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ABSTRACT

This i3 a study of the legal framework and
administrative practices governing trade in Zambia. It
begins by considering the partinence of trade, that is
external economic intercourse, to development. Im this
regard it considers the role of the state in development,

and that of law, as a tool of social engineering.

The study examines the major theories that have been
promulgated 2bout v.i: wole oi vre.. ...  .velopmeni. sor
developing counvzi-iz, such as Zambia, the main theories in
this respect have been those relating mainly to import
substitution and export oriented growth.

An overview of the trade regime before independence
in Zambia is also given in this study. This is necessitated
by the fact that the law enacted by the colonial regime has
had an over all profound effect on the development of trade
related policy. It's influence on the content and operation

of the legal order is also made.

The study them examines the effects and consequences
of the legal and administrative framework on the trade
regime in Zambia and it's implications for ecomomic growth

and development.
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In conclusion, the study makes observations
about ways in which the regime ocan be made more
effective in it's role as a vehicle for economic

growth and development.
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INTRODUCTION

The purpose of this study is to examine the legal
aspects of Zambiats external trade. Tpe focus of the study
is to assess the effectiveness of the law, and the administrative
process it establishes in fostering economic development. 1In
8o doing we shall consider the procedures and processes to
which exporters and importers have to conform and then
determine whether the frame-work within which they operate

promotes trade and economic development.

1.  NATURE OF STUDY

Trade between nations has from the earliest times
been necessitated by the uneven distribution of resources
and the different climatic conditions obtaining in different
parts of the world. As a result no nation possesses all
the resources or commodities it requires, either for economic
development or for consumption. Further even in cases
_where there is more than one producer of a particular
commodity, comparative advantage has to a certain extent
determined trade flows. Therefore, it is not only the
international distribution of resources which has necessitated
trade, but also the international division of expertise,

technology etc.

Trade which is the movement (exportation and importation)

of goods and services across national boundaries offers a



number of benefits. On the export side, foreign

trade usually allows the employment of factors of production
which would otherwise not be exported at all (e.g. it is
highly unlikely that in Zambia - investment in copper mining
would have been on such a large scale if there was no foreign
trade in the metal). Exports lead to a physical increase
in the national product in the form of corresponding imports.
Foreign trade thus provides additional employment and income,
a wider variety of consumer goods, and a higher standard of
living. Inversely, the loss of such trade generally
means additional unemployment, loss of income, a reduction
of the national product, and a deterioration of the standard

of living.

On the import side, foreign trade allows the importation
of vital goods which for one reason or another cannot, or
cannot yet be produced within the country, for example,
essential consumer goods (pharmaceutical products, scarce
essential foodstuffs etc) and essential capital and industrial
goods (fertilizers, insecticides, machinery, spare parts for
existing machinery, fuels etc.) The contribution of such
imports and hence of the corresponding exports to the gross
national product and to the standard of living can be very

substantial, Fertilizers may easily multiply the yield



per hectare and man hour, the same applies to insecticides,
irrigation equipment, this may lead to the cultivation of
regions otherwise not cultivatable. Such foreign tirade
again means additional inoome, wider variety of products,

& higher standard of living, and possibly additional

employment.

However, the movement of goods across national
boundaries has not always been as simple as the foregoing
suggests, nor has it been determined solely by comparative
advantage. The benefits of internationmal trade as emumerated
above have not always acorued to the parties concerned.

The commercial policies of the various parties to this trade
have determined trade flows and thus the possible benefits
accruing from it. Commercial policy incorporates a govern-
ment's tariff policy, quantitative trade restriction, trade
subsidies, government trading and other direct government

interventions in extermal economic intercourse.

An important point to note is that, international
co~-operation such as in the General Agreement on Tariffs
and Trade (GATT) to reduce trade barriers, and institute
some form of international obligation, has to a considerable
extent subjected commercial policy to international regu-

lation. However, despite this, a government still has
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considerable latitude, to institute administrative
Procedures and processes to regulate its commercial
relations with other countries. s such it falls in
accordance with the law within the Jnxiadiotion of
government and the legislature who decide on them within
their sovereign rights. Therefore, a government has the
suthority to impose administrative presedupes and processes
to regnlate its side of international trade.

In this study it is our intention to limit
the study of government commercial policy to purely
legislative and administrative requirements which the
government may from time to time require to be fulfilled
before goods can be imported into or exported from its
texrritory. This policy will imn most cases incorporate
the administration of import duties and import licensing,
export duties and export licensing, and alloocation of
foreign exchange. The enforcement and supervision of
these administrative processes is usually vested in
more than one governmental agency. Conferment of such
functions on administrative authorities is usually by
vay of an Aot of the legislature. These statutes
are usually characterised by genexral language wording
and oonfexr wide discretionary powers on the authorities
concerned with their sdministration. This is usually



done to give the authorities flexibility in adminis-
tering the statutes. Commercial polioy‘nay change from
time to time according to changing circumstances. It
would be ocumbersome and would undoubtedly slow the
process of government if each such change would require
& like change of the statute needing parliamentary
disposition. Further it is the proper provinoce of the
executive to administer policy, parliament would de out
stepping its bounds if it sought to do likewise.

As a result the procedures and the law governing
the application of commercial policy is largely to be
found in statutory instruments (regulations) made by
administrative authorities. Therefore, the various
decisions made by administrators are of ocrucial imporxr-
tance as they are the practical application and implemen-
tation of commexcial policy. The decisions made affect
not only the well being of the particular country's
citizens but also the country's development in many
fields, be they economic, social or cultural.

In this study therefore, it is our aim to
study in detail the various decisions presently
governing the administration of Zambia's external trade,



under the Control of Goods Act, the Exchange Control Act
and the Customs and Execise Act. We shall examine the role

that various institutions such as the Bank of Zambia, the
Ministry of Commerce and Industxry ana oth;r adminigtrative
bodies such as the Foreign Exchange Committee and the
export promotion council rlay in the administration of
Zambia's trade, and most importantly to what extent the
administrative framework has been conducive to economic

development,

It 18 hoped that the study by its very nature will
provide a useful insight into the relationship between the
law and development. Zambia like other developing count-
ries in the search of rapid economic and social development
has increasingly resorted to the legislative process to
induce certain desired behaviour wvith the hope of attaining

development goals.

2.  BRIEF BACKGROUND

During the colonial period the economic ®1#tjenship
that existed between the colonies and the industrialised
countries was essentially one of dependence. The colonies
on the one hand were raw material producers and markets
for the finished goods of Europe, while on the other

hand the industrialised countries were moinly expoxuwca.. ol



finished consumer and capital goods, This international
division of labour naturally resulted in a one sided
growth for the economies involved, in favour of the
European economies. While there w;s hardly any
industrial growth in the colonies, (except for the purpose
of producing raw materials e.g. minerals), industry and
economic growth flourished in Europe. The colonies were
not encouraged to establish industry to produce consumer
or capital goods, they were instead encouraged to import
from Europe where these goods were readily available.
Therefore, in the colonies there hardly existed any barriers

to trade to restrict the importations of goods.

At independence therefore, most developing
countries found themselves with extremely weak or small
industrial sectors. Most governments as a result,
embarked on a policy of import substitution. It was
essentially an attempt to establish, or encourage the
establishment of local industry, by the institution of
certain barriers to the importation of products from
abroad and the offering of incentives to local industry,
this was particularly true where imported goods could
be produced in the importing country. This process of
import substitution was further made necessary by the
balance of payments problems many developing countries

faced soon after independence. Developing countries



found themselves in a situation where their exports were
increasingly fetching lower prices in industrialised
countries! markets, while their imports from the sanme,
of capital and other industrial goods were increagingly
becoming more expensive. The developing countries?®
exports were therefore not able to pay for the required
imports, and as a result a balance of payments deficit

problem soon developed.

Substitution of imports therefore offered some
way out of this situation. Apart from this reason
(i.e. to combat balance of payments problems),
industrialisation in many develdping countries represents
the main avenue toward an expansion of employment and of
the national product. Import substitution to a
considerable extent implies the substitution of imported
manufactured goods by locally produced goods. The
institution of this policy presupposes in many cases
government intervention by such means as import duties,
quentitative import restrictions, payment restrictions,
government trading, state trade monopolies etc. The
manner in which import substitution policy has been
administered in a number of developing countries, has
varied, this being as a : sesult of their different

developmental goals. However, one feature remains



common in substitution policy among developing countries,
that of doing away with what are classified in different
Jurisdictions as luxuries. Goods so classified face a

total ban or a very high import duty.

On the other hand, goods which are considered vital
to the national economy, such as fertilizers, insecticides,
fuels, spare parts for essential machinery are less likely
to face such restriction. Governments with respect to
these products dare not risk prolonged interruptions in
their supply nor large increases in their prices, This
is because even small deficiences would have a disproportionate
impact on prices, production, foreign exchange earnings
and exports. Although duties are maintained on these
vital goods, their nature is essentially differemt from
those maintained on luxury goods or other products producible
locally. With the former import duties function very
much like direct taxes, merely to raise government revenue.
However, with the latter the duties assume the character

of a governmental instrument of protection.

The government by its commercial policy attempts
to affect the patterns of consumer demand. By pricing
imported products way above locally produced products,

the government hopes to shift consumer demand away from
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imported to local products. If this policy is successful

it may result in a substantial saving of foreign exchange.

Finally, it must be noted that iﬁ many Jjurisdictions
import licensing and foreign exchange allotment plays a
major role in attaining government goals in as far as the
institution of substitution policy is concerned. Licensing
which usually lies within the jurisdiction of a govermment
agency, that is, of a special division of the Ministry of
Commerce. Where there is a foreign exchange control,
licenses issued by the afore-mentioned agency, in order to
make sense must procure for the licensé a claim on the
corresponding amounts of foreign exchange. This often

control
leads to an additional examination by the exchange/authorities
concerned, in most cases the central bank -~ which may
tighten the control, but inevitably complicates and
lengthens the procedure and requires more personnel. It
is up to- the council of miniéters or even the legislature

to decree the necessary rules and regulations, and especially

to fix the criteria by which they are determined:

(1) What total quantities (or values) of each

merchandise are to be admitted, and

(2) How these quantities are to be distributed

among the firms interested in these imports.



Import control merely through foreign exchange
allotment is handled by monetary authorities, usually
by a special division of the central bank. In this case,
the above~-mentioned rules direotly concern these authorities.
Quite naturally the immediate purpose of import restric-~
tions, namely the improvements of the balance of payments,
is of particular importance to a central bank, and to
entrust the bank with the applioation of the restrictions
therefore, increases the chance of attaining the mone taxry
aims, Inversely Ministries of Commerce, when handling the
restrictions through impoxrt licensing, may be expected to
attribute more importance to the general economic environ-

ment and the general good of national economic policy.

As stated abeve, it is the purpese of this study to
examine the legal framework of Zambia's external trade, and
ascertain whether the administrative machinery that it

oreates is conducive to economic development.

Chapter one will therefore examine, legislation,
trade policies and economic development generally.

It shall be the writer's objective in this chapter to
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illuminate the connection between the law, policy

and development. An examination shall be made to ascertain
how the law and the administrative framework it

creates can be effective tools for economic development.

This chapter will in essence provide the theoretical

basis upon which analysis of the Zambian situation will

be made in later chapters.

Chapter two will trace the origins of the legal
and administrative framework of Zambia's external trade.
We shall also trace the development of trade policey in

Zambia up to contemporary times.

Chapter three will contain a detailed study of
the exisiing legal and administrative framework. It
will examine the operation of the various pieces of
legislation, and the administirative mechanisms which have
been instituted to put such legislation into effect. This
will encompass an examination of the role played by various

institutions, governmental and non-governmental.

Chapter four will consider the impact of the
legal and administrative framework on Zambiats external
trade. It shall be considered whether the measures

in existence have been effective in promoting economic
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development and implementing government policy.

Chapter five will conclude and offer
suggestions as to how the legal and aedministrative
framework may be made more effective in promoting

economic development.
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THE ROLE OF THE STATE IN TRADE

AND DEVELOPMENT

1. THE STATE AND DEVELOPMENT

Poverty is a major problem facing many developing

countries.

Per capita income in developing countiries

averages no more than US $245 (as compared with 9,684

US Dollars in the developed world)1.

This poverty further manifests itself by way of;

(1)

(iii)

(iv)
(v)

A high infant mortality rate, 50 per cent
or more infants in developing countries die

before they attain the age of fivez.

Low life expectancy. In most developing
countries life expectancy is estimated at
thirty-two (as opposed to sixty five or

seventy in developed countries)B.

Disease is rampant with cholera, typhus,
typhoid, river blindness, sleeping sickness,
malaria, malnutrition, leprosy, and tuberculosis,

4

threatening lives in many communities .

5

Low levels of literacy”.

Poor housing and sanitations.
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(vi) Inadequate health facilities'.

(vii) Faminee.

(viii) High levels of population growth .

(ix) High and rising levels of unemployment10.

(x) Significant dependence on agricultural

production and primary product exports11.

The ultimate objective of development therefore, in
developing countries, is not merely to raise pexr capita
income and gross national product, but to eradicate the
ills listed above. Developmént should thus, be seen
as a self conscious social process by which developing
countries attempt to mould the conditions of their
existence, thus raising their standards of living in

their respective territories12.

At the outset it is important to note that the
term development is not synonymous with economic
growth. It is possible to envisage a situation of
economic growth without development and vise versa13.
However, notwithstanding thies fact, the two are closely
related, and although the emphasis of the study will

be on economic growth, it is not entirely wrong to

asgume that sustained economic growth will lead to
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development of some sort. This is important especially
considered in the light that most developing countries

consider economic growth to be essential for development.

Owing to the problems stipulated above, the state
in developing countries, unlike that in developed countries,
has assumed a central role, in not only promoting economic
growth and development, but has directly engaged in
economic activity. This is attributable to the fact that
in many developing countries, only the state has the capa~
oity and the legitimacy to master the resources required
for such growth. Thus the state ;n assuming more than
a regulatory role in its interaétion with economic units
has thus in effeot rejected the practice of tlaisses faire!,
whioch characterised the period of rapid economic growth

in the developed world.

