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CHAPTER ONE:

BACKGROUND SETTING: TAXATION AND GROWTE:

TRODUCTION :

The tax system is often identified as the most
ferful lever available to governments for moving their
conomies towards their development goals. For developing
fntries, the desire to apply fiscal policies to guide
;ﬂ stimulate economic and social development is an
§§iration whiéh can be found heavily enshrined in the
umerous development plans released by governments every
ear. ©So the link between taxation and-economic develop-
lent implied in the title of this chapter is the 1link
étween a universally desired end and a form of government
_ction which is widely believed to be a means to that end.
ﬁ.is one purpose of this study to examine the salient
eatures of that link between taxation and economic

development in a case study of an open developing economy,

namely Zambia's economy.

THE SETTING:

Zambia, like most developing countries is now

dependent on taxationl as’ a source of “finance ‘for develop-

1. ;
There was a belief among some Zambians that copper



lent. This remains true despite her other once widely

nown source, mineral sales proceeds. The difference is

#t in Zambia taxation was for a while2 regarded as a -

inor source of government revenue whereas in other countries
axation was, right from the outset, the main source of
overnment revenue. For example, in 1970 the revenue3

'om income taxes constituted 30.5% while those from

lneral sources were 41.2% of total government revenue.4

it after the partial acquisition of the mining companies'
ajority shares, this pattern changed considerably. from © °
ineral ‘reverfue ‘sources in favour of income taxes and other

" ICeS, TFor the period 1974 to 1979 the everage equivalent
igures for income tax and mineral revenues were 35.9% and
D.6% respectively. It was the curiosity over this

userved position of taxation and its steadily increasing
'ortance as a source of finance for economic developmentl

motivated the interest in further study of this

wvenue should be sufficient to provide finance for all
wvernment revenue needs. It originates from the old days
len copper revenue was quite substantial and was the

in source of government funds.

The "while" refers to the period prior to the
mplete acquisition of the 51% share of the mining
’panies. -

] 3 L
Central Statistical Office (CS0Q), Statistical Year-
)ok. (Lusaka: Government Printers), 1974, p.122.

: Include both internal and external sources. See
nthly Bulletin of Statistics. (Lusaka: Government
inters), 1973, pp 29-32.




omenon.

A short time after Zambia's independence, it was
ly noticeable to fiscal experts that taxation policies
'&a tax revenues woﬁld soon take their places in the fore-
;nnt, as the crucial determinants of the future of economic
;ﬁvelopment. It was therefore. important that tax structure
ind its impact on the macro-economic policies should be
arefully studied and understood. The initial interest
,;ich led to the undertaking of this study emanated partly
from that realisation and partly from this researcher's
own long time invOl&ement with the issues of public

finance and its linkage with economic development.

E PROBLEM:

The general problem to which this Study addresses
ftself is the determination of the role of taxation in an
sbmfAfrican economy‘.l5 The specific problem is that of
5dmnifying the impact of taxétion and other related fiscal

policies on the economic development of Zambia as manifested

1in the pattern of growth during the selected sixteen years

Economists refer to an economy in which the foreign
sector transactions (trade, loans, grants etc) dominates
n the GNP accounts (constitutes a largér percentage of
GNP than the domestic transactions) as an "open economy'.
In contrast a ‘closed economy" refers to a Robinson Crusoe
type of economy.



of political independence from colonial rule.®

| There is'a specially unique characteristic of this
f%blem. In a number of African and other Third World
nfries, the predominant source of government revenue
ing the colonial period was not taxation outside the
industries. It was some export commodity or

odities. in Zambia that commodity was copper. The
sult of this dependenée on éxport revenue was that for
long time after independence the governments of those
pounfries tended to approach the determination of tax
Tpolicies on the facile concept of '"that was the way the
;bohnﬂal regimes did it.”7 Thus they overlooked two
‘important points. First, the recognition that the
';%olonial“ regimes were not too concerned nor interested
thlthe broader responsibility of developing the whole
natipnal economy. Their interest was confined to develop-
ijng only the "export enclaves.'" These "export enclaves"
iwemathe sources of the raw material in which they were
IJHWerested The enclaves were therefore developed in a highly
wrcwniiistic style. Zambia's 'Copperbelt Province' and

its linking "line of rail™ or Kenya's so-called "White

In Zambia this was the period of the British
Colonial Government followed by the Federation of Rhodesia
- and Nyasaland which ended in October, 1964.

7A common response from interviewed government
officials during the interviews by this author when asked
" why they continued certain practices after independence.



iﬁnds“ provide two good examples of such "enclaves'.
Secondly, the colonial regimes did not, in most

; depend on internal sources of finance for their
'%pment revenues. A larger portion of their revenue
[ﬁnated from the subsidies voted-them from their
ﬁhpolitan government budgets and allocated for
‘ijoping the infrastructure in the '"overseas
f?ﬁtories“ or "dependencies.'" In return colonial
i&rts were treated as a part and parcel of the

stropolitan exports.

In Zambia, the United National Independence Party
IP) government did not own the copper,industry. But by
eement with the mining companies, the government
;émﬁved over 60% of government revenue from copper
;pmmnry through special levies and profit sharing
.emes which in fact amounted to special taxes and
A;cise duties. The most popular ones were: royalties,
gkport and sales duties, prospecting fees and mining
iicences. So the government acquired revenues from
ithenﬂning industry by placing the industry under
l%pecialised form of taxation. The historical approach
:&o tax determination therefore tended to preserve

bmnher obsolete tax policies which in turn created



Qgther problems :
- The tax policies went quite out of step with both
 @01itica1 and social realities as well as new pattern

income distribution. For example, Sir Roy Wellensky8

viilisustaining the outmoded '"hut tax"9 and ''poll tax”lo
taxes had served their coloﬁial purposes during the
onial period. But after independence, those types of
were just out of fashion in the new political

eu and income distribution structure.

They also had 1little responsiveness to the govern-

revenue requirements.

POSE AND OBJECTIVES:

The purpose of this study was to find out;-

How responsive to the above changes in the national
come and needs the tax system was .. in the sixteen
jears covered by the study. During the colonial veriod

the main purpose of taxation (especially of the Africans)

8
The first and last Prime Minister of the defunct

*ederatlon of Rhodes1a and Nyasaland, a post colonial
Sederatlon which was’ forced on the black majority of the
population of what are now Zambia, Malawi and Zimbabwe
firom the fifties. The federation collapsed with the break-
‘away of Zambia and Malawi in the early sixties leaving
Zimbabwe to "fight it out to independence in the early
‘eighties. Zambia achieved independence on October 24, 1964.

9Hut Tax - was a tax based on the number of houses (huts)
‘that a tax payer owned. It was imposed by the colonial




7

i to force the Africans to go out and seek paid work in

,ﬁiarms, mines and other industrial centers as unskilled
E&ers.ll Taxation of the Africans w;s therefore a
iSic tool of promoting the exploitation of the "export
ave" in the extracfion of "raw material"” for export.
r independence taxation became an important source of
‘rnment revenue and policy instrument for regulating
ﬁ"ecohomy. How -responsive Lo this shift in objective
i&the tax system was the question this study endevoured
answer.

% The specific extent to which the tax system has :=u
ucceeded in dealing with the new problem and meeting the
éﬁIHWional economic goals is the other question this

;ﬂdy attempted to answer. The specific goals are: full

mployment, price stability, economic growth, a favourable

rovernment at the urge of the missionaries. Those mission-—

s '‘erroneosly believed that the tax would discourage
olygamy. In most African societies it is customary that

. polggamist builds different houses (or huts) for each

me of his wives. So by taxing the huts the colonial

regimes believed they would make it more costly for the
ifricans to acquire more wives which would imply paying

more taxes. The imposition of this tax became more important
for its intention rather than its achievement as it proved
ineffective and was abandoned and replaced by the '"Poll Tax."

10
Poll TFax - the replacement for the hut tax which also
proved ineffective. It was@village tax paid by the head of
the village irrespective of his wealth or status.

_ 11See S.0. Kwasa, "Taxation and Economic Development in
Zambia" in Suliman and Brauw-Hay, Income Taxation in Eastern
Africa, (Armsterdam: International Bureau for Fiscal Document-
ation), 1980, pp.199-201.




lance of payment and equitable distribution of income.
What role (established from items 1 and 2 above) have
ation and tax policies played in promoting economic

elopment during the period of the study.

The objective was to achieve all the above

?@rposes through a concerted analytical process aimed at

Aﬁioviding specific¢ : gnswers to the following specific

,Jﬁuestions:—

(1) What are the main criteria for tax determination

v and what bearings do they have on government
spending and economic development ?

(2) 1Is there a significant cause-effect relationship

B between Zambia's tax revenue and her GNP ? If so
what are its main determinants ?

(3) If the answer to item 1 and 2 above is dffirmative,

Ti ) what adjustments may be necessary in the tax

B system so as to make it sufficiently responsive

to fluctuations in the GDP to assure a high

level of economic incentive, stability and

growth, and

(4) Lastly, what (if any) tax reforms may be



In order to achieve the objectives of this study

nd to solve its main problem, certain hypotheses have
n formulated based on the researcher's observations
theories derived from previous studies by other

12

cholars. One such theory was formulated by Harley linrichs

=3
N

. 3

“;1966 and later developed by the staffl of the
lﬁiernational Monetary Fund (IMF). Its main thrust is

the structural changes in the tax system during the various

Qevelopment stages. This study may be considered as an

{xtension of the Hinrichs Theory and its application to
lhe specific case of Zambia in order to see if Zambia
@roves or disproves the theory and its conclusions.
Hinrichs conclusion provides a set of character-
ﬁstics which would be apparent in an open economy of a

developing country at certain given stages of

‘development. A country's specific position

2
Harley H. Hinrichs, A General Theory of Tax Structure
Changes During Economic Development, (Harvard: Harvard Law

School), 1866.
13

IMF Staff whose contributions are cited later in this
paper are Chenery, Bird, Morawetz, Chelliah, Lutz, Morss,
Kelly, Tait, Grantz and Eichengreen.
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_fhe U - shaped curve would be determined by the time
depicted by its development stage. This time scale
'ybt a calender time scale but a periodic time scale
de up of three periodic stages: traditional, transition-="~
and modernity periods. Zambia, with its high (60%
" of  dependence on foreign trade, qualifies as

very "open'' economy. Being also a developing country
 falls fairly well into the Hinrichs' category of |
fﬁsitional Society. Therefore our first hypothesis

ased on the observation and reinforced by these

}1ier theories (summarized in Chapter Two) goes

s follows: -

YPOTHESIS 1:

- As a transitional economy Zambian economy shows a

high external dependence on the foreign sector and

~ a gradual shift from dependence on minerals and

foreign trade based sources towards domestic tax

~ based sources of revenue for its development finance.

This hypofhesis suggests that if past studies
re accurate and their conclusions are generally
pplicable, then in a mono-commodity economy like

lambia's, there will be a shift from dependence on that

R4
For more details see '"Definition of Terms."
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ingle commodity to the more general dependence on

A}ation as a source of government revenue for development.
;5empirica1 test was carried out to confirm or reject

5is contention.

The IMF studies (all summarized below)15 seem to
gest that elasticity of the tax system is closely

ciated with tax policy effectiveness as a tool of

lopment.. David Morawetz16 17

and Hollis Chenery
articularly emphasize the link between the structural
hanges in taxation and the direction and even the rate

ffgrowth. From their conclusion and this author's other

g@ervations another hypothesis may be stated as follows;-

IYPOTHESIS 11 :

éiDuring the period of this study the responsiveness of

11the Zambian tax revenue to changes in the GDP showed

an inadequate degree of elasticity to enable the economy

- to cope with the basic revenue needs of the government

~ and of development.

ffeiﬂmlication of this hypothesis is that if its

f%mmmtions are correct, then the degree of elasticity

1:)The relevant ones are summarized in Chapter Two
under '""Preceding Related Works."

; 6David Morawetz, Twenty Five Years of Economic
velopment. (Johns Hopkins University Press: Baltimore), 1975.

17Hollis Chenery, Structural Changes and Development
, (Oxford University Press: Oxford), 1979.
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mcity ol the “ambian tax system during the period of
this study was inadequate with respect to changes in
Lhe GDP. Consequently, the potentiality of taxation
‘%1icies as instraments of economic develobment through
eir manipulable potential capacities for incentives,
bility, control and growth (in addition to revenue)

s utilized below capacity during 1964-80.

The relationship depicted in Hypotlbesis 11
slies further that if such a cause-effect relation-
p does exist between tax and GDP, then fiscal

icies need to be geared towards creating such
flexibility in the tax/GDP ratio so as to enhance tax
sponsiveness to changes in the national income. This
the problem to which the World Bank and IMF Group
er as the "elsaticity of the tax system.'" It is

irectly linked with the "tax effort."

The third hypothesis which links the tax system

h the changes in the government revenue goes as follows: -

POTHESIS TIT:

There is a causal relationship between the changes

in the Zambian taxX revenue and the changes in the

GDP which is mainly determined by the impact




Lax reveunue on the government supported and

8 projects.

This hypothesis is based on the observation
wvenident rovenue and expenditure is a major source
ps et The prowlth ol Lhe GDP Lherelore depends,
large extenl, on 1t.  Consequently, the GDP growlh
_ymln'w;{ Iy depend on Lhe fluctuations of the tax
te, Thos cbenlbablve conclusion was also empicvically
Lo vaerily Lhie exisbence o1 not ol such a

onshop botween Lax revenue and GHP,

Lo addrtion Lo these three basic hypothesis,

are o nunmbes ol asionalic expansions arising out

Pindings rotated Lo the problem of the study.
gioms will be developoed as cach hypothesis is
Ussed 1 Che main Lext But to avoid cvepetition,
L deline ithom ander melhodotogy where  their
fona b lTormutae will be explained, o now Lhc
-“l.“ﬂ'.‘tii('il will concentiale on <i<-\r§u]rii‘1;g Lhe analysis
' these Lhree iypotheses as a way ol placing the

S5100 in ln‘x:,p(:(i[.i'\}\,.




LT 1ON OF TERMS

Bl the test of this siudy the following express-

P carry ithe following meanings: -

ional MTime"  will mean  the interim per iod of
dovelopuwent between the "traditional peri od!

)lornity poriod! as used by Hinrichs-in his 1966
This s (he period when the cconomy has cmerged

{raditiona! charvacterisltics ol non-monetary
cchango slage in a subsistence envirvronment and
e bowards industrialization. Lts main
sristics aire ceconomic dualism with two distinct-
tors (subsistence and modern) existing side by
[f s Lhie bhircakaway period Drow Lhe Lraditional
nd coconowic systems ol Lhe ewrlicr phase towards
Lhe modern new syslen, Ficure 1 shows the

Live postlions of countries as placed on the

peni fime seale with "teansilional period

i 1o,

EEASTOCTTY OF THE TAY SYSTEMY™ means the degroe
BOn i vone:s of Lhe Laxy revenne to the fluctuations

le vl ol income vhere income way be considerad

on . with Gab oo Ghy.
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;XPORT ENCLAVE" means that region of a developing

Quntry where developmént efforts were concentrated during
ﬂé colonial period on the basis of its capacity to supply
L%e raw material commodities. In Zambia, this enclave
%c;uded the Copperbelt Province and the linking "Line

ﬂf Rail." The Copperbelt supplied the main éommodity

crucial interests to the colonial regimes, copper. It

- welfare criteria sense. It implies growth in per capita

7;This'requires re-distribution as well as increase in
income to bring about positive social changes. But

- economic development also implies the economy's ability to

ffprovide the basic needs: food, shelter, bheglth-facilities

; and a minimum acceptable level of literacy. Whereas growth
might imply the increase in the arithmetic ratio of wealth
to population; development would require and imply increas-

ing improvement of the standard of living of all, or at

least the majority members of the society.
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"Line of Rail" means the region along the main railway

lines described under "Export Enclaves'" above. It is
made up of the main line from Li&ingstone in the south

to Chingola in the north. It goes through Kitwe, Lusaka,
Kapiri Mposhi, Ndola Katwe and Chililabombwe. There is
also another line from Lusaka to Chipata in the East

which links Zambia with Mozambique through Malawi.

"Commanding Heights'" means the mainstay of the economy

which include the mining industry, commercial and distri-
‘bution industries, monetary and credit industries which
include the banking institutions, insurance companies,
building societies and transport industry. The control
over these commanding heights in any country is consid-
ered as tantamount to control over the national lifeblood
through the grip on the national economic security and

the nations whole future.

"Buoyancy ©Of the Tax System'" means the ability of the
tax system to rise and fall with the national income. In
this study it refers to the capacity of the revenue from
taxation to adjust themselves to fluctuations in the
levels of income as the latter shifts upwards and

downward due to other economic factors.




key notations which will be used in this study
‘%;ed below for quick reference. This will be the
'fall the formulae and equations in the whole of

iscussion: -

KEY TO NOTATIONS:

Monetary Gross Domestic Product (GDP)
Total Tax Revenue

Total tax revenue from customs and excises

Total tax revenue from minerals

Total tax revenue from income taxes
Total tax revenue from all other taxes
Total revenue from copper exports
Total revenue from copper royalties

= volume of copper exports

Volume of copper produced and sold expressed in
metric tons.

éﬁition to thes other notations will be explained as

_fﬁppear in the main text.

17
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IZATION AND METHOD:

This study was organised in sequential chapters.

h chapter dealt with a specific aspect of the problem

the following procedural pattern: Chapter One intro-

,gdthe problem, outlined the purpose and objective of

istudy, summarized the hypothesis and discussed

e preceding theories on some similar problems. It
0 outlined the method and organization of the study,
S significance and anticipated contribution to knowledge

ile stating the scope of the study's coverage and limits.

In Chapter Two the conceptual focus was presentec

sed on the selected preceding works. The ones selected

w?rethose of Professors Richard and

f“critical review
Fund (IMFP)

ggy Musgraves, the International Monetary

§Dr Harley H. Hinrichs due to their close relevance to

e specific problem of this study. Other works such as

ose of Professors Adebayo Adedeji, Alan Peacock,
iﬂlF. Due, A.R. Prest, Harry G. Johnson and Milton C.

Blor, although relevant were refered to but were not

Qleviewed in details. This was partly because there

s no need to review them al1ll in detail but also

cause they deal with the general problem but do not
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mulate general framework on which specific cases
e this one can be tested. The selected ones seem to

this formulation better for this particular case,

Chapter Three summarized the general overview
Zambian economic structure and laid out the basic
ground on which the study was carried opt. In the

chapter the main inherited socio-economic constraints
hiSCussed against the poiitical transition and the
gation of their repercussions on development efforts.
‘ﬁabter Four the methodology and strategic formulae
in the study were outlineéd. The paper put forward
?t of broad leading generalizations concerning the
nges in the tax structure and simultleneous changes
e GDP, through a given period of socio-economic
opment in Zambia. In doing so the study utilized
i}egression analysis of the time series approach.
féets of data were tegresséd to reveal the relative
éétﬁral changes in the dependent variables and their

natory variables over the period of the study, 1964

80.

