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ABSTRACT

This study focuses on the extent and adjustment to labour shortages
in a large, publicly owned, industrial holding company {INDECO)
operating 1in an underdeveloped economy--Zambia—--whose labour market
experiences severe shortages of skilled wanpower. In taking an empi-
rical approach, we sought to test the applicability of the conventional
labour market adjustment theory 1n the context of an underdeveloped
economy.

It is suggested that a systematic management of human resources
through manpower planning can help to reduce the 1incidence of either
labour shortages or surplus and thereby minimise the implied costs of
either situation. We, therefore, sought to find out whether the concept
of manpower planning has been adopted in INDECO and, if so, how it is
viewed and practised and the problems which are encountered in its
implementation.

Evidence presented 1in this thesis suggests that skilled manpower
shortages, as exemplified by recruitment difficulties and high 1labour
turnover, are experienced 1in technical, engineering, accounting and
managerial occupations. Skill deficiency problems also obtain among
existing employees, especially those in direct production occupations.
The causes of such shortages are historical, techhical and institu-
tional: colonial educational and Tlabour policies; high demand from
increased manufacturing activity after independence; inelastic supply;
poor manpower utilization policies; and, for parastatal companies, a
bureaucratic pay structure.

In addition to reduced efficiency, the shortage of jocal skilled
manpower have forced many companies to depend on expatriates. This is
costly both in terms of foreign exchange and its distortional effects
on the economic structure. While many companies favour increased supply
(training) as the main adjustment instrument, the relatively cheaper
forms of increasing supply (on-the-job and local training) are, how-
ever, underrated when compared to foreign training.

In most companies manpower planning is synonymous with training and
development. We attribute such a narrow view to the government’s 1indi-
genization policy, the lack of appropriate manpower planning skilis,
and that increasing supply may be the most effective way of adjusting
to labour shortages. Implementing comprehensive manpower planning is
also constrained by the bureaucratic pay structure, government
intervention, foreign exchange problems, and, the lack of suitable
manpower data. Given such constraints, we suggest some approaches to
manpower planning which the INDECO companies could adopt.
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INTRODUCTION

Skilled labour both 1in terms of its quantity and quality are of
fundamental importance in economic development for it includes techni-
cal, entreprensurial and manual ‘know how’ (ski1ls) which are necessary
for both individual firms or nations. Despite this, the neo-c¢lassical
theory has tended to view labour as being no different from other
tradable commodities whose supply and demand is determined by market
forces. Moreover, the neo-classical theory assumes that 1labour in a
given sub market (occupational category) is homogenous and that such
labour is adequately available in the market at the right price. To
the extent that the neo-classical theory has failed to take account of
empirical problems experienced by firms out of equilibrium, it has
failed to put forward a coherent body of knowledge which would guide
firms in adjusting to disequilibrium (Fisher, 1971; Thomas and Deaton,
1977). Even at the macro (general equilibrium) level the neo-classical
theory has been found to be wanting in its theoretical underpinings.
Thus Kaldor (1972:1247)' commented that

in the rarefied world of Walrasian perfection where markets are continuously in
equilibrium, the question of how the market responds to 'disequilibrium’ does not
arise because all such ‘disequilibrium’ are ruled out--all equilibrating adjust-
ments are assumed to be instantaneous, either because changes are timeless or
because all changes have been perfectly foreseen.

It is perhaps because of the influence of the neo-classical theory
that, until recently, many firms did not see the need for a coherent
and consistent management and planning of human resources. As such

they tended to place undue attention on planning and managing physical

and financial capital resources almoét to the total exclusion of

IN, Xaldor, "The Irrelevance of Equilibrium Economics”, in Economic Journal, LXXXII, pp. 1237-
55, quoted in Barry Thomas and Bavid Deaton, Labour Shortages and Economic Analysis: A Study of

Occupational tabour Markets, (Oxford: Basil Blackwell for the Social Science Research Councii, 1977},
p. 12.
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manpower issues. It is only when firms experience problems in meeting
increased demand for their products or having excess 1labour during
periods of economic slow down that the issues of manpower resources
come to the fore. 1In the former case, a firm would suddenly realise
that it could not meet placed orders because labour of a given quality
(at the going wage rates) could not be recruited in the local labour
market, Such a failure to meet existing demand could lead to a loss in
profits or market share--both of which are costly to the firm, both in
the short- and long- terms. 1In the latter case, adverse changes in the
external environment may leave a firm with excess labour and where
employment protection legislation exists, it would not be easy to
dispose of such labour at will and, as a consequence, a firm would be
made to bear unnecessary costs. In a nutshell, having either excess
or shortage labour entails real costs to the firm. It is for this
reason that manpower planning models suggest that a systematic and
coherent approach to the management of human resources would help firms
to foresee some of these problems and enable them to to react in good
time before such problems come to the head.

At the national level, it is suggested in the literature that those
countries with higher literacy rates and a more educated labour force
are more productive and thus enjoy better standards of 1iving than
those with low literacy rates and a less educated and skilled labour
force (Blaug, 1970). This implies that if the underdeveloped countries
want to become more productive and developed, they should increase the
supply of educated and skilled labour in their labour markets. Since
the production of skills (human capital as it has come to be known
since Becker, 1962) involves both real and opportunity costs, under-

developed countries find themselves in a policy dilemma (trade-off): to
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increase expenditure on human capital formation would mean less is
spent on other, equally, 1important policy areas which affect the
welfare of the general population in these countries; not to do so
might mean the persistence of the vicious circie of poverty and, more
1ikely, increased dependence on the more expensive expatriate skills.
It is because many of these countries have failed to strike a
reasonable balance between these conflicting objectives that we
continue to observe severe skilled manpower shortages 1in some of them.

What is true for nations 1s also true for individual firms: a
sacrifice in terms of increased investment into a firm’s human capital
would reduce current profits but would, most probably, lead to higher
productivity and thereby higher profits in future when the work force
becomes more effective. On the other hand, a 1low investment in
training would reduce the current costs but that may be false economy
for a firm may be unhable to recruit the necessary labour in future and,
as a consequence, profitability would be reduced.?

It is because of these trade-offs, complexities, constraints, etc.
which are associated with adjusting to skilled manpower shortages that
the present study concentrates on how a government owned conglomerate,
the Industrial Development Corporation Limited (INDECO), has adjusted
to the widespread skilled manpower shortages which obtain in the

Zambian labour market. At issue is whether it is possible for INDECO,

2l gster C. Thurow, “Redistributional Aspects of Manpower Training Programs™ in Lloyd Ulman,
(ed.), Manpower Programs in the Policy Mix, (Baltimors and London: Johns Hopkins University Press,
1973), pp. 93-4 argues that both profit-maximising firms and public agencies require individuals with
human capital--skills, talents, and knowledge--so as to increase or maintain their level of output.
Such human capital can be obtained in the marketplace as firms can rent individuals, as they do
physical capital, with the necessary human capital. However, some types of human capital like those
acquired through on-the-job training or experience cannot be rented from the labour market. These
latter types of human capital can only efficiently be created by firms as they have monopoly on
training capabilities. That is, thsy may possess the squipment or environment in which certain types
of training can be given,
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under conditions of skilled manpower shortages, to achieve its ultimate
objective of creating a dynamic and self-sustaining industrial sector
in Zambia. In this regard, the study tests the applicability and
adequacy (or inadequacy) of the conventional labour market theories in
a context of an underdeveloped economy where market forces are said to
be distorted and thus fail to correctly price the various factors of
production.

In particular the study sought to address itself to the following
specific issues:

(a) to find out the extent to which the problems of skilled man-
power shortages (recruitment difficulties in the local 1labour market
and skill deficiency among existing employees) affect INDECO and its
subsidiary companies;

(b) the causes of any such shortages both from the internal (man-
power policies, structure of production, techniques used, etc.) and
external (educational and training policies, government policies, etc.)
perspectives;

(c) to find out the methods the conglomerate and its subsidiary
companies have adopted in adjusting to such skilled manpower shortages.
In this regard, our main interest was to find out whether the concept
of manpower planning has been adopted both as an adjustment to labour
shortages and as a tool for a more systematic management of human
resources (regardless of whether a firm is in disequilibrium or not),
how the concept is viewed and implemented, etc.; and

(d) to find out the role of costs and institutional constraints in
the choice of adjustment instruments and determine whether supply
adjustment instruments, because they are usually permanent and less

costly when compared to demand adjustment instruments like increased
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wages, are preferred.

In tackling the above issues the thesis is organised as follows:
chapter I traces the historical background of INDECO and in so doing
demonstrates the role of the state 1in its formation and subsequent
growth. Its importance in the national economy in general and in the
industrial policy (manufacturing sector) in particular is critically
analysed. We show that its operations have been adversely affected by
a host of factors like dependence on foreign inputs, capital goods and
expatriate managerial skills; choice of unsuitable techniques; and a
production structure which 1s dominated by consumer and intermediate
goods. We pfesent evidence which suggests that this has been necessi-
tated by the type of import-substitution industrialization policy
hastily chosen 1in the wake of the Unilateral Declaration of Indepe-
ndence in Rhodesia (UDI) 1in 1965. The high world copper prices (huge
foreign exchange reserves) at the time alsc made it seem cheaper to
import al11 the necessary capital goods and inputs. However, following
a sustained fall in world copper prices, foreign exchange has become
scarce and as a consequence many INDECO subsidiary companies are expe-
riencing slack capacity problems. We also demonstrate the problems of
government intervation on efficiency and profitability of INDECO.

In chapter II we set out the theoretical background and review the
1iterature on adjustment to labour shortages and manpower planning. We
present and discuss the definitions of the concepts of skill and labour
shortages. The choice of adjustment instruments and the importance of
manpower planning are discussed. In particular, we look at the cost-
minimizing model suggested by Thomas and Deaton (1977) and show why it
has T1imited applicability both 1n developed and underdeveloped

countries. Empirical evidence on adjustment to Tlabour shortages




-23 -

presented in this chapter show that firms would usually prefer supply
adjustment mechanisms for they are both cheaper and permanent while the
demand ones are expensive and usually temporary.

Chapters III and IV respectively, review the Zambian economy and
the labour market. In these chapters we put into context some of the
problems affecting INDECO discussed 1in chapter I. In chapter III we
examine the impact of fluctuating and falling export earnings on
economic growth and the uncertainty it creates in the economy. Like 1in
chapter I (with regard to the industrialization strategy), we also
examine evidence which suggests that the neglect of local agricultural
production has made it almost 1impossible to 1nsulate the domestic
economy from some of the adverse effects originating from the external
sector. In chapter IV we demonstrate the extent of skilled manpower
shortages in the local labour market, the causes and the effects on the
economic structure and foreign exchange costs (occasioned by the high
dependence on expatriates). The implications of the rapid increase 1in
nominal wages (especially for the less skilled labour) and a fall in
real earnings of the high-level manpower (when compared to that of the
less skilled labour groups) is considered and its 1impact on employment
creation and skill formation assessed.

Chapter V is on the research methods used and describes the design,
scope and administration of the survey which was used to collect data
on which most of this thesis 1is based. It thus acts as a point of
departure from background analysis of chapters I to IV.