The pracu’. . u: 'icisses feire' which came .o
fraition in « . .. L. cenvury rejecicd iraditional, moral,
religious and political limitations on economic activiﬁy.14
The economic aspect of human life was thus taken to possess
its own rules, derived not from politics or religion but
inherent in its own nature. Economic activity was as a
result left free to follow its own course. The role of the

state was therefore restrioted to those functions which
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were regarded as the traditional functions of government,
namely the provision of publioc services such as public
utilities (drainage, watexr, gas, electricity etc), and

the maintenance of law and order.15 Though !'laisses faire!
as was practised in the 19th century no longer exiets in
its original form in western countries today, it has how-
ever left its imprint as evidenced by certain traditions
which are still held itrue in the westerm world. These

traditions owe their existence to this period.

Among these traditions is the belief in the suita~
bility of the mechanism of the free market for development,
i.e., the state should not interfere witﬁ the operation of
market forool.16 Its role should be restrioted to a
regulatory one, such as in the case of a breach of contract.
Thus commeroial practice in these  Jjurisdiotions is largely
devoid of enforceable prescriptive behaviour, an exception
being only if such behaviour overtly impedes the operation
of the free market such as unfair monopolistic practice.
This regulatory function has expanded to encompass the
regulation of public health, education, local government

and municipals, labour and trade.

This regulatory form of government has not received

an enthusiastic response in developing countries, they
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have instead, emphasized the serious flaw of such a

system. They have argued thet the presumption of a

free market, of individuals being free to bargain as

they please is false, more so in developing ocountries,
vhere mnost economic activiiy is dominated by large
multinational oorporationa; No equality exists between

an Afrioan labourer and a large multinational, as stated by
lord Chancellor Northington two hundred years ago.

"Neocessitous men are not, truely
speaking free men"l7,

Therefore to treat unequals as equals in th§ open market,

ie undoubtedly to ensure domination of the weak by- the
strong. Thus perpetuating injustice. This is & position
which developing countries find unacceptable, more sespecially
taking into consideration the fact that the stronger party

is in most ocases both foreign owned and controlled. This

to them contradicts the notion of independence and self

determination.

Developing countries have thus favoured the promotional
role that the state can play, arguing that for development
to ocour, the state mmst actively pursue the expansion
of the economy and engage in economic activity.18 They
point to the faot that even the liberal western democratic

states when faced with a crisis have adopted a more
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19

positive political economy . A ready example being

the Rooseveltian 'new Deal! in the United States of
America during the depression of the T93032O. They also
point to the faet that in Britain and France, the state
undertook substantial economic operations after the

second world war21. In addition to this they point

out that it is common practice in western liberal states
for governments to protect some industries through tariffs,
ninimum price controls, and other forms of aid, The
agricultural sector is one such area which is normally
protected. Developing countries have argued that they
are in a state of perpetual crisis and that only active

participation by the state can hope to remedy this

situation .

In this promotional role the law is but one tool
which the state can use in attaining desired goals. By
law here is meant, law as is promulgated by the state as
opposed to custom. Law which has been described as the
language of the state, sets out the perimeters within
which human transactions can take place22. It can
effectively be used to prescribe conduct. Further,
the fact that it is the most available tool which the

state can .manipulate makes it particularly important in
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the change inducement process.23 This however is not
to suggest that the law does not have its weaknesses

and limitations. These limitations must be recognised
if the law is to attain the desired objective of
inducing change. The issue of using the law usually
only comes into contention when a problem has been
identified.24 This may be a2  problem such as the
migration to urban centres, of rural dwellers ( a problem
which faces many developing countrieé), the state may
then pass legislation which seeks to control this influx.
But in so doing the state must take into consideration
the various choices that an individual faced with such

a law may make,

The choice that such an individual is likely to
make is to a large extent determined by the constraints
and resources of his physical and social environment,
the rewards and punishments accruing from such choice,
and his perceptions and tastes.25 Therefore, law
that is intended to induce change must seek to prescribe
these choices, These choices are, as we have seen above
determined by society, therefore for the law to be effective
26

it has to conform to minimum social expectations? The

legal order therefore structures society
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simultaneously with society's structuring of the legal order.

Undeniably the increase of state participation in
various aspects of everyday human life has increased the
delegation of state functions to secondary bodies involving
decision making and the exercise of discretion. This
has created a long loose chain of control between the
primary legislative body, and whatever its declared
intentions might have been for passing such law, and the
secondary administrative body finally charged with the
administration and implementation of such laws. This
proliferation of delegation and discretion has subjected
decision making to possible abuse. Such abuse may
bring into operation certain considerations which may not
have been foreseen by the primary agent.28 They may
include considerations personal to the decision maker
such as his own self-interest or other irrational motives.
Thus law intended to induce certain behaviour may fail
as a result of this factor. It is therefore essential
in assessing the effectiveness of law, whether it has
achieved its objective, to take this factor into
consideration it must be ascertained whether in its
administration the law has adhered to its spirit of

promulgation.

Whilst it is admitted that certain procedures and

processes have been introduced by administrative law to
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check abuses, and have to some extent been effective, its
role however has been limited not only‘by the remedies it
offers, but also by the fact that it is only by way of

suit to a court of law that its effective operations is
brought into effect. Thus many abuses may go unremedied
because of either one of the following reasons, either
because of the expense of instituting legal proceedings

for the parties concerned, or because of ignorance either
of the facts pertaining to the case, or the remedies that

may be had by recourse to the courts.

An easy way of ascertainiﬁg whether the objective
of a particular law has been achieved is by simply
ascertaining government policy and objective in passing
the law, then comparing such intention with the results
that have in practice been achieved. The results may be
obtained either by statistics or other empirical evidence.
It must however not be imagined that all failures to attain
objectives are attributable to the law, sometimes
other non legal factors may be the cause of such failure.
An example here may be cited of a country with a very poor

economy, with few resources and bleak prospects for growth,
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liberalising and offering numerous incentives in it
investment law, and then expecting foreign investment to
flow in. Social and economic realities have to be
faced and their effect recognised before the law can

pfove to be a catalyst for growth.

2e TRADE AND DEVELOPMENT

Trade is of vital importance to developing countries.
These countries being in the early stages of development,
rely on trade i.e. imports for the inputs necessary for
development, these being mainly capital and manufactured

29

goods, Their participation in international trade
enables them to earn the foreign exchange necessary to

purchase these developmental inputs.

Trade has from the earliest times been recognised
as essential for growth and development. It has been
predicated by the fact that countries differ in their
resource endownments, their economic and social institutions
and their capacities for growth and development.so Trade
is beneficial to its participants, it enables nations to
trade items which they possess or produce in large quantities
(relative to their tastes or needs) in return for things

31

they want more urgently.

UNIVERSITY OF zappry LIBRARY
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Various prominent theorists expounded theories on
the benefits of trade, among them Adam Smith, David
Ricardo, Juhn Stuart Mill, Eli Hecksher and Bertil Ohlins2
They have all emphasised that by a country opening its
economy to world trade and commerce, it not only invites
the international transfer of goods, services, and financial
resources, but also the developmental influences of the
transfer of production technologies, consumption patterns,
institutional and organisational arrangements, educational,
health and social systems, and more general values, ideals
and life styles of other socie%ies§3 These theorists
have argued that trade is a viéble engine of growth, as
evidenced by the rapid development of the present day develope
countries during the 19th Century, (more contemporary
outward looking theorists have pointed to Taiwan and South

).34

Korea as being more recent examples of export led growth
The classical model of trade on which Adam Smith,
John Stuart Mill and Ricardo based their argument, laid its
emphasis on the international division of labour and
comparative costs.35 It was argued that the adoption of
a productive system based on a country's advantage in
comparative costs, offers that country the best possible
gains from international trade. Therefore such country
should adapt itself to the production of goods in which
it has comparative advantage, and not in those in which

it has none.
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The neo classical model of trade on the other hand,
(which is more commonly referred to as the Hecksher Ohlin
model), places its emphasis on factor endowment.36
Stating that countries with an advant;ge brought about by
factor endowment should model their productive system around
that factor to ensure maximum gain from international
trade. Both the classical and the . neo classical trade
models are based on certain major assumptions. These

being inter alia,

(1) That all productive resources are fixed in
quantity and constant in quélity across nations.
They are fully employed and there are no movements,
or mobility of productive factors between countries§
(ii) That the technology of production if fixed or
similar and freely available to all nations.
The spread of such technology works to the

benefit of every nation.

(iii) That within nations factors of production are
perfectly mobile between different production
activities, and the economy as a whole is
characterised by the existence of perfect

competition.
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(iv) That national governments play no role in
international economic relations, so that
trade is strictly carried out among many
astromistic and anonymous producers seeking
to minimise costs and maximise profits.
International prices are therefore set by

the forces of supply and demand?8

The fact that these assumptions are not valid in
todays world had led to scepticism about the appropriatness
of the classical and neo-classical models of trade in as
far as economic development is concerned. It has beenpoin

out (in rebuttal of the assumptions) that;

(i) The world economy is in a state of constant
flux, factors of production are neither fixed

nor immobile.

(ii) Technology is rapidly changing with constant
new and better developments, thus affecting not
only comparative costs, but factor endowment
as well. This technology is not freely
available to all nations. It is legally
protected by patents and trade marks, and can

only be acquired at considerable cost.
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(111) Perfect competition in its theoretical form
as envisaged by the classical model hardly
exists in any modern state. Monopolies and
state intervention negate the operation of the

free market.

(iv) Governments today play an active role in
trade, using many methods to regulate it
such as tariffs, quotas, exchange control

and other quantitative restrictions.

Developing countries! participation in the world
eoonomy has, and still is, limited to trading in primary

commodities and ninerals.41

Bxports of this nature account
for 85.90 pexr cent of their total export earnings. A few
manufactures and semi-manufactures account for the difference.
International trade for these cosuntries has not constituted
a viable engine of growth. Developing countries aspirations
has been thwarted by numerous problems, .prominent amongst
them being;

(1) ghe prices for their primary products which
have been oxtremely low, in comparison with
spiraling high prices of capital goods and
nanufactures.42

(14) Protectionism in developing countries in as

far as agricultural and manufactured products
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are concerned.

(iii) The increased share of services in the

consumers budget, and

(iv) The shift towards less material intensive
products in manufacturing i.e. substitution of

synthetics for natural materials.

The effect of the above factors has been to
steadily erode the benefits which developing countries
had previously received from igternational trade. The
operation of these factors has been beyond the control
of developing countries and has been brought about by the
manipulation of the international system by developed
countries. Therefore, for there to be any substantial
improvement there has to be a major change in the
developed countries. At present, however, there seems
to be no likelihood of this happening. To compound
this situation, developing countries are unable to
bring pressure to bear on the developed countries to
press for a more equitable world trade policy. This is
mainly because of the fact that any attempt at harnessing
their economic power for a common purpose is frustrated

by a lack of both political and economic unity.
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Developing countries action has therefore been limited to
diplomatic pressure at international fora such as

the United Nations, G.A.T.T. and the ACP-EEC

Association. Concessions by developed countries at

such fora have been few and far in between.

As a result outward looking strategies for development
have lost popularity amongst developing countries. This
is not by any means to suggest that they have discarded
trade as a means of development. All it means is that
less emphasis has been placed on trade as a strategy for
development. Infact notwithstanding this disillusionment
with outward looking policies, many developing countries
still maintain export promotion policies. The emphasis
has however increasingly turned to inward looking
strategies for developmente'3 However, what must be
noted at the outset is that even these inward looking
strategies have a component of international trade,
the only difference being that in comparison with

outward looking strategies, the component of international

trade is relatively small.

Inward looking strategies owe their existence to
the fact that developing countries have, and still

continue to face adverse terms of trade. From the
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the
colonial period they have been/disadvantaged pariner

in the international division of labour. Developing
countries have argued that they should be allowed to
pursue policies which aim at increasing their effective
participation in trade. That is they should be allowed
to restructure their economies enabling them to turn

awyay from being mere producers and exporters of raw
materials, and importers of manufactured and capital
goods from developed countries, to producers of
manufactures and semi-manufactures . This in effect
means that the developing countries should be allowed to

establish their own industrial base.

This policy in order to be effective pre-supposes
some form of protection by the state for the local infant
industries. This protection may come in the form of
import restrictions, guch as import licensing, strict
exchange control or protective tariffs and other
government aids. The ultimate aim of this policy is
to establish industries to produce locally, items of
which the developing country concerned was previously

an importer (i.e. import substitution).

Apart from substantial savings of foreign exchange

which may be earned by a properly implemented policy,
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import substitution can also benefit developing countries

in the following ways:-

(1) As the supply of foreign exchange in most

(i)

developing countries is dependent upon
traditional exports, which have experienced
considerable variations in their earning during
recent years. Import substitution will lessen
the impact which fluctuations of foreign

44

exchange receipts will have domestically.

With the rising tariff barriers and import
restrictions, trading concerns both local

and foreign may find it not only convenient
but far cheaper to produce locally items which

they may have been traditional importers of?5

To sum it all up, developing countries have argued that

to seek to promote free trade by removing their trade

barriers (which outward looking strategies demand),

whilst elsewhere in the developed world, protectionism

is on the upswing, is to subject their economies to

dangerous pressures and increase dependency.
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There are many arguments both for and against
both strategies (inward looking and outward looking)
and the extent to whioch they can contribute to economic
development. Infact in other academic éirclea it has
been argued that, it is not whether a country adopts an
inward looking strategy or an outward looking strategy
that will determine whether oxr not that country develops.
Profesgsor Streeten put this point clearly when summarising

a Cambridge University Conference on Trade and Development.

