be noted thet these costs were a reflection of assets utilization,
and gave a return on investment of less than 2 percent in 1980 and 8 per—

cent in 1983, The trend of profit is shown in Table 7 below.

Table 7

Profitability of 78C in 1980-~1983

Fixed assets Turnover Profit
1980 56,400,000 38,204,000 1,058,000
1981 55,500,00 44,865,000 1,093,000
1982 55,400,000 49,915,000 4,441,000
1983 54,900,000 51,603,000 4,459,000

Source: The questionnaire



63.

The reason for low profitability is the govermment pricing policy
which kept the prices artificially low, as it was considering sugar an

essential commodity.

Export:

Zambia Sugar Compary exports its product to the neighbouring coun—-
tries since 1981, However, the amount was fluctuating during the period.

Table 8 shows the export of sugar in 1981-1983 in quantity.

Table 8

The trend of export of ZSC

1980 1981 1982 1983
Yhite sugar 0 1898MT 107mT 6287MT

Lusaka Engineering Company Limited:

Lusaka Engineering Company known as Lenco is the largest enginesering
company in Zambia in which Indeco holds majority shares (60%) and the
rest are owned by Interscmer, an Italian enterpriss. Lenco produces a
wide range of immediete and intermsdiate products such as buses, trailers,
nails, flyscreens, conduits, metal and tubular furnitures, window and door
frames, etc. for other sectors of the economy. Construction companies,
Building Suppliers, Zecco, Incar (Zambia) Limited, are the examples of its
major customers and their operation depends on how Lenco provides their
needs of materials.

Production in Lenco is organized around two departments, namely,

light and heavy engineering. The light engineering department specializes
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in the manufacturing of metal furnitures, and standard items (i.e. build-
ing material), while the heavy engineering department manufactures

trailers, vehicle bodies, stc. Table 9 shows some of Lenco's products.

Table 9

Products of 1ight and heavy engineering departments
Light engineering department Heavy engineering department
Safes of various types Vehicle bodiss of various
taste paper dustbins types
Open bookcases Trailers of various types
School equipment Tanks of various types
pffice desks Bus chassis

Bathroom cabinets
Roofing nails

Source: Questionnaire and company's publication.

Although the company is an engineering company and produces inter-
mediate products for other sectors of the sconomy, it is only ablse to
design its products and is not able to produce the necessary inputs or
obtain them from local producers because of limited supply or high prices
compared to imported ones., Almost all the machinery and spare parts used
by the company are imported from its mother companies based abroad. The
major suppliers of machineries and spare parts as well as other squipments
are in Italy, Englend, and West Germany. The company imports a high vol-
ume of its requirements from Intersomer in Italy, because most of the
existing machinerias are of Italian make. Also the company lacks the
skilled manpower to run and maintain the equipments and as per condition
agreements invites Intersomer enterprise or other suppliers to repair and

service machineries at the time of breakdouwns. Therefore unavailability
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of domestic scurces of raw materials, spare parts and skilled manpower
raises the dependency of the company on foreign supplisesrs and brings ser-~
iocus problems of foreign exchange for the country. As a result of its
dependency and substantial fall in its production it compels the other
sectors of the economy to import their requirements from abroad instead

of buying them from Lerco.

Outlook for 1984/85:

The allocation of “oreign exchange during the period under review was
very much short of reguirements. Out of the requirement of K2.4 million
only K1.6 million was rrovided by the Bank of Zambia., This caused sevsral
major raw materials of light engineering department, such as nail wire,
steel for production cf door frames, conduit strips and window sections
to run out of stock. The stock of trailer components was completely
exhausted by the end c¢f the first half year, affecting the production of
heavy department during the remaining period of the year. The bus sec~
tion remained practically idle due to lack of orders as a result of non-
availability of bus components. Also due to the Government's new requl-
ations on customs anc excise duty and ssles tax on a1l raw materials
imported, the landed cost of raw materials went up by 277. This, com-
bined with the decline in the value of Kwacha resulted in steep increases
of raw material costs. However, with severe competition in respect of
almost all products of Lenco it became increasingly difficult to increase
prices of the products in line with the increased costs of raw material.
Due to the above acverse conditions, the company delayed finishing some

of the products.
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Budget plan 1935/86:

As the company is heavily dependent on imported inputs due to the
nature of the products, the availability of foreign exchange is a key fac-
tor in detetmining the Zevel of production. Howsever, the rsduction in the
market share for Lenco products due to competition is also a constraint to
the achievement of the desired level of production.

Based on availability of foreign exchangs and increase in selling
pricee the following assumptions are made:

1) Against a forecast of K12,755 million, a turnover of K19.574
million is budgeted for the year 1985/86. The selling prices of
light engineering products are expscted to go up by 40%. Sim-
ilarly, an average price increase of 50% is expected in respect
of leavy engineering products due to increased costs brought by
inflation.and the diminishing value of Kwacha.

2) Cost increases are in respect of increase in the cost of raw
materials on the basis of price indications.availabla for the
major imported and local materials; inflation and increases in
salaries.

3) Cash sales and advance payments are insisted since the machin-
gries are cf old make and in some cases the suppliers are not
able to supply the required spare parts. The total expenditure
on major projects budgeted for 1985/86 is 1.320 million as
detailed below:

Bus body project ~ plan of machinery K.220 million

Oxdrawn plough project K1.100 million
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It may be mentioned that a sum of K0.88 million was already paid
to the Ministry of Finance towards importation of oxdrawn com=
ponents. The cther capital ~<xpenditure budgeted for 1985/86 is

1.550 toward other equipments.