We present our empirical findings and analyses from chapter VI to
chapter VIII. In chapter VI we discuss the incidence of labour
shortages and impact of skilled manpower shortages in the local labour

market on recruitment difficulties in certain high level occupational
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categories 1like engineering, technical, accounting and managerial
occupations; the use of less qualified or inexperienced personnel; the
educational, age, und length-of-service distributions which are mostly
skewed to the left and the problems of 7labour turnover. Evidence
considered in this chapter suggests that the main cause of %tabour
shortages is the persistent increase in the demand for skilled labour,
inelastic supply, choice of skill intensive techniques, and a
bureaucratic and centrally determined pay structure (which tends to be
inflexible) and poor manpower utilization policies. We show that the
main effect of skilled labour in the local 1labour market has been to
increase dependence on expatriates and that given poor skill deficiency
among direct production workers, misuse of machinery and inputs either
result 1in Joss of physical output (if not 1its quality) or both.
However, the Toss in output and its quality is mainly attributed to the
problems of foreign exchange availability and not necessarily to labour
shortages.

In chapter VII we present the supply and adjustment instruments
employed by the various INDECO companies. We show that supply
adjustment mechanisms are used more often than demand ones. However,
their success 1in dealing with labour shortages are constrained by the
ZIMCO pay structure which does not allow individual subsidiary
companies to adjust their pay so as to adapt to changes in
circumstances. In addition, we show that because of the government’s
egalitarian policies, INDECO companies on average tend, in relative
terms, to pay to the less skilled more than they do to the highly
skilled labour categories. With regard to whether cost is the major
determinant in choosing a set of adjustment policies, we present

evidence which shows that this is not the case. For example, the
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cheapest type of training-—-on-the-job training--is underrated when
compared to formal external training. Within formal training, the
relatively cheaper local training is also underrated when compared to
foreign training. While foreign technical training may be preferred
because the technologies used are imported, other types of foreign
training which do not relate directly to the technology in question are
also highly rated when compared to the equivalent local ones. Social
and institutional values are, therefore, very important in the choice
of adjustment instruments regardless of the costs involved.

We take up the demand and supply adjustment in chapter VIII but
this time we concentrate on manpower planning processes both at the
enterprise and subsidiary levels. We show that at both Tlevels,
manpower planning 1is viewed to be synonymous with training and we
attribute this view to effects of the government’s indigenization
policy which encourages firms to increase training of local personneil;
the bureaucratic ZIMCO pay structure which forces many firms to rely on
quantity adjustments; and the lack of manpower planning skills in many
of the companies visited. However, we show that there has been a
realization recently to improve manpower utilization and for this
reason, Jjob evaluation and performance appraisal practices are
increasingly becoming common in many subsidiary companies. The lack of
a detailed and accurate manpower system is recognised to be cne of the
major impediment to implementing manpower planning in the INDECO Group
and for this reason we suggest that even 1if manpower planning
specialists were 1in ample supply, their task would be made very
difficult by the lack of the necessary data.

Chapter IX considers the possible approaches to manpower planning

in INDECO and reviews the existing models to determine how these could
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‘be adapted to suit the needs of INDECO. The chapter stresses the
importance of reasonable quality manpower data and therefore suggests
some ways of improving the manpower information system. We also
suggest a genheral framework for manpower planning which could be
adapted by INDECO companies. The chapter also addresses the question
of reforming the ZIMCO pay structure and debates the implications of a
decentralized pay structure in a labour market which 1is said to be
imperfect and where real wages have been falling for a long time. We
cast doubt on the 1likelihood of the government approving such a reform
which, in effect, will reduce its power in the affairs of ZIMCO and its
subsidiaries. While we recognise the need for reforming the pay
structure, we are also conscious of the fact that wage adjustments, on
their own, would not be enough (just like training on its own) to deal
with the problems of labour shortages.

Chapter X provides a summary and conclusion of the thesis.




CHAPTER I

INDECO: HISTORICAL BACKGROUND, IMPORTANCE IN THE

INDUSTRIALIZATION STRATEGY AND PERFORMANCE

1.0 INTRODUCTION

In this chapter we analyse the historical background of INDECO and
demonstrate 1its importance 1in the industrialization strategy and
economic growth of Zambia. Being a state-owned enterprise (SOE) and an
instrument of government industrial policy we also discuss the impli-
cations of these on operational efficiency.

Government participation in business either alone or through joint
ventures with private firms has been one area of constant debate in the
literature. The debate centres on whether the state can be an efficient
entrepreneur for its social and egalitarian objectives lead to wasteful
use of resources—-at least, from the perspective of the nec-classical
school of thought which stresses the efficiency of competitive markets.
The main argument of the neo-classical theory 1is that governments
should concentrate on traditional functions of maintaining law and
order and other stabiiising functions (1ike monetary and fiscal
policies) which are necessary for a smooth conduct of business. Rarely
is consideration given to the economies of the underdeveloped countries
where the entire private sector may be foreign owned and where inequi-
table income distributions exist. If such governments choose not to
participate directly in economic activities, then only certain sections
of the society (those already better-off) would benefit. In global

terms, the fact that private firms which dominate 1in the private
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sectors of underdeveloped countries originate from the more developed
industrialized countries would, in itself, further increase income ine-
quality between the rich and poor countries. Market forces, left to
their own devices, would not correct this imbalance and hence the need
for government participation. For these reasons Glade (1969)' had the
following to say about state participation in Latin America:

state participation decisions have had at their core ons essential ratio-

nale...Every one of these cases has reflected on a dissatisfaction with the

decisions that automatically result from the free play of market forces, and

everyone of thes documents an instance in which the social decision was taken to

abridge or suspend the market mechanism by organizing resources through the major

public institution that stands most independently above the market: the Stats.

(Italics mine)
In the case of Zambia, we list below some of the reasons which contri-
buted to the government’s decision to participate directly in economic
activities. Even in developed economies the issue of national interest
is usually used to prevent foreign governments or institutions from
owning strategic companies. For example, when it was revealed in 1988
that the Kuwait Investment Office in London owned about 20 percent
stake in British Petroleum, a controversy ensued--despite the British
government’s market oriented economic policies——and it was only
resolved after the former agreed to sell off part of its shareholding.

If a government decides to assume an economic¢ role, its functions
may be broken into two main broad categories (Trebat p 10):
(a) the state as a regulator of economic activity through

monetary, fiscal, trade, exchange controls and other policies which

allocate and distribute resources and stabilise the economy

(b) the state as a direct participant in economic activity by

(New York: American Book, 1969, p. 409, quoted by Thomas J. Trebat, Brazil’s State Owned Enterprises:
A Case Study of the State as an Entrepreneur (Cambridge: Cambridge University Press, 1983), p. 2. It
is however argued that the existence of mixed-economy and state capitalism runs contrary to both the
libaral neo-classical theory and Marxist conception of the role of the state,
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owing enterprises.

Since state-owned (parastatal) enterprises are formed to further
government policy in their areas of operation, 1t is plausible to argue
that when a government participates in economic activities 1t will
modify its regulatory policies to promote and strengthen the parastatal
sector.2 It 1s in this process of trying to achieve both equity and
commercial objectives (through monopolistic companies), coupled with
manpower and skill problems (in the case of underdeveloped countries)
that the wasteful use of resources obtain (Shirley, 1983).

This chapter is organized as follows: in section 1.1 we present
the historical background of INDECO, its objectives and its role in
determining the nature of the industrialization policy; 1in section 1.2

we look at it performance and discuss some of its operational probiems.

1.1 THE HISTORY AND OBJECTIVES

What becomes obvious in discussing the history of INDECO is that
from 1its outset it has been a government-owned enterprise with a
specific objective of executing government industrial policy.® Later
on we show why the government social objectives are inherently inco-
mpatible with the commercial objectives which INDECO 1is expected to

achieve as well.

2Thare are two types of parastatal bodies in Zambia: (a) statutory boards or corporations set up
by acts of parliament and wholly-owned by the government. These are usually autonomous and outside
government ministries. Their main function is to provide services, especially in agriculture and tra-
nsport sectors. The National Agricultural Marketing Board (NAMBOARD) is a good example; (b} limited
liability state-controlled companies incorporated under the Companies Act, The INDECO Group falls
under this category,

IFor a list of INDECO subsidiary companies, their location in Iambia and equity structure, see
appendix 1.
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The Northern Rhodesia Industrial Development Corporation Limited
was incorporated in 1960 as a public company and owned by the then
Northern Rhodesia Government. It assumed and extended the functions of
the former Northern Rhodesia Industrial Loans Board, which was formed
in 1952. At the time the reasons for forming INDECO were twofold: to
appease some European settlers who felt that their territory was
lagging behind Southern Rhodesia in industrial development; and that
increased 1industrial activities would make it less 1ikely for the
British government to grant the territory independence (Martin, 1972).

INDECO then was largely a finance company whose main objectives#
were to attract foreign investors to the territory; heip the existing
ones with extra finance and advise the government on 1industrial
matters. It was not a policy for INDECO to take permanent majority
interests in those firms it helped found (Martin, 1972:60). In May
1963, the Corporation was reorganized and transferred to private owner-
ship, with the government retaining minority voting shares. However,
in August 1964, with only two months to independence, INDECO reverted
to government ownership. In 1965 the new government bought out all the
remaining private shareholders (Turok, 1979:73) to make INDECO a fully
state-owned enterprise.

The role and status of INDECO greatly changed after independence
as it became the main instrument for government industrial policy.
Through it the government channelled funds to industry by providing
loans, share capital and provision of factory buildings and other
infrastructure. Although INDECO sought to spur industrial deveiopment

by making feasibility studies and going into joint ventures with

4The historical analysis here draws from Johns (1971), Martin (1972), Enterprise Magazine,
(Third Quarter, 1972) and INDECO Annual Reports (1969-71).
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foreign partners, it was not government policy up to 1968 to manage nor
control industry (Martin, 1972; Johns, 1971). INDECO’s direct parti-
cipation in industry was made necessary by two factors: the effects of
the common market policy of the Federation of Rhodesia and Nyasaland
(1953-63) and the Unilateral Declaration of Independence in Rhodesia in
November 1965.

Due to the Federation’s common market policy Zambia had no basic
industries in 1964 necessary for economic development. Under this
policy many important manufacturing industries were located in
Southern Rhodesia which had a large market, better services and infra-
structure, nearer to the ports, close to the centre of the Federal
government and a "white man’s haven" (Martin, 1972:55). By contrast,
Northern Rhodesia was mainly a market and the only industries located
there were those producing Tow value but bulky goods which needed to be
manufactured nearer to the market; for example, maize-milling, sugar-
refining, brewing, cement, building materials, etc. As a conseguence
the manufacturing industries in Zambia had no outside markets, not even
in the former federal partners.