The main changes which were analyzed include
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ﬁdnd the four main categories of taxes: (i) income
{ﬁ customs and excises, (iii) mineral taxes and

and (iv) all other minor taxes. The main purpose
J:xcise was to reﬁeal the significant changes”in
;tance of each tax contribution to government

f}nd through that its impact on the growth of the

l ulation data was introduced in this analysis to
éusignificance of the effect of population growth
fﬁof per capita income which is one indicator of

fg‘development.

~ Chapter Five gave the actual regression analysis
It presented the summary of the regression
fin a tabular form from which the Rz and the

results can be easily read out. The chapter also

the interpretation of the results and went

findings were also discussed in terms of their

In Chapter Six the paper put forward and argued
%e for a tax reform in Zambia.which was one result
.ﬁindihgs of the preceding analysis and observed

a. Chapter Seven outline the main social and



21

tical ramifications of the findings-bf the study.

aries and conclusions were outlined in Chapter Eight.

E AND LIMITATIONS OF THE STUDY:

This study covers only the Republic of Zambia, a
tically sovereign state situated in the south central
ca between latitudes 23S - 35S and longitudes 8E - 18E.
‘f$tudy covers the sixteeﬁ years from 1964 (when Zambia
ed independence from colonial rule) to 1980. This

od was chosen because of its uniqueness as a period
economic and social transition from one phase (colonial)
olitical system to another phase. Consequently, il was
Zambia (as for all other ex-colonial countries) a

od of adjustment in terms of ecénomic and political

1s and objectives. But more specifically, it was

n because Zambia, unlike other ex-colonial countries,
o make some extremely drastic adjustments in its

al policies having previously depenﬁed heavily on

al revenues which were rapidly dwindling during the
d‘of this study. The need for an alternative source

nance for development was therefore pressing.

Many overlapping developments interacted during
period in Zambia all of which cannot be

stively discussed in this paper. The paper does



22

.hot, for example, discuss in details the political and
‘ﬁther social developments of the same periéd. They are
only outlined and refered to where their ramifications
on the economic scene directly affects the results of
this study. Even the economic variables are selectively
chosen to concentrate the analysis only on those factors
relevant to the specific focus of this study, namely,

fhe tax and other fiscal policies. It analyzes the
relative impact of the changes in the tax revenues, total
ijade and government revenue on national income. It does
ﬁpt go into such discussions as monetary policies, foreign
9pans and grants all of which partially affected the

final results of economic performance. Therefore, this
j&udy is basically an iﬁ—depth analysis of economic data

yithin the socio-political framework of the period 1964-80.

?GNIFICANCE AND CONTRIBUTIONS:

There are two contributions that this study makes
ééthe understanding of fiscal problemé. It applies the
éneral theories that were recently developed by fiscal
3pnomists, especially the World Bank Group to explain

§e behaviour of the tax revenue during economic develop-
‘ft ito. a Fpecific country situation. In this way we

ek to . find out how useful the understanding of these

ébblems and dealing with them, the models can be.
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Secondly, this study will add substantially to the exist-
iﬁg knowledge of the feleationship between the GNP, on
the one hand, and that crucial aspect of public finance

- taxatjon. For fiscal policy—makers; this contribution
can fill an important gap in the guidelines for policy
formulation. For most developing countries the knowledge
of the tax/GDP relationship requires the knowledge of the
income elasticity of the tax system. To be able to
formulate realistic national development policies, the
expected revenue sources must be both predictable and

- reliable. Taxation; being the most reliable, flexible
and predictable Source‘of finance for development, such
plans must depend on it. Therefore; a study 1like this
one which determineé the . - trend and income elasticity
of the tax revenue, is a prerequisite for a meaningful
planning for national economic development. This study
does, therefore, supply this essential ingradient for
future development plans for official and unofficial
(academic) use. The general conclusions and findings

of this study will be applicable not only to Zambia but
also to other developing countries especially those

with open mono-commodity economies.
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CHAPTER TWO:

THEORETICAL FRAMEWORX AND RELATED WORKS:

PAST CONTRIBUTIONS AND PRECEDING RELATED IDEAS:

With the emergence of the Third World in the World
ﬁnomic scene, the core of discussion on the problem\of
aixation assumed a dual focus. In the developed countries,
Efdiscussion had previously centered around the general

%e of fiscal policy as a supplement to monetary policy

| the effort, among other things, to stabilize the economy.
this sense the concern and the leading idea wds not very
Ejerent from those with which the classical scholars1 had
ﬁ\concerned. But in the developing countries the lead-

g issues revolved around the link between taxalion (and
‘&r fiscal policies) and development. There are three

:ﬁé leading ideas around which the discussion on taxation
developing economies revolve:-

The first leading idea is the concern about what the
anments of developing countries should do to accelerate
éomic development utilizing taxation and other fiscal

licy tools, One of the original contributors

1k
From Adam Smith's four canons of a good tax the succeed-
» scholars such as Adolf Wagner, Bastable, Selligman,
lbert, John Stuart Mill, Sismondi and Robert Jones to name
st a few, have all discussed the various approaches to the
e problem without coming to any single unanimous agreement.
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to the ideas on this problem was Professor Arthur Lewis2

who in his many writings placed this problem high in his
priority hierachy. He identified nine functions of
'government in a developing economy. These functions fit
fairly well into the five general goals of a developing

economy as shown on Table I below.

Just as the general goal overlap so do the functions
of a government overlap. This explains the reason why, for
‘éxample,function 8 appears against both goals A and E.

Other functions could also appear under several goals in a
similar manner. But in the table we have placed each
lﬂmction against the goal or goals to which it contributes
1ﬂm most without implying that its contribution is limited
to that goal alone. Lewis discusses some broad issues of
.mwernment policies as they affect or are directed to
ﬁromote those nine functions. His sludy leads him to
;onclude that these nine government fumctions can be best
carried out by use of a fiscal policy in which taxation as
an instrument of policy is judiciously applied to regulate
?he level of saving, investment and provisions for incentives.
The idea © .- is further developed by Professors Nicholas

[ . 2
Kaldor, John Due and later examined further by Ursula Hicks.

] '2Arthur Lewis, "Government' in Milton Taylor's Taxation
for African Development. (African Publishing Corporation:
lew York), 1970, pp 4-24. A e L ' :

3
Milton Taylor, pp. 25-202. "



ECONOMIC GOALS AND GOVERNMENT FUNCTIONS IN A DEVELOPING COUNTRY.

GOALS OF A DEVELOPING
NATIONAL ECONOMY .

LEWIS' FUNCTIONS OF
THE GOVERNMENT.

1
A. ECONOMIC GROWTH b
L

B. FULL EMPLOYMENT NET

C. STABILISATION 2

D. INCOME DISTRIBUTION [7.

8.
E. DIVERSIFICATION {:
9

. Maintaining Public Services.

Influencing Attitudes.

Influencing Level of Investment.
Influencing the Use of Resources
Ensuring Full Employment.
Controlling the Quantity of Money.
Controlling Business Fluctuations.
Influencing Distribution of Income
Influen - cing the Use of Resources.

Shaping Economic Institutions.

—ra

Source: Athur Lewis, "Government" from Taxation for African Development,

edited by Milton Taylor;

shing Corpotation), 1970, p. 6.

(New York: Africana Publi-
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Kaldor attempts to establish the optimum tax
;qstem and the means for its achievement. He argues for
high agricultural taxation and no concessions to attract
;breign investments at . all. '~ The former, he con-
siders as a feasible means of increasing food for sale

and thus increasing "savings'" for economic development.

The latter, he regards as a mere "begger-thy-neighbour"

éﬁssor Due, on the other hand, considers tax incentives
5 the business sector as the surest means of encouraging
§§estment for development. Lastly, Hicks discards the
ﬁnventional methods of financing that many de&eloping
étions have, in the past, depended upon such as foreign
id (gifts, grants and 1oané) and recommends domestic
%kation as the vital and dependable motive force behind

conomic development.

Divergent as these prescriptions may appear,
ley still agree on one thing; that in developing count-
&s taxation must?given higher prioriﬁy as a policy
%trument for development. This leads to the next idea

) which the- discussion on taxation in developing count-

es is set.

form of competition which is unlikely to assist development.
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CACERES - SAMUELS HYPOTHESIS:

The second leading idea is the role of the foreign
sector and its significance in the determination of the
position of taxation in an open national economy. The
idea was first discussed by L.H. Samu'els6 who argued that
in most African ‘'open economies'" with foreign trade re-
presenting sometimes as much as 60% of domestic money
incomes, tax revenue may heavily rely on this foreign
sector. External economic fluctuations may prove to
be the crucial determinants of the fluctuations in the
tax revenue. Consequently, tax policies may be highly
sensitive to the expected impulses emanating from the
external sector. Therefore as a domestic policy tool,
taxation may be an instrument with highly constrained
perspective under these conditions. 1In this respect an
earlier study by Caceres7 may be of some interest as it

deals with a similar problem.

Caceres in his contribution cited above concludes tha
import substitution type of industrialisation tends to
distort.. the economy making it more dependent on external

forces. If such a distortion takes place when the need

6 >
Milton Taylor, op.cit. pp.52-76.

. . 1n
7L.R. Caceres, "Export Taxes and Economlc Growth,
in Toye, J.F.Jd., Taxation and Iiconomic Development .

. prank Cass: London), 1978, pp 105-124.
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:mnwth and development is urgent (as is the case in
Qdeveloplng countries), then the only effectlve policy
&n must be a radical structural change in the economy
éﬁing tax credits, possibly land reforms and redistr-
ﬁnn of incomes. These must be designed to bring the
;iﬁs to a Widef spectrum of.the popuiafjon; This
fﬁding to Caceres, is the only way to bring about econ-
;growth and development. -This need for structural

mge brings this discussion to the last leading issue.

THE HINRICHS' MODEL:

The third leading idea on‘taxatiom in developing
%wues is the issue of structural changes in the tax
?m during economic development.F¥o-lIlowing Hinrichs''
E,Qf 1966 which examined structural changes

e have been other studies especially by the IMF staff.
%ph exémined ‘ a number of African and Asian
fries over the years 1957 through 1960. His findings
;to bear out Lewis' and Hicks' observations that
@ediwith other policy tools, taxation is the crucial
@ instrument of economic development in under-indust-

I$ed economies. But he goes further in his study and

ides empirical data to back his claim that the lower



.~ the stage of development the higher the share of external

' influence on fiscal policy in an ‘'"open economy''.

But the most significant of Hinrichs'inventions
is the U - shaped function depicting the different tax
structures during the various stages of economic de&elop—
ment shown on Figure 1 below. These stages range from
traditional through transitional to modernity stages.

le maintains that his conclusions are that:-

‘1. Traditional societies derive most of their government
revenue mainly from non-tax sources. We tested
this theory in terms of Zambian experience between
1964 and 1980.

2. During transitional period these non-~tax sources
diminish as ratios of both current revenues and
national income.

When societies break away from traditional ways
indirect taxes become more important especially those
6n trade sector. The degree of "openness™ becomes

a factor in determining the position of a country on
the U - shaped curve.

Indirect taxes are important in the external sector
in the early transitiohal period but are superceded -

» by internal direct taxes at the latter transitional
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period. This trend continues into modernity period.
5. Finally, increased tax structure flexibility as a
by-product of modernity is evident at the mature

modernity stage.

These are important conclusions which
once confirmed to be universally true, may well hold
the key to our understanding of the behaviour of develop-

ing economies to changes in the tax policies.

In this particular study, we picked out one
very open economy (Zambia) and analyzed its tax
structure to find out whether or not it fits into this
Hinrichs' model; We did this by probing analytically
into the behaviour of its tax feVenue in relation to
GDP and its expenditure pattern. We estimated the
income elasticity of the tax system to see how responsive
to the changes in national income the tax system was
as our starting point. We then broke up the tax system
into its various components to assess the relative

impact of each category of tax on total revnue.
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B. THE THEORETICAL FOCUS:

Theoretically, it is useful to view the role
of fiscal policy as a means of raising the domestic
saving ratio from an initial full employment situat-
ion. Musgrave and Musgrave9 argue  that while
making a first approximation to the amount of tax
revenue required to achieve a certain target rate of
growth, differences between the various - sources

of tax revenue may be disregarded. Supposing that the
objective of the tax policy is to achieve a 2% annual
rate of growth in per capita income. With a 2% annu-
al rate of population growth, income must grow at

" more than 4% per year. 'Such a rate of growth would
ﬂirequire a certain rate of capital formation or invest-
ment expenditure as a percentage of national income.
- This ratio (call it z) may be crudely estimated by

- use of an  incremental capital-output ratio and is

;;defined as follows:

NK I
= Y = Co.o. L (1D
Ny
fwhere K = capital stock, I = the level of annual

investment (=&K), and Y = GDP.
: 9

R.A. Musgrave and P.B. Musgrave, Public Finance
in Theory and Practice. (McGraw-Iill Kagashuka: Tokyo),
1976, pp. 102 - 124.



1f ¢ is the desired rate of growth, then

g o= T ¢ 5 o om o+ om o+ % & s o= Fl.H)

the required investiment rate I/Y may be obtained

by substitution as TfTollows:-

1 RS S (1.3)
' e = bt (s C
Y DY Yy :
Thus, if =2z = 3, and g = 4 per cent, then
I/Y «= 12 per cent. This investment ratio must

be matched by a corresponding savings ratio to
assure economic balance. ‘'Thercfore, the cconomy
must be able to secure 12% of national income to

grow at the desired rate of 4%. It is necessary to

have:
S + 8 = 0.12Y . . . . . . . . . .(1.4)
p e ;
where Sp = privale savings and Sg = government
savings. The level of private savings is given by
Sp = 8(Y = T) + + =« + v « = « « . 2(1.5)
or Sp = s(1 - t)Y
where s = propensity to save out of disposable income,

111

total tax, and

t = tax rate.
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The level of government savings equals

Sg = tY-cY . . . . . . . . . .. (1.6)
where ¢ = current government expenditure as a frac-
tion of national income, and t = tax ratio to nati-

onal income. Substituting equation (1.5) and (1.6)

into (1.4) we obtain

t = 0.12 - s+ € . . . « . v . oo . . (L.
1 - s

Using a typical value for s of 3 per cent and for
¢ of 10 per cent, we obtain t = 19.6. That is
to say that a tax rate of 19.6 per cent is needed to

obtain a growth rate of 4 per cent.

The above analysis refers to a closed economy
under the assumption that (a) the impact of the exter-
nal sector and its influence oo Vhie dnbornal oo rainy

is assumed to be zero, and (b) the level of savings

is equal to the level of investment (i.e. S = I ex-post)

within the closed economy.

But in an open economy such as that of Zambia,
some adjustments must be made to take into considera-
tion the.substantial influence that the foreign sector

excises on the economy. The theoretical model for



36

~ such an économy must incorporate a net export element
J(Xn) into its operational equation. Its theoretical
Tframework may be stated by defining Gross National
iProduct (GNP) as synonymous with Gross National Income
f(GNY). We use the symbol (Y) to represent it in the

~conventional National Income model:

<
Il

C+I1+X +G. ... .. ... .(1.8)

=g
@
’1
®
)-<
]

Gross National Income,
C = Consumption

I = Investment,
X = Net Investment, and

G = Governmént Expenditure.

Since changes in spending are the primary concern,

AY = AC + AT + BAX, +AG . . ... . (1.9)
So Ac = Aa +AbY =pa + bAY

A1 = Ah +AbY =Ah + bAY

AX, = AE +AmyY =AE + mAY

NG = Ag.

But since total impact on income (Y) of a change in
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B

L

- any of its autonomous components is significant, Y
. must be expressed in terms of fa, Ah, AG, and

AL oniy. . Performing the appropriate substi-

AY =pa + AbAY + Ah + dAY + AE - mfY + AG,
AY = bAY - dAY + mAY =4a + Ah + AE + Ag,
Y = 1 (Aa + Ah  + AE  + AG)

1 -b-d+m

n this model, any change in autonomous spending 4D,

,iwill change total spending or income by

DAY = 1 AD . . . . . (1.10)

.‘Any change in G will shift the aggregate demand
;’function by an ammount Ap = Lg which represents

{autonomous change in spending and will result in an

Ay = 1 AG . . . . . .(1.11)
1 - b - d + m
So AY = 1
AG i - b - d + m
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}The size and change of this expenditure multiplier
kJ‘Y is what we want . to establish with empirical
fdata at Stage A3 of our format under Methodology.
wSimilarly, in Stage A2 we wish to establish the change

in Y as a function of C, I, X, and G in the

n
:dynamic form from equation (1.9). Given the nature

i@f the change in population (A P) and other independent

variables under Stages B2 and B3

.,AC + AI +A,Xn + A G

[&Y _ e .. W (112)
AP

In Zambia the variable G is of special in-

:ﬁerest due to comparatively strong impaet of govern-
‘ment expenditure on Y. So with government current
z@xpenditure which amounts to .approximately 10% of
:mational income, the government savings of 9.6 % of
iﬁational income is either used to finance.additional
‘investment or loaned to finance additional private

or parastatal investment.

So there is a spillover of government expendi-

~ ture into the private or semi-private sectors (para-

;StaLul sector), Fnlluwl““ [ hyes THIRRE “,”“,H,'|““ nl

majority shares in most industrial and commercial



ljenterprises in Zambia, thése parastatals now constitute the
main industrial and commercial enterprises. So in

Zambia , the line of demarcation between the govern-

ment sector and private sector has gradually become
blurred, The government and its para-statal corpor-
ations generate a large percentage of investment.

Economic growth can therefore be said to re€ly main-

ly on government” and para-statal activities to a

very large extent. So the expenditure multiplier

n
AY becomes a crucial detcrminat of the capacity of
yave

the economy to generate impetus for growth. This
capacity will be determined later in the analysis of

empirical data in Chapter Six.

But having made such a first approximation
to its revenue needs, the government then decides
whether its target is feasible and can be attained
under any realistic tax reform program or not. This
decision depends on the structural framework, the
capacity of the tax administration machinery and the
political will to make the necessary tax assessments

work. In a country like Zambia, where in the past
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mineral revenue covered almost all the revenue require-
aments, such adjustments become slow and painful
processes. In addition, a development plan which is
too ambitious may require more than the new revenue
sources (lLaxation) can reasonably be expected to
produce. Such a plan may be worse than no plan at
all, as it tends to end up with uncompleted projects
and unfulfilled expectations} So this theory is based
on a tax rate within the range of 20% which is the
ﬁ.rate likely to be achieved by most developing couns
&tries. The model used here is based on such tax range.
In equation (1:6) we noted that the determin-
Yants of government Savings Sg were tax rate tY¥ and
- |
Government current espendilure {Y). The level of c \
vin the expression c¢Y is given by the expenditure
‘ﬁ@quirements which in turn is determined by the ex-
@isting economic and social circumstances. IFiscal
olicies have to meet these requirements as best thcy‘ '
an. The only flexible element in the equation is
which will fluctuate according to _how the «c¢Y
flates or deflates each ycar in relation to Y.

nat leaves tax rate as the eventual determinant of



é level of government sector investment. In most

veloping countries , this government sector invest-
nt is an important determinant of national econo-
ﬂ_development. So let us follow further the impl-

ations of the rate effect on economic development.