Corporate plan (1985/86-1989/90):

The five year corporate plan indicates that the company will not be
able to improve its present situation and would continue to depend on
imported raw materials to keep production lines going., The foreign
exchange situation would cause operation under capacity and since the
lack of foreign excharge forced the company to obtain trailer components,
bus chassis and stesl under supplier's credit arrangement, the subsequent
devaluation and floatation of the Kwacha led to substantial foreign
exchange losses and, in consequence, lower capacity utilization. Thus
non-availability or .nadequate allocation of foreign exchange increases
the costs of production and makes the company unable to gain entry into

export market.

With regard to ISI the following inferences could be made based on
the foregoing enalysis of the four companies.
1. The companies perceive their role as contributory to the industrial
development of Zaembia per se not necessarily in the context of ISI. This
inference could be extended to other companiss. In fact out of all the
companies surveysec none of them had an explicit statement to the effect
that their goal was to foster the ISI goals of the government.

2, There is a tsndency toward a conflict of government and company
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objectives. In pursuance of social welfare goals the government would very
much like to keep the prices of manufactured goods low but the companies
have tended to attributa their poor performance to government price control
policy. However it is too early to evaluate the impact of the recent price
decontrol policy on the performance of ISI.
3. Virtually all the companies hed common problems of lack of domestic
supply of raw materials; inadequacy of foreign exchange; and shortage of
locel technical skills. These problems had adverse effects on the per-
formance of ISI.
4., There are no linkages among the four companies analysed. For example,
ROP Limited does not buy its equipment from Lenco nor inputs from ZSC nor
is there any connection betwesn ROP and Kafue Textiles. Rather sach com-
nany buys its inputs, spare parts, stc., from different countries and by
8o doing there is a waste of scarce foreign exchange resources., Similarly
it could be shown thet there are no forward linkages bestween these com-
panies and other companies in the different sectors of the Zambian econ—
omy.

The problems raised here will be much more obvious in the asssssment

of the overall variables that have been identified as in the next section.

Evaluation of the specific goals of the sampled companies

The company goals to be evaluated are:
(a) Bapital-intens.ity

(b) Foreign exchange used

(c) Employment

(d) Capacity utilization
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(e) "rofitability
Fach of the above (3) to (e) goals will be exemined in turn as fol-
lows.

(a) Capital-intensity:

Capital intensity deals with the rate at which machines are being
used in the company. Capital intensity, and depending on foreign machine
mathod is the common feature of the sampled companies during 1980-1983
period. Some of the companies such as ROP (1975) Limited expanded their
existing capacity and new investments are still under way. Zambia Sugar
Company is expanding the Nakambala division since 1980 and would close
down the Ndola division for it is very costly and the machineries are old.
The production of beer is disturbed in Zambia Breweries, because the
mechinery is old and its spare parts should be made in special design out
of the country. Table 13 combines Tables 10, 11, 12 to present = picture

of the capital intensity of the sampled companies.

Table 10
Fixed assets of ths gampled companies in 1980~1983 period
in million Kwacha

Branch industry 1980 1981 19682 1983
Food 20,625 20,544 20,064 19,805
Textiles 15,184 17,234 20,286 40,229
Wood products 2,481 2,494 2,530 2,568
Paper products » 103 0,154 0,329 0,561
Chemicals 85,623 94,555 114,182 78,836
Non-metal 13,171 13,680 14,167 15,634
Metal 3,025 3,870 4,376 4,176
Total 140,210 152,534 175,941 161,008

Source: Questionnsire



The fixed asse:s have been calculated after yearly depreciation.

Table 11
Employment during 1980-83 fur the sampled campanies

Industry branch “980 1981 1982 1983

Z NONm=Z Z non-~Z7Z Z non—Z Z non-7
Food 2537 43 2298 44 2336 | 42 1989 | 38
Wood 859 7 862 7 856 5 859 6
Textiles 1568 26 1745 17 1870 12 1978 15
Paper 52 1 51 1 55 1 50 1
Chemicals 810 27 823 | 27 937 | 28 945 32
Non-metal 42¢ 11 432 12 445 | 10 449 7
Basic metal 339 9 281 6 290 6 116 4
Total 6590 124 6492 {114 6689 (104 6393 {103
Table 12

Turnover for the sampled companies in 1980-1983 psriod
in million Kwacha

Industry branch 1980 1981 1982 1983

Food 64,737 73.029 83.352 83.706
Wood 32.800 33.700 35.900 43,100
Textile 1.482 28.062 31.227 32,205
Chemicals 17.731 18.926 24,242 38.949
Non-metel 5.852 7.650 9.678 10.437
Basic metal £.336 8.249 8.899 10. 340
Total 148,938 170.608 193,288 218,737

Source: The questionnaire
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Table 13

Canital intensity of the sampled companies

in 1980-1983 period

Fixed assets Employment K/L K/Q
1980 140.210 6714 20 883 0.941
1981 175.537 6604 23 097 0.894
1982 175.941 6793 25 900 0.910
1983 161.008 6496 24 786 0.736

Sources: Table 10, 11, 12
NOTES: K = Capital | = Labour § = Turnover

(b) Foreign exchange used:

The dependence of the sampled companies on imported raw materials,
chemicals, machinery and spare parts was enormous and increased during
the period for individual companies in the sample. Ths dependence of
individual companies on annual imported raw materials was 32 to 79 per~
cent in 1983. The analysis of the sampled questionnaires suggests that
the companies used more foreign exchange than the amount allocated to
them., Therefore one explanation could be that some of the foreign
exchange came from foreign aid. For example ROP received vegetable oil
from USA under USA aid programme in 1983. Tables 14, 15 and 16 show
the trend of foreign exchange used and the imported raw material during

the period,
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Table 14
Imported ew material during 1980-1983
in million Kwacha

Branch industry 1430 1981 1982 1983
Food 8.442 13.603 13.817 16.665
Wood 1.370 1.730 1.850 2.100
Textiles 1.842 3.844 3.00% 4,014
Chemicals R.270 8.085 9,635 8.932
Non-metal 1.318 1.666 2.130 1.628

Total for raw mater~
ial 21.542 28,928 30.437 33.339

Source: Questionnaire and the Ministry of Commerce and Industry

Tabls 15

Foreign exchange used by the sampled companies in 1980--1983 period
in million Kwacha

Branch industry 1980 1981 1982 1983
Food 8.318 13.764 10.762 9,866
Wood 1.560 1.733 1.950 2,450
Paper 0.180 0.111 0.043 0.043
Chemicals 5.385 6.586 5.764 11.675
Non--metal 1.300 2.800 2.000 2.000

Total foreign
sxchange 17.243 24,994 20.519 26.034

Sources: Questionnai:re and the Ministry of Commerce and Industry

Table 16

Foreign ex~' ange used and imported raw materials during
1980~-1983 pariod in million Kwacha

Forex used Paw materials
1880 17.243 21.542
1981 24,994 28.928
1982 20.519 30,437

1983 26.034 33.339
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(c) Employment:
The number of employess generally decreased during the 1980-1983 per-

iod for the sampled companies except in 1982, Also the Government com—
tinued the policy of Zambianization and as a result the number of non-

Zambians who werse holding a high post in the sampled companies reduced.
Table 17 glves the information on employment trands of the sampled Com-

panies during 1980-~1983,

Table 17

Employment and wage bill of the sampled companiss during

1980-1983

Zambian Non~Zambian Total Wage bill
1980 6590 124 6714 11.395m
1981 6492 114 6606 13.829m
1982 6689 104 6793 15.627m
1983 6393 103 6496 18.968m

Sources: The questionraires; and Central Statistical 0ffice publications

(d) Capacity utilization:

The variables on which capacity utilization depended include : market
for output of the industries (local and export markets); raw material
availability as inputs (local and imported); foreign exchange availability
for import of technology, equipments, and spare parts, keep the industries
in production as well as for the foreign raw materials component; skilled
manpower (Zambian and non-Zambian) for day-to-~day operatipns and sudden
breakdowns requiring immediate repairs to reduce the down time; and the
Government policy of rationing the foreign exchange in favour of some

companies. From the questionnaire it is obvious that the companies have
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had foreign exchange shortages to import necessary equipments and spare
parts. This was more severe for the companies whose machinery wae old
and needed constant maintenance and changing parts. Zambia Sugar Company
Ndola division and Zambia Brewerees (both Lusaka and Ndola divisions) are
examples. The unavailability of skilled manpower also has helped to
operate under capacity. For example Nitrogen Chemicals of Zambia in

their 1984/95 budget complained that shortage of skilled manpower has
caused stoppages of its production. Other examples were Zambia Steel and
Building Supplies, Shonga Steel Industries, etc. where unavailability of
raw material, skilled manpower and consequent low capacity utilization
raised the prices of products of the sampled companies and made them
uncompetitive in the world market. Also excess capacity and high cost of
production resulted in some companies such as Nitrogen Chemicals not
having domestit as well as export market to sell their products. Nitregen
Chemicale during the period, faced with low demand for its fertilizer
because of drought and its sole buyer had stocks to meet two years' dems
and of local market., Table 18 summarizes the sbove variables for the sam=

pled companies in 1930-1983 period.

Table 18

Canacity utilization for the sampled companies

during 1980-83 in %

Industry branch 1980 1981 1982 1983
Food 62 70.46 69.4 59,35
Wood 65 60 61 61
Textiles 78 79 75 73
Paper 50 60 58 50
Chemicals 62 49 47 33
Non—-metal 50 59 58.9 55.8
Bagsic metal 47 47,6 44,1 63.1

Average 59.14 60,72 59,06 56.46
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Sources: The Questionnaire, Unido Publication Feb. 1985. The companies
annual budgets.

(e) Profitebility:

The essence of the assasement of the success or failure of ISI could
be viewsd from the perspective of efficient resources allocation and
utilization. Profitability could be regarded as a main criterion for the
measurement of the success/failure of ISI. The factors which effect
profitability include: resource costs; market prices; assets utilization;
operating costs; and opportunity costs,

profitability from the accounting perspective would mean total rev-
enue lees total costs, whereas from the economic perspective the concept
of opportunity cost of resources must be considered. .Thus sconomists con-
sider profitability as total revenue less total costs plus or minus
opportunity costs. However as far as the opportunity costs are concerned
macro analysis would be necessary, but that is not within the scope of
this study.