Until UDI, Rhodesia and South Africa were, respectively, the
major suppliers of manufactured goods and trading routes to the sea for
Zambia. With the economic sanctions which followed UDI and the
consequent closure of the southern border, Zambia embarked on a hasty,
inward-looking, import-substitution industrialization.5 The govern-

ment, through INDECO established an alternative route through Tanzania:

SBetween 1965 and 1968 INDECO, in partnership with foreign firms, initiated the following pro-
jects in which its stake ranged from 2 to 100 per cent: Nitrogen Chemicals (ammonium nitrate for fer-
tilizers and explosives), Kafironda (explosives), Kafue Textiles (integrated cotton- textiles mill),
lambia Sugar Company, Dunlop (tyres and tubes), Iambia Clay Industries (clay pipes and bricks), Netal
fFabricators of Zambia (copper fabrication), and Kabwe Industrial Fabrics (grain bags and hessian
manufacture). Adapted from "Expanding for Progress: Change and 6Growth in the Role of Indeco”,

Enterprise: The Indeco Journal, first quarter, 1969, p. 3.
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an o1l pipeline was built between Tanzania and Zambia and INDECO owned
66.7 per cent of the Tazama Pipelines Limited; a road haulage company,
Zambia-Tanzania Road Services Limited, (INDECO stake, 35 per cent) was
also formed. Both companies were operational by 1968. INDECO’s

activities also extended to hotels, manufacturing, wholesale trading

L2 -

and growing of tobacco. '

Thus up to 1968 INDECO only participated directly 1in strategic
projects 1ike the oil pipeline and projects which influence prices by
increasing competition:® it established the Zambia Steel and Building
Supplies (ZSBS) and the National Wholesale Corporation Limited to
compete with private companies in the wholesale of building materials
and consumer goods, respectively.

The Mulungushi reforms of 1968 further increased the activities of
INDECO and thereby its importance in the national economy. The presi-
dent asked, hitherto, private owned companies to offer at least 51 per
cent of their shares for purchase by the state. INDECO negotiated the
acquisition of these shares which it came to hold on behalf of the
state. The change 1in the government’s 1iberal attitude towards the
foreign-owned private sector may have been necessitated by the follo-
wing factors:

(a) it became increasingly apparent that a foreign-owned and
oriented industrial sector was not 1in the national 1interest. For
example, in the wake of UDI, foreign-owned companies were not keen to
increase local production; neither were they interested in investing in
strategic projects 1ike the construction of the o1l pipeline~~their

main interest were in those projects with gquick and high profit

6For a discussion of how some private companies colluded to keep prices high, see Enterprise,
ibid., p. 4.
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margins and in exploiting the supply problems created by the UDI.?

(b) Foreign-owned companies tended to use more capital-intensive
techniques which, given Zambia’s factor endowments, were not suitable.
Given the chronic shortage of indigenous skilled manpower, such techni-
ques could not be exploited by using local labour. Neither could
employment opportunities for the abundant unskilled labour be increased
as such techniques are labour-saving.

(c) Foreign investors were reluctant to reinvest their profits for
future expansion but instead relied on bank finance. However, this had
a negative impact on the balance of payments as interest payments to
foreign creditors, repatriation of profits and dividends abroad and the
payments of expatriates’ salaries proved to be a major drain on foreign
exchange reserves (see chapter IV). .

(d) It was initially expected that private- and foreign- owned
firms would train more Zambians to take over from expatriates. This
however turned out not to be the case. It was also expected that such
firms would adopt vertical integration policies to further productive
Tinkages in the economy but this, again, was never to be the case. It
may have, however, been naive on the part of the Zambian authorities to
expect international companies to take up the initiative for national
déve]opment——un]ess it helped further their own commercial interests.

(e) For a newly politically independent country, there was 1little

national pride in having a foreign (privately) owned industrial sector.

Thccording to Martin (1972:65) many 8ritish owned companies refused to cooperate with the
governsent during the UDI crisis. This, more than anything else, demonstrated the vulnerability of
relying on foreign capital. It were Italian, and not British, companies which set joint ventures with
INDECO to construct the Tanzania-lambia oil pipeline and road haulage companies, respectively,
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1.1.1 INDECO’S Objectives and Nature of Industrial Policy

As an instrument of government industrial policy and at the fore-
front of idndustrial development, INDECO was expected to pursue the
following objectives:

(1) within the limits of government policy and national interest
to generate enough profits for future expansion and new investment;

(ii) to institute a comprehensive training programme so as to
effect rapid Zambianization of the workforce, thereby transferring the
running of the economy into Zambian hands;

(i11i) to promote a self-reliant import-substitution industriali-
zation which was to be both inward and outward looking so as to diver-
sify the economy away from reliance on copper mining and exporting;

(1v) to make Zambia’s industrial development balanced and self-
sustaining by exploiting local resources in the production process, and
thus create more employment opportunities, both in the urban and rural
areas, and thereby integrate the economy. A balanced investment policy
of investing both in the rural and urban areas (to check rural-urban
migration) was envisaged; and

(v) to strengthen the role of the public sector in the national
economy by improving the sector’s overall economic performance.

As we show below and in the chapters which follow, INDECO has not
been able to achieve many of the above objectives--especially with
regard to genuine 1import substitution, increased use of local raw
materials and intermediate goods, investment in the rural areas and
increased profitability.

Since 1968/69 INDECO has occasionally undergone reorganization.
In 1970 INDECO’s mining activities were transferred to a newly created

parastatal organization, Mining Development Corporation (MINDECO); its
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financial activities transferred to the new Financial Development
Corporation (FINDECO) and hotel interests to the National Hotels Corpo-
ration. A super parastatal holding company--to oversee all other para-
statal enterprises-—was created: the giant, Zambia Industrial and
Mining Corporation (ZIMCO).

Up to 1974 INDECO operated through a system of sub-holding
companies which were wholly owned by INDECO Limited: Indeco Breweries
Limited (four companies); Indeco Industrial Holdings Limited (six
companies), Indeco Chemicals Limited (ten 1including four petroleum
companies), Indeco Real Estate Limited (three companies), Indeco
Trading (seven companies) and Rucom Holdings Limited (seven milling and
rural based companies), Steelbuild Holdings Limited (nine companies).

In another reorganisation in April 1974, the president 1in his
capacity as the chairman of ZIMCO, moved oil companies out of INDECO to
the newly-created Energy Corporation; the companies under INDECO
Trading were all moved to the National Import and Export Corporation
(NIEC). The Lakes Fisheries was also moved out of INDECO. This last
reorganization narrowed INDECO’s activities to the manufacturing and
real estate sectors. The need to cut on overhead costs and minimise
duplication of such functions as personnel services, marketing, pur-
chasing and accounting operations (Bank of Zambia, 1976:32) forced
INDECO to phase out the sub-group holding companies in 1975 and hold
shares directly through operating divisions.

In the 1979 reorganization, the divisions were abolished and the
influence of cabinet ministers on the board of directors and chairmen
of INDECO (and other ZIMCO subsidiary) companies along with the direct
day-to-day control from ZIMCO were reduced--they were replaced by

executive directors. ZIMCO was to influence INDECO indirectly through
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policy guidelines, review of operations, etc. (World Bank, 1984:57).
INDECO was to supervise and monitor its subsidiary companies through a
system of corporate planning, annual budgeting and quarterly monitoring
of performance. This gave managers of the subsidiary companies some
autonomy in running their businesses. They were accountable to INDECO
through quarterly board meetings chaired by an INDECO director.

While the foregoing sets out the chronological history of INDECO,
it says very little about the nature of the industrial policy. Before
we analyse the performance of INDECO we, brief, discuss the industrial
policy. The state’s main objecting in acquiring majority shareholding
(51 per cent) in some private companies and then vest them into INDECO
was to achieve ‘commanding heights’ of the economy by transferring
economic power into Zambian hands. The vesting of partially natio-
nalised companies into INDECO was also a recognition by the government
of the lack of indigenous ‘know-how’ and the need to rely on existing
structures (INDECO) to mobilise the necessary leverage in industrial
development (Chilesha, 1986). Chileshe also argues that buying up of
foreign commercial interests, in itself, does not amount to effective.
indigenization for it only represents a change in ownership of the same
capital stock. Moreover, the compensation paid to the foreign owners
of the nationalized industries represent an outflow of resources from
the country and this tended to worsen the balance of payments
situation.

The political pronouncements at the time show that the transfer of
economic power into Zambian hands did not extend to the private
citizens but to the state. There was a 1imit to which private
individual citizens were allowed to operate and above which their
businesses would be nationalized. President Kaunda thus declared at

Mulungushi in April 1968:
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I shall be the first to congratulate and adwire a [Zambian] businessaan who mana-
ged to create a very large enterprise. It shows initiative and ability. But...
when they get very big then they must cowe and work for the state, for the benefit
of lambia as a whole. I do not want to create capitalism here.

In stark contrast to the 1968 economic reforms, the post-1968
industrial policies created monopolies as 1t was thought that the
Zambian market was too small to support many producers. The president
made this clear in November, 1970:

In our industrial development we have also no choice but to make use of mone-
polies. B8y world standards our market for industrial products is extremely small.
In relation to some products it simply cannot sustain more than one factory. If
we tried to establish more than one, this would result in operations below capa-
city and thus even more expensive products while the nation will have paid more
than necessary in foreign exchange for machinery. Concern over wonopolies is
therefore misplaced and we are In danger of adopting attitudes that are not rele-
vant to Zambia.®

In a nutshell industrialization has suffered from an adoption of
inconsistent and contradictory policies. Conceptually, it 1is plau-
sible to argue that, if the industrialization objectives specified in
the three previous development plans were actually ‘implemented the
character and the structure of the Zambian economy could have been
greatly transformed.® In the actual implementation of the industria-

1ization policies, a case can be made that there was a noticeable

8Kaunda, "Speech to the National Independence Party National Council,” Mulungushi Hall, Lusaka,
7-10 Noveaber, 1970, p. 22.

9The Second National Development Plan {pp. 93-4) specifically refers to the substitution of
inported consumer goods which, at K149 million in 1969 accounted for about half of the value of total
imports. Minimising the importation of foodstuffs was another major objective for the industriali-
zation strategy, thence "the substitution of processed food imports is, therefore, one of the major
objectives of the manufacturing sector in SNDP." The problems of being a land-locked country were
recognised, for the SNDP observed that "with the land-locked position of the country and with conse-
quent high transport costs, it seems obvious that priority must be given to the development of those
branches of industry which can find their essential raw materials from local sources, that is from
agriculture or mining. The further processing of local raw materials provides a powerful stimslus to
the growth of the primary sectors, and in the case of agriculture, significantly contribute to rural
development.” In the real world, it is rare that the intentions coincide, exactly, with the outcome.
The fragmented nature of Zambian industry along with its dependence on the external sector and its
concomitant effects on capacity utilization and efficiency are a glaring demonstration of the funda-
aental weaknesses of the type of import-substitution industrialization adopted in Zambia.
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failure to expliicitly define the position of the following:19

(a) how much emphasis to place on import-substitution and exports:
industrial policy in  Zambia placed too much emphasis on 1import-
substitution at the expense of exports. The hasty import-substituting
industrialization implemented in the wake of UDI set as its main obje-
ctive meeting the increased local demand for consumer goods. The huge
foreign exchange reserves generated by high world copper prices were
used to import capital goods, often capital-intensive, raw and inter-
mediate materials and expatriate personnel. Zambia, in effect, became
a net importer of both manufactured goods on the one hand and raw
materials, intermediate and capital goods, etc. on the other.

When foreign exchange problems latef arose from lower world copper
prices it increasingly became difficult to import the required inputs
and, as a consequence, problems of capacity underutilization obtained.
For example, with 1969 as the base year, the index for total manufactu-
ring production fell from 141.1 in 1974 to 136.5 1in 1975 (the year
copper prices fell significantly), 129.6 in 1976, and to 111.2 by 1984.
We discuss this problem further below in the context of INDECO.