“jA curious paradox came out of the discussion

(on the effects of trade on less developed
countries inequalities). I% seems that both
inward looking, if..coo.  .stitubi:, protec-
tionist, ii...ventionist policies and outward-
looking, market oriented, non-intervention at
policies tend to increase market imperfections

and monopolies, and reduce the demand for labour
intensive processes, the latter because the

market reward most those factors that are rela-
tively scarce (capital, managemeni, professional
gkills) and penalises those in abundant supply;
and because the market strengthens the ability

to acocumulate of those who have against those

who have not. But though it is paradoxial that
both a protectionist distorted system of prices,
interest rates, wages and exchange rates and a
market determined one should inorease inequalities
there is no contradiotion. It is plausible that
vithin a certain social and political framework,
both export-oriented mariket policies and import
substitution - oriented, interventionist, distor-
ting policies should aggravate inequalities, though
one set may do this somewhat more than the other.
Perhaps economists have been barking up the wrong
tree when disputing which set of price policies
contributes more to equaliiy. In an inegalitarian
power structure, both make for inequality, in an
egalitarian power gtructure both may make for

equality".46
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Whatever the validity of any of these three arguments

may be, is not for this work to ascertain. All that
mist be noted is that whatever strateéy is adopted,
external trade will be important. In an increasingly
interdependent world, it would be difficult, if not
impossible for a closed society pursuing a policy of
autarky, to maintain development more especially

if it was an under developed society . Trade therefore
requires careful attention by respective governments

to determine what role it should play in development

agpirations.
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CHAPTER TWO

ORIGINS OF THE LEGAL FRAMEWORK AND

THE DEVELOPMENT OF TRADE POLICY

AFTER INDEPENDENCE

1. INTRODUCTION

In this chapter we shall trace the origins of the
legal framework governing Zambia's external trade. It
will be noted that this examination will date back to well

before independence_ the reason being that Zambia like

]
many other emergent Commonwealth States has relied heavily
in its contemporary legislation on the British legislative
tradition. It will become apparent that much of the
existing legislation is simply an adaptation of legislation
from colonial times, which itself was in turn an adaptation
of legislation in force at the time in England. Further
we shall also trace the development of trade policy after
independence. Trade policy has had a great influence

on the actual operation of the legal framework. Thus

the effect of the legal framework on the operation of the
trade regime has more or less depended on the prevailing

policy. While it is true to state that the legal

framework is itself a reflection of policy, as will be seen
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many of its provisions are of a general nature, enabling
the government to accommodate policy changes to suit
circumstances which may change from time to time. This
is particularly convenient in respect to trade policy
whose content and effect is to a great extent determined
by external factors. Policy sets out the government
objectives, while the legal regime offers a means of
achieving or facilitating the achievement of these
objectives, In tfacing the development policy we

shall divide the study of the period after independence
into two parts, 1964 to 1974 and 1975 to the present.

The reason for this division will become apparent as the
study progresses, however here»it may be pointed out that,
the first period marks a period of relative prosperity,
whilst the second represents a period of economic recession
necessitating a new approach in government policy to

address the problems facing the economy.

2. THE LEGAL FRAMEWORK BEFORE INDEPENDENCE

Before the coming into being of the Pederation
of Rhodesia and Nyasaland, each of the three territories
which joined to constitute the federation had
legislation of their own governing their external trade,

In Northern Rhodesia the principal legislation was:
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(i) The Trade and Supplies Ordinance

(ii) The Control of Finance Ordinance

(1ii) The Exportation of Gold and Silver Ordinance

(iv) The Customs Management Ordinance, and

(v) The Customs and Excise Duties Ordinance

These Ordinances controlled the importation and
exportation of goods and provided a means of exchange
control. However, with the coming of Federation, the
control of imports and exports, and exchange Control
for all three territories became a Federal function.
The Federal Government passed its own legislation to
cover these areas. Repealiné or amending existing/Y
legislation in the respective territories. It is
important to consider briefly this Federal legislation

as present day legislation derives most of its basic

content from it.

I. CONTROL OF GOODS
The Control of Goods Act 1954, enabled the Governor

General to provide by regulation for the control of imports
into and exports from the Federation. Such authority
could be delegated to a minister who would then exercise

these powers by way of orders. The Minister of Commerce
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and Industry of the Federation, was charged with the
function of administering this Act. In presenting the
Bill - . before the Federal Assembly, the Minister

of Commerce and Industry, at the time; stated:

esees this Bill seeks to give power to the
Federal Government when it is necessary

in the public interest to control imports

and exports in and out of the federation,

and the distribution and price within the
federation of goods .... the federal
government wishes to take over full
responsibility for import and export

controls at the earliest possible moment.

This is necessary in order to ensure uniformity
and to facilitate administrative arrangements.
Import control of goods other than agricultural
products, is mainly imposed for exchange
control purposes as there is yet no federal
exchange control law. This legislation will
enable the government to take proper action and
ensure that there is no hiatus.1®

It must be noted that the Act did not make a general
prohibition (except by license) to the importation or
exportation of goods into or from the territory. It
merely stated that the Governor-General could confer such
power on the Minister of Commerce and Industry who could
then order such restwiction. It must also be noted
that this power to impose restrictions on imports and
exports did not extend to agricultural commodities, nor
certain medicinal substances and poisons? On 1st April,

1954 PFederal Regulations came into operation covering the
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the Control of both exports and imports. The Control of

Goods (Import and Export) (Commerce) Regulations prohibited
firatly, the importation of any non-scheduled goods from any
source, except under licence. This provision applied mostly

to goods emmanating from non-sterling area countries, its

main aim was to control external payments, as at this time

the Federation did not have any exchange, Control legislation.3
However, certain other goods whatever the source were also
prohibited, this was to protect local manufacturers and producers
from far more established and efficient industries, and to

encourage the setting up of locz2l in&uatries.4

Secondly, the Regulations also»prohibited the exporta~
tion of certain goods except by way of licence. Two types of
licences were introduced, the open general licence and the
special licence. Certain scheduled goods falling under the
open general licence category could be imported or exported
without restricii:-, SLuonli of & ilicence wao outomaiic.”

VoX ceXesin otasz o dnicd cods could only be impoxrted
or exported on the issuance of & specific licence stipulating
qnantities.6 This also applled to goods emmanating from non-
sterling areas. It was the policy of the Federsal

government to restrict the use of import and export
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control to a minimum, but exceptions were made for

reason of security, orderly marketing and supply, protection
of local industry from unfair trading and for development
purposes ( the Infant Industry argument), health

purposes, and strategic purposes.

But in so doing, the government could not disregard
its international commitments and obligations, such as
those under the General Agreement on Tariffs and Trade
(G.A.T.T.) which advocates for free non discriminatory
trade. Up to the dissolution of the federation in 1963,
no major amendment was made to the Act, substantially
altering its content, nor were any substantial changes
brought about by regulation. Most of the regulations
that were proclaimed merely sought to adjust the
schedule to the Act by either adding to, or taking away

from its content.

After the dissolution of the federation, provision
was made for the continuance in force of this act by

the order of the Governor Under Government Notice No 1

of 1964.
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II. EXCHANGE CONTROL

As has been mentioned above, at the inception of the
Pederation, the territory did not have any exchange
Control Legislation. As a result the Federal government
initially exercised this function through the Southern
Rhodesia Exchange Control Act of 1948, and to an extent
Controlled payments for imports from non sterling areas

through the Control of Goods Act 1954.8 However later

on in the same year (1954) an Exchange Control Bill was
tabled before the Federal Assembly by the Minister of Finance.
In presenting this Bill the Minister stated that, the

introduction of exchange control was necessitated by the

fact that the Federal territory was part of the sterling

area, thus its whole exchange control and monetary system

was connected not only with the reserves in the United
Kingdom, but also with the reserves in exchange areas in

9

the sterling area as a whole. It was necessary
therefore for the Federation to bring its exchange Control
regime in uniformity with exchange control, not only with
the United Kingdom, but also with any other country with

which the United Kingdom has special arrangements]o

The
Minister stated the hope of the Federal Government that

such Control would only be temporary and would in future,



- 44 -

with the further strengthening of the currency be done

away with11

The Act which was passed on the 17th of September,
1954 was similar in many respects to the United Kingdom
Exchange Control Act. This Act conferred power on the
Minister of Finance to impose restrictions in respect
of gold, gold coins, currency, payments, securities,
debts and the import and export of goods. The Act
contained a gemeral prohibition against any person
(except with the permission of the Minister) making,
or preparing to make any payment outside the Federation
or for the credit of a person resident outside the
scheduled territories. Sections fourteen and fifteen
of the Act prohibited all imports and exports of currency
from or into the Federation (except with the permission
of the Minister). Sections sefenteen and eighteen
contained further restrictions. Under these sections
the Minister was empowered at his discretion to firstly
control the importation into or exportation from the
federation of any goods, a power of prohibition was
conferred by this section, secondly direct that such
goods be traded only with the necessary permit, and thirdly
he could attach conditions to the issuance of such permit

and restrict its duration.
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The Minister of Finance commenting on the provision
of sections seventeen and eighteen, acknowledged that
the control of imports and exporis was normally the
prerogative of the Minister in charge of Commerce, but
that such control by the Minister of Finance, under the
Exchange Control Aot was permissible where it was imposed
to forestall exchange control difficulties.12 He emphasised
that the provisions under the Act would not be used for
the purpose of stopping imports in oxrder to protect
industries within the federa’cion.13 He went on to state
that this power was stricily for the Minister of Commerce,
but that even he would not use his powers for Puch

purposes as it was against the Government's policy.14

In tabling the Bill before the Assembly the Finance
Minister acknowledged the extensiveness of the powers to
be granted there-under. The Act included a provision
vhich hitherto had not existed in any of the repealed
Exchange Control Acts and Ordinances of the three terri-
tories. The Minister was granted for the first time
extra~territorial powers, to regulate acts done within
the Pederation which were in association with acts
transacted outside the Federation.15 This was done in
order to avoid evasion of the Control measuxes by

residents operating outiside the federation who had a tendency of
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keeping their foreign exchange outside the Federation.16

This Act therefore both tightened and extended the :scope

of exchange control,

Later in 1961 the Federal Government found it
necessary to introduce further exchange Control legislation.

The new Act, the Currency and Exchange Control (Temporary)

Act, further extended the scope of exchange control. It

differed from the Exchange Control Act of 1954 in that
unlike the 1954 Act which provided control over currencies
other than sterling area currencies, it sought to introduce
exchange control in dealings between the federation and

17

other sterling area countries. It was mainly
introduced to curb the flight of capital from the
Federation to other sterling areas, especially the United
Kingdom,. This situation was brought about by political
uncertainty. The growing influence of the nationalist
movements had created a volatile political climate. The
government moved to restrict the ability of residents to
repatriate capital. This however did not restrict the
ability of residents to purchase imports as the
restriction did not extend to current paym.entsl9
Non-residents however were not affected by the operation

of this Act, and upon production of proof of non-resident

status, they were free to transfer their capital, interest,
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dividends and other current receipts without restriction20

The Minister of Finance in presenting the Currency and
Exchange Control Bill before the Assembly, regretted
the government action. He stated that whilst there had
been a world wide trend towards liberalisation in as far

ag exchange control was concerned, the government found

itself influenced by events to do otherwiseg1 He went

on to say:

"The exchange Control measures which the
government wishes to introduce are intended

to be of relatively short duration. It

follows that any major amendments to the

present Exchange Control Act would confer a
permanency to exchange control, a permanency
which, as I have already said, the government
does not seek. Furthermore, exchange control
should be a flexible instrument particularly
over a short-term period. This flexibility

is best achieved through regulation. The

reason why flexibility is absolutely necessary
is that the control must be operated in relation
to the state of our foreign reserves. If these
are healthy as I hope they will always be, the
Control can obviously be operated with much
freedom, if we have, for any reason, to safeguard
our reserves more rigorously, we must tighten

the Control.22"

The Act which was passed on the 23rd of February, 1961
empovered the Governor-General to make regulations for
the peace, order and gooa government of the Federation.

He could thus control and restrict;



- 48 -

(a) imports and exports,
(b) exchange control, and

(¢) currency transactions.

The Act made provision for the delegation of these
functions to any person or class of persons. This Act
was initially to be valid for only one year, up to the
24th February, 1962. However, at the end of this period,
the Act was amended extending its life for a further one

year up to 24th February, 1963,

ITI CUSTOMS TARIFFS

Similarly with the advent of Pederation the Federal
Government had to assume the responsibility of levying
customs tariffs which had hitherto been the responsibility
of the respective territorial governments. The Federal
government faced a difficult task in integrating the
three tariff levyiné structures into one system to be
administered by a PFederal Controller of Customs. This
task was complicated not only by the fact that the three
territories had different tariff systems, but also by
the fact that they had to fulfil international obligations
arising from treaties. Thus upon the coming into being
of the federation, the Federal government initially
exercised the function of levying duties through the

various pieces of legislation existing in the three
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territories. The Pederal government was so empowered by
the Territorial Laws Amendment Act No '6, 1954. This Act
empowered the Governor-General to legislate by way of
orders on matters falling within the legislative
competence of the federal legislature. However, to
enable the Federal government to adequately assume the
function of levying customs and other duties, the

Customs and Excise Duties Act No 11 of 1954 was passed.

This Act empowered the Federal government to impose or
suspend the Collection of Customs and excise duties.
However in the following year the Federal Government
succeeded in instituting a unitary system of levying
Customs tariffs for the whole Federal territory. The

Customs and Excise Act No 16 came into effect in July

1955, repealing all the interim legislation. This Act
empowered the Controller of Customs and Excise to, collect
and manage customs duties, to regulate,>control or

prohibit the importation or exportation of specified goods
and the conclusion of customs and trade agreements with
other countries. Under this Act the controller exercised
considerable powers, in addition to the powers stipulated
above, he could designate places through which alone

goods could be imported or exported, prohibit or bond

the importation of goods into the federation without
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entry permit stipulating that all duties had been paid,
prohibit the exportation of goods unless stipulated

formalities had been complied with, and institute dumping

duties.

ii) Prohibit or bond the importation into the
Pederation of goods without an entry permit
stipulating that all duties imposed by the

law had been paid.

iii) Prohibit the exportation of goods unless a
bill of entry had been submitted to the
appropriate officer, stipulating particulars
of the goods, their destination and such
other information as the officer may require,

and
iv) Institute dumping duties.