Cost of production for the sampled companies was very high because of
lou level of production, unavailability of foreign exchange to import
necessary inputs, shortages of skilled manpower, negative or low, net cur-
rent assets, which necessitated government support in the form of sub-
sidies. The tablesbelow give the picture of companies' asssts situation,
turnover, profit, return on investment and growth rate of profit. How-
ever, the growth rate of profit was in most cases due to the increase in

selling price of the sampled companies.
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Table 19
Ne* current assets position during 1980-1983
in million Kwacha

Branch industry 1980 1981 1982 1983
Food (3.506) (4.627) (0.243) (0.690)
Wood 11.601 11.493 11.573 13.775
Textiles 3,579 4,984 15.154 9.528
Paper 0.075 0.087 0.214 0.230
Chemicals 4,243 4,537 6.787 11.959
Non-metal (0.250) (10.502) (1.427) (0.725)
Basic metal 0,744 1.774 1.850 2,208
Total ‘ 14,486 16.746 33.908 36.279

Source: Questionnaire

Table 20

Current assets position during 1980-1983 in million Kwacha

Branch industry 1980 1981 1982 1983

Food 21.239 18.816 25.860 28.523
Yood 23.571 22,693 22.245 26,566
Textile 11.883 13.609 27.159 22,295
Paper 0.223 - - .195
Chemicals 14,480 15.485 21.480 79,945
Non-metal 3.403 3,832 4,232 5.387
Basic metal 3.608 5.331 6.389 6.392
Total 78.407 79.766 107.365 165.303

Source: Questionnaire
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Table 21
Trend of profitability in million Kwacha
in 1980-1983 pneriod

Branch industry 1980 1981 1982 1983
Food 0.012 2,537 3.108 0.429
Wood 4,507 4,800 6,500 5.100
Textiles 4.703 5,423 5.245 4,877
Paper 0.00C4 0.013 0.014 g.016
Chemicals 1.0¢6 ( .124) ( .299) (3.762)
Non-metal (1.734) (1.054) 0.538 1.331
Basic metal 0.634 0.697 0.690 1.000
Total 9.220 12.328 15.796 8.991
Table 22

profitability, return on investment, growth rate of profit,
in 1980-~83 of the sampled companies

Year F/Asset Profit Growth rate of ROI %
profit %

1980 140.210 9,220 - 7

1981 152.534 12.328 34% 8

1982 175,941 15.796 28% 9

1983  161.008 8.991 (43%) 6

Source: Questionnaire

The variables that have been examined under specific goals of the
sampled companies included capital-intensitys; foreign sxchange used; emgby-
ments capacity utilization; and profitability.

These variables are interrslated. Capital-intensity, for example,
could lead to a depletion of foreign exchange; a decrease in the employ—
ment of human resources; an inadequate use of capacity; and unprofitable

operations. Similarly profitability as the objective veriable of
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companies is & function of the variables already listed. Any one variable
could lead to an increase or decrease in the profitability of the company,
This means that all the variables muc: be perceived as a whole rather
than as individual items that can be traated in isolation. In the final
analysis profit maximizetion is the main criterion against which a company
would want to evaluate its performance. Although the government is also
interested in profit maximization, the government would tend to give pre-
ference to social welface objectives. For instance, the government would
ineist on the retentior of employess even when a company is visibly in
financial difficulties. The interrelatedness of the variables in ISI
thus implies that thers should be an integrated approach to the ISI strat-
agy.

The above variables are reflected much more in the next section on

151 and governmsnt objectives.

fasessment of manufacturing policy of the Zambian Government

The zambian Governmant has been in the forefront of nromotion of
import substitution industrialization in the country. The Government
objoctives as presented in Chapter 3 includse:

(a) Development and diversification of the economy;

(b) Reduction of imports and saving of foreign sxchange;

(c) Emphasis cn labour—~intensive industries and promotion of

employment.;

(d) Developm:nt of linkages;

(e) Surplus production for exports;

(f) Dispersion outside the main centers.
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In response to the ajove cbjectives, the manufacturing sector began to
grow at a rapid rate aftsr independence but has been in serious difficul-
tiss since mid-seventies, and has succeeded very little in promoting the

various objectives set cut at the time of independence.

Diversification:

The manufacturing sector grew rapidly after independence. During
1964~1975 it achieved an annual rate of growth of about 15 percent but
growth became stagnant thereafter. Growth was particularly impressive in
the textile, food manufactures, tobacco and chemical branches. Employ-
ment also increased sujstantially over this period. Currently the manu-
facturing sector accounts for 11 percent of total wage employment.

The main manufacturing activity consists of copper refining, pro-—
duction of alcoholic heverages, sugar and edible oils. Textile factories,
chemical plants, cement factories and glass producing units are also in
existence. Zambia produces semi-manufactured copper products. An
engineering industry manufacturing and assembling radios, bicycles and
automobiles has been established, and among major developments nlanned for
the future are: the expansion of truck assembly plants, and the establish-
ment of fertilizer producing units. Money has also been raised for sup-
porting the small-scale and agro-based industries. Houwsver, most of the
diversificatior has come about as a result of a few capital-intensive
investments especislly in tha public sectors (See Unido (1985), and

Seshamani 1984).
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Import substitution and exoort promotion:

Although tnere has bssn an early recognition of the need for both
import substitution and export diversification to snable the Zambian econ—
omy overcome its excessive dependence and sole dominance by thes copper sec—
tor and also for the ecinomy to achieve self-reliance, not much serious
attention was paid to export diversification. In 1981, copper accounted
for over 89% of the total exports in terms of valus while cobalt and
zinc accounted for 4% and 27 respectively. The reason for the lack of
achisvement in roagard t) export diversification was that such diversific-
ation was hoped to be achieved through import substitution which became
the basic industrial strategy. The result was that the growth of import
substitution industries did not contribute to a reduction in import needs
of the country nor encouraged export diversification. As foreign exchange
problems started to d-velop, a lack of importsed inputs became the most

important constraint cn Zambian industrial growth.