While the ultimate objective of the industrial policy was to save
on foreign exchange by substituting for imports and, where possible, to
increase exports the actual production turned out to have a high
import-content (see section 1.2 below). For this reason, the World
Bank has argued that saving foreign exchange has not, generally, been
possible. The World Bank (1984:66-68) also maintains that 1in the
past, 1investment decisions were made with 1Jittle regard to the

potential competitiveness of activities in terms of international

10Ravi Gulhati and Uda Sekhar, Industrial Strateqy for Late Starters: the Experience of Kenva,

6-1.



-39 -

.pr1ces and the efficiency 1in utilising domestic resources, especially
labour relative to capital and raw materials relative to imported
inputs. Their study shows that high domestic resource costs (DRCs) are
associated with higher capital- and import- content intensity. For
example, their regression analysis for parastatal companies (mainly -
INDECO subsidiaries) indicate that a one per cent increase in capital-
labour ratio is associated with an increase of 0.2 per cent in DRC; and
a one per cent rise in import-content is associated with a rise of 0.5
per cent 1in DRC, The World Bank also found that Zambia’s heavy
dependence on 1imported inputs and the high protection industry is
afforded, though attractive to some investors, has however been heavily
biased against exports.

(b) the extent to which industrial production was to cater for
basic needs for the majority of the population instead of only
responding to the effective demand of the minority 1in the modern
sector: the structure of industrial output 1in Zambia is such that
Tuxury goods 1ike tobacco and beverages have increased their share
significantly in total manufacturing output than intermediate goods,
basic foodstuffs, textiles and apparel manufacturing. If we adopt
Bhagavan’s (1978) definitions of mass basic goods to include processed
foodstuffs, textiles and wearing apparel; 1luxury goods to 1include
beverages and tobacco; and intermediate goods to mean the rest of other
manufacturing outputs and construction, table 1.1 shows that the share
of beverages and tobacco in the total manufacturing output, at 1970
constant prices, increased from 18 per cent in 1964 to 42 per 6ent in
1984. Over the same period, the share of basic metals fell from 12.8
per cent in 1964 to 0.5 per cent in 1984--which is tantamount to a run-

down of basic 1industries to the extent that they are now almost non
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existent in Zambia. The share of food manufacturing fell from 15.0
per cent to 8.8 per cent, and that of textiles and wearing apparel
increased from 8.1 to 17.5 per cent, respectively.

(¢) how much emphasis to place on the productive sector, that is,

Table 1.1 Sectoral shares in Jotal Manufacturing for some Selected Years, 1964-1984.
(in millions of kwacha at constant 1970 prices)

19642 1970 1975¢ 19800 19840

K % K L K ) K % K 11
Total Manufacturings 61.9 100.0 127.5 100.0 165.4 100.0 162.9 100.0 178.7 100.0
Food 9.3 15,0 17.% 13.7 12.9 8.0 13.¢6 8.3 15.8 8.8
Beverages and tobacco 11,1 17.9 51.6 40.5 65.4 39.5 66.8 41.0 750 42.0
Textiles & wearing apparel 50 8.1 10.7 8.4 14,4 8.7 28.1 7.2 3.3 115
Wood & wood products incl. furniture 3.5 5.7 5.0 3.9 7.8 4.7 4.6 2.8 2.8 1.6
Paper, printing & publishing 2.5 4.0 4.6 3.6 4.2 2.5 40 25 3.4 1.9
Rubber, chemicals, petroleum,

& plastic products 44 7.1 9.5 1.5 24.2 146 18.0 11.0 155 8.7
Non-setallic products 9.5 15.3 10.6 8.3 8.2 5.0 8.6 5.3 9.5 5.3
Basic metals products 7.9 128 2.5 2.0 2.3 1.4 1.4 0.8 0,93 0.5
Fabricated metal products 5.6 9.0 15.2 11.9 25.3 15,3 17.4 10.7 19.5 10.9
Other manufacturing 0.15 90,2 03 0.2 0.7 0.4 0.4 0.2 0,29 0.16

Notes: 21964 figures are at factor cost
bLikely to undergo revision
<Does not add up to 100.0 per cent due to rounding.

Source: Republic of Zambia, Central Statistical Office, Monthly Digest of Statistics, various

issues,

steel and other capital-goods producer industries which are essential
for self reliance and a source of external economies: the Zambian
experience has been to gradually run-down basic metals industries ever
since independence (table 1.1);

(d) emphasis on the spatial distribution of industries and the

promotion of small-scale industries: industries have concentrated on
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the Copperbelt and large urban centres along the-line-of-rail (see
figure A1.1 in appendix I on the location of INDECO companies). The
objective of setting industries in the rural areas is, perhaps, one
which has least been successful. Other than a few maize milling plants
by INDECO Milling Limited, at Mongu, Kaoma, Kabompo, etc; Rucom
industries’ bakeries at Chipata, Mongu, Kasama, etc.; Mwinilunga
pineapples cannery; and Mansa batteries factory 1in Luapula Province,
the previous three development plans have little else to show for rural
industries. What 1is more, over the FNDP and SNDP periods, the
investments which were located in the rural areas 1like the Zambia clay
industries’ brickworks at Nega-Nega and Kalulushi “were either too
capital intensive given Zambia’s surplus unskilled 1labour or heavily
dependent on ‘imported materials and intermediate goods, Tike the
Mwinilunga cannery, to make envisaged integration of various domestic
productive sectors possible” (Republic of Zambia, 1979).

And since the imported technologies are associated with the modern
sector, 1t is therefore not surprising that INDECO’s objective of a
balanced investment policy has turned out to favour the urban areas.
The few times attempts have been made to locate such projects in the
rural areas (Mansa Batteries, Luangwa Industries and to some extent
Livingstone Motor Assemblers and Kapiri Glass Products) have only
succeeded in increasing the operating costs and making the viability of
such companies questionable. The location of industries in the urban
areas increased both rural-urban migration and the rate of urbani-
zation.

(e) the roles of (i) the parastatal sector, (i1) the private
(local) sector, and (iii) foreign capital in investment and production:

from 1968 the role of the parastatal sector (in partnership with
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foreign firms) has been paramount--the basis of the operations of
INDECO;

(f) whether to rely on administrative controls and licensing in
encouraging and regulating industry or to rely on price instruments
like taxes and tariffs: there has been considerable confusion here as
legislation 1ike the Industrial Development Act of 1976 and its
successor, the 1986 Investment Act have proved unsuitable to Zambian

conditions and difficult to administer.

1.2 PERFORMANCE AND OPERATIONAL PROBLEMS

We have demonstrated the importance and role of INDECO in Zambia’s
industrialization in the preceding section. In the early 1970s INDECO
accounted for about half of the manufacturing GDP and this proportion
rose to about three-quarters by 1980 (World Bank, 1977 and 1984; Bank
of Zambia, 1980). For example, table 1.2 demonstrates that with real
manufacturing GDP at K177.6 million in 1974 about K100 million of that
originated from INDECO manufacturing companies. With regard to employ-
ment, table 1.2 demonstrates that INDECO accounts for about half of
total manufacturing employment; it is the third largest employer after
the government and ZCCM.

The dominance of INDECO in the manufacturing sector does not, how-
ever, extend to basic metals (capital goods), but is instead confined
to consumer and intermediate goods. Table A1.1 in appendix I demonst-
rates the impact of the industrialization strategy on INDECO’s output
structure:

- a high proportion of INDECC’s production 1is concentrated in

foodstuffs and other consumer goods--maize meal, refined sugar, beer,
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dry batteries, textiles, soaps, etc;

- ijntermediate goods for the construction and mining sectors--
timber, cement, window and door frames, explosives, 1ndustrial gases,
crushed stones, copper rods and cables, etc;

- 1ight engineering products--buses, trailers, wheel barrows, etc;

- medical supplies-—intravenous fluids, oxygen, etc;

- packaging materials—--polypropylene bags, bottles, beer crates,
and cans;

- until 1985, agricultural inputs--fertilizers.!

- other than fabricating copper, INDECO does not engage 1in any
other basic metals producing capital goods.12

The production of consumer products (which dominate) have, how-
ever, been fluctuating with a declining trend, especially for wheat
flour and wheat products, stockfeeds, edible oils, lager beer, etc.
Production of cars, passenger vehicles and steel products have also
been on the decline, with Lusaka Engineering Company (Lenco) producing
no buses 1in 1985, Livingstone Motor Assemblers {(LMA) closed from
December 1986, and the production of window/door frames, etc. by both
Lenco and Monarch falling between 1982 and 1985. The fall in production
of vehicles is, in the case of LMA, due to lack of foreign exchange to

import CKDs (completely knocked-down kits) for assembly and increased

11The firm which produced fertilizers, Nitrogen Chemicals of lambia, was taken out of INDECO in
1985 to become a direct subsidiary of IIMCO because of its persistent loss-making and financial drain
on the entire INDECO Group.

12There is currently a bill going through parliament to establish the Iron and Steel Authority.
The bill emphasises the strategic and not the viability of such a body. This means that it will go
the same way as other parastatal bodies before it whose commercial objectives were not clearly
30 000 tonnes ﬁ;;mHHHUI sponge iron plant, utilizing iron ore reserves near Mumbwa and Kabwe and coal
from Maamba and local limestone could be viable. lambia Daily Mail, April 22, 1989.
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competition from cheaper and better-quality imported cars; and in the
case of Lenco the smallness of the Zambian market, especially since its
major customer, the United Bus Company of Zambia (UBZ), has had fina-
ncial difficulties lately. The fall in both the production of consumer
and steel products 1is due to the lack of foreign exchange needed to
import the necessary inputs or spare-parts.

A1l told, the importance of INDECO in the manufacture of consumer
goods is exemplified by the fact that a reduction in its production in
recent years has occasioned a widespread shortage of consumer goods and
probably helped in lowering the standard of living.

Despite its importance in the economy INDECO’s performance has
however not been very impressive. Table 1.2 shows that its average
gross return on capital (the percentage ratio of gross profits to turn-
over) declined from 8.8 per cent in 1974 to minus (outflow) 3.0 and 1.6
per cent in 1979 and 1980 respectively. Because of such lower profita-
bility, it had to rely on short- and long- term borrowing but this has
resulted in liguidity problems: the debt-equity (capital gearing) ratio
rose from 0.92 in 1974 to 3.75 in 1980 and then improved to 0.94 by
1986. Total interest payment on both short- and long- term loans rose
from K16 million in 1977 to K34.442 million in 1983 and K56.812 million
in 1986 (INDECO Annual Reports). Value added, at current market
prices, increased from K168.2 million in 1980 to K564.3 million in 1986
and K1.3 billion in 1988 (Republic of Zambia, 1989). At constant 1980
prices, it fell to K144.21 million in 1986 (equivalent to a fall of
about 14 per cent over the perijod).