Tax rate looked al in relaition to naticpgl
ome is- a-good approximation of the tax ratio to
Since our interest is not soi much in the abso-
figures of tax rate and tax ratio, but in their
liges , the close relations between the two variables
sufficient for our pupose. The specific focus of
;interest is in the fact that changes which occur

éhe tax ratio to GDP ({Y) will be reflected in
changes which occur in the tax ratio to GDP (&t/AY).

to look at it from the point of view of equation (1.6)

B - (cY +8,) . . .. .. ... ... .(1.13)
R g
B - AT/AY
Bty - T/GDP
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ﬁﬁernment investment, private investment, stability and
«;growth; the focus was on the ehanges in the ratio
f?psY):

. THE CHANGES IN THE TAX RATIO:

Estimating the responsiveness of the tax revenue
*&hanges in the national income as measured in terms of
X elasticity has occupied the interest of scholars and
licymakers because elasticity is measured with refcrence
a given tax structure. The actual estimation involves
ressing the tax ratio on variables which serve as

T ”10 3
es for a country's 'tax handles. As in Lotz and

?s}l the ratio of taxes to GDP is represented in the

TGP = HH) . . . - o ate-w b - (l38)

3
]

taxes,

gross domestic product, and

i
o
D

I

22y
il

a vector of tax handles.
owing Lotz, Morss and Musgraves'  approaches, ease

;E.collection is positively related to the " following: -~

mOA base to which a tax rate can be applied or pegged

- J.R. Lotz and E.R.Morss - '"Measuring Tax Effort in .
loping "Countries," IMF Staff Papers, V.14, November
pp 478-499.

“Richard A. Musgrave, Fiscal Systems, (Yale Univers-—
ress: New Haven), 1969, pp.91-206.

as wages and salaries is often refered to as a '"tax handle.
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1) the share of tradel3 in production,

2) the sectoral composition of the economy,

3) the percentage of economic units exceeding a cert-
ain size limit and the number of workers which

- distinguishes them as significant contributors to

employment and to tax revenue, and

4) relative importance of large scale retail
establishments.

Each one of these factors 1S represented by the

lfolowing proxies:—

Factor 1 by X+M/Y (ratio of foreign trade to GDP)

or just X (ratio of export to GDP). This ratio

y
also represents the indicator of ‘'openness'.
Factor 2 by Ny (the ratio of mining to GDP) and Ay
(the ratio of agriculture to GDP). The importance
ofllarge scale producers, employers and retail estab-
lishments is positively related to the level of econ-

omic development. Therefore Yp (per capita income)

is taken as a proxy for Factors 3 and 4.

With these proxies it is now possible to build
the fundamental relationship which incorporates vari-

ous combinations of the explanatory variables. The

13 :
: Both domestic and foreign trade. But in a
country like Zambia which has a very strong bias
towards foreign trade it was mainly foreign trade.



basic relationship is:

= + 4
T/GDP f(X+M/Y, Yy, Ay, Yp) o w & = (17589
where T/GDP = tax ratio to GDP,
X+M/Y = ratio of total trade (export + import)
to national income,
Xy = ratio of export to national income,
Ay = ratio of agriculture to national income -
and Yp = income per capita.

The various combinations of these explanatory variables

3 . . . . 4
- were estimated in some earlier stud1e31

by individual
equations. But here we combine them and present the
f'equations~in in Chapters Four and Five of this study.
The reason for selecting this formula is that
~ it measures the sucrifice incurred in order to raise
itax revenue more accurately than a simple tax ratio.

- Similar estimations have been used by IMF to rank

n15 But in a

- countries according to their "tax effort.
ﬂcountry with a high tax effort, other measures may be
;employed to deal with a budgetary deficit. Chelliah

- Baas and Kellyl6 put forward the argument that the indices

: 14Rajah J. Chelliah, H.J. Baas and M.R Kelly -
"Tax Ratio and Tax Effort in Developing Countries,”
IMF Staff Papers, Vol.22,March 1975.

5.

"Tax Effort" is the ratio of tax revenue to
‘national income. It is measured by relating actual
‘tax collection to some indicator of the tax capacity

‘in most cases the national income.

16
Same as foofnote 14 above.
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)t intended to be applied in a mechanistic manner but
2 used to judge whether there is scope for

lonal taxes.

L"But the arguments may be countered by this

5; view that the level of taxation is not

ftously related to any concept of effort.

n the relative piices of publicly and privateiy
ed goods do not differ across countries, tasles
to the private-public goods combinations may
so. It is therefore quite possible that

f;P and Country Q while trying to equate their

not be interprated as indices of efforts but
sult of conventional maximizing behaviour. So the
"tax effort," this author bhelieves, is in
Eisleading. Therefore; our reference to these

ns will not be to measure '"tax effort"rbut to

is to ascertain the relative importance of taxes
%us types (as they are linked to their relative

), in the determination of national growth
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STRUCTURAL COMPOSITION OF THE TAX REVENUE:

The second theoretical consideration is that
ﬁcerning the structural composition of the revenue
This is the relative contribution of each
’?category to the total tax revenue. The analysis
%‘seeks to establish the dynamic relationship

ween taxation and government expenditure &' in terms

DG

Ltheir changes over the years under discussion.

Stage A4 of our format under Methodology
to the total tax revenue (T) and its components

h may be represented as:

Bt + t .+ t + t ... ... .(1.16)

i

total tax revenue,

= income tax,

= mineral tax (including royalty payments),
'f = customs and excise taxes, and

~ = all other remaining minor taxes.

Ati AT, AL, AL L L s (1:17)
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{The changes in the four tax components are functions
of taxable incomes, the base of tax and the rateé
i(index of rate derived from the progressiveness of
;the tax system) of that tax. Each tax component is
@ested individually and the results are summarised

'ﬁn the appropriate tables at the cnd of cach analdyaeis,

fhe ratio/\T gives the link between tax revenue and

PNE

’?vernment expenditure. From there we move to the

atio AG which gives us the relationship belwoen
AY
ernment expenditure and GDP. The ratio AY is

fnd is positive over the period of study. So our
iﬂerest is in the establishment of the hypothesis

or the rate of growth of the ratio {EX_ as it 1is
NP

The main theoretical points which emanate from
review may be summarised as follows: The prime
get of fiscal policies in developing countries is to

ﬂﬂerate economic development. From this vantage
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viewed as a means of raising the domestic saving ratio
from some initial full employment situation. In
a closed economy, any given value of savings ratio
which implies a growth rate is found by substracting
current government expenditure (cY)from the tax ratio
(tY). So, the relation which exsists between KSg)
and (tY) via ¢Y 1implies that 1o achieve a small
growth rate (i.e. 4 per cent) a larger tax rate

- (i.e. 19.6 per cent) will be required. This closed
*:economy situation is fairly straightforward. The ex-
~ pected change in growth rate emanating from a given

?or planned change in tax ratio is to a considerable

jextent predictable.

In an open economy, on the other hand,the
impact of any change in government spending (G) will
shift the aggregate demand (D) in such a manner that
@D =/\G. One cause of this is the very forceful
ﬁpact of the changes in the expenditure multiplier
?;ch is drastically affected by the external trade

actor. So the two crucial determinants of growth

f natioral income are:

the rate of government sector savings, and

SSau"
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(b) the rate of external sector surplus to national

income.

éﬁe former being a-fUhctibn of tY¥ and cY, depends on
ihe gap between tax ratio and government expenditute
'%tio.The tax-is a function of tax rate and taxable
%come. This leaves the tax rate as the crucial
%terminant of government saving given the level of
ﬁtional incéme. The level of government expenditure
ﬁY) or (G) and savings (Sg) determine the level of
é@ernment investment. Government investment supple-
‘@ted by private investment determine the rate of
thh and the level of stability. Fiscal policies
Ech incorporate changes'in the tax ratio are
é&efore the critical determinants of stability and
_;th. Viewed in relation to changes in population

> pattern of economic development can be ascertained.
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CHAPTER THREE:

ZAMBIAN ECONOMIC STRUCTURE AND INDICATORS:
(AN OVERVIEW)

1. THE MAIN CHARACTERISTICS:

Zambia is a sparsely populated, landlocked country
}situated in the center of the southern half of Africa. Its

:comparatively small population of about 5.8 million people1

'is unevenly scattered over a land area of approximately
f50,000 square kilometers yielding an average population
?ensity of 6.3 persons per square kilometer.2 Zambia
éphieved its indpendence from Britain in October, 1964 after
ihe break-up of the Federation of Rhodesia and Nyasaland
iich was made up of Northern Rhodesia (now Zambia), South-
5n Rhodesia (now Zimbabwe) and Nyasaland (now Malawi.
Compared with its neighbors, Zambia's population

S sparse but grows at a high rate (above 3% between 1970
1980). Table II suggests that its gross domeétic product
GDP) in 1980 was only 3.8 billion dollars3 but has consider-
ﬁe potential for greater increase. Due partly to its

%11 population, Zambia's GNP per capita is comparatively

ﬁh although its rate of growth is decreasing. The latter

‘attributable to the high population growth against a slow GNI

L 1IBRD, World Development Report 1982, New York: Oxford
Ersity Press; 1982, p. 110.

L 2c.5.0. Statistical Yearbook, (Lusaka: Government
inters), 1969, p,1.

E 3

b 4

IBRD, op.cit. p.114.
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Q'h. But apart from the rapid population growth which

uses serious social and economic demands on the national

velopment resources, Zambia also inherited from its

.. = . " .
onial past some crippling socio-economnic problems:

'COLONIAL LEGACIES:

On achieving independence Zambia acquired for

-ff some unique opportunities but at'the-same'timé
itself with the remnants of her colonial past

h were mostly liabilities. Zambian entire economic
?tructure had been deliberately geared towards one
 the rapid exploitation of raw material (minerais),and
. t shipment to overseas markets. For example,

ébrt facilities like railways and all weather roads
t?om Beira via Bulawayb ~‘Livingstone ~ the Copperbelt
:0 with the specific purpose of transporting copper

> sea for export abroad. The "Line of Rail" was compa-
?Y more developed at the expense of the rest of the
;ambia. So the problems which Zambia inherited may

racterised as follows:-

}{NOMIC DUALISM: There was extreme dualism between

lthy, export oriented mining sector and the
i . .
ubsistence rural sector largely outside the money



Puindicators)

S 1Popu1ation GNP at Market GNP per GROWTH RATE in %age
ore)  fIises IS8 CRPLILVSS  mop. G per
: 1970-78 capita 70-78
Nigeria 79.0 40,540 510 2.6 4.4
South Africa 26.6 37,640 1,400 2.7 g
Zaire 25.7 5,290 210 -1.4
Tanzania 16.4 3,440 210 3.0 2.1
Kenya 14.6 4,300 290 0.9
Ghana 10.6 3,940 370 -2.0
Mozambique 10.0 1,320 140 -4.3"
Zimbabwe 6.7 3,070. 460 -0.01
Malawi 5.6 860 150 - Ded
Zambia 5.1 53830 260 ey
Lesotho 1.3 320 250 9,9
Botswana i 390 540 16.1
Swaziland + O 270 530 5.6
Source: IBRD, The Worlid Bank Atlas, Washington D.C. 1979,p.9.
IBRD, ¥Wecrld Pevelopment Report 1979, appendix.pp.110. S




53

onomy. At independence the minerals contributed 40% of
;)1 GNP and accounted for 20% of total employment, 90%
?fxports of goods, 60% of total government tax revenue
d 55% of imports of capital goods (mainly mining machinery)4.

i, the industrial urban areas of the country were

Qly developed in contrast to the stagnant agricultural

fl regions. There emerged a perfect dual economy with
ﬁnamic, export oriented, commercial »andmmodern money

{pr side by side with a .comparatively mixed- economy and
idtional rural sector. Yet over one half of the population

'ﬁ and worked in the rural sector.

ﬁXTERNAL DEPENDENCY: Zambia also inherited a strangling

?dency on external sources for its most crucial necessities.
Due to the shortage of ékilled local manpower, technical
ﬁﬁes of all types relied on imported contractual staff.
;situation was a result of the normal . policy of the

ﬁial governments to discourage the training of local

le in highly skilled professions. By independence time

fﬁ the country had less than 100 persons with higher than
Eﬁary education, one dentist and less than ten doctoréil
i.the co}onial period highly educated Africans had been
‘Eered as potential rivals in the labor market while

ﬁin_prpfessions (Law and Philosophy) as politically risky.

See GRZ, Second National Development Plan (SNDP)
mment Printers: Lusaka: 1971, p.3.

5 : :
“See GRZ, First National Development Plan (FNDP), é
Wﬂent Erinters: Lusalka: 1983, fp.1-10. .- - &0 ' v
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7§educationa1 dualism while not accidental created the
ed to import large numbers of expatriate professional
nd skilled technicians on which the country had to depend

considerably long time.

EXTERNAL REVENUE: The bulk of mineral revenue on

h 60% of government revenue originated came from

er sales proceeds and royalties. The volume of copper
les and its price in the London Metal Exchange (L.M.E.)
:getwere therefore important determinants of the

al government budgets. But these copper revenues were
dictable. So the government gradually found itself
precarious revenue'situationevery year. The copper
nies in Zambia were privately owned by giant

national conglomorates whose shareholders outside

a were interested only in one thing - profits. They
‘;bt care what happened to the countries like Zambia,
ﬁ'or Chile where their profits originated. But what
cated the issue even more was that the multinational
porations which owned the copper companies also owned
main copper buying companies overseas. Therefore, any
”¢o nationalize the industry in Zambia was likely to

‘Qter a damaging retaliatory boycot of Zambia's COpper
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in the international market which could strangle the
nations economy. So the policies relating to the copper
:ndustry faced some serious constraints due to the
conomy 's dependence on external sources for its internal

liscal requirements.

4) IMPORTS: At independence time Zambia also found

ielf dependent on imports of both consumer and producer

ods to an unhealthily high degree. This phenomenon was
ftly a result of the underdevelopment of the industrial

?idr outside the mining industry, and partly of the

luced level of productivity even in the agricultural sector.
 former was due to the concentration of industrial

@Vities in the expoft oriented mineral production. The

#kr was due partly to thé flight of large scale white

%rs to Rhodesia (now Zimbabwe) and South Africa following
pendence. It was also a result of the exclusion of
gfricans from ownership of large-scale farming land

’g the colonial days. So it required some time for

towns which were considered more prestigious than

1g. So Zumbia found itself short of both agricultural
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?equirements. It depended on hostile South Africa for-

ﬁonsiderable amount of its needs. for domestic consuﬁption.

SOME STRUCTURAL CHANGES IN THE ECONOMY :

Table III below shows some selected indicators

of Zambia's economic structure changes during the period
?}64-80. The table suggests that the average growth rate ol
'fal domestic production of the Yambia cconomy was 2.8%
,éring the period. The population growth during the same
period was 3.5% per year. The suggested implication is
?at there was no significant increase in the real per
apita GDP. In addition to that, while GDP increased at
B8% p.a. its most important contributor, the mining
ndustry, registered a negative growth of over 2.5% ﬁer
ear. Subsistence agriculture on which 55% of the
%pulation depends for its livelihood grew at only 0.9%
wver the same period. As the mining and agricultural
ectors constituted the largest contributors to the GDP,
%é relatively poor perfomance of these two sectors can

e considered as the main explanation for the decline

n the GDP growth shown on Table III below. The positive



rmance of the other

%), manufacturing (6.
?ces (7.2%) were not

he negative trend of

o7

sectors: commercial agriculture
6%), construction (4.1%) and

sufficient to offset the impact

mining and subsistence agriculture.

TABLE TIII:

- THE GROWTH STRUCTURE OF ZAMBIAN ECONOMY: 1965-80.

b (per cent

per annum)

Fulture, Forestry

Fishing
nercial Agriculture
sistence Agriculture

ing and Quarying

struction

Communication

r e ~
1965-70 1971-80 @ 1965-80.
2.0 2.8 2.8
g 7 3.3 2.8
5.9 9.3 8.3
0.7 0.9 0.9
-4.8 ~-0.8 =D, B
11.2 2.9 6.6
-2.4 8.3 4.1
5.7 0. & 0.8
9.3 5.4 7.2

source:
€.8.0.,

calculated from:

Monthly Digest of Statistics,

P

‘(Government Printers: Lusaka), Vol. X1, 1975,
55 and Vol.

XVIII, 1981, p 51.
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A. INVESTMENT AND SAVINGS:

During the period 1964-80, the gross national
ﬁavings averaged 36% of GDP, while the domestic investment
was 27%.6 This was quite sufficient saving to finance
‘mvestment. As Table IV shows, savings were high up

intil 1970. After 1970 they fell to an average of 29%

from 1971 through 1980. At the same time investment rose

0 39%. The gap between domestic savings and investment
jas filled by foreign investment funds including loans

rom international organizations. This fall in domestic

avings may be explained by (a) the drying up of government

ecurrent budgetary surpluses, (b) the increase in current

Eyate transfers and (c) net payment for factor services.
ﬁ large net foreign capital inflows were: i never.: guite
%Iicient to make up for the decline in national savings
;ative to GDP and so the foreign exchange position !
Sinued to deteriorate. The situation was not  helped
the worsening oil crisis of the latter part of 1970‘8.7

éOVERNMENT REVENUES:

The government budgetary surpluses which depended on

' mining revenue was also adversely affected by the falling

;Qc.s.o., National Accounts and Input-Output Tables,
vernment. Printers: Lusaka), 1975, p.7.
?IBRD, The World Bank Annual Report.

(Washington D.C.)
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TABLE IV:

INVESTMENT AND SAVINGS: 1964-80;

(in thousand Zambian kwacha)8

1964-70 1971-80

Z?ross Domestic Investment 1,385 3,82%

Gross Domestic Savings 2,316 3,925

Net Factor Service 298 521

Net Transfers 192 594

Gross National Savings 1,885 3,383

. Central Government 635 92

. The Rest of the Economy 1,851 2,903
(as Percentage of GDP)

ross Domestic Investment 28 39

§st National Savings 38 29

- Central Government 12 7

}The Rest of the Economy 25 32

C.S.0. National Accounts and Input-Output
Tables, (Government Printers: Lusaka)
1975, p. 8; 1976, p.8 and
C.8.0. Monthly Digest of Statistics, (Government
Printers: Lusaka), Vol. V, 1966, pp56-7,
Vol.VI, 1970,pp56-7,and
Vol.XVI, 1981,pp 50-1.