Import dependence

wWith high import dependesnce coupled with growing scarcity of foreign
exchange, growth foc 10st of manufacturing firms is simply out of the
question, Most of the firms are using more than 50% of their raw mater-
ials and between 9C~100 percent of their spare parts and machineries that
are imported. It iz only in the food and clothing sectors that the per—
centages have remaii.ed significantly low. Table 23 shows the percentage
of dependence on imported raw material for parastatals during 1980--1983

period: (data from private sector is not available).
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Table 23

Imported depenizncy on annual requirements as % of
total inputs For the sampled companiss in 1980-1983

Name of company 1980 1981 1982 1983
ROP (1975) Limited 61 57 43 32
Zambia Sugar Co. 0 0 0 0
Zambia Breweries 52 55,54 61.49 61.45
National Milling Co. 39.71 64.13 60.3 £51.85
Supa Baking Co. 071 071 079 071
Zambia Steel and Building

Supplies Limited 30 30 30 28
Nitrogen Chemicals Co. 20 20 40 45
Kapiri Glass Products 72 79 71 79
Chilanga Cement 0 0 0 0
Crushed Stons Sales Limited 0 0 0 0
Kafue Textiles 25 31 28 32

Source: Questionnairs

Table 24 shows imported inputs into manufacturing and total impor—
ted inputs into all industries and percentages from 1975-1980. The data

after 1981 are not available,

Table 24

Import dspendency on imported inputs into manufacturing
and into all industries in 1976-~1981 in K million

1975 1976 1977 1978 1979 1980 1981

Imported inputs into

manufacturing (F.0.8.) 186.7 151.1 170.8 144.2 183.3 292.5 327.3
Total imported inputs

into all industriss

(F.0.B.) 334.7 266.4 289.6 227,3 255.6 482.4 496.2
percentage (°/b) 55.8 56,7 59.0 63.4 69.0 60.0 66.0

Cepital intensity and import dependence:

In a country like Zambia in the manufacturing sector high import
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dependence is associated mith capital intensity of production since with

no si nificantly developad indigenous capital goods sector, most of the
canital would be imported. In Zambia, capital intensity has been someuwhat
declining in the manufecturing sector as 2 whole as also in several sub-
sectors of manufacturiny. However, the ov-rall import dependence has not
commensurately come dowi. Increasing trends in capital intensity arse
associated with increasing percentage dependence on imports, while decreas-—
ing trends in capital iatensity do not seem to be invariably accompanied

by decreasing trends ir import dependsncs.

For examplse, Rank Industries has registered continuously declining
capital intensity since their inception until 1983, but there has been no’
decline in its percentaje import depsndence, In the case of Kafue
Textiles Limited decline in capital intensity has resulted in marginal

decline in import der3andence.

Export performance:

While there has Yeen no abatement in import depsndency, there has
been hardly any achisvement on the export side. Qut of the entire sample
of 23 firms only Chi'anga Cement and Zambia Sugar Company reported export-—
ing anything at all. Due to stiff compstition in the world market and
uncompetitive prices of the Zambian goods, even those firms were not opt-
imistic about export prospects.

The rest of the firms do not even contemplate export since their pri~
mary concern is tc improve capacity utilization rates and produce enough
for domestic market in the first place. Firms with obvious export poten—

tial also experier~e some general as well as specific problems such as
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Linkages:

Linkages in Zambiar economy have besn very weak and the growth of
manufacturing sector hee contributed very little to the development of
linkages. The third na“ional development plan (1980) observed "very feuw
manufacturing firms whizh emerged during those two plan periods (i.e.
First and Second Plan Fsriods) were designod to utilize domestic raw
materials and to develcp linkages with other sectors of the economy such
as agriculture. There was insufficient attention paid to the development
of groups of interdependent industries, able to supply each other with
semi manufactured inputs. Assembly plants such as Livingstone Motor
Assemblers and ITT have simply replaced imports of assembled products
with imports of unas: smbled products”.

Government objectives with regard to ISI have been presented in the
preceding section. The following is a summary of the causes of the
inadequate achievemert of these objsctives.

(a) The ISI requirem:nts were not properly understood with the result that
151 came to be rigarded as the only strategy for the manufacturing
sector. For ex mple in addition to ISI there is also export promotion
industrialization, balanced growth industrialization, etc. ISI alone
will therefora not accomplish the government goal of diversification
of the sconomy

(b) Because of th~ mistaken perception of what is involved in ISI, there
has been a tendency to increase the import of raw materials, tech-

\

nology and spaire parts. This has resulted instead in the use of more
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(d)

(e)

(f)
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foreign exchange and -~as not helped the government to reduce imports.
Tners is no linkage t etween the mining sector and other sectors of the
economy. Tha mininj sector, for instance, eccounts for about 95% of
Zembia's export earnings but the minerals are not processed in Zambia,
This means that ISI is frustrated through the reluctance of mining
companies to engage in ISI activities.