The poor performance of the INDECO Group can be attributed to its
dependence on imported technologies and inputs; skilled manpower prob-

Tems and political intervention.
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1.2.1 Fareign Dependence

Many of the projects which have been implemented by INDECO since
1969 have been in partnership with foreign firms. Even where such
projects are wholly owned by INDECO foreign, firms have been instru-
mental in the supply of plant, machinery and inputs. In fact Shivji
(1973) (cited by Tangri, 1984) has suggested that many investment
decisions in African countries have been based on the existence of
foreign companies willing to recommend and carry out a project. 1In the
case of INDECO many of its projects fall 1in this category. For
example, Livingstone Motor Assemblers, Nitrogen Chemicals, Mansa
Batteries, Luangwa Industries, etc. were initiated at the suggestion of
foreign firms or technical aid arrangements. Table A1.2 in appendix I
demonstrates further that even in the Fourth National Development Plan
(1989-1993), foreign capital still plays a major role in both rehabi-
litation of old machinery and in new projects. However, the main
problem with imported technology is that it is usually not suitable for
a country 1like Zambia which has surpius unskilled labour and skilled
manpower shortages. And since such techniques are capital-intensive
and have to use imported inputs, 1ittle or no domestic 1linkages are
ever created. This undermines economic growth and consequently
economic development.

It is 1ironic that foreign influence should have continued to pre-
dominate in INDECO for the economic reforms of 1968/69 specifically
sought to reduce such dependence. It would therefore seem that the
lack of local ‘know-how’, foreign minority shareholding in many INDECO
subsidiary companies, management and technical contracts, and the use
of sophisticated foreign technologies have all contributed to the

continuance of this dependence. It is also ironic that an organization
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which 1is responsible for dindustrial development does not produce
capital goods which are necessary to achieve its ultimate objective.
The lack of technical skills and basic industries locally have made it
impossible to assimilate or modify the imported technologies to suit
the Zambian conditions; not even to increase the use of local raw and
intermediate materials in the production process.

The dependence on imported dnputs, in the case of the nineteen
subsidiary company respondents, is demonstrated in table 1.3. Except
for maize (i.e. when the harvests are good, otherwise imported), yeast,
sugar-cane, hard timber, cotton, limestone, pyrite and clay, nearly all
other raw materials and intermediate goods are imported (in one form or
another). Even for wheat flour, tyre retreads, gyser and car
components which are shown to be partially obtained locally, the
materials on which they are made are mostly imported. It is this heavy
dependence on imports which is largely responsible for the observed low
rates of capacity utiltization in the INDECO Group of companies.

In comparison to what it spends, INDECO generates very little
foreign exchange by way of exports. For example, while its foreign
exchange earnings rose from about US$7 million in 1983 to US$18 million
in 1986, 1its foreign exchange allocation rose from US$100 miilion in
1983 to US$114.7 in 1985 and fell to US$73.6 in 1986 (see table 3.4 1in
chapter III). Its high cost-structure and the fact that it was speci-
fically designed to meet local demand makes its products interna-
tionally uncompetitive. The relative increase in exports of refined
sugar, ijndustrial gases, cement, etc. in recent years has been at the
expense of local consumption. INDECO continues to rely on ZCCM as the
major foreign exchange earner.

From tables 1.4 we can infer that:
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(a) Within the INDECO Group, the sources of inputs and capijtal
goods seem to greatly influence the rates of capacity utilization.

Only two companies which obtain most of their inputs locally were

Table 1.3: SOURCES OF RAW MATERIALS AND OTHER INTERMEDIATE INPUTS
FOR_19 INDECO COMPANIES: FIRST QUARTER, 1987

SECTOR TYPE OF NUMBER Sources of Inputs in Percent
INPUTS OF FIRMS LOCAL IMPORTS
Food, Stock- Maize 5 100 0
feeds & Yeast 100 0
beverages Chemicals 0 100
Sugar cane 100 0
Fertilizers 10 100
Wheat flour2a 95 5
Transport & Farm equipment 3 10 90
farm equip~ Rubber/other inputs 33 67
ment Tyre retreads 99 1
CKD (Fiat) 33 67
Other models (CKD) 0 100
Engineering Steel 2 0 100
Gyser components 56 44
Hard timber 100 0
Chemicals Chemicals 3 0 100
Cotton seed 100 0
Vegetable 01l 10 90
Tallow 0 100
Caustic soda 0 100
Sodium Triphosphate 0 100
Sodium suiphate 0 100
Hydrogent 100 0
Textiles Dyes & chemicals 1 0 100
Cotton 100 0
Polyester 0 100
Packaging Polypropylene 2 0 100
Other inputs 0 100
Plastic/chemicals 0 100
Construc- Limestone/pyrite 3 100 0
tion Vaneers 0 100
P1ywood 0 100
Doaor cores 0 100
Clay 100 0
Glaze 0 100

Notes: @ about 90% of the wheat is imported by another
INDECO milling company
b pefore April 1987, hydrogen was imported.

Source: Main Questionnaire, Question A1-5. -
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operating at full capacity. The other ten companies with capacity

utilization rates of between 51 and 75 percent obtain some of their

Table 1.4

A: LEVELS OF CAPACITY UTILIZATION BY THE SOURCES OF RAW
MATERIALS

Sources of Raw materials & intermediate goods

Levels of Capacity

Mostly Mostly Row
Local Imports Local Imports Total
Below 25% - - - 1 1 (5.9%)
26-50% 1 - 1 2 4 (23.5%)
51-75% 3 2 1 4 10 (58.8%)
Over 75% 1 - 1 - 2 (11.8%)
TOTALS 5 2 3 7 17 (100%)

B: CAPACITY UTILIZATION LEVELS BY SOURCES OF CAPITAL GOODS

Sources of Capital Goods

Local Imports Both Row Total
Leveis of Capacity
Below 25% - 1 - 1
25-50% - 4 - 4
51-75% - 9 1 10
Qver 75% 1 1 - 2

Source: Main Questionnaire, Questions A1-5 and A1-6,

raw materials locally. The other five firms with capacity utilization
rates of less than half import almost all of their inputs. The company
which obtains all its inputs locally in this category is due to the
quota system used by the cabinet contingency planning committee 1in
allocating maize.

(b) INDECO companies rely, almost entirely, on imported capital
goods and spare parts. Theoretically, it has been argued that such

dependence on imported technologies may result 1n three possible
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outcomes:13 firstly, assimilating such technology by increasing the
proportion of locally supplied components; secondly, increasing the use
of locally produced inputs; and thirdly, innovating and adapting the
imported technologies to suit local conditions. A failure to achieve
such technological dynamism would only mean a transfer of the tech-
nology 1in question; 1in which case Rajeswaran maintains that two
situations may arise: (i) if assimilation is a short-lived phenomenon
(7f it happens at all), affected firms may revert to imported techno-
logical inputs to take advantage of the technical progress in other
countries; and (ii) if the government intervenes to curb imported tech-
nologies by protective tariffs, inefficient methods would be chosen and
if the market for final goods is protected, domestic consumers will
have to bear the cost of such enforced inefficiency. In Zambia,
assimilation of +imported technologies has not been attained and the
choice of technology continues to be influenced by foreign partners in
joint projects; the result in (ii) is not due to government restri-
ctions on imported technologies but on imported consumer and other
manufactured goods. Thus the failure to increase the use of local
components, inputs, and to adapt imported technologies to local needs
are as a result of government policies which encourage foreign
investors with no restrictions on the types or suitability of the
technologies involved.

(¢c) Foreign exchange availability is the major factor accounting
for the ilow rates of capacity utilization--affecting fifteen of the

nineteen subsidiary companies. Only those companies obtaining their

13K, Rajeswaran, “Performance Aspects of Mansa Batteries Ltd, Mansa, Iambia: Sowe Comments’,
Technological Cooperation Research Project No. 7, (Melsinki: University of Helsinki, Institute of
Development Studies, 1986} pp. 3-4.
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inputs locally said foreign exchange was not a major problem. The
problem of old machinery is also related to foreign exchange availa-
bility as new machinery or spare-parts cannot be had without the nece-
ssary foreign exchange.

Given the relatively large and capital-intensive nature of the
firms taken over by INDECO, and equally capital-intensive projects
undertaken later in joint-ventures with foreign capital saving foreign
exchange has not been possible (World Bank, 1984; Rajeswaran, 1986).
Under the social and political environment in which INDECO operates,
such a dependence on imported capital-intensive technologies may have
given rise to a policy dilemma:'4 the scope for increasing employment
is Timited but the government objective of increasing employment has to
be met at the same time. As a consequence, overemployment in capital-
intensive plants often operating at about half the rated capacity have
only increased costs, For example, while total employment rose from
20,000 in 1974 to 25,000 in 1978, Group gross profits fell from K29 to

K9 million over the same period (table 1.2).

14The following table adapted from Nyamazana (1985:4) and Republic of Zambia (1989:525) shows
that the high capital-intensity of soms projects initiated by INDECO (in partnership with foreign
firms) from 1969 onwards have limited scope (given capital-labour substitution) for increasing
meaningful wage employsent for the massive unskilled labour.

Cost of Plant {in X million) Number Employed Cost per job {X/L ratio)

in Kwacha
Kafue Textiles ( 1969 ) 8 960 8,300
Kitrogen Chemicals (1970) 18 600 30,000
Kafironda Explosives (1970) 8 400 20,000
Nakambala Sugar Estates (1970) 13 1,800 7,200
Kabwe Industrial Fabrics (1970) 2.2 510 3,800
lanbia Metal Fabricators (1971) 2.3 80 28,000
Indeni Petroleus Refinery (1971) 2 350 60,000
Livingstone Motor Assembler( 1974) 2.5 250 10,000
Nitrogen Chemicals Extension {1980) 228 570 400,000
Choma Maize Mill (1980) 5.01 140 35,793
Luangwa Industries (1982) 10.6 - -
United Milling (1983) 5.2 - -

Zambia Ceramics (1984) i1 206 53,398
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1.2.2 Political Intervention

Being state-owned and instrument of government policy, INDECO’s
policy parameters are bound to be subservient to the political process
more so given the supremacy of the ruling party. But because the
extent to which politicians and government officials intervene in the
day-to-day running of parastatal companies is not well documented
(Johns, 1971), it becomes difficult to exactly ascertain their
influence and the form it takes.

It 1is however possible to ascertain political and social
influences when projects which are not profitable are chosen or when
projects which require a fairly development infrastructure are located
in rural areas short on such faciilities—--Mansa Batteries, Luangwa
Industries, etc. are cases 1in point (both of which face serious
operational and financial problems and, consequently, the management of
the latter company had to be contracted to a foreign firm on the hope
that this would improve its performance). The lack of explicit and
consistent government industrial, employment and incomes policies does
not help the situation either for long-term investment planning is
impaired.15

Political imperatives in a country with low incomes both in the
urban and rural areas forced the government to impose price controls on
many of the INDECO Group products so as to make them affordable.

Shirley (1983:18) cites evidence which shows that although the
price controls 1imposed on products of SOEs seek to help the poor

members of society or to help in counter-inflationary policies, major

15For a discussion of the implications of increasing labour costs for the less skilled labour
relative to imported capital and skilled manpower in the early years of independence, see Richard
Jotly, “The Skilled Manpower Constraint” in C. Elliot (ed), Constraints on the Economic Developsent
of Zambia, (Nairobi: Oxford University Press, 1971).
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customers of SOEs are either 1large industrial users or high income
groups mainly concentrated in urban areas. It is therefore not the
poor (who mostly reside 1in rural areas or in slums in the urban areas)
who benefit from such controls. This sums up the INDECO situation.

Although such price controls were 1ifted in December 1982 on all
products but essential commodities 1like mealie-meal, bread, soap, and
candles (Bank of Zambia Annual Report, 19882:43), they were however
reimposed in 1987 after the break with the IMF structural adjustment
programme.'® As demonstrated in table 1.1, such a policy of keeping
the prices artificially low when production costs were rising rapidly
has had a devastating impact on the profitability and 1liquidity
position of the Group.