®Zambian kwacha is the official currency in Zambia.
mbian kwacha (ZMK) is equal to 1.12 US dollar at
e of this writing (1982).

-

=
S\



0Olume and prices in the L.M.E. The overall deficit
mtinued to rise throughout the sixties and the seventies.
-?short—term internal borrowing have assisted by providing
Qorary palliatives. But the pressure which the falling
_?ng revenues imposed on the government revenue can best be
:}in the trend of government revenue as a percentage of
~ In 1964 that ratio was 31.3% but fell to 25.4% by 1979.
éy‘of contrast, the government expenditure increased from

to 41%9 over the same period.

On the government revenue side, the period 1965-77 saw a
}e in the mining contribution while that of taxes of
}~types were rising. In comparison with the period

?'the share of income taxes rose from about 14% to

é%le V).lov By 1975 Zambia's tax ratio was the largest
1

ﬂeveloping country studied by the IMF staff.l
gnrding to the Ministry of Finance12 the current net
Enre also expanded at an average annual rate of 16%,
%at is quite high compared with other countries.
éﬁthrouéh 1980 the biggest increases were in

| employment and recurrent departmental budgets. The

ﬁ@re of government expenditure on capital goods also

kaonthly Digest of Statistics, (Government Printers:
ﬁ?@, 1975 and 1980 pp. 30.

ancial Report, (Ministry of Finance: Lusaka),

Yorld Economic Outlook, (Annual Report), Washington
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TABLE V:

THE GOVERNMENT BUDGET AND FINANCE, 1965 - 77.

(million kwacha)

1965 1968 1970 1973 1977

GDP 711 1,062 1,269 1,282 1.921

urrent Revenue 217 306 432 385 450
of GDP) (31) (29) (34) (30) (26)

Ening Revenue 142 164 291 108 15
on-Mining Revenue 76 103 181 278 500

ytal Expenditure 185 400 417 . 513 749
- (% of GDP) (26) (33) (33) (40) (39)

t Recurrent
;;Renditure ( _ 122 209 256 370 595

5:Capita1
sxpenditure 63 191 160 143 153

rall Deficit 32 94 i6 128 249

- Source: Financial Report, Ministry of Finance:
, Lusaka, 1979, p.5.




eased. Between 1965 and 1980 it fell from 14% to 10%.13
{these occured while gross fixed investment fell from
éto 37% over the same period of time. 1%

The public finance position of Zambia can therefore be
marized as demonstrating the following charecteristics

%ng the period of this study: First, it showed a

fced dependence on the mining revenue which tended to

Qrate certain disturbances leading to instability in

51 revenues. Secondly, there was the increasinglcontfibutm
‘of non-mini ng sources especially from tax sources.

yﬁly, the recurrent expenditure tended-to build up

fﬁly. Fourthly, there appeared. to be somé signifidant
lines in government savings, both in absolute terms
ielative to the GNP, goverument revenuce and total

:;al formation. Finally, the nominal government capital
nation tended to stagnate,

THE PRODUCTION STRUCTURE:

Zambian economjc Systen 1S characterized in this study
jualistic with a sophisticated high technology urban-

5tria1 monetary sector existing side by side with a

i

zMinister of Finance, The Annual Budget, (Ministry
finance: Lusaka), 1970, 1975 and 1981.

S, . . ;
“Minister of Finance, -do-

f;4Minister of Finance, -do-
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fﬂtively poor subsistence sector. The industrial monetized
gr:consists mainly of the mining and other relatec industri-
and the large scale commercial agriculture. The subsistence
mainly the traditional rural countryside. The former is
éentrated around the copper mining industry. '~ Other. )
‘étries are relatively small but are rapidlybgrowing.

t of the service industries are centered around the Urban-

strial centers.

HE MINING SECTOR:

1 In the modern sector, mining is the main industrial
ﬁiy in Zambia. In 1965 it accounted for 41% of the share
he real GNP. Within the mining industry itself, copper
pied a predominant position and contributed 45% of

1%ment revenue. It also accounted for 95% of total foreign
{earnings. This over-dependence on the mining industiry
%ﬁdered the economy highly vulnerable to the fluctuat-

ém the world copper priceé in the foreign market.15
The performance of the mining sector in the years

‘this study showed a decline both in volume and value.

@l value added has been falling at an average of 209
,r 16 The volume has also fluctuated between 560 and

housand metric tons per year during the same period

Thé falling copper prices in the L.M.E. has been
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fed as_the main cause of these‘fluctuations. The
éﬁfe 6f copper production and its position as a
irce of revenue will most likely depend on the
@owing factors: -

ﬁThe real production cost trends,

;Ehe quality and quantity of copper ore reserves,
&he availability of financé for investment in
mining, and

Government policies towards the mining sector.

Copper ore reserves are estimated at
oximately 27.2 to 29.0 billion metric tons which
.iast for another twently years,17 In comparison
;ther major copper producers (see Table VI below),

1 has the fourth largest copper reserves after the
., U.S.S.R and Chile. The production costs have
;Esing at 2.7% per annum since 1970 due mainly to
?line in the grades of the reserves, transportation
ﬁcreases, falling labor productivity and increasing
f machinery and higher 0il p%iéeé.. Téble'VIi
%tes the fact that the value of copper does not

f depend on the leume of copper sold but also on

ce in the world market.

‘.l,: 1
=7Sampson,The World Metal Statistics: (La General des
S et Mines: Kinshasa), 1971.
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TABLE VI:

WORLD COPPER PRODUCTION GRADES AND AVAIILABLE
RESERVES BY MAJOR PRODUCER COUNTRIES: (1979)

e of
intry

Production ' Reserves
(in metric tonnes) Grade (billion metric

tonnes)
1560.0 0.79 77.5
925.0 n/a 34.9
685.6 1.53 53.8
686.0 3.38 27.2
613.4 1.04 20.8
386.0 I, 20 18.1
212.1 1.14 22.3

Mines Department of Ministry of Mines
and Mineral Development, Lusaka, Zambia.

World Metal Statistics, Sampson (i.e.,
former RST Group, 1971, la Generale des
Carrices et Mines, Zaire (pers. comm.)

1971.

Bulletin of U.S. Bureau of Mines No. 650,
1970 Edition.

Mineral Resources of (Canada via Robinson,
(Geological Survey Canada 1971).
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)st of mining machinery.

While copper is undoubtedly the outstanding

ﬁort commodity, other minerals also show comparatively
E? levels of contribution to the economy. Table VII

ws the comparative values and volumes of other minerals
comparison with copper:

TABLE VII:

JPRODUCTION AND VALUE OF THE MAIN MINERALS
PRODUCED IN ZAMBIA IN 1980 (in K 1000 TONS).

VOLUME IN VALUE IN
METRIC TONNES IN '000 KWACHA
686.1 650,363.4
53.5 10,304.3
27.2 5,159.7
2.1 4,525.5

633.0 1,246.0
34.4 kg 391.2
1,530.4 oz 1,837.1

Source: Ministry. of iCommerce and .Indistry, Division of
Mineral Exploration, Licencing and
Development, Mines Department, 1981.p 3,

In terms of revenue earnings, Zambia's copper

1gs in the fifteen years after independence (1964-79)



67

TABLE VIII:

COPPER EXPORTS AND EARNINGS: 1964-79:
(Yearly Averages)

YEAR VOLUME VALUE

' (in millions of (in millions

) metric tons) Zambian kwacha)
196470 660 Ll

1971-75 ' 476 el

1976-79 665 £

Sources: CSO, Monthly Digest of Statistics,

(Government Printers: Lusaka), Volumes

VI, No.4,1970,pp 18-19; XI, 1975, pp20-21
and XVI, 1981, pp 21-22.

OTHER NON-MINING SECTORS:

yANUFACTURING: Apart from the predominant mining scctor
| Apart from the predominant mining sector, there
gﬁher important industries too. Manufacturing sector
inally catered for the needs of the mining sector. The
1£ctivities were in the processing of foodstufils,

%ages and tobacco, textiles, non-metallic mineral

ypts, metal production and electricity. The index of
strial production shown on Table IX gives the relative
ributions to economic growth by different industries.

main heavy industries include one medium size car

'JSCSO; Monthly Digest of Statistics, (Government
ters: Lusaka), 1980, pp 20-21.




BEVERAGES TEXT— MINERAL PROD. OTHER

Yf:?AR TOTAL MINERAL TOTAL : ‘STU.FF -& TOBA.CCO. ' I.LES NON -—METALMET AL ricity
Weights 1000 901 78 15 18 3 i1 14 17 21
1962 97 97 99 101 107 93 82 107 95 96
1964 115 114 124 117 © 148 136 i28 105 117 105
1966 110 105 173 146 136 177 208 175 103 90
1968 128 119 237 188 288 174 278 179 257 99
1970 134 123 250 230 336 228 205 174 269 142
*New
Weights 1000 804 167 54 18 15 31 25 29
1972 111 94 129 125 154 133 129 348 476
1974 126 96 139 132 160 136 136 410 867
1976 129 95 132 133" 159 175 130 314 1060
1978 126 88 130 135 142 169 136 312 1146
11980 122 81 131 134 144 171 105 308 1260

Calculated from: C.SO. Monthly Digest of Statistics, (Lusaka; Government
1972 - 1981.

* Based on 1969

= 100,

Printers),

89
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)ly plant at Livingstone, a glass manufacturing industry
‘éri Mposhi, Indeni 0Oil Refinery in Ndola, explosives
icture, colliery and truck assembly plants in Kitwe,
Q.and gasket factary in Kabwe, to mention a few emerg-

eavy industries. But on the whole, Zambia is still a

y commodity prbducing country.

-

Quorts consist mainly of heavy machinery and trans-
quipment, manufactured goods, foodstuffs, chemicals,
?city and raw material. Out of a total import bill

4 million in 1972, heavy machinery and transport

%nt accounted for 41.8%, manufactured goods for 21.8%,
uffs for 9.2%, chemicals for 8.2%, electricity and
;;fuels‘fop 6.7%, réw materials for 1.9% and other
{%neous'items for the remaining 10.4%}8

xport capaclty outside that of copper (91% of total
is mainly made up of tobacco 0.55%, maize O.lB%Lﬂ
ber 0.2% in 1972. The remaining gap is filled by
nerals including zinc, lead, manganese ore, cobalt
i%‘precious metals®

?ﬁbiats trade with neighboring countries like Malawi,
Ebr the three East African Community countries is

18, especilally after the border closure, but is still

f§193ampson, op.cit.
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}atively small. Trade with the rest of Africa as a
is also relatively small compared with her trade
yther parts of the world especially the sterling area

)le X below suggests:-—

i

TABLE X:

ZAMBIA'S TOTAL TRADE WITH THE REST OF AFRICA 20
'AS COMPARED WITH HER TRADE WITH THE STERLING AREA
(ZMK million)

falotal With Sterling With Other African
; Area as %age Countries as %age
! Exports of Total Trade of Total Trade
Value %age of Volume Value
‘ Total Trade
i
S35, 5 158. 1 47.0 20l 0.6
880, 3 182.6 48.2 4.0 1.1
B93.5 199.9 . 40.0 3.0 0.6
1 470.0 165.0 35.1 4.2 0.8
i 544 .4 181.7 33.4 2.8 0.6
. 766.5 227.8 29.6 2.1 0.3
{15 0 200.3 28.0 4.0 0.6
484.9 116.7 24.1 3.2 0.6
541.8 149.0 277 3.3 0.6
P 742.0 191.2 251 6.2 0.8
905.1 241.8 26 .1 9.7 g e |
©21.0 13%. 1 26.1 9.0 1.8
{51 .5 157.4 20.9 8.0 1.1
708.0 140.0 19.7 14.4 2.0
686.8 169.7 22.9 14.8 2.2
090 . 9 234.0 21.5 14.8 1.1

' Source: C.S.O. Monthly Digest of Statistics, (Lusaka:
Government Printers), Vol. VI, 1970, p.21;
Vol.XI, 1975, p.21 and Vol.XVI, 1981, p.23.
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The largest majority of Zambians are self-

émployed. They cultivate the land or rear cattle or
éish in the rivers and lakes which have abundance of
;ish. Wage and salary earners constitute only 18%

of Zambia's total population.

In recent years there have been two important
attempts to affect two shifts in the Zambian economy.
The first was the attempt to shift from the economic
Eependence on the copper industry through diversifica-
tion into other industries, agriculture and commerce.

év'e second was the attempt to shift the transport system
ijom exclusive dependence on the southern routes through
Rhodesia (now Zimbambwe), South Africa, Mozambique

%nd Angola to the northern rout through Tanzania. This
effort was accelerated by the '"border c].osure”21 of

1972. The results have been the accelerated construc-

ion of  the Tanzanian and Zambian combained Tanw=zam Railway

.

2OSt 1i : h
eriing are here oxciludes English speaking

African countries.

21 . . , .

1 Rhodesia first announced the the closure of their
5@rder with Zambia in 1972. Both South Africa and Portugal
reacted angrily because they stood to losc!MK 31million and
ZMK 17 million respectively in revenue from Zambia's use of
rails and ports. Rhodesia then made an exception to copper.
But Zambia rejected the the exception and abandoned the route
altogether. After several weeks during which the rebol regime
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%zara) and its completion ahead of schedule. This made
.possible to join up the old Livingstone to Copperbelt

ailway with the new railway at Kapiri Mposhi. It followed the
mpletion of a number of major roads including the Great

fth road, the Great East Road and the Westen road. The

irgest part of Zambia's trade then shifted from the south-

'n . to the northern and éastern routes.’

tﬁTIONSHIP BETWEEN EXPORT EARNINGS AND GDP:

Zambia's economy like those of other African
éhtries show a high correlation between GDP and export
%mings. This correlation tends to reflect the signifi-
ke of external earnings as factor in the national
f@omic growth. The one most cutstanding item in that
férnal earning is the prqceeds from copper sales.

ble XI shows the general pattern of these items.

The next most outstanding determinant of the

nges in monetary GDP was the government expenditure.

je XI below seem to suggest this phenomenon

irly well. First, if we look at the pattern, we

not escape the suspicion that something about the

believed the Zambians would go down on their knees or
"face economic collapse'" neither of which occured, the
rebels, under pressure from their own domestic farmers
nd industrialists and from South Africa and Portugal,
opened the border. But by that time Zambia had
lerself decided to use the other routes and closed the
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harmony and uniformity of fluctuations in the GDP, export

earnings and copper export sales proceeds ‘was phenomenal.

It was too harmonious to be coincidental. It actually
TBLE XI;

SOME SIGNIFICANT DETERMINANTS OF ZAMBIAN ECONOMIC

GROWTH FROM 1964 TO 1979;
L(ZMK millions at current prices)

g
Capital Total Export Copper Government
GDP Formation Revenue Sales Final Cons-
Proceeds umptio Ex-
penditure
76 336 297 59
176 393 461 86
253 544 516 127
266 715 681 200
270 542 490 345
250 905 838 358
207 752 688 501
212 687 598 591
215 1091 - 901 681 |
i
CSO, National Accounts, (Government Printers:

Lusaka), 1972, and 1980. p.3.

CSO, Monthly Digest of Statistics, (Government
Printers: Lusaka), 1966, 1972 and 1980,p.50

d the closeness of the links between the three items.

, , d
ler on it side. Zambians maintaine/the closer untill
,:ia independent as "Zimbabwe."
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Copper sales we noted earlier, constituted approximately
90 to 95% of total export revenue. Therefore, only about

% was accounted for by all other exports. That is to say

was affected in the same direction. Therefore, whenever
£Qpper sales declined, as it did after 1969, both export
revenues and GDP declined with it. The decline in the

volume of the latter two were normally caused by reduced

tax revenue from copper and lower volume of sales.

The other interesting feature of the three items
s their trend. 1In each case, the trend was upward. The
i@dient of each item differs slightly but the general
irection is the same. Gross domestic product shows the
i&epest gradient while that of government spending

ppears to be the least steep. The implication of this
?that it reflects the comparative changes in the volumes
?the different items. For example, contrary to the
#eral belief that the government is the most extravagant
‘%nder of all and that its expenditure probably rises

re rapidly than either the GDP or the export revenue

n cope up with, are all according to this finding,
correct. The reverse is in fact the truth.

oyvernment expenditure in Zambia rose by a much smaller
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nt compared with either the GDP or the export

Hes .

Lastly, the general decline in every item except
rnment expenditure from 1969 reflects the importance
the copper industry in Zambia. Copper is in fact the
\tanding leading indicator of economic performance
d can be used as a fairly accurate yardstick for
'%uring the general economic performance. So the
%ral downswing which started in 1969 can be almost
%lly explained by the reduced copper earnings due
gly to the Mfulira Disaster22 and partly to the fall
?ppper prices in the London Metal Exchange. An add-
@nal reason was the increased payment to the mining
npanies in partial redemption of the 51% of their share
;h the government had acquired under the Matero

mic Reform Policyzs. This payment was normally made

22On the 25th September, 1969 at Mfulira Mine (the

argest of all Zambian copper mines which produced one
rter of Zambia's total copper), there was an un-
ected explosion and flooding which killed a large

ber of miners caught underground. As a result the

e was closed for the better part of that year result-
substantial losses in production. By 1970 when
duction resumed it recorded only 3,000 tons a month
1/5th of its normal output). Foul play was suspected.

b 23Named after the African residential compound
re the President first announced the new economic

icy at a public address. That was the Matero

pound just outside the capital city, Lusaka. The

ust of the reform was the acquisition of majority
hares of mining companies by the government.
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om copper sales proceeds before it was remitted,to

ia, So the total revenue from copper proceeds for .

il fell to 27.2 million24 from 171.5 million in 1970.

”ﬁR CONSTRAINTS:

The main drawback was the constraint imposed
%ambian economy by both transport and power problems.
alatter was mainly a result of the oil crisis; while
fiformer could be attributed to Zambian position as
%ndlocked country. The situation was aggravated by
ﬁesia's Unilateral D@claration of Independence (U.D.I)
:965, and by thelborder closure on January 9; 1974.

E result, imports of some 900,000 tons could not reach
ﬁia in 1973 alone. On the other side some 430,000
(i.e. 53% of its total exports) could not reach
?preign market in 1973. But a point to note here is
i despite these apparently serious bottlenecks to

ée, actual transport costs over the new routes via
igs-Salaam were, contrary to the popular belief,

: ratively less than would have been via Rhodesian
ite, 2°

When +this border closure problem came up, two

jécts to assist the Zambian transport situation were

24

usaka), 1975, p.29..

, 25Ministry of Planning, Third National Develop-
ent Plan (TNDP), (Government Printers: Lusaka), 1979
2.

'”CSO,’Stafisticdl Yéarbddk, (GoVérnment Printers:
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;%éady underway. The first was the construction
“Ethe Tanzania/Zambian Railway (TAZARA) which was
oth financed and.built by the Peoples' Republic of
hina. The second was the construction of the cubal
variant on the Benguella Railway. The projects were
med at increasing the carrying capacity of the
ﬁmbian Railway system to insure complete transport-
f§ion of all imports and exports without further
*elay. For the longer term projection, it was
éﬁasonable'to assume that as soon as Zimbabwe became
;gdependent, the southern route would be immediately
§§—opened which was what happened.