Further the Act made illegal, the importation of certain
goods, amongst them being those classfied as indecent

or objectionable, penitentiary made goods, counterfeit
coins, dust tobacco and certain noxious beverages.

The 1list was not exhaustible, the controller could add to

it by way of statutory instruments.
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The Customs and Excise Act introduced a four

column tariff system applicable to foreign goods.

Te

2.

Se

4.

COLUMN A -

COLUMN B -

COLUMN C -~

COLUMN D -

was applicable to goods originating
in foreign countries which were not
accorded most favoured nation treatment
as a result of the General Agreement on
Tariffs and Trade (G.A.T.T.) or any

other agreement.

was applicable to goods originating
in foreign countries which were entitled to

most favoured nation terms.

was  applicable to the fully self-
governing countries of the British
Commonwealth, excluding the United Kingdom
or any territory administered by the
United Kingdom Government under the
trusteeship system of the United Natioms,

and to the Republic of Ireland.

applicable to the United Kingdom and to the
British Colonies, protectorates and
protected states, including any territory
administered by the government of any

country (other than those to which
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column C is applicable) of the British Commonwealth

under the trusteeship system of the United Nations.

Broadly the rates of duty in the Pederal tariff fell

into three categories:

i) Those on Industrial, agricultural and mining
equipment and raw materials, which were set

at a low level or were duty free.

ii) Those which were set at a higher level for
revenue producing reasons and which were
mainly confined to goods of a consumer
nature, and

iii) Those which were set at a level sufficient
23

to give protection to local industry.

Most of the rates of duty were on advalorem basis, but

24

specific rates on weight and quantity were not infrequent.

On the dissolution of the Federation in 1963 it
was not possible for the Northern Rhodesia Government
to enact new Customs Regulations, therefore the Federal
Customs and Excise Act of 1955 together with subsidiary
legislation, suitably amended was adopted and given legal

effect by various Modification and adaptation regulations
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promulgated towards the end of 1963.%° In addition, it
was necessary to amend the Federal iAct relating to the
procedure for imposing or amending tariffs and to make
transitional provisions in regard to seized goods, and
over and under paid duty, these amendments were incor-
porated into the Customs and Excise Act by virtue of
Ordinance No. 66 of 1963.%°

As a result of the granting of Independence to
Northern Rhodesia, further amendments to the Customs and

Exoise Aot became necessary and these were brought into
effect by the Republic of Zambia (Modificstion and Adapta-
jgons} (Customs and Excise) Order 1965.

J«  THE LRGAL FRAMEWORK AFTER INDIPENDENCE

With the granting of independence, a new legal ordexr
came into existence. New not in its content, but in the
source from which it drew its legal validity. The new
Government 1 realising that it was not possible for it to
enact completely new legislation, adopted and modified
legislation existing before independence to suit the

territory's new status.

I. CONTROL OF GOODS

At independence, the Control of Goods Act 1954

continued in force as an applied Act by virtme of
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the provisions of the Federation of Rhodesia and

Nyasaland SDissolution) order in Council 1963, as read

with section four of the Zambia Indepéndegce.Order 19642?

The 1954 Act therefore in its substantive provisions
essentially remained the same. The power to administer
the Act was initially vested in the President but he later
delegated this function to the Minister of Commerce and
Industry by statutory Instrument No 383 of 1965. The
President, exercising the powers conferred on him by
sections four and five of the 1954 Act, empowered the
Minister to issue licences or make orders either
prohibiting or restricting the importation or exportation
of any goods into or from Zambia. This order which applied
to commercial goods repealed similar regulations published
in FPederal Government Notice No 300 of 1958. Pursuant
to this power, the Minister of Commerce issued orders in
statutory instrument No 384 of 1965 empowering him to
issue open general import and export licences by notice

in the Government Gazette. These regulations further
made provision for the issuance of Special licences

for goods not covered by the general open licences. Under
the same statutory instrument the Minister of Commerce
delegated his power to issue licences to the Director of
Game and Fisheries, who was empowered to issue import and

export licences for certain scheduled goods falling
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under his department (such as wild life and game

trophies).

The power to regulate the import\and export of
agricultural products was also delegated to the appropriate
authority. The President by Statutory Instrument No 43
of 1965 delegated his power to control the import and
export of agricultural products to the Miniéter of
Agriculture. The Minister was empowered by this
Statutory Instrument to issue permitsimposing terms and
conditions to which agricultural products imported into,
or exported from Zambia had to adhere'to. In addition
the Minister could prohibit totally the importation or
exportation of any scheduled agricultural product. This
schedule initially contained thirty six items, ranging
from items such as bees wax, carcasses, meat products and
dairy produce, to products such as fruits, hay, grain

fodder and canned products.

In practice, these Regulations in their substantive
provisions usually remain the sanme, amendments are usually
only made to their schedules, by either adding to, or
taking away from their schedules depending on the

prevailing policy.
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II EXCHANGE CONTROL

At independeﬁce the transitional arrangements that
were made for the continuance of exchange control were
different from those discussed above. | After the
dissolution of the Federation exchange control legislation,
namely the Exchange Control Act of 1954 and the Currency
and Exchange Control (Temporary) Act of 1961 ceased to
have effect. The .Federation of Rhodesia and Nyasaland
(Dissolution) Order in Council 1963, made provision for
the establishment of a committee of Ministers, constituted
by the Minister of Treasury of Southern Rhodeaia, the
Minister of Finance of Northern Rhodesia and the Minister
of Finance of Nyasaland. This Committee was to exercise
the functions previously exercised by the Governor-General
and the Minister of Finance of the Federation in relation
to exchange control. This committee was to exercise

this function up to no further than the 18t July, 1965.

Zambiat's Exchange Control Act came into operation
on 1st June, 1965. It contained eight sections, which
gave the Minister of Finance the power to institute
exchange control. The Minister in presenting the Bill
before Parliament stated that, as the period of exchange
control management by the committee of Ministers was

coming to an end, it was necessary that Zambia enact
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its own exchange control legislation to fill the void
that would be created?8 The Minister went on to say
that, notwithstanding the country's hedthy balance

of payments position, prudence alone éalled for a
regulation of international capital flows until such:

a time as would no longer be necessary to retain

exchange controlg9

He stated that exchange control
regulations would be under constant review and would be

gradually relaxed?o

The Exchange Control Act, in its preamble stated
that it was an Act to confer powers aﬁd impose duties
and restrictions in relation to gold, currency,
gecurities, exchange transactions, payments, debts and
the import, export, transfer and settlement of property,
and for purposes connected with the matters aforesaid.
Section three empowered the minister to make
regulations relating directly or indirectly to the
control of imports, the Minister can prohibit or restrict
the importation into or exportation from Zambia of any
goods. Regulations made by the Minister immediately
after the passing of the Act prohibited the exportation
from Zambia of any notes which were legal tender, any
foreign currency, any certificate of title to securities,
and any bill of exchange or promissory note expressed

in terms of foreign exchange.



- 58 -

Further, authorisation for the export of any goods was
made subject to the certificate of the controller of
customs and excise. Before such certification could

be granted, the controller had to be gatisfied that;

i) payment for the goods had been made, or was
to be made in a period mot exceeding six
months, to a person resident in Zambia. The
controller had to be satisfied that the amount
that had been paid, or was to be paid, in return
for the goods was in all circumstances satisfactory

and in the interest of Zambia and

ii) that in the case of gifts, the goods to be
conveyed represented genuine gifts and that
the value of the gifts did not exceed fifty

pounds.

TII CUSTOMS TARIFF

e A —————————

At the time of Independence, the Customs and Excise
Act 1 continued to be of legal validity as
an applied Act by virtue of the provisions of the

Federation of Rhodesia and Nyasaland (Dissolution[

Order in Council 1963, as read with section four of
the Zambia Independence Order 1964,  Various amendments
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of minor importance were made to the schedule and

Regulations. The Republic of Zambia (modification and

Adsptations) (Customs and Excise) Oxder 1965 merely
substituted names and titles to suit the new status of

the independent nation. The Federal four column Tariff
struoture was adopted by the new governmment, although

a number of tariff items, primarily of a protective nature
and having no application to the new nation was eliminated

or simplified in nomenolature.31

The suspension which

had been introduced at the end of the Federation and which
had hitherto applied to goods originating‘in Southern
Rhodesis and Malawi was 1ifted.>- These goods became
dutable under column D. Howover,Aféllowing the unilateral
Declaration of Independence (U.D.I) in Bhodesia om 13th
November, 1965, preferences were withdrawn from goods

originating in that country and thereafter accoxrded column
B treatnont.33

Two important pieces of legislation were passed on

3prd January 1966. The Customs and Excise (Specified

Country Content) (Revocation) Order 1966 and the Customs
and Excise (Suspension) Regulations, 1966 repealed the

all four colummn tariff assessment siructure and introduced
a simplified single column tariff struoture. These amend-
ments effectively abolished the preferential <rades

of duty previously enjoyed by Commonwealth and
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certain other favoured countries. (This sweeping . move
was made possible by the fact that the new government

was not bound by an international agreements such as

the G.A.T.T).

4. TRADE POLICY AFTER INDEPENDENCE

As has been illustrated above, the Government at
Independence, had at its disposal the legal means to
determine the development of the trade regime. This
fact, coupled with the declared intention of the
government, to promote an egalitarian‘society, through
equitable economic growth and development, meant that
the trade policies which the government would formulate
would have the attainment of this goal as the ultimate
objective. The legal framework, (notwithstanding the
influence of other developmental determinants be they
social, economic or political) would provide a means
of attaining this objective. However, it must be
noted that the mere promulgation of policy is not in
itself enough to ensure the fulfilment of intended
objectives. Policy formulation is only the first
step, it must be followed by actual implementation.
Implementation usually consists the more complex
aspect of the development process. Thus notwithstanding

the existence of clear policy guidelines and the means



- 61 -

to implement policy objectives, without a determined
effort by the govermment, and its agents, to facilitate
the implementation of such policy, it.is bound to fail,

whatever its good intentions may be.

I THE FIRST DECADE 1964 - 1974

At Independence, the new government inherited a
mono, Copper based economy. An economy which had
strong ties to the economies of Southern Rhodesia
and South Africa’?  The Industry that existed in
Zambia was mainly linked to mining. ‘ The manufacturing
sector was small and many manufactured items were
imported from Southern Rhodesia and South Africa.

The few manufacturing concerns that existed in

Zambia were often the subsidiaries of Southern Rhodesia
and South African concerns, and whose operations

depended on imported inputs from outside Zambia.?5

Turther these concerns engaged only in the manufacture

of consumer products for internal consumption.

Copper which accounted for over 90 percent of
foreign exchange earnings was at that time fetching
a high price on international markets and Zambia had

a healthy balance of payments position. Thus for a
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time the government was able to maintain this economic
structure. However increasing demands, a result of
Independence necessitated government expenditure in
health, education, housing and other social sectors.
This steadily began to diminish the balance of
payments surplus. This finally came to head in

1965 when Southern Rhodesia Unilaterally declared
independence (U.D.I.) An international boycott was
called for. As a result all those subsidiaries of
firms based in Southern Rhodesia who could no longer
obtain inputs from their usual source, and who could
not be persuaded to look elsewhere for inputs and use
new trade routes, wound up their operations, forcing
the governmental to import whole the items such

36

industries had produced. This economic pressure
made it necessary for the government to come up with
a comprehensive economic plan stating its policy

objectives. Thus the First National Development Plan

1966 - 1970 was formulated? ! This plan appreciated

the need for economic restructuring and diversification,
to enable Zambia to establish its own industrial base.
It stated among its objectives the governments intention

to:s
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i) Diversity the economy so that the Copper
industry was not the only main employer in
the economy, and so that a greater proportion
of domestic demand was satisfied by domestic

production from a large industrial base.

ii) Create industries which would substitute
locally produced products for many of those

imported from Southern Africa.

It was envisaged in this plan that indwstrialization
would make a growing contribution to the balance of
payments position over the period 1970 - 1980 Dboth by
import substitution and by developing an export capacity
in the new industries. The role of the government was
stated to be, to provide encouragement and aésistance to
the private industrial sector and in certain cases, to
undertake direct responsibilities in establishing new
industries. It was acknowledged in the plan that
import controls would have to be introduced if balance

of payment problems were to be avoided by 1970.

Thus import substitution in Zambia was spured by
poiitical events?8 These events in a way determined
the nature of the process of import substitution.

Since the goods that were hitherto imported were

consumer and light intermediate goods, substitution
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began in these sectors. This initiated a process of
uneven growth, starting with the sector which has the
least linkage effects (namely consumption goods) and
ending up with the sector which has the most (namely
basic goods)?9 Thus import controls were introduced
to facilitate the formation of local industry. However
with the favourable international copper price at the
time and a favourable balance of payments position, the
control was not very tight and importers could still
import a number of commodities which were intended to

be produced by substitution industry, or were produced
by such industry. Nevertheless in the initial years
import substitution industry accounted for a 55 percent

40

increase in the supply of manufactured output in Zambia,

However, the pace of substitution did not match
government expectation. It became apparent that private
companies were not anxious to increase the pace of
import substitution despite government encouragement
and offer of protection. This factor played a major
role in influencing the decision by the government to
increase its participation in economic matters by
nationalising a number of foreign concerns in 1968.

The Mulungushi reforms, as this decision came to be
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known, made the Zambian government a major entrepreneur

in the countryts industrial sector.