The preference by the companies for capital-intensive production tech-
nigques has frustrat d govsrnment policy to create employment through
ISI. In fact all the companies have no explicit policy on the
ancouragement of labour-intensive production techniques. Government's
goal of more emplo/ment can only be achieved through labour-intensive
production technicgues.

Companies prefer tc locate in the main towns along the line of rail,
This is because tne infrastructure is already developed and trans—
portation is aveil!able as well as the abundance of people looking for
jobs at any price. 1In effect the companies are usually not willing.
to locate esway from the main centres on the excuse that outside areas
are too remote from the places of consumption or the market, stc.

The Zambian gove-:nment's internaticnal commitments especially in the
championing of the liberation struggle of neighbouring countries has
contributed to “he deterioration in the performance of IS5I. The
government has nad to spread its resources especially foreign exchange
resources over the demands of ISI and the requirements of the

liberation struggles in the subregion.

(8) The expansion of government involvement through nationalisation/
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parastatals has meant thet the private sector has had to either competg
with the government for available foreign exchange or the government has
had to be compelled to finance inefficient parastatals that would have
gone out of business if left on their ouwn.

All these causes taken together have led to the inadequate realis-
ation of government objoctives for import substitution industrialization
in zambia. There has also been a tendsncy to pursue the ISI on a trial-
and-error basis. It must be understood that ISI is only one approach
to the attainment of gcvernment objectives which have all besn assigned
to ISI. In other worda there has been a tendency to expect too much
from ISI. The next chapter will be on conclusions and recommendations

on the direction of ISI in Zambia.
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CHAPTER SIX

CONCL.JSIONS AND RECOMMENDATIONS

CONCLUSIONS

The Zambian manuferturing sector grew rapidly after independence
under a high protectionist wall, From 1964 to 1975 it achieved an annual
growth rate of about 15 percent, but stagnated thereafter, Growth was
particularly impressive in textiles, food manufactures, tobacco, and chem—
jical branches w:thout @ significant structural changs. The grouwth was
capital- and inmport-intensive and of an 'easy' import substituting charac-
ter, in the sense that it remained confined to the consumer goods bran-
ches and did not lead tn a contraction of the capital import needs. Des-
pite the growth of domestic components In the apparent consumption of
some goods, the overall import dependence of the economy increased.

The share of manufas*im~4 imports in total imports has fallen sign-
ificantly, reflocting an increase in the import of raw materials and food.
The main manufacturad imports are nom—electric machinery, transport
equipments, textile yarn, iron and steel, and petroleum products. Most
manufactured importe constituts essential production inputs or ars used
for meeting shortfalls in essential consumar goods., Therefore there
exists relative potantial for a further immediate reduction in imports to
deal with the probicm of the rising debt burden of Zambia.

Industrial priductivity and efficiency are relatively low in the
Zambian manufactu. ing sector. The import substituting firms which grew
behind high protertionist walls selscted production technologies that

were not fully su.table to local conditions and the shortage of foreign
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exchange and therefore, shortages of inputs created a severe supply crisis
for the manufacturing sector. A major problem is canacity utilization.
Capacity utilization especially within the Government—owned industrial
corporations varies widsly. In general, capacity utilization was about

60 percent in 1980 and 36 percent in 1983, It is particularly low in food
manufacturing and edible oil plants and factories producing wood products
and fertilizer.

Manufacturing exports are very low and represent a small nortion of
total Zambian exports. The export of non-ferrous mete&ls constituted 99.07
percent of Zambian export. Sugar, cement and some chemicals are also
exported. But it has been argued by Government economists that potential
for export growth alsc exists in the food manufacturing, textile, wood and
metal nroduct brénches.

in brief the following appear to be some of the prominent character-~
istics of the manufacturing sector of Zambia,

i) The sector has grown large enough to become a significant part of
Zambian economy. Its role, therefore, can not be under played des-
pite its unsatisfactory performance so fars

ii) Its structure and intra sectoral compositions have not undergons any
significant change in the desired direction;
iii) The sector continues to be dominated by consumption goods production
and to neglect the capital goods industries;
iv) The import derendence of the sector has remained very high especially
for raw materialss

v) The combined effect of (iii) and (iv) has been the inadequate
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development of inter sectoral linkagss within the domestic economy;
vi) The contribution of the sector to export diversification and for-
eign exchange earnings has been minimal. As a result, the sector
continues to be hesvily dependent on mining, especially copper, for
its own growth.
fs pointed out by Seshamani (1985) the increased dependence of manu—
facturing inputs imports on copper exports and of manufacturing pro-
duction on imported inputs has caused the manufacturing ssctor of
Zambia to be caught in a vicious circle. A circular constellation
of forces have be3n acting and reacting on one another so as to keep
the Zambian manufacturing sector at low rates of grouwth,

In recent years capacity utilization rates in the manufacturing
sector have been about an average of 59 percent and in some of the
sub sectors like wood and wood products, paper and paper products
and chemicals and chemical products it has bsen 40 percent below.