EMPLOYMENT : .

| Employment in Zambia increased gradually up
%p 1976 when it fell drastically. According to the

26 -
, the aggregate increase

?abor Ministry statistics
in employment over the five years.between 1968 and
ﬁ973 was 30.1%. It then levelled out from 1973 to
'1976. But after 1976 it dropped and remained very

jow and has remained that way up to 1980 and after.

jZambia's fairly high rate of population growth

26CSO, Monthly Digest of Statistics, (Government
Printers: Lusaka), 1970, 1975 and 1981, pp 5-7.
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u(i.e. 2.7 to 3.0% per year)27 makes the need to
faccelerate the rate of growth of employment even

@ore urgent so as to keep pace with it.

?THER ACTIVITIES:

Outside the mining industry, the significant
ﬁommercial activities carried out by Zambian

enterpreneurs are mainly of service industry types.

}GRICULTURE:

| Agricultural production forms the basic
yural sector economic activity of importance. Under
‘%he Second National Development Plan (SNDP), some

35 million kwacha were set aside for the development
of the rural sector. This large figure was indicative
$f the importance the Zambian government placed on
ihe rural development as a national priority. The
L%ctual performance in that sector was, howévef, not
;yery encouraging. From 1972 to 1973 there was a
‘decline df 8.6% in agricultural contribution to the
GDP, while the actual value of marketed products also
iiell by 13%. Higher input costs and other adverse '

‘bonditions were ' © 0 blamed for the declines. Even the

27CSG, op.eit.. p.6.



9

once celebrated Intensive Development Zone (I.D.Z.)

Project28 turned out to be something of a dissappoint-

ment. According to ‘the Monthly“DigeSt'gifStatisticszg

food imports first increased from ZMK 14.3 million in
1964 to ZMK 28.2 million inm 1971 and tlen declinéd tq
ZMK-31.6 million by '1978..But . the décline during :1971-78
was mainly due to shortfalls in "foreign exchange cand ,

not in demand capacity.

CONCLUSION:

The discussion in this section suggests that
Zambian economic structure places it in a special
category as a result of some unique characteristics.
These includé its geographical pésition, its histori-
cal background and its natural resource endowment.

Its landlocked position renders its economy vulnerable to

2SIntensive Development Zone (IDZ) Project was a
brainchild of technical experts. It was a strategy
for attacking the rural development problem by
concentrating development efforts intensively in small
selected areas where the government would provide the
infra-structure. Theoretically, as soon as these in-
tensive developement zones would blossom the develop-
ment efforts would then be extended to cover wider
and wider areas untill the whole country was fully
developed. 12,000 hectares was selected in northern,
eastern and north-western provinces for a start. The
local populations were to be incorporated in the
project. After two years of the intial five years
project it was found that three quarters of the money
had been used but no dent had been made to rural scne
in terms of development. It was immediately abandoned.

29C.S.O. op. cit. pn. 19 and 20.




} 80

fiendly neighbours 1like South Africa to the

fh' Its colonlal and federal backgrounds set the

;ern for a dualist economy as an inherited problem with
ighly skewed distribution pattern of economic develop-
i. Its rich mineral resources provide the source of
ﬁiof the needed finance for development. These unique
racteristics combine to form the economlic structure

; were the framework of the present structure.

The main economic 1ndicators must of necessity be re-
ted to or determined by these features. First, the gross
thal formation is moulded by both the revenue earnings
mineral sales and taxation and the general performance
‘fhe industrial, commercial and agricultural sectors.

cording to the Statistieal Yearbook, the government's

?al consumption expenditure increased from ZK 59.4

1lion in 1964 to ZK 148.2 million in 1970, an increase of
ﬁut 150 per cent in six years or an average of about 16.5
{ cent per year in monetary terms. Private final con-
mption expenditure increased from ZK 249.8 million in

96k to ZK.480.9 million in 1970, an increase of about

;5 per cent per year.v Gross fixed capital formation in-

reased from ZK 32.1 million in 1964 to ZK 76.2 million
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*1970, an increase of about 15.5 per cent per year. Ex-
rt of goods and services increased from ZK 355.2 million
1964 to ZK 685.4 million in 1970, an annual increase of
?’per cent. As a result of all this the average GDP
ékased over the period was at the rate of 12.8 per cent
fhear. These indicators suggest a satisfactory rate of
nomic activity over the period. For comparison, the
}tructure which accompanied these changes in economic
%ators may be examined. What are the important impli-
ons for the fiscal policy do these economlic features
lambia suggest? In order to tackle this problem it 1is
gsary to present an analysis of Zambia's tax struc-
and the changes in it which accompanied the fluctua-
:gof the indicators described above. This will be the

task of the investigation in succeeding chapters.
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CHAPTER FOUR:

- METHODOLOGY AND STRATEGIC FORMULAE:

The main theoretical and empirical hypotheses
ﬁfrelate taxation to economic-development in
étudy have been outlined in Chapfer One. In
%hapter; the selected formulae will be assign-

a systematic manner to each one of these
theses. The purpose of this excise is to

ify the tests which have been carried out for

fhypothesis.

The method that has been used is the least
es regfession of the time series data to

'se the main interelgted changes in tax revenue,
srnment revenue and expenditure on the one hand
GDP on the other hand. : The approach utilises

or more test equations to estimate and to test
) "openness'" of the economy, (ii) tax elasticity

(iii) tax/GDP ratio over the period of the study.

The main dependent variables are classified
rding to the four levels of basic processes which

1k taxation to economic development. Table XII
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}gives the main variables whose structural changes are
-honsidered relevant for this study although not all will
be individually analyzed. These four processes also
;onstitute the main pillars on which fhe strategy of the
malysis rests. Each one of these processes is a function
@f an array of variables which interact to bring about
the changes with which we are concerned in this study.

he four basic processes to be analyzed are defined by a
set of fourteen variables (Set A) for which relevant time
series data are available. Taken together these fourteen
:ﬁocesses define the most crucial relatioships: for this
Qudy at various levels of economic activity. These
processes eventually come to bear on economic development.
'lhe three independent variables (Set B) also affect the

final resulting outcome.

Different formulations have been tried and the
ollowing were found to be the most suitable for this

tudy. The basic relationship for this study is that

elationship between tax revenue, (T), on the one hand, and
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- TABLE XITI:

" FORMAT OF STRUCTURAL CﬁARACTERISTICS:

DEPENDENT VARTABLES:

Economic Development:
a. Change in GDP
b. Distribution of GNP

General National Product Determination
a, Private Sector Incomes

b. Public Sector Incomes

c. Foreign Sector Incomes

d. Other Revenues

Government Sector Revenues (Public Sector)
a. Investment Output of Private Sector

b. Volume of Trade (X +M)

c. Tax Structure

d. Foreign lLoans and Grants

Taxation:

a. Income Taxes (i) Direct (ii) Indirect

b. Customs and Excigse Dutics
¢c. Mineral Taxes
d. All Other Taxes

=3

DEPENDENT VARIABLES:

Populétion

2. Government Policies:

M a. Fiscal Policies

b. Monetary Policies

. c. TForeign Trade Pclicies

d. Non-economic (Political) Policies

Exogeneous Economic Factors i.e Business Cycles



§ national product (GNP) on the. other. We depict this

j

0 by its determinants in the equation:

QE/GDP = f(X - N/Y, X, N, A Y . . .(3.1)

Yy y P
X = export, M = dmport, N = mineral (mining),
‘agriculture and Yp = per capita GDP. The subscr-

means the ratio of that variable to GDP. For

' Xy means the rate of export to GDP.

The determination of the tax/GDP relationship

f[?p ~(X+M)/¥] e e e e e e s . . €3.2)
f(Y - X, N, X'). ... . ... ..(3.3
( B b v 7 ( )
f(y -X, X c wm o A shem s b e s (8.4
( P - 3 ) ( )
f(N, A, X)) . . . . . . . < . . . . (3.9
y y Yy
e e e e e e e e ... . . (3.8
(N, A (3.6)
Xp = export income per capita, and X§ = the

10 of non-mineral exports to gross national product.

The expression of dependent variables as ratios

1ere used to facilitate an estimate for structural

ﬁés. When the tax rate 1s decreased, for example,
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government revenue declines. Under strict balanced
;budget policy such a decline reduces government expend-
iture. But at the same time it increase disposable
jincome of the public. The degree of consumption increase
-ﬁepends on the income elasticity of demand and the ievel
of marginal propensity to consume (MPC). But it is the
?elative expansion or contraction of government expend-
Iflure which determlacss tae caanges 1o the Structure or
jﬁe&aggregate demand. The share formulation allows a

direct testing of such an expansion itself.

The rationale for the specification are:-
The dependent variable (T/Y) which is the rate of
lax revenue to GDP indicates the relative significance
the tax share in the determination of GDP. The sum
all shares is 100 %.
The trade ratio (X + M) shows the relative signifi-
ance of of "openness" of the economy in the determina-
fon of the growth of GDP in relation to other

ctors.

The share of mining (Ny) in GDP does the same thing

.

or the role of mining contribution via taxation and

@yalties to GDP in relation to others.
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4, Agricultural share (Ay) brings out the relative

- impact of agricultural contribution to GDP.

5. Per capita GDP (Yp) is the crucial indicator of
?economic growth as it incorporates the influence of

‘the independent factor '"population" in the process.

The analysis in this study is carried out in

two stages. The first stage involves the analysis of
the causal relationship between tax/GDP ratio (T/Y)
}nd the various tax handles. The general operational

formula is:

T/Y = f£(X,M,N,A,P) . . . . . . . . . . .(3.7)
where X = export revenue,
M = import revenue,
1 N = mineral revenue,
;f A = agricultural revenue,
T P = population.



‘the structural equation which incorporates the

?handles considered crucial in the determination
@ﬂx contribution and impact on economic growth.
The first set of tests are those aimed at testing
sal relationship between foreign trade sector

‘and its tax ratio. Two equations are used in this

I
loe]
g

Bl(X+M) +ut . .. .o . 0. (3.8)

=B + By(N) +ut. .. ... ... (309)

5 the test for "economic openness''. Its purpose is
gmine the impact of total trade (export and import)

and on mineral revenues on the GDP.

The last set of tests deal with tax elasticity to
gin income. The equations used are closely similar
aly one important difference: one incorporates per

income as one of the explanatory variables while the

does not.
= B_ + ByX + BM + ByN + BjA + - ut . . (3.10)
= B_ + ByX + Byl + BgN + ByA + BgY + ut(3 37)

Xxcise i$ undertaken’ to find out what difference in
;lanationof the dependent variable (T/Y) the variable
r capita income) would make in the results of the test
irpose of the tests is to confirm or reject the claim

othesis TIT.
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The next set ot tests were those which related

%ax revenue to GDP. Two approaches were utilized to
rovide comparative results. First, government revenue
vas regressed on the tax revenue (3.12), and then the

3DP was in turn regressed on government revenue (3.13):

W
i

BO #* BlT WL & 32 n o p w2 » o = o3 u. bOuEd)

BO 2 BlG +at . . s s e s e s s o« (3.13)

o]
I}

hen GDP was regressed directly on the tax revenue:
Y = B +B.T+0E « « 5« v #» = s = « = (314}

ée rationale for this approach is that it provides
comparable results which can be studied to find

Ei if the analysis of the government revenue and expend-
;ﬁre in addition tq that of GDP makes any signifiéant

iffernce in the final results.

In order to maintain consistency, a uniforn set
f data have: been used for all processes to provide a
caningful comparison of the resulls of data analysis.
?‘results are shown on Table XIII and discussed in the

icceeding Chapter Five.

The second stage of the analysis is based on the
i?ucture of the tax components and their relationships

total tax and with each>other, The operational equa-
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these relationships are:-

B E(T;, T, Ty, T) « « « o o . .. (3.15)

‘? tax structure equation which has the various -
?nts. The analysis of the equation depicts the
contributory significance of each companent :tax
%rmination of the total tax. This section of the
s the subject of the second part of Chapter Five.
*%h the anlysis of changes in the total tax

the result of changes on the component basoeg
;comes, (ii) customs and creiiGi, Chi) b

j taxes and (iv) all other taxes.

ATIONS  OF . METHODOLOGY AND DATA:

e series data usually face a number oOf limitations. .

limitations are commnon to any econometric data.

e can be traced back to the problem of obtaining

to obtain) complete and perfectly uniform data.

I OF DATA:
rom the general problem of collecting data

h may not be quite accurate. There is in Zambia

quite a substantial "informal" (non-nmonetised)

K.
-
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or which is never fully covered in any census. The bulk
ata used in this study which comes from three main sources
covers this informal sector. It may therefore suffer
}naccuracy due to this inability to cover all the data
xand comprehensively. The three sources of data for
étudy are:

Zambian Government main Statistical Offices. The bulk
data used in this study came from this office includ-
ng the annual Statistical Yearbook and the Monthly

igest of Statistics.Office of the Commissioner of Tax,
'Mistry of Finance and FEconomic Planning and the Office

[ the President were the other government sources.

The United Nations agencies particularly the World Bank
IMF, FAO, UNCTAD, UNIDO, ECA and OAU papers were also
eful sources of data.

'{The rest of the data were ca]cu]ated'from raw statistics
:from information gathered during interviews and b
eStionaires.

earcher cross-checked these dat against unpublished

hered during field trips and archives of the Universi-
émia. However, despite these checks it is still pos-

at there could be a number of errors which might have




caped his notice. It is still possible that there could

a margin of error that could be associated with the
ta due to the imperfect nature of statistical data in
veloping countries. But every effort has been made to

{ as accurate data as possible given these limitations.

There is also the abrupt changes which occur
the national data system as a result of policy or
procedural changes. These disrupt the harmony and
the consistency of data coverage. Two such

mples which this researcher encountered were: -

The change in fiscal year from January to December

a new system when fiscal year started in July and ended
June from 1966 caused considerable problem for this
garcher. It made the ann al comparison of data

§e difficult as it made the data for the year 1966

er 18 months while that for 1967 covered only six months.



for this study the data for the two fiscal years were
?eraged. Thisjﬁhy the fugures appear in the text to give
the impression that the two years were identical in every
data. But this was the best that could be done.
annual budget usually meant a drastic change in
and the rate of taxes in the mid-seventies which
the comparison of the tax ratios in terms of GDP

less consistent. But in both cases the next best approaches

ere used to minimise the adverse effects of these limit-

Although in ideal situation, time variables should
apture temporal changes in‘the dependent variables which

re not associated with variations in the explanatory
f&iables, yet in practice it is diffdcult to identify the
stimated time effect with the overall process of economic
hange. This is mainly because high correlationbetween an
%nOmic variable (like expenditure) and time tend to lead
0 muticollinearity. If dummy variables are introduced, the
ime coefficient may give better results of the effects
?exogenous'shifts which lead to changes independent of the
ﬁiable under consideration. In view of this problem of
@ticollinearity, the selection of what specific equation
%use for any variable was deliberately made to minimise

e adverse time effect.
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ESTIMATION PROBLEM:

Whenever the estimation procedure is that of
ordinary least squares (OLS), the classical assumptions

regression analysis with respect to the error term (u)

ust hold in order for the OLS to yield "BLUE" (best linear

biased estimate) of the parameters of the equation. If,
owever, any of the assumptions fail to hold,

then the
sult can not be BLUE any more.

A problem could arise,
r example, if there are heteroscedasticity errors in the

‘jables (a specification problem) and so on.

The crucial assumption on which OLS estimates such
he one used in this study are based is that the OLS

1lf is BLUE, that is, successive disturbance terms
{the same variance ’1 e. they are homoscedastic. But
}St cases the variance of the regression errors are

ted to the sizes of the explanatory variables such that

lere happens to be heteroscedasticity, the OLS estimates
| still be unbiased but not BEST (minimum variance).

h a case the estimated variance of the coefficient
1&150 be biased. It is possible to reduce such biases

of log transformation or by the use of share data.

is particular case share data was used.
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LTICOLLINEARITY PROBLEM:

In a study like this one in which the explanatory
%ﬁables are closely related in terms of their origins,

e problem of multicollinearity is a real and a difficult
‘% For example, in the case concerning the regression
ffhe GDP on government revenue and on tax revenue, muti-
}iinearity is “inevitable since government revenue is

de up mostly of tax revenue. This problem was there-

re encountered in this analysis. The solution adopted in
;iing with it was the Klein's Rule1 which states that if
7iip1e R2 is greater than simple Rz, then multicollinearity
*}be ignore since its effect is insignificant. This rule
ph is based on Professor Klein's finding that as long as
1&ip1e Rz is greater than simple Rz,\the effect of multi-
‘Einearity does not significantly change the final result
ﬂhe estimation was found to be applicable in this case
;ﬁy. It was established by checking the results that

‘irule can be invoked and was applied.

,1Lawrence Klein, A Textbook of Econometrics, (second
ition), Engelwood Cliff (N.J): Prentice Hall, 1974,
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- CHAPTER FIVE:

EMPIRICAL TESTS AND RESULTS:

In this Chapter we present and analyze some
‘empifical results of the various time series regressions
'ielated to the tax/GDP ratios. The analysis is presented
in two stages: The first section presents the test result
summaries and their implications. The second section
presents the analytical explanations of the findings of

the study on the economy as a whole. Table XIII summarizes
the main results of the empirical tests of the three basic
hypotheses related to (i) economic "openness", (ii) tax

elasticity and (iii) tax/GDP ratio:-

| THE TOTAL TRADE EQUATION:

: To determine the impact of the foreign sector on

the Zambian economy, two regressions were utilised. Total
éade and mineral revenue were selected as the two variables
ﬁich represented the the impact of the foreign sector

é the economy. Foreign trade was defined as "export (X)
“import (M) and represented by (X+M). Mineral revenues

as represented by (N). GDP (Y) was first regressed on

';al trade (equation 4.7) and then on mineral revenue
equation 4.8). This is the. test for economic "openness."

results are shown on Table XIII in Section I.