At the expiry of the first National Development
Plan, the government formulated a second plan to stretch

from 1972 to 1976, The Second National Development

Plan acknowledged that the first plan had concided with
a period of rising copper prices on the world markets
and had thus helped in the realisation of high export

earnings during that period.41

The second plan sought
to continue with the restructuring of the economy and
the correction of imbalances process initiated under

the first plan. It stated as one of its objectives
the promotion of substitution industry utilising local
raw materials, particularly those supplied by domestic
agriculture and mining. It was pointed out in the
plan that compared to other developing countries

Zambia imported more goods and services from abroad

to meet her domestic expenditure, Thus to strengthen
and safeguard the nations balance of payments, the

plan pointed out that it was necessary to keep imports
of consumer, and especially luxury goods within
desirable limits. The plan for the first time also
stated that trade policy should focus on facilitating
increased production in the non-traditional export

sector to enable export diversification to take place.
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It was suggested that export promotion be undertaken
firstly domestically by improving the quality and
competitiveness of local products, and secondly
externally by means of shows, exhibitions, sales
missions to foreign countries and the provision of
proper marketing information to exporters. However
despite the declared intention of promoting exports
of non traditional products, export promotion as a
strategy for economic growth was ancillary to the
main objective of import substitution, as evidenced
by the proposal in the plan to review the tariff
structure which happened to be lower than that
obtaining in neighbouring countries with the aim of
enhancing balance of payments stabilityl.l2 In their
absolute sense the two strategies, i.e. impoxrt
substitution and export promotion, cannot co-exist

simultaneously.

Nevertheless despite the government objectives
the momentum of substitution could not be sustained,
and by 1975 the process had more or less come to a
halt. A major factor contributing to this deeline
was the heavy dependence of the substitution
industries on imported inputs. The decline in
foreign exchange earnings, brought about by a drop
in copper prices and a rise in the price of oil,

necessitated a drop in the capacity of mosti of these
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substitution industries. Most plants operated at
50 per cent or less of the installed capacity, and

the output declined by 3.9 per cent during 1974-1975%°

II THE SECOND DECADE 1975 - 1985

Zambia entered the second decade facing an
economic crisis. In 1975 export receipts fell by
40 per cent, the balance of payments deficit was 30
per cent of Gross Domestic Product, government revenue
from minerals fell to less than one fifth of its
previous level, and the budget (which was in surplus
in 1974) moved to a deficit, equivalent to 24 per cent
of Gross domestic product44 The government therefore
initiated a program to remedy this gsituation. The

four main issues which it had to tackle were:

i) the critical shortage of foreign exchange
ii) the massive under utilisation of capacity
iii)  the excess level of capital intensity, and

iv) the excessive dependence on copper exporté?

Substitution industry was the hardest hit by
this economic decline as no less than 70 per cent of
industrial output was based on imported raw materialse‘6
Despite this the government did not make any substantial

change in trade policyo However, a major piece

of legislation the Industrial Development Act offered




a number of incentives to investors proposing to

establish export industries of non-traditional products.47
This indicated a slight shift in emphasis from su .. .:Jlou
Voo« ..ls measure was further augusc:...d L The

ocreation by a cabinet decision of the Export Promotion Council
the following year, whose function it was to promote and

stimulate exports.

In 1979 the Third National Development Plan 1979-1983

vas formulated.48

‘This plan contained the first major

policy objectives since the economic orisis. It therefore
sought to address itself to the resolution of some of the
problems facing the economy. The objectives of this plan
were, firstly, to diversity the economic structure in order

to reduce the economy!'s dependence on copper, and to undertake
a cacacrash economic programme of promoting agriculture and
industry, based on the use of local raw materials, and the
establishment of the necessary capital goods industries to
satisfy domestic demand and generate exportable surpluses.

In respect to manufacturing the government wanted this sector
to play a more active role in both export promotion and impoxrt

substitution, than it had in the past. It was the governments
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intention to promote import substitution and export
orientatinn, by the establishment of industries
which were based on the maximum use of local agricultural

and mineral raw materials.

Secondly the plan intended to maintain a tight
import control policy. It was observed in the . plan
that previous experience in the administration of
import controls, initially introduced in 1972, had
showed that there was a need for the government to
evolve a stable import policy geared to the essential
requirements of the economy. - Periodic changes in
import policy had given rise to uncertainty and
speculation, resulting in excessive imports as in
1974 and 1975. The plan pointed out that the import
control mechanism should be viewed as a major policy
instrument for the implementation of the countryts
development programme. It was further pointed out
that, as import controls and restrictions often
created a closed market which supported import
substitution, there was a need to guard against
indiscriminate import substitution particularly because
of the high costs inherent in such import substitution.
It was thus pointed out that the third national
development plan would assign a high priority for

import substitution to only those industries which
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were based on domestic inputs or had a large value
added element or where such industries because of
linkages fit into the development strategy of
ensuring self reliance in basic and essential
commodities of daily use, and as such lay the basis
for future industrial development through setting up

of capital goods and intermediate industries,

Finally as a means of diversifying the economy
away from a dependence on copper exports, the plan
proposed to look into the possibilities of joint
ventures through regional co~operation; and export
promotion. In as far -as export promotion was concerned
the plan proposed the introduction of incentives such
as, priority for exporters in the allotment of import
quotas for industrial inputs and capital goods, fiscal
incentives (e.g. tax rebates in respect of expenditure
on development of export market, liberal tax treatment
of profits accruing from exports and draw backs in
respect of customs excise and sales tax) and the
provision of credit at concessional rates for financing
exports. It was also poiﬁted out that there was a
need to strengthen the operations of the export
promotion council to support the country's export

endeavour.
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In its implementation the Third National
Development Plan encountered tremendous difficulties
and by the end of 1983 it had become apparent that
the plan was not going to atdain its objeotivoa.49
The factors that contributed to this were, firstily,
the growing scarcity of investment resources both
domestic and foreign. Secondly the prolonged world
economic recession generated and deepened by the oil
price incoreases between 1973 -~ 1974 and 1979-1980,
kept copper prices depressed all through the plan period,
and as a result Zambia faced a serious foreign exchange

constraint.so

This deterioration of the country's terms of
trade with the rest of the world adversely affected the
ocountry's capacity to accelerate adequately the pace
of development of the domestio economy. The Foreign
exchange constiraint necessitated <the restriotion
of imports. Thus the volume of imports needed
for the maintenance of full capaocity of production
as well as for fresh investment was drastically
out down. However not even these restrictions
could stop the country from accumulating trade
payments arrears. Further the devaluation of the
Kwacha in January 1983 and its floatation im July
the same year led to an increase in the prices of all
imported raw materials, production inputs such as oil,

fertilisers, pesticides etc, as well as capital
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equipnent and machinery?1 The devaluation however
boosted the competitiveness of non traditional exports
but due to their small volume, they did not help offset

the country's balance of payments deficit problem.

Thus since the end of the period that was covered
by the plan the government has charged itself with the
task of drawing up a new plan to implement policies
that will attempt to overcome the problems faced by the
third plan and resolve some of the economic problems
facing the country, It is in this light therefore that
the government has formulated guidelines to help it in
formulating the fourth NationalAdeveIOPment pla.n?2 The
government has stated that the fourth plan must be
formulated within the framework of the United National
Independence Party Constitution, its document on national
policies for the decade 1985 - 1995, and all the pertinent
policies enunciated in the President's speeches and
in the resolutions of the party's general conferences
and the national council meetings?3 The policy
guidelines contained in these pronouncements state
the party's overall objective of accomplishing the
transition of the state from capitalism to humanism

through socialism. The economic programme then lays

down the following as the party's economic objectives:
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i) To pursue a course of economic self reliance

to lessen chances of external manipulations.

ii) To achieve the inter-dependence and integration
of economic sectors and their respective
production units. Local processing of local

products including minerals must be encouraged

iii) Re orientation of investment pattern to help
in the restructuring and diversification of
the economy. A more effective incentive

programme should be implemented.

iv) A greater promotion of genuine import
substitution and the stimulation and
diversification of exports, export routes and

54

trade partnerss

Therefore the fourth National Development Plan
when it is formulated will be expected to facilitate
the attainment of these objectives. However as will
become evident later in the study, the fulfilment of
some of these objectives has already been frustrated
by the implementation by the government of an economic
austerity programme in October 1985. However it is
interesting to note that the unchanged theme in all
the plans has been the government recognition of the
need to restructure and diversify the economye. However

its implementation has been far from satisfactbry.
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The reason for this may be due to the non availability
of financial resources to uphold the economic
structure. However, presently, with financial
resources at an all time low, the time may have

come for the government to make a serious attempt

to implement development plan objectives and make
realistic forecasts. As has been aptly ' put by the

President, tZambia must diversity or perish.'55
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CHAPTER THREE

THE TRADE RGGIME

Te INTRODUCTION

As has already been pointed out, the economic
decline, evidenced by the fall in exports and imports,
and revenue, has resulted in a decline in the public
investment programg G.D.P. per capita in constant 1970
Kwacha declined by about 25 per cent between 1974 and
1983.2 This economic climate has necessitated 2 new
approach to economic development by the government.

To stem this decline the government has embarked on an
economic austerity programme designed to transform the
cconomy for a future in which copper and mineral
revenues (which presently account for 95 per cent of
foreign earnings), will play a less significant role.
This in the main involves the pursuance of policies
which will revamp the performance of the agricultural
and manufacturing sectors, encouraging them to play a
more prominent role in foreign trade. To facilitate
this transformation, the government has moved to shift
its approach to development and economic growth, from
Central Control, which had been characterised by the

transfer of resources to industry both directly through
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the budget and indirectly through the incentive

system as determined mainly by tariffs, quantitative
trade restrictions, price control and exchange rate
management, to a greater reliance on market forces for
the allocation of resources, and the engendering of a
structure of incentives which is uniform among producing
sectors and neutral with respect to promotion of exports

3

and import substitutes?

Trade policy, more especially its implementation
has an important role to play in this economic trans-
formation more especially bearing in mind the fact
that, the manufacturing and agricultural sector to
which Zambia is looking for economic diversification
are dependent on imported inputs and spare parts. . This
in effect means that, the foreign exchange constraint
that has affected other sectors of the economy has also
affected the ability of many manufacturing and agricultural
concerns to operate at full capacity. Therefore
for the austerity programme to succeed, there has to
be a pursuance of import and export policy, and exchange
control policy that will facilitate the smooth operation
of those sectors, to which the government is looking to
lessen the single product dependence of the Zambian

economy.
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In this chapter, therefore, we shall examine the
current legal framework within which exporters and
importers have to operate. We shall also consider the
administrative arrangements that have been introduced

to facilitate the operation of this framework.

2, THE IMPORT FACTOR

The power to control the import of goods is veéted
in the Minister of Commerce and Industry under the CGontrol
of Goods Act.4 Therefore any person wishing to import
goods into the country has to obtain an import license
from the Ministry of Commerce gnd Industry. The Ministry
issues two categories of import licenses, the *No funds®
import license and the ‘General import license.'5 The
distinction between the two being that, the former is
issued where the person proposing to import goods does
not intend to externalise any funds from Zambia. The
goods have either been paid for from the importers external
account or are consigned gratuitously to the importer. The
General Import license is issued where the importer
proposes to utilise possible foreign exchange allocation
from the Central Bank. Both licenses are issued
indiscriminately, the process is automatic , an importer
wishing to import any category of goods is readily

granted an Import License without much ado. But as is
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Under the old system of licensing a close
relationship had existed between the central bank and
the Ministry of Commerce and industry. It has been
the function of the central bank to prépare quarterly
foreign exchange budget estimatles, which were then
channelled to the Ministry. The Ministry then issued
import licenses corresponding to the estimated foreign
exchange. A foreign exchange committee comprising
officials from the various sectors of the economy had
been charged with the apportioning of the estimated
foreign exchange according to the various economic
sectors. After the apportionment had been made,
importers were then invited to apply for import licenses.
This system had as its main drawback, the fact that a
number of licenses issued by the Ministry could not be
backed by the requisite foreign exchange owing mainly to
the fact that the estimates on which the licenses were
based were not always accurate. Under this old system,
the importer after having obtained an import license
still had to apply to ' his commercial bank or the
Bank of Zambia for the actual allocation of the foreign
exchange. The main drawback of the old sysiem was the
fact that it created a long administrative process which

involved a considerable degree of subjectivity in decision
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making, this naturally made the system susceptible to

corruption and abuse.

It is proposed under the new import licensing
systems to do away with the distinction between the two
categories of licenses, the no funds licenee and the
general licence, and introduce one licenee that will
cater for all categories of imports, whether involving
the externalisation of foreign exchange from Zambia or
not, the distinction under the present liberalised trade

regime serves no purpose.

I EXCHANGE CONTROL

With the Introduction of the foreign exchange
avctioning system, exchange control was greatly
liberalised. The stringent measures to which importers
and exporters had hitherto been required to adhere to
were done away with. The auctioning system in inter-
national trading delinked the Kwacha from the independent
basket of currencies to which it had been aligned °
to a free fleat. The value of the Kwacha and hence the
rate of exchange was to be determined by demand and
supply as determined by a new distributive mechanism.

The distributive mechanism which is based on the operation
of market forces, in the main, does away with the manual
distribution of foreign exchange to users by the Bank of

Zambia. The new measure minimises the exercise of
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discretion by administrators.