Due to persistent loss making in six subsidiary companies (Crushed
Stones Sales, Kapiri Glass Product, Livingstone Motor Assemblers,
Luangwa Industries, Rucom Industries, and Zambezi Sawmills), INDECO
Limited commissioned the Industrial Development Advisory Team'? (IDAT)
to carry out a diagnostic study of these companies. Apart from the
perennial problems of foreign exchange availability, IDAT found that
the six companies faced the following operational problems:

(i) marketing was not given high priority by the management.
Marketing managers had little training and expertise and, in addition,
the quasi-civil service rules and regulations made it difficult to
train and motivate them. As we have shown above, this may be expected
because under conditions of supply inelasticity and rising demand (in a

protected market), marketing and quality controls become irrelevant.

16price controls have just been lifted this year, except on maize meal, Times of lambia, 10-11
July, 1989.

17Industrial Development Advisory Team (IDAT), INDECO Ltd, Industrial Reorientation Programme,
Report No. 3: Covering Report to the Diagnoses and Action Plans for IRDECO's Priority Group of
Subsidiaries, (Lusaka: IDAT, 1986) pp. 1-2; cited here with the kind permission of INDECO Ltd.




-84 -

Actually, because IDAT did their survey in 1986 while the IMF restruc-
turing programme~-which increased the supply of imported goods and
thence competition with local products-—was underway, poor product
quality coupled with poor marketing techniques were bound to be
limiting factors on some of the INDECO subsidiary companies.

(ii) the equity bases of five of the six companies were being
eroded because of the continued losses. This, they argue, implies that
they in turn become excessively dependent on INDECO and its bankers.
Such a state of affairs was seen to distract the attention of manage-
ment from other duties 1ike marketing, financial controls and technical
aspect of production and, thus, made it even difficult to focus
attention on the development of long-term business strategies.

(iii) equipment and facility maintenance was generally poor—--
except for Livingstone Motor Assemblers and Luangwa Industries (where
the plant was relatively new). They suggested the need for the syste-
matic training for foremen, workers and the young engineers.

The problem of liquidity problems came to a head in 1980 when
ZIMCO and the Ministry of Finance, as direct and ultimate shareholders
respectively, had to come in with a capital restructuring programme
which involved the injection of cash in equity towards the cost of new
projects and repayments of certain loans. Some of the loans to the
INDECO Group from the above two institutions had to be capitalised in
the 1980/81 financial year. (INDECO Annual Reports, 1982 and 1983).

The political intervention in INDECO affairs does not only end at
price controls and impiementing the government’s social objectives--it
extends to the appointment, transfer, promotion, demotion or sacking of
senjor management by the president, with Tittle or no consultation

with the affected companies. The rate at which this happens depends on
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the political circumstances and justification at the time.18 It is
acknowledged in Zambia that many of the senior Zambian managers in the
parastatal organizations lack academic and professional qualification
and that they owe what they know to practical experience in particular
jobs and in specific company environments (specific skills according to
Doeringer and Piore, 1971). Transfers between different companies
would help to widen the experience and horizons of the affected
managers, but if this 1is externally determined and happens too often,
with no reference to the needs of both the affected managers and
companies, uncertainty would be the consequence as managers would be
reluctant to make long-term plans as they would not be sure that they
will be around to see such plans executed. Moreover, politically moti-
vated transfers would only benefit those who are politically loyal and
not professionally committed managers. If managers, as it 1is usually
claimed, are transferred from one company to another either due to
their inefficiency or corrupt practices, this begs the question of

whether transfers per se would improve their performance or attitudes.

1.2.3 Skilled Manpower Problems

Perhaps the skilled manpower problems are the most critical ones
affecting the performance of INDECO. Actually the lack of local tech-
nical and managerial skills contributed to the choice of unsuitable

technologies and to the consequent Tow profitability of such projects.

1830me INDECO subsidiary and other IIMCO companies were taken by surprise when the president
announced at a press conference on 17 April, 1987 that a total of twenty senior and chief executives
in the parastatal companies were to be sacked with immediate effect. Eight of the twenty were from
the INDECO Group: "Twenty Top Men Retired”, Zambia Daily Mail 16 April, 1987. As it happened a number
of those ‘retired’ wers below forty years old and in good health and this added to the perplexity;
the next day a spokesman at State House clarified that the aforementioned were ‘relieved of their
duties’ and not ‘retired’ as had originally been reported. In lambia, this phenomenon of making sur-
prise political announcements without prior consultation with the affected parties, be it in the
civil-service or the parastatal sector, is quite common and it contributes to senior managers’ sense
of insecurity and uncertainty.
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From the outset, INDECO has relied on expatriate skills and in the
immediate years following independence, the government had to rely on
the conservative expatriates (who were resentful of the new government)
to implement 1its industrial policy. Such a state of affairs in fact
made INDECO’s suitability as an aggressive entrepreneur and agent for
economic development doubtful (Martin, 1972; Seidman, 1979).

To reduce the reliance on expatriate management skills, the Mana-
gement Services and Training Department at INDECO Limited'® occasio-
nally sent experts to the various subsidiary companies to analyse their
organizational charts and evaluate jobs so as to determine which could
be Zambianized. However, expatriates remained dominant at the top
level of management 1in many of the subsidiary companies. Burnham
(1972) suggested that owning an enterprise through shareholding does
not, in itself, amount to actual control. More often than not, the
real control lies with the management of the enterprise. And in a
country short on skilled manpower and reliant on imported technology,
the government’s ability to control the activities of such expatriate
personnel 1is limited. To this effect, Subramanian (1973)20 observed
that

Iambia is among the very few countries which have to face a combination of part-
local ownership and near complete foreign management...To put it bluntly, there is
no obvious way in which owners of even a high proportion of capital can control
the daily decisions of the managers of an enterprise--whether in Zambia or
abroad...In Zambia, the non-Zambian wanagement may be expected to observe a modi-

cum of managerial ethics out of self-interest but it is too much to expect them to
orient every decision towards lambia’s economic development.

19"Expanding for Progress: Change and Growth in the Role of Indeco” Enterprise, op. cit, p. 5

20y, Sybramanian, Do the Owners Control the Managers”, Enterprise, March, 1973, p.22. And
according to Turok, (1979:76), "...even where the government is dominant on the board of a capital-
intensive parastatal, lack of experience in the industry leaves decision-making in the hands of the
foreign corporations which are called in to run them.”
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The dominance of expatriates in managerial positions has declined
over time in absolute terms but they continue to dominate 1in
professional accountancy, engineering and other technical occupations.
Where expatriates continue to hold positions of chief executive, it is
also largely due to the management contracts signed between INDECO and
the minority shareholders at the time of nationalization (take-over) so
that the latter continue to appoint key personnel in the companies
concerned--in many cases this is to look after the interest of the
minority shareholder. This echoes Subramanian’s argument.

The Zambianization of the low-grade clerical and junior executives
staff have progressed to required levels. Efforts to Zambianize the
accountancy, engineering and technical professions have, however, been
frustrated by the insufficient numbers of senior school leavers with
the necessary entry requirements, and the higher failure rates for
those sponsored for such training.

Although INDECO attaches some importance to manpower development
and training, its total expenditure on training in real terms has
fallen over time. For example, spending on training at constant 1980
prices fell from Ki1.9 million in 1974 to K1.3 million in 1981 (a fall
of about 4.5 per cent per annum), and K0.96 million in 1983 (about 5.5
per cent decline per annum from 1974) (INDECO Annual Reports).

In addition to falling expenditure on training in real terms,
INDECO's ability to attract and retain the necessary skills has been
undermined ever since 1975. When the Corporation was reorganized in
1975 and the sub-holding companies abolished, a uniform pay structure
was introduced to replace the different pay structures which existed
before for each sub~-holding company. For those employees who lost out

in the reorganization, increased turnover was the likely consequence.
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In the same year the Mwanakatwe Salaries Commission recommended
narrowing the gap between the parastatal and civil-service pay
structures. When this particular recommendation was implemented in
1976, it sparked-off high labour turnover, especially among expatriate
personnel. To reduce this incidence of labour turnover, new allowances
had to be paid to expatriates a year later. For the other 1local
employees, the Corporation has tried to 1improve their earnings ever
since 1978, but 1its pay structure for shortage occupations 1like
accountancy, engineering and technical professions remains 1'ﬁfer1‘or by
comparison to the private sector. Moreover, the pay structure has been
contracting 1in real terms (see chapter IV) and as a consequence,
recruiting and retaining such professional skills has not been easy
(see chapter VI). The failure to retain the personnel trained at
INDECO’s expense increases the costs of labour turnover and further
complicates the Zambianization policy objectives. We discuss these
issues in some detail from chapter VI onwards.

Thus the manpower problems have been the main constraint on the
operations and effectiveness of INDECO as an agent for industrial deve-
topment. Specifically referring to the manpower problems in INDECO,
Martin (1972:68) observed that

Khat was needed was one organisation with enough commercial ability to deal with
international business on equal terms, enough political sensitivity to translate
Zambia's national requirements into practical action, and above all, capable of
getting things done.

That INDECO failed to attain such an ideal role because of skilled
manpower problems forms the core of our investigation. Although it is
not possible to clearly demonstrate expost that INDECO would have per-
formed better under conditions of adequate supply of skilled and profe-

ssional manpower, we present empirical evidence 1in chapter VI which

shows the extent of the shortages. Since labour shortage is a relative
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concept, we consider theoretical issues of defining the concept and

adjustments in chapter 11,

1.2.4 Employment

One of INDECO’s main objective was to create more employment
opportunities for local Zambians. From a total of 20,000 emplioyees in
1974, total employment in the INDECO Group reached its peak, at 26,259
in March 1985 but fell to 24,582 by March 1986. Table 1.5 demonstrates
that some subsidiary companies registered falls in employment between
1985 and 1986/87 ranging from 1 to 44 per cent--mainly due to the IMF/
world Bank structural adjustment programme and the continued foreign
exchange problems. The fall in employment can also be attributed to
the fact that from 1985, the government wanted INDECO to operate on a

strict commercial 1ine and this helped to streamline the workforce,

Table 1.5 Employment Growth for Selected INDECO Subsidiary Companies: 1980-87

..fAverage Annual ¥ Changes..
Company Nupber 1980 1981 1982 1983 1984 1985 1986 1987 1980-83 1983-85 1985-87 1980-8

1

2 I7s I /1 402 393 38 235 235 1.2 -85 -3.1 -31.3
3 435 459 492 471 513 515 449 448 8.2 9.3 -13.0 3.0
5 373 390 B0 398 381 319 385 - 6.7 -4.8 1.6 3.2
6 561 636 640 654 649 652 647 653 6.6 -0.3 0.2 16.4
7 417 511 530 562 590 569 419 350 34.8 1.2 -38.5 ~-l6.1
10 825 - 883 866 898 BI9 BL0O 6Bl 5.0 1.5 -=22.5 ~-11.5
12 894 - 964 981 1022 1081 1007 1012 9.7 10,2 -0 182
13 827 - - B40 842  B47 833 B4 1.6 0.8 -0.8 1.6
14 - - - - 116 196 199 198 - - - 1.0
15 314 307 300 296 33 30 269 175 =57 4.7 -43.5 443
16 1y 72 4 n 82 % 87 86 -1.4 15,5 -85 194
17 1365 1378 1385 1358 1468 1424 1395 1398 0.5 4.9 -1.8 2.4
3 1985-86
b 1980-86

Source: Main Questionnaire, Question B1-3
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On the whole, employment creation has been limited by the choice
of capital-intensive methods of production for both the new projects
initiated by INDECO in partnership with foreign capital and the highly
capital-intensive firms initially taken over in 1968 (see footnote 14
above). It is suggested (Tangri, 1984) that foreign partners 1in such
capital-intensive and technologically sophisticated project profit from
contracts for the provision of spare-parts and technical services in
the form of management and consultancy agreements. For example out of
the nineteen responding INDECO companies, eleven of them either had
technical consultancy or management contracts with foreign companies.
Management contracts, in most cases, are with the minority shareholders
of the respective companies. Technical consultancy agreements, on the
other hand, are usually with suppliers of the machinery, if different
from the minority shareholders.