TOTAL TRADE
AND GDP

TAX LLAST-
ICITY AND
AND GDP

TAX-GDP
RELATIONS

T/Y

17

]

-382.44 + 1.765(X+M) : RZ
( 8.56)

108.49 + 2.153N: R
(4.136)

(1.0103) (.329)  (2.0378)  (.6178)

| R? =.550. T = 3.49, 16
.1637 +.0006407X - .000186M - .0006555A —.0005N +.057Y:

(1.6017)  (1.0595)  (2.622) (1.2824) (1.499)

2 - .64 T =3.5507; 16

~17.2314 + 3.84G: rZ
(8.698)

17.774 + 1.0697T, o
(33.53)

53.24 = 4.004T: g2

(7.295)

It

]

o e e —— v — — o —t — —— — o— - m— e e e e G e S e o W e s Smma S e s e e e e —— e -

.237 + .000394X - .000046M - .000448A - .0002224N:

I

.84: F =75.655:. 16

. 9877: 16
F =1124.580:

.79: F =53,212;: 16

L6
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fts of both tests suggest that the estimated
ents of +the total trade (1.785) and that of
éevenues (2.153) with respect to GDP and their
*ply"with our "a priori'" estimation. The size
otal trade and mineral revenues coefficients

fﬁmm the Hinrichs hypothesis and the hypothesis

study concerning the economic "openness' in a

&

onal stage. The gist of thai hypothesis is

%hg transitional period external economic depe-
;edominates the national economy. The result of
?Jsuggest that hypothesis is sustained. The

f the foreign sector in the Zambian economy is

d as highly significant in the determination of
of the GDP. The R2 - ratio of the two regre-
fkgest that total trade and mineral revenues
account for 84% and 55% of the variations in the
; bia. respectively. The first part of our

is I is thus confirmed. The second part will
;up under tax elasticity in the next section.

fe résult of this regression test further conf-
. axiom that although in absolute terms the

% both exports and imports have declined over
}d of the study; their combined influence on
j.‘ination of the GDP still remains quite strong.

s of foreign trade and mineral revenues (extern-
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sector impact) in Zambia although declining, is still
rucial determinant of economic perfomance and growth.
- detailed impact of this "openness'" will be further

cussed in the second section of this chapter.

INCOME ELASTICITY OF THE TAX REVENUE EQUATION:

| To determine the role of the tax revenue on the
liges in the tax/GDP ratio, a stepwise regression of
{}elated equations were run. The tax/GDP ratio (T/Y)
;regressed on the four critical variables: Exports (X),
orts (M), Minerals (N) and Agriculture (A) (equation
The same tax/GDP ratio wés also regressed on the
;;four variables and in addition per capita income
sgwas added as the fifth variable. (equation 4.10). For
i}wo regressions the explanatory variables (independent
é%bles) were picked for two reasons: First, they form

{hain sources of taxable incomes and secondly, they

;

stitute the main tax handles of importance fof this

dy. The test results are given on Table xxiy section 11.
The original hypothesis of this study that was

%e tested in these regressions was that the Zambian
ststem is sufficiently elastic to be able to cope

ﬁ‘the revenue needs at various levels of GDP growth.
fresults of the multivariate regressions based on the

ations 4.9 and 4.10 show that in equation 4.9 each

ividial variable demonstrates an insignificant coeff-
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fe at 95% level of significance. But taken togeth-
}@ significantly affect the changes in the tax/GDP

fn other words, the t-test of the B-coefficient

éh perimeter individually shows that each tax

}has an insignificant effect on the changes in the
ratio but the F-distribution test of the combi-
ipact of all four perimeters show that they jointly
E a significant impact on the tax/GDP ratio.

4 Equation 4.10 which has an added perimeter (Yp)
gnting the pericapita variable, also gives a result
basically similar to that of equation 4.9. with
?eresting difference. In equation 4.10 the agri-
al perimeter (A) shows a significant —t-distribut-
lich implies that agriculture is the only tax handle
;S a significant impact on the tax/GDP ratio is

d by the calculated t = 2.622 in relation to the
‘%le t = 2.145. It is interesting because tLhat

ﬁér also shows a negative B-coefficient (-.0006555)
iﬁso suggests that the significant impact on the

ent variable is really a negative one. Agriculture

;ﬁe contributes a negative tax (subsidy) which is
tly large to affect the tax/GDP ratio signifi-

The implication of this feature will be discus-
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| further under Agriculture in the latter part of this
tion.

The rest of the tax handles show the same chara-
‘ﬁstics as those they showed in equation 4.9. Once

ip the combined impact of the tax handles on the tax/
natio is significant under the 95% level of signifi-
ce test. This combined result is the impact we were
fing. This test result is therefore a confirmation
our initial hypothesis. which implied that these tax
}es affect the changes in the tax revenues and so the
QDP ratio significantly. Thus, the responée of the
;evenue to changes in the national income is of
ﬁficant magnitude and does affect both the rate of
growth. This result alsc agrees with the findings
@élliah, Chenery and Bird. But of even more interest

this study was the individual behaviour of the coeff-

Pt

nts of « the tax handles in the two equations 4.9
4,10. They are discussed in the order of the magni-

» of their coefficients.

AGRICULTURE :

As a determinant of the tax/GDP ratio the rvesults

the two regressions under discussion, the coefficients

wgricultural perimeter confirm our initial estimation
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ﬁie was an increasing negative taxation (subsidy)
;gricultural sector. This finding conforms with
gared and deliberate government policy of subsid-
!ficulture. This policy emanates from the Govern-
%ire to redress the neglect of the rural sector
iolonial regimes of the past due to the crucial
=ﬁce of the rural agricultural regions which supp-
ilarge (55%) proportion of the population. The
i;also supports the World Bank and other earlier

3 which concluded that as economies mature, the
7iura1 sectors shriuk as industrial and service

% grow. This phenomenon is here reflected in the
!fe and the form of agricultural tax revenue as

0 to determine the tax/GDP ratio. This finding
%nfirms that the tax revenue contribution of farm-
?tor to total tax is negalive. So as agricultural
gdecreases (i.e. subsidy to agriculture increases).

ar case of negative taxation.
(2) EXPORTS:

The coefficient of mineral revenues as a deter-
ant of tax/GDP ratio was .000394 in equation 4.9 and
06407 in equation 4.10. The t-test showed that in both

ations they were insignificant which implied that indi-
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letailed discussion will be combined with that of

linerals in the next section.

The parallel corelation of mineral and export

fth tax ratio does imply a certain measure of multico-
?inearity of the two variables. This is to be expected
irom the earlier observation that more than 90% of mine-
El revenue have their origins from external sales pro-
eeds (export revenue). The problem in estimation caused
y this multicollinéarity was treated according to Klein's
- and the result was still found to be useful with

GE understanding that export and minerals are inevitably
inked. Therefore what will be discussed under minerals

ill therefore be applicable to exports also.

IMPORTS :

Like exports, the results related to imports
gest that Zambia's effort to reduce import was a
cess. The negative sign of the import coefficient
'ﬁts size (.00046) in equation 4.9 and .000186) in

ation 4.10 indicate that the domestic volume




104

alue of imports has fallen gradually over the period
Eﬁy as import tax revenue contribution to tax/GDP
-Eall. This finding supports our earlier estimation.
'lests further that the government policy of "import
%ution” and import control have been successful since
:ératio has been declining. Despite the fact that
%ent values the customs and excise duties have in-
g” the import tax ratio to GDP has fallen with the
fand value of imports. This phenomenon has been
?ed in the negative coefficient of import when

9 is regressed on it. So in the import sector the
ment  has been able to reduce the volume of import

. the same time increased the revenue from import

ion (customs duties).

RAL . REVENUES :

As a determinant of tax/GDP ratio mineral revenue

éher tax handles shows an insignificant influence

? its reputation as the major contributor to govern-
?venue and the main source of export revenue. The

ﬁs of this study place ' the mineral revenue coeffic-

t .00062224 and .0005 in equations 4.9 and 4.10 re-
’fely. Thett~ratio test suggest that in both equations
1l revenue impact on the tax/GDP ratio is insignificance,

This insignificance as a determinant of the tax/GDP



i?the fact to which some reference was made: earlier
iile the total value and volume of minerals produced
@Wn on the national accounts books, only the net re-
f@om export proceeds get repatriated back to Zambia
pear on mineral revenue account. The rest goes to
ée the mining companies for the 51% shares compul-
gold to MINDECO under the Matero and Kabwe Declara-
{@S. ‘The negative sign confirms our "a priori"

:gn that there has been a decline in the dominance
Bl generated revenue in the determination of the
ratio. This phenomenon is a direct result of a

{n the mineral taxes and royalty contribution to

1 tax revenué. Three factors were responsible
fsituation:—

Tirst of these was the close link which exsists
%x revenue and mineral export proceeds. Tax re-
ends heavily on export revenue. Export revenue
lepends to a high degree on mineral sales proceeds
copper predominates. So as copper sales declined,
%ral tax revenue and royalties also decline,. So
ive beta coefficient of the mineral tax handle is

reflection of the declining effect of the mineral

;in the determination of the tax/GDP ratio.
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As a condition of copper taxation previously agreed

;y Zambian Government and the copper mining companies,
;bpper sold at a price above ZMK 600 at the LME is

to taxation. Therefore, the proceeds from copper

;i prices below that critical price of ZMK 600 at the
%sinot reflected in the tax entry of the domestic

ft. It was therefore possible for the mining compa«
;o utilise this loophole in the agreement to avoid
some tax by merely declaring the bulk of copper
Ahined as having been sold at ZMK 600 or less with

gderable success untill Zambian Government formed

As minerals constitute the largest contributor to

gl tax revenue, a fall in either the volume or the spotl
price was likely to affect the tax revenue quite
icantly. As confirmed by the analysis results both
f&olume of copper mined and sold and the price of cop-
gin the LMI fell during the period of this study.

s volume fell as a result of both the Mfulira accident
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f§ flight of most skilled mining experts due to the

ons in Rhodesia (Zimbambwe). In addition to these
roblems there was also the transportation problen

ﬁiby the border closer with Rhodesia which forced
;iexport rante to shift to the newly built TAZARA | |
;&. All these had their effect on the ammount of

: which reached the outer world for sale. All these
éowh by the result of the regression coefficient of
;neral handle of the tax/GDP ratio. So, as the

idence on mineral sales proceeds to supply governem-

lax revenue declines (implied by the negative residual
;icient of the mineral perimeter), so does the rela-
;jbetween the tax ratio and the foreign sector change
'iely. This confirms our estimatio%?%g economy matures
Sﬁgree of external dependence is bound to decline.

'ﬁion of dependence on copper revenue in Zambia is

nymous with reduction of external dependence fowr

rnment revenue.

THE TAX - GDP RELATIONS:

To determine the behaviour of the tax revenue

;&s impact on GDP three partial regression equations
;itilised. GDP was regressed on two variables: tax
;me and.government® revenue. The results pertaining

ach one is discussed below:-
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GOVERNMENT REVENUE AND GDP:

In this equation the capacity of government revenue
fﬁetermine the changes in the GDP is estimated. The sign
é.size of the estimated coefficient (0.919) comply with
if"a priori" estimation. The R2 (0.844) confirms the
?lliah and Hinrichs hypotheses. GDP in Zambia depends
%staﬁtially on the public sector productivity. This
fﬁing also re-confirms what we already suspected
. observation that in developing countries the publié

or makes up the bulk of economic activity and so
5§titutes the main source of investment initiative in

early development stages. So the changes in govern-

expenditure. (mostly financed from tax revenue) 1is
ﬁgnificant determinant of the aggregate investment.

of even more interest to us is the role of this govern-

expenditure as a link between tax revenue and GDP.

uation (4.12) tests that link.

TAX REVENUE AND GDP:

Government revenue acts as a link between tax
nue and GDP. The second part of that link has been
w?blished (i.e. that governmenf expenditure explains
84% of the changes in the GDP). In equation
?2) we attempted to estimate the réle of tax revenue
&fhe determiantion of government revenue. The

1t of that estimation seems to suggest that the
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oefficient of the perimeter is considerably high. The
?coefficient (1.069) and its sign imply a high correla-
: . - 2

But it is the R” value (0.988) which provides the

lnk we were looking for in the regression. As expected

éery high degree. The third equation (4.13) is really
iadditional confirmation, in a more direct way, of what
g?already been found out via an indirect route (govern-
@t revenue and expenditure route). Here we regressed
;Erevenue directly on GDP. The result was once again
silusive]y confirmatory. The tax coefficient with

spect to GDP (4.004) and R2 (0.792) point to the same
élusions as those reached by way of government revenue
goaéh. They imply that up to 79% of the changes in the
:;may be explained by the qhanges in the tax. revenue

’gh re-asserts the earlier estimation that tax revenue is
%ignificant determinant of the GDP.

In addition to understanding and appreciating the
e of taxation and so the true-implications of these-
irical test results, it is our intention also to review
% possible reform policies which might improve the fiscal

tem. The next chapter takes up the case for tax reform

a remedy to the revealed weaknesses in the tax system.

i
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CHAPTER SIX:

THE CASE FOR TAX REFORM:

Throughout this study two important findings

}ame out quite clearly were; -

%mbia's-future economic development efforts will
?ye to rely more and more on domestic sources of
;nance. This implies that the major sources of
his finance (taxation) will need to be

ﬁcreasingly utilized to generate that finance.

hat the tax policies of the period of this study
will need to be reviewed and reformed in order to

eet this increased burden it must carry.

§‘comprehensive tax reform will therefore bhe

This situation quickly raises the question: In
rticular areas of taxation will these reforms be
:with maximum beneficial outcome ? There are four
fich will most likely be the targets of any tax
fin Zambia: -

ORM GOALS:

INISTRATIVE EFFICIENCY:

Perhaps the most immediate reform requircment in

bian tax system is the improvement of the tax admin-
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%ation machinery. The present Tax Administration De-
2ment suffers from two basic deficiencies:-

Inadequate training in the efficient techniques of
 tax administration, and

Inadequaté procedural format for a quick and
comprehensive coverage of geographical and structu-

- ral spectrum of the taxable income.

{Tesult of these¢ shortcomings is a high per unit

?ﬁue cost of tax collection. It also implies a cert-
hoss of tax revenue through inadequate coverage. Lastly,
:@courages tax evaéionv One possible remedy to this
blem may require the government to establish a training
}&tutjon to provideAtax officers with sufficient

éhing in the technical administration of the Tax Depart—
ji: In the long run the opportunity cost of such train-
;ﬁill be more than justified by the result in improved
collection and the general administration of the tax
;m which will also reduce the need for ltax evaSion

is currently widespread.

ECONOMIC INCENTIVES:
Most of the current incentive oriented fiscal
icies seem to have been formulated with the sole pur-

2 of attracting foreign capital and technology into

This was a recommendable approach at a time when
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or source of finance for development. Those days are

its source of finance for development from foreign

domestic sources. It is therefore time to review

eign to domestic incentives. Tax incentives should
?;be shifted "towards those enterprises which generate
ance within the internal economy. Tax rebates, tax
hays and tax rates should be deliberately applied to
ustries and other economic enterprises which utilise
Gzost abundant domestic resources such -as unskilled

r, land and other such factors. Subsidies of various
could be applied to agricultural enterprises such

ishing, farming and ranchin The main areas aof tax

oy

tives emphasis must fall under the categories of
iculture, non-mineral- industries, commercial enterpr-

‘and minerals in that order of priority.

. AGRICULTURE

The experience of the National Agricultural Mark-
{g Board (NAMBOARD) and that of agricultural co-opera-

unions seem to suggest thalt excessive subsidies to

cultural enterprises should be discouraged. Whatever
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id is anticipated to farming it should under no curcum-
aances involve a direct financial loans to farmers if
?ht can be avoided. The experiment with the Intensive
evelopment Zones (IDZ) was a conclusive proof of the

isks involved in such projects.

NON-MINERAL INDUSTRIES:

After 16 years of "import substitution' exper-

%nt it appears that the replacement of import by locally
mufactured commodities has not become a roaring success.
{industries like textile, automobiles, food packing and
’jcessing the trend seems to be downwards despite the
fremely generous tax incentives they have enjoyed. ' What
nt wrong 5“ must be the pleading question of many students
FZambian fiscal policies in the last 16 years of develo-

nient efforts. What rveforms might reverse the trend ?

It is tempting to wonder whether Zambian induslries
e not smothered by too much generous attention' The
;erosity of the fiscal policies on these "infant indust-
les'" might have been the cause of these "infants'" .
ﬁluro to "grow up'. The case of the Livingstone Motor

ssemblers seems to support this hypothesis. As para-




ected domestic market that it was not able to accept

change in those terms. When nec essity forccd the

lper cars than the imports, they failed. A similar
ation seems to have developed in the case of Kafue

;le industry.

I1f the hypothesis that it was too much protection
- rendered Zambia's commerce and industry incapable of
iding on their own feet is correct, then any remedial

Cy must involve reduced tax protection. Such a poli-

ust be based on the concept that increased selective

Reduction of over-generous subsidies,

with the_ aim of rewarding the successful ventures

thing that must be avoided at all costs is the tempt-

with government partnerships bul not rewarding failures.
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n to involve government funds (except as repayable

]

';with sufficient security) in industrial or commerc-—

sjentures with little or no prospects of succeeding.

Everything said above about Non-Mineral industr-

apply equally to Commercial enterprises.

INERALS :

' The 51% of mineral tax which replaced export and
1ty taxes from April 1971 may now require another

It seems to have served 1its purpose which was

%tain some of the large profits of the mining compa-

. in the country. Now that the government has the

ority share its review (probably downwards) may spur

ra activity by the local enterpreuneurs into explor-

and production in the mining sector especially 1in

small privately owned mines.

B The reinvestment agreement between the government

‘the mining companiecs does not seem to serve any use-

1 purpose for 7ambia any more. Under the terms of the

excempt from exchange

gement , Zambian Government would
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ntrol the 60 million kwacha which had accumulated follo-
Mulungushi Declaration and RST in return agreed to
mtribute from funds not subject to Zambia's exchange
érol a 75% share not exceeding K 15 million of the
ital finance required by RCM for exsisting or new mining
ventures' . By the same agreement.ZAA offered to "hold
élable up to K 12 million for investment in new mining
ventures for a five year period''. Since development
%pce are likely to come from RST and ZAA via capital
ﬂopriations made by RCM and NCCM instead of from divi-
ls, these agreements will prove Lo be ol very little

to Zambia. They can only be useful if the proflits
ivery very low and ZIMCO‘wishes all operating company
fits to be distributed so that sufficient funds can
ecured to meet bond repayment. Bul even here the
?nment will have to contribute its respective share
gvelopment costs. But ZIMCO is a part of the Govern-
(a parastatal and 100% government owned). Therefore,
Q_is very little advantage for Zambia in this rein-
ment agreement. It might therefore be advisable to
;rminate.the agreement altogether. The Government
‘then no longer be restrained in its policy concerning
iccunulated funds which have not been paid in terms

cchange controls application on them.
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?COME ELASTICITY OF THE TAX SYSTEM:

The flexibility of the tax revenue in response to
tic economic fluctuations shows a certain rigidity.
?olicy reform that would encourage some more
%ive sensitivity of the tax revenue to ehanges
omes would therefore be desirable. Tax revenue -
ﬁhat way constitute an effective automatic stabi-
?hich would assist in smoothing out the amplitudes
> business cycles. The starting point for such a
onuld most likely be in the copper industry. The
t rigid rates which take little notice of the cha-
ixthe external copper sales prospects nor of the
al production possibilities tends to allow gluts
tain years and deficits of supplies in others. The
‘%Vision in the past was the regulation of taxable
fevenue which itself linked to the price in the
?ket. The requirement was that coppeir sales is
'iif and only if it was sold for a price that was
iGOO per metric ton. A new tax policy that would
levy a lower tax per unit on copper sales but at
ne tim€ provide for liberal tax levies in the lean
;;d higher taxes in the boom years would probably

desirable.
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Lastly, increased use of tax policy to encoura-
training of technicians especially in the mining and
icultural sectors would prove to be a move that would

4

‘handsome dividends.