The foregoing conclusions and the preceding analysis will all be used in
making recommendatiors on ISI direction in Zambia based on this research

project.
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RECOMMENDATIONS

High dependence of =he manufacturing firms on the country's foreign
exchange and imported inouts, have czused the failure of import substit-
ution industrializatior in Zambia so far. This is the backdrop against
which to make at least ten recommendations that could lead to better per-
formence of the ISI in Zambia. These recommendatisns will be articulated
in the paragraphs that follow.

1. Import substitution industrialization should be ean inward-looking
strategy rather then an outward-looking one. The inherent weaknesses
in the present strategy of Zzambia could be overcome if the strategy
is made inward-locking in terms of sourcing of raw materials and
other inputs. The swocess of Kafue Textile Zambia Limited is an
example. It is cne of the few firms that does not import its major
inputs, and by securing additional cloth to supplement its own produc-
tion through a bac:os cichange systom, it has rationalized the use of
foreign exchange. Tha firm has consequantly not suffered any serious
recession or unp-ofitability of operations. Its products are not
luxury-orientecd and are relatively cheap priced, and has established
forward and backward linkages.

However, 3ven if a firm's dependeiice on imported inputs in terms
of quantity may seem low, the value of the imported raw materials and
other inputs ceould amount to a high share of the total cost. Such
firms can not he regarded as successful manufacturing firms in terms
of the inward looking goals of I15I. Zambia Ceramics for instance

depends largely on locally supplied clay and hard materials which
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constitute about 95 n-rcent of the required raw materials. However,
in value terms, the imported inputs can constitute over 30 percent of
total raw material costs. This is more critical because it demands
foreign exchange, @73 requires costly and problematic transportation
into the country. (46)
Currently import sutstituting firms are dependent on imported raw
materials in two ways: a) the imported technology and machinery may
not use domestic ra: material or it is not available; b) the desirse
of the firms to import raw materiasl is .with a view to improve the
guality of their products.

product qualiiy is no doubt an important thing, but the primary
concern of manufacturing firms should be to minimize the use of for-
eign exchange eve if it means making some concessions on quality.
In this line, the scientific and research institutions such as
National Council or Scientific Research, and Geological Survey should
make concerted ef “orvs to identify the quantity and quality of all raw
materials that are available in Zambia.
The inadequacy of capital goods industries and lack of linkages has
been due to the high import dependence of firms which otherwise have
high linkage polential, Lusaka Engineering Company (LENCO), for
example, could ilay an important role in providing intermediate
inputs and spara parts for firms producing final goods. A shortfall
in foreign exchange and hence a ghortfall in its required imported
inputs has affected Lenco's production. It has, thersefore, been

unable to meet the demand of other firms which want to buy from Lenco.



91

Conseqguently, thnse firms are forced to import their requirement
of inputs instead of buying them from Lenco., Therefore, valuable
forward linkages are thus lost. The gradual replacement of for-
eign eechnology by indigenous technology and the development of
adequate capital goods is necessary. In order to do so, it may
be suggested that the Government could refuse the issue of manu-
facturing licerses for firme which are likely to be highly import-
dependent. Firms which have proven that they have localized
their production process, should be provided tax holidays for
their first few years,

So far tariff on imported raw materials and capital goods bas
been quite low. This has tended to encourage preference for
imported raw materials and imported capital gocds. As a result
there is no incentive to use local raw materials and also nc
incentive to establish capital gocds industries. This situation
has contributed to the failure nf ISI. It is therefore recom-
mended that the Government shcould impose a tax on 2ll raw mater-
ials importe not only to collect revenus but also to encourage
industrialization in the country. This view was shared by
nearly all the companies surveyed,

One of the reascns that mamufacturing developmant has not pene-
trated the provinces outside the line-cf-rail is because most of
the units have baen of a large-scals and capital intensive nat-
ure. The other reasons are the absence of infrastructure fac-

ilities ar:d inadequate markst in the under developed regione..
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Thus a need to restructure the Zambian esconomy is felt. The
first step might be the development of small-scale industries

as a solution to many of the problems of the manufacturing

sector and of the Zambian economy in gensral. Small-scale
industries are generally more labour-~intensive and hence can
promote employment with relatively small investment. Since the
level of employment in manufacturing sactor, as questionnaire
reveals, has dropped, the small-scale industries, especially if
they are based in rural areas, would absorb the unemployed and
decrease migration from rural areas to urban areas by generat-
ing income in the rural areas.

Agricultural sector should also be promoted. National develaop~
ment of agriculture as the primary sector and developing
industriaes with strong emphasis on agriculture may be ons of

the best ways to increase productivity of manufacturing sector

in Zambia. Raising of agricultural productivity sspecially

that of medium-scale farmers, as a means of achieving industrial-
jzation would accomplish the industrialization goals by expand-
ing internal demand for intermediate and consumed goods pro-
duced by domestic industries. This is a helpful approach for a
number of reasons. Agricultural sector would require a2 large
volume of inputs from the industrial sector such as fertilizer,
water pump, egricultural tools and equipmerts of all kinds.

much of the increased agricultural production requires industrial
processing, or provides a basis for new resource-based industries.

The development of agriculture will require a good deal of neuw
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construction. Fkigher agricultural incomes are snent with pro-
gressively morc emphasis on industrial consumer goods. Higher
income from industrial expansion would in turn provide an
expanding market for agriculture, especially faond., It is also
a source of abenrbing labour and therefore wculd decrease the
rate of unemployment.