The procedure pertaining to the securing of foreign
exchange by importers is straight for&ard and simple.
An importer, after he has obtained an import license
from the Ministry of Commerce, submits an application
for foreign exchange to his commercial bank. This
foreign exchange request must state the amount of
foreign exchanged required and the Kwacha & US Dollar
rate the applicant is willing to pay. The applicant
must then deposit with the bank the requisite Kwacha
cover for the required foreign exchangé. The commercial
bank will then apply (submit bids) on behalf of their
clients. The Foreign Exchange Management Committee
which is chaired by the General Manager of the Bank of
zambia and of which the Permanent Secretary in the
Ministry of Finance is a member, is responsible for
conducting the auction.8 Upon receipt of the bids the
Committee's Secretariat sorts and consolidates the bids
jndicating the rates quoted from the highest to the
lowest and the corresponding amounts of foreign exchange
requested. The Committee then starts with the highest
bid working its way down that list taking into account
the amount of foreign exchange requested.9 This downward
movement continues until all {the foreign exchange

available has been exhausted. The exchange rate that
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will exhaust the foreign exchange on offer will be

adopted as the ruling rate and will be applied to all

the highest bids.1o Foreign exchange is then allocated

to all those applicants who are at and .above the rate
11

adopted. Therefore this means that before an importer-.

can advise his bankers to issue a letter of credit in
favour of the exporter of the goods, he has to first
secure the foreign exchange through the auction. In
the event of his first bid not being successful, thus
entailing successive applications, the process undoutedly
slows down commercial operations. If the foreign
exchange is required for a vital spare part for some
capital equipment lying idle it may result in a great
loss affecting both capital and labour. Another
problem encountered by importers brought about by the
suction is the high probability of exchange loss in
their international dealings. The ruling rate of
exchange may differ between the time the contract is

ontered into and the time that payment is finally made,

Another requirement of exchange control is that
when an importer has identified the goods he must proceed
to have them certified by Societe Generale de Surveillance
S.4 (S.G.S). This is an association which examines
goods at the source of supply and issues a clean report

of finding, before importation can go ahead. In Zambia
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all goods costing more than K10,000 are subject to S.G.S.
certification requirement, however certain specified

goods are exempted from this requiremeﬁt.12

The operation of exchange control regulations and
import licensing regulations before the introduction
of the economic austerity programme had amounted to an
effective trade barrier, keeping out many imports which
were in competition with local products produced by
import substitution industry. As a consequence of the
reliance on these regulations by the government, the
tariff structure was not utilised as an instrument for
promoting growth and development. The tariff structure
stagnated especially after 1975 when stringent measures
were introduced to stem .= the foreign exchange shortfall.
In a study conducted by the World Bank, it was discovered
that for the period 1972 to 1978, out of the average
ratio- of tariff collections in thirty one countries in
the sub region, Zambia had the lowest collections ratioz:l3
The average ratio for these thirty one countries was nearly

four times as high as that in Zambial4

As a result of
this factor, after the liveralisation of the exchange
control and import licensing regime, there has been a
major inflow of many different commodities including
those produced locally. Locel industries being unable

to compete are under constant pressure of losing their
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market. This is because local producers behind the
trade barriers had allowed prices to escalate to well
above their traded equivalents. To save local industry
from collapse the government has appointoa a Tapiff
Commigsion. The function of this commission is to look
into ways of overhauling the tariff structure and
establishing it as the base line of incentives conferred

by the trade regime.

3. THE EXPORT FACTOR

Exports are also subject to the control of the
Minister of Commerce. No goods above tho‘value of
fifty Kwacha may be exported from the Republic without
the permission of the Hiniuter.15 Thus every exportier
must obtain an export licence for the export of any
oategory of goods. The procedure for exports is
relatively simple. Pirstly, all expoxrters must register
with the Ministry of Commerce and Industry as exporters
(1icenses will only be issued to registered exporters' ).
After this has been done, the exporter can then apply
for an export licence. In the case of products
such as agricultural produce and minerals, and cexrtain
other goods which may from time to time De
specified by the Minister, a permit from the relevant
authority, (this meaning the Ministry or Department in
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charge of that sector) is necessary before a licence can
be processed. Once the export licence has been issued
the exporter must submit a copy of the‘same together
with any other expoxrt documents to his Commercial Bank.
At the Commercial Bank the exporter will be required to
£fill in exchange ocomtr0l forms, to emsure that foreign
exchange earnings are received in Zambia. After the
exporter has completed this process and the documents
have been approved they may be cleared through customs
for export. Once payment from the foreign buyer has
been received, the commercial bank payé the Kwacha

equivalent to the exporter at the prevailing rate.

I INCENTIVES AND EXPORT PROMOTION

The government has declared as its objective the
promotion of exports as a strategy for economic development.
For this reason a number of incentives have been made

available to exporters.

i) As an ineentive, all exporters are allowed to
retain fifty percent of their export earnings
in foreign exchange. However this foreign
exchange has to be utilised within 21 days
after its receipt!6 Further this foreign

exchange can only be utilised for purposes
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specified by the Bank of Zambia, these refer
mainly to the payment for imported inputs
and pre-~specified invisible payments.17

THE INVESTMENT ACT 198618 offers the following
incentives to exporters of non traditional
products namely, retention of a percentage of
their foreign exchange earnings, income and sales
tax rebates, access to foreign exchange revolving
fund, access to free trade zones, and tax rebate

on income for export promotion and foreign

market prospection.

For those enterprises engaged in the agricultural sector

two further incentives are provided namely

iii)

exemption from the payment of selective
employment tax, and

access to preferential borrowing.

THE EXPORT DEVELOPMENT ACT 1985 Jcreates a

high powered Export Council consisting of the
Prime Minister as Chairman, the Ministers
responsible for Commerce (vice chairman),
finance, agriculture, foreign affairs,
co-operatives, mines, tourism and transport,

the Governor of the Bank of Zambia, the Director
General of the Zambia induatrial and Mining

Corporation, Chief Executive Zambia Consolidated
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Copper Mines, four other members nominated by
organisations or associations recognised by the
Minister of Commerce as representing exporters
and other persons concerned with export trade.
This Council is designed to take over the functions
of the defunct Zambia Exporf Promotion Council,
which was created in 1978 by a cabinet decision.
This Council failed to achieve its objectives
due to firstly, lack of administrative powers
(it was not legally constituted) and secondly
lack of funds to finance its operations.zo The
export promotion Council fell under the
Ministry of Commerce and Industry and had as its
chairman the Minister of Commerce, the
Secretariate was manned by an under Secretary,
and it was intended that the Council should

take over the operations of the Foreign Trade
Department in the Ministry. The Council also
had six committees to cater for the various
gectors of the economy, chairmen of these
committees were elected from their particular
gsector, the failure of these committees to -

meet also led to the ineffectiveness of the

Council.

The new council therefore is meant to take up
through its board the functions which the export promotion

council failed to perform. In presenting the Export
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Development Bill before Parliament, the Minister of

Commerce stated that the creation of the board was within

the broad policy of the government to reduce dependency

on copper, and that the creation of the board would have

the following advantages:21

(a)

()

()

(a)

effective authority to collaborate with the
Zambian business cémmunity on a direct and
continuing basis and to provide the
government yith valuable information and

data on which to base policy decisions.

As a Commercial entity, the Zambia Export
Development Board would be operational-oriented

and free from inhibiting bureaucratic practices.

Tt would be best suited to attract foreign
aid, both bilateral and multilateral from
fiiendly countries and intermational

orgenisations.

The separation of the Zambia Export Development
Board from the Civil service would permit a
distinct separation of activities to make it
possible for the board to independently raise

funds in support of the export drive.
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(e) Advise the government on such export
incentives as may be desirable to

further promote . exports from Zambia.

The Export Development Aot states the main function

of the Board to be, to develop, . promote and encourage

in accordance with the polioies approved by the Council,

the export of goods and sexrvices. This involves amongst

other things.

1.

2.

22

Recommending for the approval of the council, policies
for the promotion and growth of exports, policies
relating to the adoption, initiation and ratification
of multilateral and bilateral trade agreements
affecting exports, and recommending measures aimed

at improving the existing trade regime with a view

to maximising expoxrts.

Complement the effort of exporters in Zambia by
collecting and disseminating inform:zion, Gouin s el
d.ia ¢ . providing technic.i imow how -relating to
markets or potential markets abroad, assist exporters
benefit from trade incentives, credit and expoxrt
guarantee schemes, and advise exporters on acquiring
inputs for manufactured exports and the maintenance

of the quality of such exports.
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3. Promote export trade by co-ordinating the
participation of exporters in trade affairs
abroad, and liasing with organisations abroad

with a view to developing markets for exports.

The Board is empowered to establish by statutory
instrument a revolving export fund denominated in a
foreign currency out of which funds may be lent for the
purpose of securing imported inputs required to fill

export orders of non-traditional products.

Although the Export Promotion Board has, as yet
not become fully operational, it can be pointed out, that
unlike the defunct Export Promotion Council, the Boards
Constitution and structural make up give it a better
chance of success in attaining the objectives for which

it was established,
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CHAPTER FOUR

APPRAISAL OF THE TRADE REGIME

1e INTRODUCTION

A country desiring economic growth should have 1its
attainment as the central objective of its trade regime.
The trade regime should promote efficiency, engendering
the more efficient utilisation of a country!s resources
i.e. - labour, capital, natural resources, and administrative
and managerial capacity. This should be regardless
of the development strategy that a couﬁtry chooses be it,
import substitution or export orientated growth. There~
fore, the ascertainment of the success of a development
gtrategy will depend on how far such strategy goes in

promoting more efficient economic activity.

As has been pointed out previously, the trade regime
in Zambia was gieatly 1iberalised in October 1985. This
represented a major change in emphasis of government trade
policy. Whereas (before the 1iberalisation) the government
had regarded the promotion of the substitutiop of imports
to be the main emphasis of its trade policy, thus its
attainment, the governments main development objective,
however with the liberalisation this strategy has been
relegated to the periphery of government development policy,

outward looking, export oriented policies now constituting
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the core of government development objectives. This
change in policy emphasis is in line with a general
disillusionment with import substitution policies in the
third world. Many developing countfies feel that import
substitution has not engendered the economic growth or
industrialisation initially envisaged. The success of
export oriented strategies in the South East Asian

states coupled with the conditionalily of financing of
international lending institutions such as the World

Bank and the International Monetary Fund have contributed

greatly to this ghift in emphasis.

In this chapter we shall consider the effects and
possible effects, the trade regime will have on Zambia's
external trade and development objectives. We shall
consider whether the intended goals of the trade regime
have a likelihood of success in inducing economic growth

and development.

2, IMPORT CONTROL AND EXCHANGE REGULATION

s AND Sa D

Before conéidering the effects of the current
liberalised trade regime, it will be helpful to consider
the failings of the previous regime. At the outset it
must be recalled, as pointed out earlier that the whole trade
regime was geared to the protection and the encouragement
of the growth of indigeneous industry. This protection
wae mainly effected through impoxrt licencing and exchange

control. Tt was hoped that such measures would lead to
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accelerated industrial growth and economic independence,
However the pursuance of import substitution through
import and exchange control led to certain economic

consequences not intended by the policy makers.

Firstly the administration of the restrictions led
to excessive administrative regulations giving rise to
bureaucratisation, corruption, uncertainity and delays

thus discouraging productive private initiative.

Secondly, the existence of import restrictions led
to reduced earnings from exports. -This was because
protection engendered a higher exchange rate than would
have prevailed under a less restrictive trade regime.1
Export Industry more often than not was faced with
expensive domestic inputs produced behind trade barriers
leading thus, to the export of commodities that were less
competitive in international markets. Further the
high protection for local industry coupled with access
to imported raw materials at lower rates of duty, made
it more profitable to produce for the local market
provided there was adequate demand? Thus foreign
owned enterprises and to a lesser extent, parastatals,
being the only significant business concerns were thus
able to take advantage of the opportunity to make profits

in a monopolistic setting. In fact import substitution
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policy served to encourage foreign penetration of the econonmy,
in particular the establishment of subsidiaries of
internationd concerns behind the trade restrictions. This
led to the elimination of the possibility of competition

from private indigenous business concerns which were not

able to compete with the more established foreign concerns,

Thirdly the restrictions acted as a disincentive
to the - . growth of the agricultural sector. It raised
the price of manufactured items relative to agricultural
products in the home market, and the over valued exchange
rate reduced the domestic currency receipts for agricultural

3

exports. Further the restrictions forced farmers to

purchase high cost local implements.

Fourthly the restrictions encouraged an under
utilisation of installed capacity and labour, Capital
goods could be obtained cheaply as a combined result of
the over valued exchange rate and the low duty and
minimum restrictions on the importation of such goods.

As a result most of the factories were over equipped and
capital intensive resulting in a low utilisation of
abundant 1abour4. The manufacturing sector best
jllustrates this trend, manufacturing output grew at more

than 7 percent per annum from Independence to the mid

1970ts, but manufacturing employment &rew less than
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half as ra.pidly.5

The capital intense nature of import
substitution industry meant the adoption of technologies
from advanced countries inappropriate to local conditions.
This led to & heavy outflow of capital in the form of
maintenance, spare parts, transfer pricing and royalty

paynents.6

However the major 4rawback to the successful imple-
mentation of import substitution industrialisation was
the import intensity of substitution industry. The
manufacturing sector again provides a perfect example,
subgtitution was centred in final consumer goods and
some intermediate goods using imported inputs. Thus
the expansion of manufacturing for domestic use was not
based on the development of Zambia's considerable agricul-
tural potential. Instead : growth was centred in
textiles, rubber and chemicals, all of which were highly
dependent upon impoxted inputs and vis-a-vis foreign

exchange.7

While it is admitted that the importation of
consumer goods was reduced substantially, this was achieved
at the expense of increased imports of equipment and
materials, resulting oontrary to expectations, in an even
more rigid dependence on foreign supplies which in turn
aggravated the foreign exchange crisis. In a survey
carried out by the National Commission for Development

Planning of seleoted substitution industries, it was
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discovered that many industries were operating below
capacity because of their . "dependence on imported inputs

as illustrated below.8

INDUSTRY CAPACITY UTILISATION %
CHILANGA CEMENT 52
CHOMA MILLING 49
LUSAKA ENGINEERING CO. 48
KABWE INDUSTRIAL FABRICS . 46
REFINED OIL PRODUCTS 24
LIVINGSTONE MOTOR ASSEMBLY 21
CONSOLIDATED TYRES 20
MANSA BATTERIES 14

Those industries most dependent on imported inputs have the

lowest utilisation capacities.