PROSPECTS FOR FISCAL REFORMS:

Fiscal reforms usually meet considerable resist-

' because they tend to be associated with increased

s. In Zambia of 1980's there appears to be some good
ifications for some fiscal reforms to bring the econ-
in line with the economic problems facing the nation

ﬁe eighties. It was, for example, assumed that Zambia's
omic problems were, to a large extent, caused by the
;re of the border with Rhodesia (now Zimbambwe). But
 the border was re-opened following Zimbambwe's
éndence, the magical recovery [rom economic depression
10t materialise. This development suggests that the
though accentuated by the border closure,

fs roots in the domestic fiscal and other economic
éstances. A reform of the general approach to fiscal
fher economic policies must therelore undergo some

A serious fiscal reform, must be a part of that

But what are its prospects ? Will the political
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social realities allow such a rcview to look at the
L economic problems especially those which may reflect

itively on the political decisions ?

It past approaches to econo-political issues in
‘developing countries are anything to go. by, then a
rehensive fiscal review of the problem are likely to
%ced. What one cannot vouch is whether or not the
lial steps will be taken to correct them. Although
of the problems could be identified, it would still
ée a considerable political will to carry out the
énd sometime politically unpopular remedial steps.
is where it becomes difficult to foretell the pos-—
}repercussions of the realisation that a fiscal
exists and that it should be corrected. This
is not ready to guarantce that the remedies sug-
d in this paper will necessarily find Lheir way into
olicy making corridors of power ol the Government.
f‘they could, the results might prove remedial. We
:Say that the chances are hall and hall depending
iher non—-economic factors. Whether they arc imple-
or not it will be a matter of time for the need

ply these or other similar fiscal reforms.
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CHAPTER SEVEN;:

OTHER SOCIAL AND POLITICAI IMPLICATIONS:

As a general rule, economic performance of any

try is usually a result (and sometimes also a cause)

ts social and political conditions. Zambia's

omic performance during the 1964-80 period was, by this
ral rule, a reflection of its immediate social and

tical experience. That experience (or the reaction to it)
f@ the most significant single factor in moulding the

omic policies of the period under this study. The

ﬁence had therefore become the major determinant of
conomic situation the nationalists (UNIP) governement

‘ited on the eve of independence.

Politically, by 1964, Zambia had already undergone

of two regressive regimes.l That experience had

;up in the polarization of the social system and the

ipce of some quite distinclive bi-polar characteristics: -
plitical and social dualism — was o firmly pegged

) diametrically opbosite poles (hence the use of the
iﬁi—polar”). The first, with its center of gravity

fin Pretoria and Salisbury (now Harare), tended to

Fts full weight behind the multinational corporations

 1The first was the British colonial governément
ed by the dBfunct Federation of Rhodesia and Nyasaland.
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es in their resistance to the nationalist government.

latter represented the forces of African nationalism

jadicalism which had its focal points in Dar-es-

am and Maputo but with close links with the UNIP in

ia. It supported nationalist government policies.

therefore became a kind of a battleground for

opposed ideological philosophies.

Economics of multinational corporation supremacy was
efore set against the domestic self-sufficiency

;gemee) dogma of the frontliners ideologues. The
gr advocated the centraliéation of economic activ-

in the "experienced" hands™ of the foreign multi-

lonal corporations. The latter based its hopes in the
iIction of foreign influence by enhancing domestic
rt substitution policies with intermediate technology

ts vehicle of delivery‘

Lastly, the domestic pressure in favor of rural re-
struction and social rehabilitation was posed against
~external pressure for more multinational corporation,

eign aid and donations with emphasis on the foreign

representative of the private sector strongly
a laissez faire approach to economic policies.

: multinational corporations <zonsidered theirvr

| executives as more competent than the civil servants.
more "cxperiencoed hands" they wanted their views to
pinate in the economic policy formulationg an albitbude
ich quickly led the Lwo to a collision course.
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‘0l of the "commanding heights"4 of the economic

glitical forces.

OLARTZATION OF THE SOCIAL SYSTEM:

With this kind of set-up as the platform of social
ties for the future, polarization was inevitable. Its
it was enhanced by the characteristic conditions of the
i‘e(:onomy which rendered it comparatively vulnerable
{ternal pressures such as its: openness, dependence
-single export commodity, dual economy and heavy

Gence on public (government) sector for investable
luses. The situation therefore created two distinct-
oles of tensions: The external pole of tension

;,was first put to the test over the copper prices

1e L.M.E. in 1967, and the internal pole of tension.

The internal tension was eventually neutralized
;he UNIP government wrenching out the political
ﬁin 1964 but with the neo-colonial forces still
?ng tenaciously onto the economic power. This was
state of affairs when the first economic reform

was announced by President Kaunda on 19th September,

4The main pillars of economic activities which in
bia included the copper mining industry, the financ-
institutions such as the banks, insurance companies,
;pther credit unions, '

—— ’
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at Mulungushi Rock5 to be later known as the

51ungushi Declaration”.6 It was followed later by

w

A . . 7 . 8
atero Declaration'" and "Kabwe . Declaration'"” .-a
e resistance from the neo-colonial forces consolidated

ﬁir tenacity.

LITICS BEHIND THE FISCAL POLICIES:

The announcement of the Muiungushi Economic
forms warmed up what had been a silent "cold war"
tween the government and foreign economic interests

to an open "war' by 1968. The nationalist government
trying to recover the economic power by use of
litical legislation. The neo-colonial forces, with

e backing of the multinational corporations subtly
gisted these efforts by frustrating the implementation

! those legislations or by merely side-stepping them

; 5Mu1uugushi Rock is located some 18 miles north of
(abwe Town on the Great Norith Road. It is the birthplace
of Zambia's freedom movement and independence. It was
there that President Kenneth Kaunda first announced the
lew economic policies which later became known as the
'Mulungushi Declarations."” The gist of these policies
vas that all the major companies in Zambia previously
owned by foreign interests were to sell at least 51% of
their shares to the government through the newly formed
Industrial Development Corporation of Zambia (INDECO).
Indeco was a subsidiary of the Mining and Industrial
Jevelopment Corporation of Zambia (MINDECO).

; GSee K.D. Kaunda, Zambia's FEconomic Revolution,
(Lusaka: Zambhia Information Service), 1968. An address
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e possible. For example, by mutual agreement between
government and copper mining companies, the companies
to: repatriate a certain percentage of their net

it for re-investment into Zambia, expand their

ral exploration, lransfer through training some

mical expertise to local Zambians and modernize
mining equipﬁents. But in practice, the companies
almost all their profits out as dividends to their
eign shareholders, made only meagre ‘tokén re-investment
ce independence up to 1968 and failed to honor almost

" their obligations.

There was therefore, clear evidence that multi-
onal companies were mounting an internally passive
texternally aggressivevresistance to the new legislat-
1s. This triggered government reaction in the form of
§eries of Presidential Decrees which were quickly

I

éalized by legislative procedures. The Mulungushi,

/ 5 . s S
itero and Kabwe Declarations were the most prominent of those

1 President Kaunda on the 19th September, 1968 at Mulungu-
ii Rock in which he explained the new reform policies.

7An address by President Kaunda in Matero on 12th
pril, 1970 during which he spelled out the blueprint for
he partial (51%) acquisition of the mining industry. The
w terms included substantial changes in the taxation and
oyalty payments of the mining industry.

§ 8The third of the political and economic reform
wlicies which was announced at a public meeting in Kabwe
fownship (thence the name "Kabwe Declaration' by which

it was also known).
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crees but there were others too. Special parastatal
porations were also set up to cordinate and carry
 the functions that were originally carried out by
eign corporations. The Mining and Industrial

poration ol Zambia (ZIMCO) was crealed Lo assume the

inaling industrial activities and Lo negotiate the
'ms of the takeover of the 51% of the copper companies

res.

fhile this tug-of-war was underway between the
ernment and foreign industrial interests, the political
;em was also undergoing its own metamorphosis as a

ult of its own internal and international tensions.

home the economic policies were under criticism from
ibppositiong. On the tax and other fiscal policies, Lhe
%ition eriticisms and those ol the foreign interests
diametric opposites. The former claimed that the
‘policies were overly favorable to the foreign multi-

fona1 interests , a charge that might'have driven the

: 9This.was one of the Cpposition Party's attacks on
s government. Both essr Simeon Kapwepwe and Harry
mbula refered to it in most of their speeches.
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Qia and Zimbabwe.10 The latter, on the other hand,
gued that the reform policies (which included the new
policies) were disastrously harsh and would strangle
fir business efforts.11 This was the §ituatién' when
e new '""Guidelines for the Next Deacde”12 was 1issued as
€ blueprint for economic and political development of

bia from 1968.

LITICAL RAMIFICATION OF ECONOMIC POLICIES:

The major economic goals ol Zambian national
licies have been outlined as being: full employment,
ice stability, a favourable balance of payment and re-
stribution of incomes. Linked with these economic

als were other socio-political objectives on which the
;cal policies had significanl ramifications. Given the
;te of Zambian political ‘economy outlined above, the

;n socio-political implications of the findings were:-

SXTERNAL DEPENDENCY :

The first of the findings was Lhe confirmation of

he hypothesis that Zambian economy showed a gradual shift frc

1OA number of companies started off by transfering

ieir headquarters to Nairobi or Salisbury and others just
pandoned their operations in Zambia altogether citing un-
wwvourable tax and other government policies as their rcason.
11The mining companies which were the targets of

Atero Reform policies were the loudest in their objections
painst these policies which they considered ‘'"harsh."

1 = . :

‘2See K.D. Kaunda, Zambia's Guidelines for the Next
acade

Lusaka: Zambia Information Services), 1968.

4



avy reliance on foreign trade towards domestic based

irces of development resources. Closely linked with
at was the parallel finding that there was at the same
me (1964-80) a significant shift from dependence on

gexport commodity (copper) towards a more diversified

onomic system. These twin outcomes were,in political

'ms, "mixed blessings" with positive and negative
plications. On the positive side, they constituted

ove towards diversification and a reduction of

penness' . The former implied economic and political

| improved. This was a desirable development.

But at the same time, there was the negative
ect that the policies which made these guins in
f-reliance possible also alienated - foreign capital

| expertise necessary for increased investment. AS some

W

ervers’ have argued: Was il conceivable that the .price
ia paid for "principle" pijght have been more than
éet by economic gains of the reform policies? It
*ﬁt quite possible to assess politically motivated
mic decisions in terms of purely economic gains.

quently, this judgment nust remain a matter of

.13Richard S.. Hall, The High Price of Principles,,.

ndon; Hodder and Stoutshon), 1069.




TAXATION AS A POLITICAL TOOL:

The other outcome of the study was the finding

lat tax revenue showed an inelastic response to the

langes in the GDP. This finding implied that tax

venues were not in themselves [flexible enough to

6p pace with the fluctuations in the national develop-

ét resource requirements. “The examples cited earlier
fthis study such as the failure of the IDZ rural
velopment project, the failure to finance the national
élopment plans to full capacity, the failure to

gerate sufficient impetus for the import subsfitution
%ustries like Livingston Motor Assemblers factory all

gﬁ to imply that withoup external aids, local funds

%ed on taxation were unable to finance the government
‘giments and still sustain the requirement of the parastatal
ftor . ITts political implication is therefore,; that

wi failure of the government to meet its targets could
%rate a loss of confidence in the government. Such a

of confidence may demoralize the local current and
;ntial enterpreneurs and bring in economic stagnation
gpolitical apathy.

Further, with insufficient funds from taxation

i

3 government may not be able to assist the rural sector
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hich usually requires subsidizing from public funds.

ich a situation might thepn force the government to

esort to foreign loans and thus mortgage the political
;eedom and pride of a nation. Finally, whenever any
Qtion falls into a depression there is usually a tendency

look al its leadership and to question its competence

a manager and trustee of the public welfare.

GOVERNMENT SOLVENCY AND POLITICAL STABILITY:

The last finding of the study was that there

is a high degree of correlation between the {luctuations

yf the GDP and that of tax revenue. The ceconomic
Erformanae which underlays political stability, tcnds
depend on the reliability of the tax revenue's elasticity
ﬁth respect to the GDP. Therefore, the planning of

fiscal policies were crucial factors in the determination
%f the government solvency and itz ability to meet its
re-current and development targets. It igtherefore possible,
éiven the fact (now established by this finding) that
;émbia is capable of meeting its politically motivated
economic targets with realistic planning and optimal

implementation of its development plans.
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ONCLUS ION -

The discussion above seem to suggeslt that the
xperience that Zambia endured during the period of this
jndy could be attributed more to its own cconomic and
olitical policy shortcomings than to external causes.
herefore remedial policies must concentrate on the
mprovements in the domestic planning, implementation of
Eose plans, and adjustments of economic goals to
ealistically attainable levels. We have already discussed
he need for tax reforms in the preceding chapter. In
?her areas it is also possible that economic policies,
hile subjected to foreign multinational corporations
essure also suffered from internal malais emanating from
fer optimistically ambitious targets but lacking in
bjective analyses. Such plans normally generate high
xpectations which when they prove unattainable create
%ep disappointments with demoralising elfeccts 6n the
ublic confidence. They then umdermine the public
confidence in the govermnment ability to achieve its goals.
‘h Zambia, this seem to have been the case. The political
joals of cconomic policies seem to have clouded the

recognition of economic realities and led to the setting

unattainable plunning goals. These were then given
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de publicity. For example, the First and Second National
Qelopment Plans became more of publicity documents meant
¢t public political consumption than realistic economic

ueprints for attainable economic targets.
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ELGHT -

CHAPTER ELGHT:-
SUMMARIES AND CONCLUSIONS:

The basic purpose of this study was to examine
with the view to determining the role of taxation in
the process of development in an open transitional
economy. The choice of Zambia for the study was
prompted mainly by certain common characteristics
of her economy. These characteristics included. ' its
openness, its dependence on a single export commodity,
its dualistic economic structure and its dependence
on the public sector investment for generation of
investable surpluses. This last characteristic
implies that economic development depended heavily
on the impetus from the government (public) and
parastatal sector. This renders the economy highly
sensitive to changes in the tax revenue on which the
government revenuc and savings increasingly depended

following independence from colonial rule.

The goals of Zambian economy were identified
as being: full employment, price stability, economic
growth, a favourable balance of payment and an

equitable re-distribution of income. Fiscal policies
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:especially those related to taxation were hypotheti-

- cally considered the most effective in accelerating

the efforts towards these goals especially stability

1and growth. The problem was therefore to determine

- the role of taxation as a factor in economic develop-

- ment and to identify the main influences of fiscal

policies on development during the period 1964 to

1980 .

To achieve the objective of the study
certain hypotheses were formulated based on the
observations and on the current and past studies.

The main T . operational hypotheses which

were later tested by empirical data analysis may be

summarized as follows:-

1. Zambian economy which initially depended on
externa} trade showed a gradual shift from depc-
ndence on mineral revenue from cxternal trade
towards domestic tax based sources of finance
for development.

Empirical tests carried out during this study confirmed

this hypothesis. The study went further to show that

there has also been a shift from dependence on a

single export commodity to the more general depend-
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ence on taxation for development. The implicutibn

of this finding is that an initially mono-commodity

economy tends to broaden the base of its operational
platform on the realisation of the risks involved in
having its prospects for development based on one

source of revenue. The efforts by other mono—commodjty‘

economies like Ghana (cocoa), Malaysia (rubber),

Brazil (coffee), Cuba (sugar) etc seegysupport this

finding . and the general rule derivable from it.

2. The responsiveness of Zambian 'Tax revenue to the
changes in the GDP during the period of study
showed insufficient flexibility to enable Lhe
economy to cope with its revenue needs lor

development ceteris paribus.

Thnis finding confirms that Zambia's tax rate (whiech
the IMF study of 1975 put at 31.3 per cent]) and its
tax effort2 ratio (which the samec IMF study puts at
1:11 for 1969-71 and 1:75 for 1966-8) is among
the highest in their class. It responde rather
flexibly to changes in financial requirements. The

' explanation for the difficulties in acquiring
development finance must therefore be looked Tor

elsewhere in such areas as efliciency in utilisation.
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This finding is also applicable to the problem faced
by such other countries as Zaire and Kenya which

also have considerably wide base of financial sources;
vet they tend to be perpetually in financial diffi-
culties when funds for re-investment [or development

are required.

Due to the observed strong 1links,between government

w

sector investment and tax revenue there must be

a high degree of causal link between changes in

GDP in the Zambian economy.
This hypothesis was also confirmed by empirical data.
Its analytical conclusion was that GDP growth was
highly dependent on the increase in the tax revenue
and so the availability of domestic development
finance responded to tax revenue changes quite

flexibly.

From these hypotheses and their test results
the following axiomatic derivalions were formulated:
AXIOM 1: The perfomance of Zambian economy during
transitional period (1964-80) was causally

linked with her taxation policies on the
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one hand and her degree of openness on the

other. In other words, taxation and ec¢cono--
mic openness went hand in hand in determi-

ning the rate and pattern of Zambia's

economic growth and general perfomance.

AXIOM 2: Taxation and other fiscal policies were
found to be the crucial tools behind
effective and feasible economic policies

for development.

AXIOM 3. Significant effects of "openness' on the
effectiveness of fiscal policy on economic
development was also observed as an
additional outcome of the analysis.

In Zambia the effect of openness on the cconomic

perfomance was almost total due to the high degree

of dependence on imports for both consumer
essentials and capital goods.

In addition to these findings, it became
clear Erom the study that the instability of the

foreign copper market intensified the need for a

stronger domestic source of finance for development.
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The most reliable source of such resources was found
to be taxation. But taxation on the other hand depe-
nded on domestic economic prosperity which in Zambia,
relied on the foreizn copper market. Consequently,
Zambia found itself caught in a vicious cycle of:
domestic sources of finance for investment --> tax-
ation + mineral proceeds from foreign trade ~->
prosperous domestic economy —--->domestic investable
surpluses —--=ravailability of domestic sources of
finance for re-investment.

In theory this study argues that in a closed

economy , saving ‘is therefore an important indi-
cator of growth rate. But in an open economy the

impact of the external trade sector could outweigh
the effects of the internal savings ratio. Therefore,
to determine the pattern of the internal investment
in an open economy like that ol Zambia, two crucial
variables come into play:-
(1) the rate of government sector savings, and
(2) the ratio of external sector surplus to
national income.
Both economic stabilitv and growth are highly affected

by thest two phenomena. It can therefore be said that fisca




policies (including taxation) are the criti

determinants of stability and growth..