The choice of capital-intensive and inappropriate technologies
cannot solely be blamed on foreign firms or expatriates. Winston
(1979: 840) suggests that even where no foreign firms or expatriates
are involved, many managers in underdeveloped countries would choose
ultra modern technologies as they desire to be identified with power,
wealth, glamour and advancement. Winston cites, among others, Erikson
(1969), Scitovisky (1976), Hirschman (1973) and Sen (1975) who suggest
that the choice of technology may be determined by the pursuit of
cultural identity and status. In Winston’s words (p. 840):

A manager’s choice of production technology is often in part a statement
about cultural identity esbodying his assessment of his peoples's characteristics
and competence in dealing with technological sophistication, something the world
values highly and to which international power accrues. If a manager follows the
economist’s admonitions and invests in a new plant with simple, labour-intensive,
uncomplicated techniques of production, he accepts his peoples’s ethnic
inferiority, casting it in steel and concrete., The advocacy of appropriate
technology, then, becomes an ethnic slur proclaiming the technical inadequacy of
the society in an especially visible and tangible form; only a nation with a

strong ego could do without pause. To reject appropriate technology, to choose
instead the sophisticated ‘high technology’ {in the laudatory words of Nigeria's
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Third Plan, 1975) is to assert the power, equality and technical competence of
one’s people. This is the appeal of Boulding's ‘Heroic Man’ with his cost-be-
damned assertions of identity, pride and power and his contempt for the
bloodlessly rational and cautious Economic Man,

In Zambia the classic example of this desire‘for technical sophis~
tication is represented by the Nega-Nega and Kalulushi brickworks which
were capital-intensive, ultramodern and automated. Despite the
existence of cheap and appropriate labour-intensive methods, the ultra-
modern technique was mainly chosen for glamour and status reasons.2!
But because such type of technology is not ‘'home-grown’ but imported,
the lack of local expertise, spare-parts and finance made the project
uneconomic and costly to the nation.

In Nigeria Winston found that "... prideful assertions of
competence were made by Nigerians and never by ‘resident aliens’”. For
example, it was only a Lebanese and Englishman who each had imported
appropriate (to the Nigerian conditions) second-hand machines from the
developed countries. He however acknowledges that there are formidable
costs associated with second-hand machinery 1ike lack of information as
to their whereabout and availability; lost operating manuals and the
lack of after-sales back-up. Implicit 1in this argument is the
assertion that the more resident aliens there are in an underdeveloped
economy, the more 1likely 1is the choice of second-hand and/or appro-
priate technology for that country. The facts do not, however, seem to

support this argument. For example 1in the case of Zambia where the

proportion of expatriates in key decision-making positions is very

210p evaluating the performance of the manufacturing sector during the SHDP (1972-76), the Third
Plan {p. 235) acknowledges that there were a lot of capital-intensive industries established over the
SNDP which were also sensitive to the availability of foreign exchange, For example, while
manufacturing output grew at an annual rate of 4.5 per cent between 1972 and 1976, employment grew at
0.5 par cent over the sawe period. What is surprising is why inappropriate technolegies continue to
be implemented when their adverse effects are officially acknowledged--see Republic of Zambia,
National Comnission for Development Planning, Third MNational Development Plan: 1979-83, (Lusaka:
Government Printers, 1979), ch. X.




_62 -

high, there is no evidence to suggest that there has beeh a tendency to
choose appropriate techniques. Actually judging by the state of the
economy at present, the contrary seems to be the case. To make a gene-
ralization from two individuals may, therefore, be claiming too much.
The objective of increasing employment creation by INDECO has
even become difficult to fulfil in recent years. For example, the
current employment policy is to minimise recruitment from outside the
Group and to rely, instead, on internal promotions and/or 1lateral
transfers first before considering any external recruitment. Subsi-
diary companies who decide to reduce their workforce have to notify
INDECO Central first so that the latter may look around for possible
redeployment of such excess labour in the other operating companies

(INDECO Manual, n.d., p. 8).

1.4 CONCLUSION

We have examined arguments in this chapter which suggest that
governments 1in underdeveloped countries may be justified in partici-
pating directly in economic activities. It is argued that the imper-
fect market systems, left on their own, would not correct features such
as the predominance of foreign owned companies. Such a recognition in
the case of Zambia 1increased the role of INDECO in the post indepe-
ndence period for it was used by the government to channel funds to
industry and initiate projects in joint ventures with foreign firms.
This, especially became evident in the wake of UDI when it had to
invest in strategic projects like the construction of the o0iil pipeline.
The behaviour of foreign owned companies and the supply constraints

created by the UDI demonstrated the weaknesses of relying on such firms
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and the need for direct government participation 1in economic
activities. Thus the government decided, in 1968, to acquire majority
shareholding in existing private companies and vest them in INDECO,
This move increased both the macro and micro importance of INDECO in
the industrialization strategy and the macroeconomy to the extent that
INDECO’s investment pattern and performance dictate the structure and
character of the manufacturing industrial sector.

We have demonstrated, however, that both the firms initially taken
over and the subsequent ones created in partnership with foreign
capital were both capital and skill intensive. Given Zambia’s lack of
skilled manpower and abundant unskilled labour such techniques made it
difficult for INDECO to achieve its ultimate obiectives of transferring
economic power into Zambian hands and of increasing employment oppor-
tunities. Moreover INDECO also depends on imported inputs and in the
wake of foreign exchange constraints its ability tec obtain such inputs
has been curtailed and as a consequence both output and 1its quality
have fatllen. This has had the effect of reducing the standard of
1iving of the whole population.

As a direct consequence of relying on imported capital goods and
inputs INDECO, and consequently the industrial policy, has failed to
increase the use of 1local resources and thus contributed to the run-
down of basic metals industries in the national economy. This mismatch
of priorities also originates from government intervention which forces
INDECO to implement government social objectives at the same time. The
impact of such intervention, coupled with the industrial structure of
INDECO, on efficiency, profitability, liquidity and investment have
been discussed. We also argued that perhaps the most critical problem

affecting the operations of INDECO has been the shortage of skilled
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manpower in the local labour market and the consequent dependence on
expatriate technical and managerial skills. To put the operations of
INDECO and its problems 1in perspective we analyse, in the next three
chapters, the theoretical framework and literature review on labour
shortages and adjustment policies; the Zambian economy; and the labour

market, respectively.




CHAPTER II

LABOUR MARKETS: THEORETICAL BACKGROUND AND LITERATURE REVIEW

2.0 INTRODUCTION

In this chapter we set out to take a close but brief look at the
theoretical and empirical background of labour markets and in so doing
demonstrate both the conceptual and empirical issues associated with
defining, measuring and adjusting to labour shortages. Since labour is
but one factor of production, it is employers who have to adjust and
seek solutions to the problems of labour shortages both in the internal
and external labour markets.! Although labour shortages represent a
disequilibrium, there 1is neither a theory nor empirical work which
specifically deals with adjustment to disequilibrium (Fisher, 1971;
Thomas and Deaton, 1977). For these reasons Thomas and Deaton (p. 13)
observed that "A satisfactory model of adjustment should have a
discussion of the rules which market participants follow when out of
equilibrium, a description of how a market system in which individuals
follow these rules works, and a convergence theorem." The absence of
such rules may, however, be necessitated by differences in environ-
ments, management styles, costs involved, etc. For these reasons, our
main interest in this chapter is to analyse how individual firms adjust
to labour shortages, especially with regard to the costs of such adju-
stments, and how manpower planning can help to adopt a comprehensive

strategy to the problems of labour shortages.

18arry Thomas and David Deaton, Labour Shortages and Economic Analysis: A Study of Occupational
Labour Markets, (Oxford: Basil Blackwell for the Social Science Research Council, 1977), p. 12
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We begin by defining the concepts of skill and labour shortage and
then analyse the probiems of measurement and effects of labour shor-
tages. In section 2.2 we concentrate on how individual firms adjust to
labour shortages and whether cost is the major factor in the choice of

adjustment instruments.

2.1 THE CONCEPTS OF SKILL AND LABOUR SHORTAGE

In everyday language, the term skill has been used in industry to
classify workers into categories of ‘skilled’, ‘semi-skilled’ and ‘un-
skilled’. At a technical level however, skill has been defined to mean
“"the ability to perform a task to required standards, with a minimum
of unnecessary energy."?2 The operational characteristic of skill is
the ability to perceive slight changes in the task and to respond
appropriately from time to time. A skilled person can thus anticipate
changes so as to maintain a stable performance in the face of changing

requirements.3 Since there are, 1in industry, different skill

categories like ‘manual’, ‘visual’ and "management’ at different levels

of an organization, it is necessary, say for training purposes, to
"break a skill down into its components of vision, touch, etc. and to
understand the process in which a person receives information from the
task and 1in turn act upon it." This is because acquiring a skill

implies improving one’s performance of a task.

2pavid King, Vocational Training in View of Technological Change, (Paris: European Productivity
Agency, OEEC, 1960) cited in David King, Training Within the Organization: A Study of Company Policy
and Procedures for Systematic Training of Operators and Supervisors, (London: Tavistock Publications,
1964}, p. 112,

34, Kay, “Information Theory in the Understanding of Skills", Occupational Psychology, 31, 4,
1957 and #. T. Welford, Ageing and Human Skill, (London: Oxford University Press, 1959), cited by
King, ibid, p 112,
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Since skills are acquired through the learning process we can dis-
tinguish between two types of knowing (King, 1964:109-111):

(a) knowing through direct experience, that 1is expanding human
consciousness. This kind of knowledge is difficult to transmit- to
others as 1t mostly cannot be explained (embodied knowledge). For
example, a highly skilled operator knows his operation although he may
not be able to put it into words.

(b) knowing about something--for example scientific knowledge is
concerned with knowing about facts, that is, symbolic knowledge and not
direct knowing (disembodied knowledge).

Having made such a distinction, King then suggests that for
purposes of training, a company must provide different conditions for
‘getting to know’ and for ‘getting to know about’. For example, to be
successful as an enterprise a firm has to depend both on symbolic know-
ledge, that is, knowledge about the market and the general economic,
social, and political environment; and detailed direct knowledge of its
own production processes and customers.