Thus the vexing issues facing the government were
threefold. Firstly, how to improve the utilisation of

employed resources and improve the effectiveness of

production factors. Related to this was the question of

how to remove the barriers hampering the growth of
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productivity in all economic sectors.9 Secondly, how to
transform the presently unused potential capacity of the
national economy in to actual production.10 This relates
to the type of investment aimed at réstructuring the

economy. Problems related to industrialisation policies
are of importance in this regard. Thirdly how to counter
act the negative influences of the external sector of the
economy:l1 More specifically how to close the export and
import gap. Thus the measures which were announced by the

covernment in October, 1985 were designed to address some

of these problems and attempt to provide a solution.

The immediate effect of the liberalised system
hags been to increase the inflow and diversity of imports.
Foreign exchange and import licences have been made readily
available to importers to enable them to import many
categories of goods, many of which had hitherto been
restricted, or had not been regarded as a priority in
the allocation of limences. Local industries which
before this had been protected by import and exchange
control restrictions are now increasingly finding their
goods in competition with goods produced by larger more
efficient economic units. As pointed out earlier tariffs
have offered little protection to these industries as for
many years they have been neglected as instruments of

trede control, reliance had been placed solely on
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quantitative import restrictions and exchange control
restrictions. Many local industries established behind
trade barriers are increasingly finding it difficult to
continue operating at previous levels. Industries and
consumers who had, before the liberalisation, relied on
these industries for various products are finding it
cheaper and beneficial to purchase these same products
from other souxrces. Consumer preferences are playing
an increasingly larger role in determining sales now that
business enterprises have access to foreign exchange and
import licences and are able to import different varieties

of goods.

The liberslised system has also enabled industries
which hitherto had been operating at below capacity
because of a lack of inputs and spare parts, brought
about by a lack of foreign exchange, to operate at
their normal capacity. However some industries have
discovered that despite being able to obtain foreign
exchange to purchase inputs, they are still operating
below capacity. The reason being attributed to the
high exchange rate. The prices of their inmputs have
escalated upwards forcing up the price of their products.
This in turn had led to a drop in gales because of
slackening demand resulting in 2 fall in industrial
capacity. Most concerns faced with these problems have

had to institute cost saving measures in most cases
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necessitating redundancies. The liberalised trade
regime has further strengthened linkages with external
economies, Manufacturers have found it easier and
cheaper to import ready manufactured products instead
of a few inputs to be combined with local inputs to
turn out a much more expensive and sometimes inferior

quality product compared to the imported equivalent.

However despite the liberalisation importers
still face a number of procedural draw backs. Among
these being firstly the uncertainty of obtaining a
foreign exchange allocation. Despite having obtained an
import licence and other documentation required,
allocation depends on the rate the importer is willing
to pay. This has led to importers submitting high bids
in order to ensure an allocation, but in so doing
importers have been pushing up their production costs.
It is highly unlikely that this spiralling : '~ of prices
and production costs can continue without causing serious
damage to the ability of importers to continue importing
and remain viable concerns, and the ability of consumers

to continue purchasing the producis of such concerns.

Secondly importers again because of the uncertainty and
fluctuation of the exchange rate at the weekly auction)

are more likely to suffer an exchange loss. The Kwacha/
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US Dollar exchange rate has continued to rise from the
first auction conducted in October 1985 when the rate

was fixed at K5.01 - USg1.00 to the rate in the third
week of May, 1986 of K7.23 - US$1.00; Therefore for an
importer to enter into a contract with an exporter for

the supply of commodities before the securing of

foreign exchange is to subject themselves to a considerable
risk, unless such an importer has no cash flow problems

or can easily obtain short term financing. However

this is usually only the case with larger foreign and
state owned concerns. The ruling rate of exchange at
the time when the contract is entered‘into with the
exporter, given the present tfend, is more 1likely to

have changed adversely for the importer at the time when

payment is required to be made.

A third constraint faced by importers and linked to
the uncertainty of securing a foreign exchange allocation
is the fact that letters of credit may not be established
prior to securing foreign exchange through the auction,
this undoubtedly results in delay more especially where
successive bids have to be made due to initial bids not

being successful!2

A fourth constraint is the restriction placed on the
use of suppliers credits. This has been limited to

the importation of machinery, equipment, spare parts and
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intermediate inputs.13 However users of such facility
have to provide the Bank of Zambia with satisfactory
evidence of the eligibility of the goods to be purchased
and the terms and conditions of such arrangements must

be registered with the central Bank.

2. EXPORT REGULATION

As far as exports are concerned the new austerity
meagures are designed to boost and encourage exports.
Government policy has increasingly turned towards outward
looking strategies as an impetus for growth. Outward,
export orientated strategies have become a more popular
vehicle for growth undertaken Ey developing countries
either as an active choice or as a consequence of
conditionality demanded by the International Monetary
Fund and the World Bank.14 Further the economic success
of the newly industrialised countries, Soutthorea,
Taiwan, Hong Kong, Singapore and Brasil, have merely
served to boost the support for these strategies. The
advantages of pursuing export orientated policies have
been pointed out to be firstly, it leads to an expansion

15 They become

of traditional (raw material) exports.
cheaper and more competitive, resulting, therefore in
increased earnings. Secondly, it leads to a diversi-~

fication of the export base away from a narrow range of

primary exports to manufactures and therefore increasing
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the economy's capacity to transformj6 A broad economic
tase means that the economy can adjust to shifts in world
market prices or other trends. Thirdly the pursuance of
export oriented policies leads to a correction of factor
price distortions brought about by the implementation

of import substitution and other government interventionist
policiesj7 The correction of price distortions means
that resources will move towards sectors that have
comparative advantage thus promoting a higher degree of
efficiency. Fourthly successful implementation of
export policies leads to a reduction in the balance of
payments deficits because of increased and diversified

exports and a reduction in imports of non—essentials.18

The depreciation in value of the Kwacha by over a
hundred per cent was allowed to enable Zambilan exports
to become more competitive in international markets.
‘It was perceived that such devaluation would result in
a net increase in export earning and stimulate the
export of non-traditional products. The rationale
behind this measure was the assumption that the industry
established behind the high trade barriers was inefficient
and encouraged factor price distortions. This Industry,
it was pointed out, engaged in the production of goods
which because of the high price, brought about by high
production costs, it was not able to sell to the majority.

Further it was pointed, outﬁthat these industries could
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not continue to operate at their full capacity for a
prolonged period, because of limited market outlets for
their products. There was no export possibilities for
surplus. In most cases the producte that such industries
produced, were luxury or semi luxury products, satisfying
the demands of & small segment of the population, namely
those belonging to the higher income bracket in urban

areas.

The seriousness with which the government is regarding
exports as an impetus for economic growth is further
manifested by the formation of a high powered council to
deal solely with export matters, the introduction of a
foreign exchange retention scusus, ol v.rious Ui inceniives
« . have beem OIri.lvd 1o investors seiiing up eiport
industries. The introduction of liberalised exchange
control has worked to the advantage of those .exporters with
a low import imput, many of these industries are now able
to operate at their normal oapacity. However for those
industries with a high import content the liberalisation
has had the effect of inoreasing their PEedne¥on costs,
thus making it highly unlikely that their products would

be competitive in international markets.

However despite these incentives, there are still
some draw backs that exporters face. The main one being

the period whwithin which the exporter is allowed to utilise
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thus acts as an implicit tax on the enterprise concerned
reducing the effective price of its output and the ability

of the enterprise to develop new product lines with

potential as exports. 1t further lengthens the administrative
nrocess the exporter has to go through by instituting

a mechanism to ensure compliance to the condition. Finally
the lack of an organised effective institutional framework

to promote exports and advise exporters on export outlets

has greatly contributed to the lack of growth of the export
sector, The Zambia Export Promotion Council proved totally
ineffective. However it is hoped that its successor the
Export Board will play a more effective role and provide

the impetus for the growth of non traditional exports.

4. IN PERSPECTIVE

The decision by the government to liberalise the
trade regime mast also be seen in the wider context of
the governments attempt to fulfil external conditionality
to enable it to secure additional funding from Inter-
national Financial Institutions to make up for the short
fall in export earnings. These institutions before
making any firm loan commitment have demanded reform in
the countrys economic policies. In the fore in making

these demands has been the International Monetary Fund
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(IMF) which has demanded mostly monetary and fiscal
reform and the World Bank, which has been involved in
actual economic structural reform.19 IMF programmes
which often involve a re-examination of private and

public investment policy and the operation of public
enterprises has necessitated increasing collaboration

with the World Bank in implementing reform programmes.

The Commercial banking system which since the mid 1970ts
has become an important source of finance for developing
countries has come to depend upon the assessment of

credit worthiness of developing countries by these
multilateral bodies. Many Commercial banks are only
eager to extend financing to indebted developing countries
only after such countries have fulfilled or indicated a
willingness to fully accept IMF World Bank conditionality?o
The cornerstone of IMF World Bank policy is the promotion
of the market economy. Thus, in the main its prescription
towards reform, has been to limit government interference

in the operation of national and international market
forces?1 It has advocated for a liberalised trade

regime entailing a liberalised licencing system, if it
exists, and a flexible exchange rate policy to take
cognisance of prevailing economic circumstances. From

the above it is therefore easy to discern that the I.M.F

has not been in favour of import substitution policies
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and accompanying restrictions, favouring instead the

creation of an industrial base, based on economies of scale.

Zambiats credit association with the I.M.F began in
1975 after the Mufulira Mine disagter. At that tinme
Zembiz enjoyed a favourable balance of payments position.
The I.M.F. was merely requested to provide a compensatory
fincneing facility to make up for the short fall in
current payments that would result as a direct consequence
of the drop in the production of copper, brought about by
the disaster. As this time loan conditionality was minimal
becomge Zambia had a favourable balance of payments
position and was able to meed its loan obligation with
eas5C. However the slump in copper prices in 1975 resulted
in Zembio for the first time incurring a balance of
poyments defiecit. To offset the balance of payments
shortfall the government sought I.M.F. assistance. However
before the I.MoF. could advance any monies it demanded a
currency devaluation, intended %o make the mining Industry
noxe profitable.22 Zambia complied by devaluing by 20
nercent. This marked the beginning of strict I.M.F
conditionality in Zambia. This trend has since continued
with 2 devaluation of 10 percent in 1978, 20 percent in
198% coupled with the delinking of the Kwacha from the
special drawing rights, to a basket of currencies, thus

providing flexibility and commititing the government to
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naking small but frequent downward adjustments of the
currency.23 This was followed in 1985 by a devaluation of
over a hundred percent when the auctioning system was
introduced. Coupled with devaluation the I.M.F. has
demanded a liberalisation of import and eprrt licencing,

a reduction in government expenditure, a decontrol of
prices, an increase in interest rates, limits on internal
governmental and non-governmental borrowing, and a

24

liberalised investment code. As the economy and the
balance of payments position has worsened the I.M.F. has

imposed wider and far reaching conditionality.

As far as the trade regime is concerned, the
intended effect of all these measures has been to stimulated
exports. A greater emphasis was to be placed on exports
and more especially the establishment of export based
industry based on the economies of scale as a means of
economic development, However it is debatable whether the
measures taken have much chance of success in resuscitating
the foundering economy, more especially taking into account
two factors. Firstly that export orientated industrialisatinn
as experienced by the newly industrialised countries was 2a
result of certain historical facts obtaining at the time

25 An expanding world

and which do not exist presently.
economy after the second world war led to favourable access

to the markets of developed countries by developing
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countries, increased access to international finance and

the relocation of production by transnational corporatiens
to the periphery?6 Secondly given the metal base upon
which the export industry is based, wifh non-metal exports
accoeunting for only less than 15 per cent of total export
earnings. It is hard to see how in the short term, non

netel exports can make up for the short fall in export

cornings arising out of the fall in the price of metal

(6]

mperte,. In the long run however export orientated
industrialisation may prove to be a viable strategy for
Cevelopment provided the present trend toward protectionism
in the developed countries comes to paés, and allows
greater marxet access to agricultural and manufactured

preducts from developing countries.

As far as import substitution pelicies are concerned
it would not be entirely correct to state that pertse, they
have failed as a development strategy on account of being
unecononmic. It is only in the manner in which they have
been implemented that has led to their failure. As has
alrezdy been stated, in Zambia, the main factor leading
to the failure of import substitution as a development
strategy was the dependence of the industry on a large
scale on imported inputs. The industry did not have its
basic on locally produced items, its linkage to the local
aoricultural and manufacturing sectors was virtually

nen-existent. Where local inputs were used they only
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anounted to a very small percentage of the total value

of the product. Thus the solution cannot lie in a total
disregard of the substitution strategy, but in a re-examination,
with more emphasis being placed on local linkages, Where
imported inputs are required they should only be allowed
to contribute to a small percentage of total cost. With
such industries export opportunities are a must if the
industry is to offset the foreign exchange cost of the
imported inputs. It must be noted that ewen in the hewly
Industrialised countries, substitution policies were
responsible for building the industrial base on which

27

export orientated industry later thrived.

However for a developing country like Zambia, the
choice between the two development strategies is not an
easy one. More so when consideration is given to the
notion of economic independence and self reliance which
constitute the objective of government policy, the
sttoinment of which signifies the ultimate fulfillment
of political independence. Market orientated policies
on the other hand given the absence of adequate local
capital can only lead to 2 more pronounced domination of
the economy by foreign capital and the strengthening of
external linkages. /& was aptly put by Julius Nyerere,
for a2 poor under developed country, "a capitalist economy

R 28
means a foreign dominated economy.'
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CHAPTER FIVE

CONCLUSION SUMMARY AND RECOMMENDATIONS

In an increasingly interdependent world, external
economic relations are of vital importance, more
especially for deveioping countries which are dependent
on trade to provide capital, goods, enterprise and
teohnology to meet their developmental needs. In many
developing countries the state is playing an increasingly
larger role in the regulation of external relations.

This is in conformity with intermational law which recog-
nises that national governments have exclusive juriadiction
over their territory and are the only legal representative
of the state vis-a-vis other states. However notwith-
standing this principle, what a state can or cannot do is
constrained by the power of other atate..l For a very

weak state, national sovereignty may become a legal fiction
even within its own territory.z However despite this fact
many developing countries have some form of control or super-
vision over their external economic relations with other
countries.