A third factor which plays an importa
in this theoretical model is population and it

of change in relation to the national income.

economic development. This may be done by observi
the changes in per capita and other welfare criteria
based on the increases in the capacity to meet the

basic needs requirements and the general improvement

in the quality of life.



BIBLIOGRAPHY :

harya, Shankar N, Two Studies of Development in Sub-
Saharan Africa. Washington: The World Bank, 1978.

elman, Kenneth L. '"The Central African States', in
Current History, Vol. 26, (iarch, 1979), ppll5-118.

"

ller, John H. '"Fiscal Policy in a Developing Country,
Economic Development With 3pecial Reference to Last
Asia. London: International Economic Association,
1964, pp 287-315.

arwala, A.N. and Singh, S.P. The Economics of Under-

development. Bombay: Oxford University Press, 1961.

luwalia, M.S. and Carter, N.G.and Chenery, H.B. "Growth
and Poverty in Developing Countries." The World Bank
Staff Working Papers. Washington D.C.: 1979.

timir, O. '"Income Distribution and Poverty Profiles,"
The World Bank Staff Working Papers. Washington D.C.:
1979.

slin, Douglass G. "Zambian Crisis Behavior,"
International Studies Quarterly, Vol. 24 (December
1980), pp. 581-616.

hl, Roy W. ""A Regression Approach to Tax Effort and
Tax Ratio Analysis,” IMF Staff Pupers, Washington
D.C.: No. 18, (November, 1971), Washington D.C.,
pp. 570-608.

ran, Paul A. and Kari Levitt, "Externally Propelled
Industrialization and Growth in the Carribean,f"
Montrecal: Development Area Studies (memeo), 1968.

irrett, Nancy S. The Theory of Macroeconomic Policy.
New York: Praeger Publishing House, 1970.

tes, Robert, Rural Response to Industrialization.
New Haven: Yale University Press, 1976.

, Patterns of Uneven Development. Denver: University
of Denver Press, 1974.




140

Bator, ¥.M., Thc Quccticn of Government Spending:
Public Needs and Private Wants. New York: Harper
and Row, 1960.

geveridse Andrew A. African Businessmen and Development
in Zambla. Princeton,N.J:Princeton University Press,
1979.

Bhasavan, M.R., Zambia: Impact of Industrial strategy on
Reglona] Imbalance and SOCJal Inequality. hottlnvham:
University of Nottlngham ’ 1978.

Bird, Richard m. '"Income Re-Distribution, Economic Growth
and Tax Policy," Proceedings of the Sixty-First
Annual Confrence on Taxation, National Tax Association
Columbus; Ohio: 1968, pp. 146-52.

AND Oliver Oldman, Readings on Taxalion in

Developing Countriecs. Baltimore: Johns Hopkins
University Press, 1967

, nd Luc de Wulf. "Taxation and Income Distribution
in Latin America,'" IMF Staff Papers, Vol. 20,
(November, 1973).

ostock, Mark and Charles Harvey, Economic Independe e
and Zambian Copper. New York: Pracger Press 197

lover, Robert et al, Growth Without Development, (Evanston:
Northwestern ‘University Press), 1966. .

%ntra Statistical Office - listed under GRZ.

helliah, R.j. anac m. Kelly, "Pax Ratios and Tax Effort
in Developing Countries 1969-71," IMF Staff Papers,
(March 1975), Washington D.C., pp. 187-205.

henery, Hollis B. Structural Changes and DO\eloument
» &2

Policy. New York and London: Oxford University Press,

1979.




141

henery, Hollis B. "Comparative Adnvantage and Develop-
ment Policy'", American Economic Review, Vol. 51
(March 1861), pp. 18-31.

, and Michael Bruno. "Developing Alternatives in
an Open Economy: The Case of Israel,'" The Iconomic
Journal., Vol. 72 No. 285 (march 1962).

s AND Assocliates. Re-Distribution With Growth.
London: Oxford University Press, 1974.

bbe, James H. Government and Mining Companies 1in
Developing Countries. Boulder, Colorado: Westview
B Press, 1979.

hen, L.J., "An Impirical Measurement of the Built-in
Flexibility of the Individual Income Tax,'" American
Economic Review. (May 1969).

mission of Inquiry ionto the Aflairs of Zambian Raillways.
Report of the Commission of Inquiry into the Affairs
of Zambian Railways. Lusaka: Government Printers,
NOTY .

mittee for the Zambianisation of the Mining Industry.
- The Progress of the Zambianisation of the Mining
Industry. Lusaka: Minstry of Labour, 1969.

ningham, Simon. The Copper Industry in Zambia. New
York: Praeger Press, 1981.
yton, Stan. "CIPEC's Big Four," The Engineering and

Mining Journal, Vol. 180 (November 1979), pp. 66-
206.

yid, Wilfred L. and Pasquale Sandizzo. Patterns of
Growth and Structural Change in Middle Income
Countries- Washington D.C.: The World Bank. 1979.




142

artment of Mines, Handbook of the Mining Regulations.
Lusaka: Government Printer. 1965.

artment of Rural Development, Seminar Report on Rural
Reconstruction Programme, Lusaka: Government Printer,
1975.

lopment Planning Commission, First National Development
Plan. (¥NDP). 1966 - 1970. lusaka: Government Printer,
1966

, Second National Development Plan. (SNDP), 1972-1976,
" Lusaka: Ministry of Development Planning and Guidance.
972 .

, Third National Development Plan (TNDP), 1979 -1983.
Lusaka: Office of the President. 1979.

se, Doris Jansen. Agricultural Policy and Performance
in Zambia. Berkeley: Institute of International
Studies (UC), 1977.

r, E.D. and R.A. Musgrave. “Proportional Income Taxation
and Risk - Taking,'" Quarterly Journal of Lconomics.

Vol. LVIII, (May 1944).

, Jean M. Agricultural Credit in Zambia by Level of
Development. Lusaka: Rural Development Burcau. 1978.

“John F. "Policy ftor IMinancing kconomic Development "
in United Nation's - Planning Domestic and External
Resources for Investment. New Yoek: United Nations,

1967.

Yaxation and Economic Development in Tropical

Africa. Cambridge Mass.: M.I.T. Press. 1963.

s Indircct Taxation in Developing FEconomies,

(The Role and 3Structure of Customs Duties, Excise and
Sales Taxes), Baltimore: Johns Hopkins University
Press. 1970.

, and Peter Robson, Tax Harmonization in the Common

Markets. New York: Columbia University Press, 1968.




143

rysdall, A.R. The Mines and Mineral Act, 1969 and The
Mineral Tax Act, 1970. Lusaka: Government Printer,
1970,

ast African Fconomic Association. East African Economic
Reviews. Fast African Publishing House, 1962 - 1969.

idinburgh Centre ol African Studies, The Evolving Structure

of Zambian Society. Edinburgh: University Press. 1980.

1liott, Charles. Constraints on Llhe Econpmic Development
of Zambia. Nairobi: Oxtford University Press. 1971.

ivans, David H. The Capacity oi Developing Countries to
Meet Their Food Requirements. Lusaka: Rural Develop-
ment Studies Bureau. 1979.

"inchiam, Robin, "Fconomic Dependence and the Developument ol
Industries in Zambia," Journal ol Modern African Studies,
Vol. 18, (June 1980) pp. 297-303.

rancis, Samwel T. "The Frontline States: The Realities
in Southern Africa," Journal of Social and Political

Studies, Vol. 4, (Suwmmer 1979), pp. 123 -~ 146.

appert, Gary. Capital Expenditure and Transitional Planning
in Zambia. Syracuse:N.Y: Center for Overseas Operation
and Research. 1966.

'he Prospect for Regional Development and Planning

‘Between Tanzania and Zambia. Syracuse,N.Y: Maxwell
School of Citizenship and Public Affairs. 1968.

RZ (Government of the Republic of Zambia), Annual Iinancial

Report. Lusaka: Government Printer, 1964 - 1980.
Annual Statement of External Trade, 1964 - 1981.

J

R The Budgets, 1964 - 19&80.

The Census of Industrial Production, 1964 -1980.




144

GRZ, Fmployments and Earnings, 1964 - 1980.

3

Estimates of Revenues and Expenditures, 1964-1979.

Financial Statistics of Public Corporations.

]

1965 - 1979.

Financial Report for 1980, 1980.

: ]

Government Sector Accounts, 1866 -1980.

2

Income Tax Statistics, 1962 -1981.

3

Labor Satatistics, 1980.

>

Monthly Digest of Statistics, 1964 -~ 1982.

b

National Accounts, 1965 - 81.

3

Statistical Yearbooks, 1964 -1980.

3

Statistics of Government Sector, 1965 -1969.

Balance of Payment Statistics, 1968 -1970.

)

Population Projections for Zambia, 1969-1999.

Seminar on Statistics Required for Social and

Economic Planning, 1977.

National Convention on Rural Development Incomes
) s __)

Gulhati,

Gilmore,

Wages and Prices in Zambia. 1970.

lavi., Industrial Strategy for Late Starters.
Vashington D.C: The World Bank, 1981.

"Harold L. Industrial Democracy in Zombia,"
The Law Journal, Vol. 28, (June 1977), pp 380-384.




145

Richard S. The High Price of Principle. London: Hodder
and Stoughton, 1969.

John. "Zambia: A Special Third World Case'! Contemporary
Review, Vol. 240, (January 1982).

Charles. Lbeonomic lndependence. Paris: Organtsation
for Economic Co-operation and Development, 1971.

=

L State Participation and Zambian Banks. Sussex: Sussex
Institite of Development Studies. 1972.

ITan. Symbols in Action. New York: Cambridge University

Press, 1982.

John C. Borrowed Time. Lusaka: NECZAM, 1973.

>

hs, Harley H. A General Theory of Tax Structure Change
During Economic Development, Cambridge: Harvard
Law School, 1966.

Galen Spencer. Pawns on a Chessboard: The Resource War

in Southern Africa. Washington: University Press
of America, 1981.

nternational Bank {for Reconstruction and Development,
Annual Reports, 1964 - 19380, Washington D.C.

Lconomic Development of Zambia, 1965..

Accelerated Development in Sub-Saharan Africa. (An

Agenda for Action), 1982.

World Development Reports, 1981 and 1982,

International tlonetary Fund), World Economic Outlook.
Washington D.C: IMF, 1982.

ational Labor Organization (ILO), Report ol the Government
of Zambia on Incomes. Wages and Prices in Zambia,
Geneva: ILO, 1969.

lat ional Missionary Council, Modern Industry and the
African, New York: A.M. Kelly, 1968.




146

Richard, Recent Issues in World Development,
1981.

Jolly,
New York:Pergamon Press,

Jules-Rosette, Bennetta, Symbols of Change: Urban
Transition in a Zambian Community. Norwood N.J.:

Ablex Publishing Corporation, 1981.

London: Gecorge

Kaldor, Nicholas. Public Finance.
Allen and Unwin, 19695.
Kenneth DL Zambia "Towards LEconomic Independ-

Cabinet Office, 1968&.

Kaunda,
ence, Lusaka:

Zambia's Economic Revolution. Lusaka:
Zambia Information Service. 1968.

___, Towards Self - Sufficiency Through Develop-
ment, 1971.

Yambia's Guidelines for the Next Decade.

1968.

This Completes the Reforms:'Now Zambia is
T Ours," 1970. '

,  Blueprint for Economic Development, 1980.
Koloko, Masiye BE. Manpower Approach to Planning.
1980,

Denver,Colorado: University of Denver,

- 0., . "Taxation and Development in Zambia, "

Suliman and Brauw-Hay, Income Taxation in

Lastern Africa. Armsterdam: International Burcau
1980.

for Tiscal Documentation,

The Role of the World EEEE in Economic
Africa, Ithaca.N.Y:

Development of Sub-Saharan
CornellUniversity Library, 1963.

Kwasa, S

>

A Leader in the front

Lewis, PRoy. "Kenneth Kaunda:
No.. 263, (July, 1976)

Line' Round Table,
pp. 283 - 288.

Zambia's Balance of Payments, TLusakua:

1981.

Lumaka, Peter.
University of Zambia.

C. Stephens.  Agriculturce in Zambia Since
Lusaka: NECZAM., 197-.

Lombard,
[ndependence.

in



Makerere University, LEconomic Development Research
Project. Kampala: East African Institute
of Social Research (EAISR). 1964.

"

Miatan, T. Zambia's Economic Predicament,' Bulletin
of African Institute of South %frlca Vol. 16,

(1978), pp.224 - 231.

Martin, Edwin M. Economic Corpora110n Review (1972-80),
Paris: O.E.C.D. Press Publication, 1972 -80.

7 ey 1natlo
Their Own Business: /amb]& a's

artin Anthony. Minding
e Struggle Ag11nst Western Lontrol London :
Eﬁtchiﬁgon Press. T1972.

Mhone, Guy C.Z. The Political Economy ol a Dual Labor
Market in Africa. Rutherford.N.J.: Farleigh
Dickinson University Press. 1982 -

Mindeco, An Outline for the New Structure for the Mining

Industry in Zambia. LUbuRI "Mindeco, 1970.

Morawetz, David. 'Twenty F'ive Years of Economic Develop-
ment. (1950 - 1975), Baltimore: Johns Hopkins
University Press. 1977.

Murapa, Rukudzo, " The Nationalisation of the Zambian Mining
Industry,'" in Review of Black Political bconomy.
Vol. 7 (Fall 1976), pp. 40 - 52,

2

Musgrave, Richard A and Peggy B. Musgrave, Public
Finance in Theory and Practice. tokyo:
McGraw-Hill Kogakusha. 1976.

Nankani, Gobind. "Development Probleins of Mineral
Exporting Countries,'" The World Bank Working
4 Papers. Washington D.C: The World Bank, 1979.
Ndulo, tluna. "The Requirements ol Domestic Participation

in New Mining Ventures in Zambia,'" Georgia
Journal of Cum)dldti\O and International Taw,

Vol. 7, (Fall ~1977), pp. 239 - 259,

>




148

Nelson-Richards, Melsome. Social Change and Rural
Development. Washington D.C.: Unversity
Press of America. 1982.

, Where Development Agents Fail, Nairobi:
Africa Book Services . 1.9% 8.

Newton, Edward. Zambian Income Tax Laws and Practices.

Tusaka: NECZAM. 1970.

Obideswu, Chukuuma.F. Copper and Zambia. Lexington ,
Lexington Book Services. 1981.

Ollawa, Patrick Bze. Rural Development Strategy and
Performance in Zambia: An Evaluation of Past
Efforts. African Etudies Review. Vol. 21,
(September 1978), pp. 101 - 124.

Peacock, Alan T. "Fiscal Policy Problems in African
Countrics," The World Bank Working Papers,
Washington D.C: The World Bank, 1968.

Prest, R.A. Public Finance, London: Weiderfeld and
Nocholson. 1960.

Publiec Pinance and Underdeveloped Countries.
Londo: VWeidenfeld and Nicholson, 1968 .

Please, Stanley. "Zaving Through Taxation - Rality
or Mirage?'" Finance and Development, . (iarch
1967),

Quick, Stephen, Huwnanilism or Technocracy, Manchester:
University Press. 1978,

Sampson, R." The ¥World Metal Statisties, " S Bulletin

of Mines, Mo. 650, Washington D.C: Bureau of
Mines, 1970.




149

Simmance, Alan J.T1. Urbanization in Zambia, New
York: Ford Foundation, -1972.

Simonis, Helde, Socio-economic Development in
Dual Economies: The Example of Zambia.
Munchen: Welforum Verlas, 1971.

Todd, David M. ''The Informil Sector and Zambia's
Foployment Crisis, Journal of Modern African
Studies,Vol, 18, ( september 1980, pp 411-425

Tordoff, William, ' The Politics of Disengangement,
African A[f irs, Vol. 76 (January 1977)
pp. 60-69.

Trench, Andrew B, Socio-economic Factors Iniluencing
Agricultural Output, Saarbrucken: Verl. Scriten, 1

1875,

United Nations, Bulletin ol African Economies, New
York: Unlted NdL]ODo 1964 - 1981.

, Review of African Economies, New York:United
Nations, 1954 -1982.

Survey of African [Lconomies, Addis Abebay

3

tnited Notions kconomic Commission for Africa
(BECA), 1964- 1982. \\
/

, Assistance to Zambia, New York; Secrctary
General's Office, 1979.

, A Profile of the Zambian Economy, Lusaka:
United Nations Development Program, (UNDP),1976.

, A Profile of Mining, Manufacturing,and
Cohstruction 1n Zambia , Lusaka: UNDP, 1975,

Young, Alistair. Tndustrial Diversification in Zambia-

New Yor: P‘%eﬂor Press, 1973.

<




150

Vanderdoeven, Rolph. ""Zambia's Economic Dependence
’ p I

Zulu,

and the Satisfaction of Basic Needs," Inter-
national Labor Review. Vol. 81, (April 1982),

pp. 217 - 231.

Jdi.. Be Money Banking and Lconomic Development
in Zambia. Lusaka: 2ank of Zambia, 1970,

, Zembian Humanism: Some Major Spiritual and

Economic Challenges, Lusaka: National Education
Company, 1970.




- DATA SOURCES:

Government of Zambia, Central Statistical Office.

Quarterly Statistical Reviews, various issues, Lusaka.

, Minstry of Finance, Economic Reports,
various issues, Lusaka.

, Ministry of Development Planning and
National Guidance, National Development
~Plans I, TII, and TIIT. TLusaka.

, Statistical Yearbook, Lusaka.

, Monthly Digest of Statistics, Lusaka.

, Annual Budgets, lLusaka.

, Estimates of Revenues and Expenditures,

, Presidential Pronouncements.

United Nations, A System of National Accounts, New
York, U.N. Statistical Oifice, 1968.

U.N. Food and Agricultural Organization. (FAO), FAO
Production Yearbook, and other publications, Rome.

The World Bank and Affiliates, Annual Reports and
various country udies, Washington D.C.

Internatior

Fund, IMF Staff Papers and
World Econom“

‘other country studies,

Washington D

Zambian Bran
various issu

Annual Reports,

Central Bank

Reports and other
publications, :

Zambian Mini
Mining Yearbook

Corporation (MINDECO),
ications., Lusaka.

T



1966

1967

1968

1969

19720

1971

1975

1976

1977

1978

1979

502
650
782
BO1

978

1178
1335

1583

2024
2259

2566

157

209

209

275

306

401

432

309

315

385

647

448

443

499

550

595

160
160
220
272
364
393
274
250
338

601

537 1

767

715

484

541

905

521

752

708

687

091

156
210
246
306

o5
312
341
399
402

347

100

99

100

102

106

154

473

180

1.99

206

213

315

381
413
639
460
275
324
520
616
215
341
238
287

464

5

L~*§;aaﬁéfé>iéfio@
(million)

.51
.58
.63
.74
.86

.06

.33
.93
.68
.83
«28
.14
.14
.30

.47

*A11 data in million Zambian kwacha except population which is in million people.
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