Under capacity utilization is a common element of manufacturing
sector in Zambia. Some of the reasons that are responsible faor
under utilization have been identified in the text and include
shortfalls in foreign exchange allocation for imported inputss
jack of local raw materials; shertage of expert maintenance
crew; breakdcwn of foreign machinery with no snare narts
available. These are problems that should be overcome to inc~
rease the casncity utilization, rather than exnanding capacity
that may never be used. Nitrogen Chemicals and ROP are exam-
ples of companies that expanded their capacity rather than
increasing their capacity utilization. ROP produces edible oil
which is an sssential commodity but highly priced. Therefors,
an increasse in the capacity utilization could reduce the cost
and hence the price of the products and also reduce the import-
ation of ediblse oil for meeting domestic demand. The case of
Nitrogen “hemicals is much more interesting. It operates with
capacity utilization of about 30 percent but had produced fertil-
izer in 1984 that, as has been pcinted out in the text, could

not be anld because Namboard, the only distributor of fertilizer,
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had encugh stnck to last thms country for twc years consumpe
tion. This was due partly to the high orice of fertilizer pro-
duced by NCZ ani the fact that Namboard itgelf imported fert-
ilizer that was much cheaper than that of NCZ.

A successful firm must cater to the demand of the majority of
the population and its procucts must be sold at prices which
they can affori. However, although the suggestion is that
price should te low, the low price should be achieved through
productive efficiency and not due to forced Governmant pelicy.
For example, the price of sugar was artificially low not because
of low cost cf nroduction but beceuse of Govermment price con-
trol nolicy. The success of Kafue Textiles is an example of
low nroductisn cost and therefore low price products that maj-
ority of the ponulction can afford, Therefore Government
should reduce or eliminate the subsidies altogether, because
they lead to an increase in costs and make certain firms inef-
ficient. The subsidies could be used for the crestion of
em~loyment in other sectors of the economy such as agriculture.
The case of Nitrogen Chemicals and subsidies is illustrative of
the point made hers.

The export diversification to sarn foreign exchange for the
country is necessary, Effort should be mede to enccurage the
firms whose products are expertable. This may be done through
the rest-ucturing of the tariff system and the foreign exchange

regime with a view to evolving a balanced economy based on a
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balance hetween import substitution and export promction indus~
tries as well =s a balance in the other sectors of the economy.
There is alsc the need to develop small-scale industries that
are labour-intansive; and imnlement other policies that are
sunnlementary to ISI.

Training in educational institutions should be in conformity
with industrinl needs with a view to enhancing the innovative
capitilities -f local scientists, engineers, and technologists,
in view of the limited technical expertise in Zambia.

In the final analysis import substitution industrialization
can econtribute significantly to the realisation of government
objectives. In the course of implementation it gets modified
in alignment with realities. The potential for the success of
IS1 in Zambia is great and given government determigation the
1S1 can succeed in promoting the overall industrial develonment
of the country. Since Zambia is at present a mineral-led econ-
omy in the sense that 95% of its exports come from mining, it
cculd be prenesed that there shculd be an integrated develon-
ment of the sconcmy, This implies that mining can promote the
develonment of the other sectors of the economy, which secters
would in turn nrovide inputs for the mines. Thers will be for-
ward and backward linkages if an integrated apprecach to indus-
trializetion is pursued. This integrated approach would pro-
vide an environment in which ISI can grouw from strength to

strength and eontribute to the cverall development of Zambia,
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APPENDTIX

The sampled companies

No. Name of the company Place sector Year of incorpor—
ation

1 Refined 0il Products Ltd. Ndola 1 1975

2 Zambia Steel and Building

Supplies Lusaka 3 1965
3 Kafue Textiles Zambia Ltd. Kafue 2 1966
4 Supa Baking Co. Lusaka 1 1962
5 National Milling Co. Lusaka 1 1966
6 Kapiri Glass Product Kapiri mMposhi 6 1972
7 Crushed Stone Sales Ltd. Lusaka
8 Nitrogen Chemicals (Z) Ltd. Kafue 5 1967
9 Zambia Sugar Co. Lusaka 1 1860
10 Chilanga Cement Chilanga 6 1940
1 Zambia Breweries Lusaka 1 1966
12 Lusaka Engineering Co. Lusaka 7 1971
13 Vindas Drug House Lusaka 5 1968
14 Brick and Tile Manufacturing Lusaka 6 1971
15 shonga Steel Industry Lusaka 7 1974
16 Rank Industries Lusaka 4 1974
17 Plastico (Z) Ltd. Lusaka 5 1976
18 Metal Containers Ltd. Lusaka 8 1968
19 Family Biscuits Lusaka 1 1973

20 Sobi Industries Lusaka 4 1970



No. Name of the ccmpany

21 Central Cigarette Manufacturing
Co. Ltd.

22 Unique & Company Ltd.

23 Zambia Knitting Mills

7.

Place Sector Year of incorpor-
ation

Lusaka 9 1964

Lusaka 3 1975

Lusaka 2 1977

Key to sector numbers

Sector No.

1

Sector

Food, beverages and tobacco
Textiles and wearing apparsel
Wood and wood products

Paper, paper products, printing
and publishing

Chemicals, pstroleum, plastic
and rubber products
Non-metallic mineral products
Basic metal products

Fabricated metal products

gther manufacturing
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