Prade relations with other countries especially
developed countries can have a profound effect on the
operation of the economy as a whole and not just in ite
external aspects. Thus it is imperative that nations

both individually and collectively base their policies on the



chbjective analysis of international economic relations.
Broadly speaking, for many developing countries the choice
has been either to adopt a protectionist, restricted

trade regime which has necessitated the introduction

cf import and export control through import and export
licencing a quantitative restriction measure, tariff
prctection and exchange contrel, or an open market,

export orientated trade regime with few trade restrictions
designed to encourage trade, more especially export trade.
Whatever strategy a developing country has chosen as its
path to development, it has nonetheless involved external

economic intercourse with other states.

In Zambia the external sector plays a prominent
role in economic growth, Copper exports which account
for over 90% of export earnings contribute to over 80%
of government revenue. Thus there can be no doubting
the importance of trade to the country, However as
pointed out earlier, with the drop in copper prices,
the external sector has increasingly contributed less to
the government coffers. Since 1975 the government
hes experienced not only a trade balance of payments
deficit but alBo a budget deficit. To make up for this
shortfall the government has relied on external financing

and as a result its foreign debt has increased significantly.
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As at 1984 Zambia's foreign debt had increased to more than
1009 of gross domestic product and the country was
spending close to 60 per cent of her foreign resewves

3

on debt servicing. As a result thexgovernment was
forced by a lack of funds and external conditionality to
discontinue its policy of encouraging and supporting

import substitution industry. This policy as has been
pointed out earlier, was a major drain on government
reserves. The majority of such industry were established
by the state (parastatals) or with limited government
participation. Therefore the government did not only
play a promotional role, i.e. encouraging the establishment
of such industry by the introduction of incentives, but
2lso because of 2 lack of privafe domestic capital and
entrepreneural skill, sctually became involved in the
establishment and running of these - industries. As a
»esult the government bore the full financial dbrunt of

the failure of such policy. This being the economic
situation the government decided to change its developmental
policy, from that based on import substitution , to a more
export orientated, market trade regime. With

the implementation of this policy most of the trade
controls which had hitherto existed were dismantled.

A greater emphasis is now being placed on limiting

government involvement in economic affairs, more
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especially in unprofitable economic ventures, this is

so as to reduce government expeénditure. Private capital

oth domestic and foreign is being encouraged to play

& more prominent role, in the economy. Further the

soverament is committed to encouraging the greater

orticipation of pon traditional exports i.e. non mineral

aroducts in Zambia's export trade. In this respect

o agricultural and manufecturing sectbdrs are being

amccuwased to play a more prominent role in export trade.
hether this nolicy is lilkely to succeed and yield

hatiom results than import substitution is debatable.

Cosnicance has to be taken of a number of important factors.

Agricultural exports have since 1964 played a very

limited role in Zambia's external trade. In 1964,

the nsjor agricultural exportis, tobacco and maize

contributed 2% to total export earnings.4 This declined

to 0,4 in 1970 and 0.2 per cent in 1980.5 Overall this

wos an average of 1% of total exports over the 1964-1980
pericd.6 The share of asricultural exporte in total
export hac actually been declining over the period,

reinforcing the economy's dependence on mineral exports.

Coupled with this, considerztion has to be given to the

act that agricultural products have always been the

h

cubject of protectionism in Western markets since even
belfore the  inception of the G.A.T.T. The Go.A.T.T

itsels has not redressed this situation as many developed
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counvries have beer granted agricultural waivers. The
agricultural sector in the industrialised countries has
~lwnye been regarded as being of vital strategic importance
and thms, governments have always been reluctant to

-
S nn
ollagnte

cle

this sector to external competition which may
niernine the sectors existence and subject the government
to nogusible external influsnce. As a result imports of
ricultural products from developing countries are limited by be
non tariff
teriffs and / measures such as auantitative restrictions,
vubegidies, antidfmping rezulations and technical and health
resulations. A prominent example of such restriction is
the Common Agricultural Policy (C.A.P) of the European
Tcenonic Community (B.E.C). This policy effectively
probzcts the Buropean agriculitural sector from external
competiticon. The Iome Ccavention Agreements allow

m

linitel access to the E.,BE.C narkets of mostly minerals

e

m
ond treopical foodstuffs, specifically excepting temperate food
products, The reason for thig is obvious, because
tropical products cannct grow in the temperate Climate
of Zurove, they cannot pose a threat to the European
acricultural sector. But it must be noted that even
tropicel product exports ere subject to quota limitation.

he 52 developing countries who are the contracting
parties to the convention are each allocated quotas for
the tropical products they produce. Thus increased

nroduction does not necessarily lead to an increase in

exports and exports earnings. From the foregoing it



ney be concluded that a revitalication of the agricultural
sector may helf the country's external payments

position, by reducing foreign exchange expenditure on
imported agricultural products, but it is highly unlikely
that an increase in the production of égricultural

products would lead directly to an increase in exports

o)

né export earnings. However on a long term basis it
nay contribute to a rise in exports by producing
appropriate raw materials for a local restructured and
revitaliced manufacturing sector which would then open

up prospects for the export of manufactured products.

Ac far as manufacturing zs an exp6rt earner is
concerned, initially the sector grew at a phenomenal
rote. The share of manufacturing in the gross domestic
product which was 6.7 per cent in 1965 almost doubled to
15 per cent in the span of a deoadaﬂ.T But as has
slready been stated earlier, *this growth was directly
related and dependent upon copper more specifically
copper prices. As long as copper prices were high and
the country earned enough foreign exchange, the manufacturing
sector grev. However with the decline of copper prices
in 1974 - 75 manufacturing output began declining. The
reason for this decline was the sectors dependence on
imported inputs. Despite many political pronouncements

nade as early as 1964 to diversify the economy away from



copper domination, no conscious strategy had been ewolved
to put the development of the manufacturing sector on a
self reliant and self sustaining path. As a result of
the shortages of foreign exchange, restrictions were
placed on the importation of essential raw materials and
spare parts needed in the manufacturing sector. This
led teo under utilisation of installed capacities and a
decline in output. The fact that the manufacturing sector
was heavily ~  dependent on capital intensive imported
technology further aggravated the situation. In its
development, the manufacturing sector did not take
cognisance of the possibility of utilising indigeneous
labour intensive techniques which do not strengthen

external linkages.,

A JASPA report on basic need in Zambia points out that
a prominent feature of Industrialisation in Zambia is the
negligible structural change that had taken place within
the menufacturing sector since independence.8 It is
pointed out that the food, beverages and tobacco subsector
has dominated the manufacturing sector contributing 47
percent of the total manufacturing output. The report
states that throughout the seventies, the manufacturing
gsector had remained consumer goods oriented, catering mostly to
the higher income brackets. It states that the manufacturing
sector has not adequately addressed itself to the provision
of basic needs for the common man, that with its significant

import dependence for procuring machines and raw materials,



the sector has failed to generate structural output and
employment linkages with the other sectors of the economy.
Therefore for the manufacturing sector to play a much
more nrominent role in the external sgctor there has to

be a total restructuring of the sector with the aim of
reducing the sectors dependence on imported inputs and the
greater utilisation of local resources. Linkages with
other sectors of the economy especially the agricultural
sector has to be promoted. The integration of the two
sectors, agricultural and menufactmring, holds the greatest
promisc in the long term of increasing export earnings

and offeetting the balance of payments deficit problem.

It is toward the achievement of this goal that the legal

~nd odninistrative framewor!: zhould be structured.

In as far as the licencing requirements and procedures
ore concerned, since the liberalisation, their effect on
2uxternal trade has been negligible. Apart from the
requirement that exporters should first satisfy domestic

omand before export outlets »2re sought, the licensing

srocedure ot best exists for statistical and record

DUTN0S2S. Thus since the liberslisation the licensing
~roccdure has ceased to be - & major instrument for the
dntermination of government objectives. However as

(€.

[ER

or oz the economy as/whole s concerned the liberalisation
the licencing regime has nonetheless had a profound

elfeet on its operation. As has already been mentioned,
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onnrt from allowing the importation of products

which had hitherto been resstricted, the new licencing
~ime hag encouraged the esteblichment cf manufacturing
crprises which have a considerable import input.

Oven those already established manufacturing enterprises
vhiech had began to adapt to the use of local resources,
have with the availability of import licences and foreign

ewchange once again resorte? to fthe importation of their

inputs. This has resulted in a further strengthening
of external linkages to the menufacturing sector. While

further weakening the manufacturing sectors linkage to

other domestic economic sectors.

Txchange Control Regulations have also greatly
contributed to this situation. The auctioning rules
which allow the allocation of foreign exchange to
successful bidders regardless of the nature of the product,
which +the bidder seeks to import and nor its impact on
the economy, has not only put local industries under
considerable pressure, but they have also allowed those
industries dependent on imported inputs which were
brought about, as a result of the - wrong implementation
of import substitution policy, and which were on the
verge of collapse, ito thrive. Thus while in the short

term they may have appeared to have resuscitated the
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economy bj increasing the supply of goods, and sllowing
most substitution industries to operate at normal
cepacity, but in the long term it has merely reinstated
the status of the manufacturing industiy to that which
obtained before 1974 when copper export revenues were
high. Only that this time unlike then, the revenues
are not as a result of high export earnings but are asg
a result of external loans. This has further increased
the country's already considerable debt burden. The
gsystem has also brought about high and increasing
inflation due to the high exchange rate which leads to
goods costing more either because they‘are imported or
have a high import content. To sum it all up the
overall effect of the licencing and exchange control
regulations has been to strengthen the economy's

foreign dependence.

By way of recommendation it is suggested that
the government should attempt to engender a trade regime
that, unlike the present, will make the best possible
utilisation of local resources. Given the considerable
implementation of import substitution, the government
instead of doing away with such policy should attempt
to rehabilitate those industries that are best able to

use local inputs i.e. local raw materials. This should
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by & country is to be determined by the existing level and
composition of exports and their prospects, and the extent
ond nolture of import substitution activities that have
already been undertaken and their potential. It must

be pointed out, that, the evex increasing technological

edge and the protectionism in the developing countries

mol-c the sole reliance on economies of scale for development
by developing countries to be totally unrealist. The
comparative advantage a developing country moy possess today
ney he gone tomorrow as 2 result of the development of new
technology. This technology may either negate the

lobour or other advantage the developing may have, or

the development of new technology moy lead to the develoment
of a synthetic product which may not only be cheaper

%o produce but also possess better qualities than the
natursl product produced by the developing country. In
any case ewen if the synthetic product does not have an
outright comparative advantage, the protection granted to

it by tariffs or other non tariff restriction may make

i+ mowe economical to use in the developed country than

the imported mnatural product from the developing country.

As far as export promotion is concerned, the drive
should not only be cenfined to large scale substitution
industries but also to small scale substitution industries

cloge liason should be encouraged between the new Export
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Development Board and the Small Industries Development
Organisation, so as to enable small industries to take
advantage of export opportunities which the Board may

come up with. Financial support should be made available
to those small industries which possess an export

potential through such mechanism as export credit

guarantees.

It will be interesting to observe how the credit
cuarantee scheme provided for in the amended Bank of
Zambia Act will operate.11 The relevant section in the
Act merely empowers the Bank of Zambia to provide
protection to financial institutions against losses
incurred by them in granting loans or advancing funds
for the purpose of promoting small enterpriaes.12 The
successful implementation of this scheme will depend
upon the ~ .ability of the central bank to influence
financial institutions to cover financing of small
enterprises without demanding adequate collateral. The
financial institutions will have to be convinced about
the ability of the central Bank to make up for any
losses they may incur as a result of backing such
enterprises., If the scheme does succeed it will enable
cmall igs® industries overcome their single major problem.
Bxports cost money to effect and exporters have usually

experienced long delays in receiving their export
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proceeds, this has been mainly due to the delay resulting
from the procedure of obtaining export licences and

and permits, payments for handling = and processing
documents etc. Therefore instead of small industries
waiting indefinately for export proceeds, they would

be guaranteed payment on the spot for their products

to ease the burden on their cash flows. Eventually
when their receipts or proceeds from the exports

arrive these would be used to liguidate or expunge

their indebteness with the commercial bank.

Tn a nutshell the development of small industries
offers the following advantages, firstly it would take
development to backward areas and would not be restricted
to urban or peri-urban areas as are large scale
industries. Further by being amenable to labour
intensive methods they can help provide a solution to
the unemployment problem without necessarily involving
large capital investment. Secondly the setting up of
amall industries based on loc2lly produced raw materials

con

sn 3o a long way towards saving crucial foreign
erchanse. Since its esgtablishment in 1983 the Small
Tndustiries Development Organisetion has identified 103
cammndities that could be nroduced on a small scale in

rursl aress. The input bose for these commodities

hoins locally available wood and leather resources and



noricultural produce. SIDC states that a2 capital
invectaent in such a smell industry of ZMK 3000 to
M 4000 would provide one employment pesition as contrasted
7 1. ZMK 40,000 to A 50,000 which is required

‘e

to ocrente one such employment position in the large
13

Tinally another alternaztive that should be

ecucouraged is thet of regiona2l collective self reliance

crance (SADCC) grouping.,  Co-ordinated import
gsubctitution on a regional ccale can provide a genuine
cltcrnative development strategy. Instead of each
countzy in the region setting uﬁ 2. narticular industry

2nd thus being in competition with each other in as

for oo export opportunities are concerned, a procese
should be encouraged where particular industry is
2llocoted to particular country in the region, or if

in morc than one, the twe be complementary, thus

optimum export opportunities according to

country and industry in the region. Therefore in this
ragneet it would be to the advantage of the region, in

the nromotion of this goal, %o forrulate uniform trade

~nd investment regimes, Thie would enable the countries
involved to do away with damaging regional competitiveness

cnd trade diserimination thus teking the region closer



tovards economic integration and with it greater

ccononic growth and prosperity.
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