We can also distinguish between specific and general skills (Doe-
ringer and Piore, 1971) and between general and specific training
(Becker, 1964). Becker defined specific training as "training that
has no effect on productivity of trainees that would be useful in other
firms" and general training as "that which increases the marginal pro-
ductivity of trainees by exactly the same amount in the firms providing
training as in other firms". Doeringer and Piore on the other hand use
the concepts of specific and general skills in the context of an
internal labour market: "A completely specific skill is unique to a
single job classification 1in & single enterprise.” Such skill
specificity may be job or technology determined. They argue that

nearly every job has some elements of skill specificity:
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Even the simplest custodial tasks are facilitated by familiarity with the
physical environmant specific to the workplace in which they are performed. The
apparently routine operation of standard machines can be importantly aided by
familiarity with the particular piece of operating equipment...In some cases
workers are able to anticipate trouble and diagnose its source by subtle changes
in the sound or smell of the squipment. Moreover, performance in some production
and most mapagerial jobs involves a teaw element, and a critical skill is the
ability to operate effectively with the given members of the team. This ability is
dependent upon the interaction of the personalities of the members and the
individual’s work ‘skills’ are specific in the sense that skills necessary to work
on one team are never quite the same as those required on another. There are no
true examples of a completely general skill.4

In the light of the foregoing we adopt, in this thesis, an occupa-
tional and not educational definition of skilled manpower: to include
both those with formal academic qualifications like university degrees,
professional qualifications, school certificates and those who are
literate and acquired their skills through on-the-job training and
experience without necessarily possessing any such formal educational
qualifications. This definition is wide enough to include skilled
manual workers on the shop floor, artisans, technicians, professional
and engineering, management, etc. in an organization whose shortage
would adversely affect an organization’s performance.5

It foliows from the above definition of a skill that at any time,
there will be occupations in which the supply of the necessary skills

are not adequate to meet the demand for such skills at the current

4pater B. Doeringer and Michael J. Piore, Internal Labour Markets and Manpower Analysis, (Lexi-
ngton, Mass.: Lexington Books, D.C. Heath, 1971), reprinted in J.E. King (ed), Readings in Labour
Economics, (Oxford: Oxford University Press, 1980), p. 109.

5This definition is similar to the one used by Gail Cook Johnson, High-Level Manpower in Iran:
From Hidden Conflict to Crisis, (MNew York: Prasger, 1980), p. 3 who rejects the traditional defi-
nition of high-level manpower as those holding at least a university degree for it excludes people
who occupy high-level positions but who possess no such degrees. To omit such personnel in a deve-
loping country like Iran cam have serious implications for higher education is a very recent pheno-
menon. For the same reason, we reject Bardouille’s (1983) definition of high-level manpower in Iambia
to mean only those with university degrees; and we also reject the definition adopted by Sanyal et
al, (197¢), i.e., those with at least one year formal training after their senior school (form V).
This latter definition is also limiting for it excludes on-the-job training and courses which are
less than one year in duration.
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ruling market prices (Hunter, 1978:12).6 Thomas and Deaton (1977:22)
who sought to model how employers adjust to skill shortages suggest
that statements about a shortage’? of certain types of labour are not
made in the abstract (however, Arrow and Capron, 1959 and Hunter, 1978
think that this is possible) but refer to

...the demand for labour of a specified minimum quality at some specified wage

exceads the supply of that labour at that wage. If the minimum acceptable quality

of labour is lowered or the wage increased, then demand and supply could balance,

Hence, before measuring the extent of a shortage one has to specify the ruling

wage rate and the required quality of labour. When employers talk of a shortage of

a particular kind of labour, they have some idea of the normal wage which is paid

for that type of labour and the normally acceptable quality of labour. We shall

term these values, on which the measurement of supply and demand depends, norms.
These norms are extensive for they cover methods of recruitment, the
Jength of the working periods, working conditions, dismissal policy,
the productivity and production techniques, etc. which will affect the
supply and demand for labour. They therefore suggest that "...it is
realistic to talk of a shortage, in the sense of ex ante demand and ex
ante supply, only if all norms are stated. Simple definitions of
shortage in terms of the excess demand over supply at the prevailing
wage level fail to recognize this." They thus distinguish between
formal and working norms (p. 23):

(i) formal norms are the theoretically ‘ideal’ standards or targets

which an organization would formally strive to achieve. For example,
for a chief engineer a firm would specify that it requires somebady

with a bachelors degree with eight years previous work experience. The

formal relate to the demand side and, therefore, form the basis for

6In England and other industrialised countries the problems of skilled labour shortages have
existed ever since the Industrial Revolution. C. Mulvey, A. W. Thompson and J, Fyfe, "Labour Shor-
tages: A Literature Review", Draft Report Prepared for the Hanpower Services Commission, 1975, p. I
cite Lipson {1956) who noted that the problem was so severe in the early 18th century to the extent
that legislation was passed to make it illegal to encourage skilled craftsmen to emigrate, -

7In this thesis, we use the terms “labour shortages', 'skill shortages' and ‘skilled manpower
shortages’ interchangeably to mean a shortage of skilled (experienced, educated or professional)
labour either in terms of quantity or quality or both.
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calculating the formal establishments.

(ii) working norms are those which are actually adopted and take
into consideration both internal and external constraints which deter-
mine the ex ante demand and supply. For these reasons the actual
demand may divert from the establishment.®8

From our discussion so far, it is possible to argue that there are
different types of labour shortages which may manifest themselves in
different forms and degrees..'Among these we can identify the following
as the major types of skill shortages:?®
(a) a general shortage of skilled labour both in boom and slump;

(b) shortages of skilled labour 1in certain regions while surpluses of
skilled labour exist in others;

{c) shortages of certain types of skilied labour coexisting with surp-
luses of other types of skilled Tlabour;

(d) shortages of unskilled 1labour 1in certain industries and occupa-
tions, mainly in metropolitan areas (or agricultural sector in
underdeveloped countries), despite overall surplus of labour; and

(e) shortages of 1labour in the manufacturing sector while a surplus of
labour exists in the service sector.

In the context of an underdeveloped economy like that of Zambia, we can

add one more item to the above 1ist: a severe shortage of skilled man-

power coexisting with surplus unskilled Tlabour. We demonstrate in

chapter IV that nearly all the above types of skill shortages exist in

8Thomas and Deaton cite the National Board for Prices and Incowes, Pay and Conditions of Bus-
men, Cand 3012, Report No. 16, (London: HMSO, 1966) para. 61 which said that “Establishment figures
necessarily reflect a historical pattern of service and are therefore a very uncertain measure of
staff shortage.”

SMulvey et al., ibid., p. 3. emphasise that this listing is neither exhaustive nor mutually
inclusive but that it serves to demonstrate the general types of skill shortages.
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the Zambian labour market in one form or another.

For an individual firm the problems of labour shortages can either
be caused by recruitment difficulties in the external labour market or
a failure to retain the necessary labour or both. The firm’s main
interest 1ies in achieving the desired manning level and if this is met
then it will be in a stock balance (Pettman (ed.), 1975; Thomas and
Deaton, 1977; Bartholomew and Forbes, 1979; and Edwards et al. (eds),
1979). If over time the firm’s net manpower losses (wastage) are equal
to the net inflows (accessions) then it will be in flow balance irres-
pective of whether it experiences a stock balance, stock shortage or
stock surplus. The manpower system thus behaves as a Markov chain
process: the stock in time T is made up of remaining employees from the
previous period and new accessions over the time interval T-1,T.

For a firm with stock shortage, any attempts to improve the inflow
or outflows of labour would change the flow patterns (Thomas and Deaton
1877:15). It is also possible for some firms to experience stock
balances while the whole labour market experiences excess demand which
may increase labour turnover within such firms and possibly lead to
recruitment difficulties.

One major outflow which influence manpower stocks 1is wastage and
Tabour turnover (wastage 1is that component of manpower losses which
does not need to be reptlaced, labour turnover is, on the other hand,
the other component which needs to be replaced--hehce its expensiveness
in terms of recruitment, orientation, training, etc. costs). It is
suggested in the literature (Rice et al., 1950; Silcock, 1954; Hedberg,
1961; and Young, 1971) that wastage and Tlabour turnover are both
decreasing functions of increasing age, length of service, and skill

and responsibility; and that they are higher among females than males
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and that they tend to decrease, slightly, when the levels of unemplio~
yment rises. We present evidence 1in the subsequent chapters which
shows that some of these predictions are less applicable to the Zambian
situation, especiaily in the professional and engineering labour market
where dynamic labour shortages are experienced.

{Labour turnover has been modelled as a social process, with time as
the major factor influencing the interaction between employee and emp-
loyer characteristics (Rice et al., 1950; Silcock, 1954). Thus losses
from any cohort of entrants would decline over time in three stages:
induction crisis, differential transit and settled connection. The
measuring and prediction of labour turnover however presents both theo-
retical and practical problems, not least because it is very difficult
to predict human behaviour. The c¢rude rate of labour turnover is often
used (that 1is the percentage proportion of leavers to average employ-
ment in a given period) without distinguishing between the different
types of workers ‘involved and between the controllable and uncontro-
11able turnover. To lump together employees who are less skilled with
the highly skilled or those with less than three months of service with
those above twelve months would, by any standard, be misleading. As we
have mentioned above both time and skill influence turnover. If the
labour turnover data are classified according to homogeneous groups
aqcording to age, length of service and occupational categories, they
would be more helpful 1in showing whether the labour turnover is a
serious problem--especially if the various measures are read jointly
and attention is paid to the trend and not necessarily absolute values
(van der Merwe and Miller, 1975).

From an individual company’s perspective the following factors are

uncontrollable: age retirement, illness, death, pregnancy, and
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retrenchment caused by sudden external factors. 1In chapter VI we also
classify the transfer of high-level manpower in INDECO to be uncontro-
11able for they are either done by the government or INDECO Central
with 1little or no consultation with the affected companies. Voluntary
leaving (resignations, quits), dismissals and, to a certain extent, the
expiry of expatriate contracts can be classified as uncontrollable
variables,

vVarious studies 1in the engineering-scientist occupational labour
market attribute the existence of labour shortages in these markets to
the slow changes in the salaries, lengthy training periods (inelastic
supply) and persistent increases in the demand. The first major study
on shortages in the engineering-scientist labour market in the US was
done by Blank and Stigler (1957).19 They assumed the market to be
competitive and thought that under such a market a a shortage would
exist

when the number of workers available (the supply) increases less rapidly than the
nusber demanded at the salaries paid in the recent past. Then salaries will rise,
and activities which were once performed by (say} engineers must now be performed
by a class of workers less well trained and less expensive.

This definition was later criticised by Arrow and Capron (1959) for
its reliance on comparing earnings of engineers with those of other
professional groups 1in testing the hypothesis—-without stating the
degree of competitiveness of the other markets which were used for
comparisons. A shortage would, by definition, exist if the relative

earnings for engineers rise but this, on its own, is not sufficient to

have 'a salary rise shortage’. Blank and Stigler are also criticised

10David M. Blank and George J. Stigler, The Demand and Supply of Scientific Persennel, (New
York: National Bureau of Economic Research, 1957), pp. 29-30; cited by Kenneth J. Arrow and William
M. Capron, "Dynamic Shortages and Price Rises: the Engineer-Scientist Case™ in Quarterly Journal of
Economics, 73, (1959), p. 305.
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for paying too much attention to the trend; a detailed anatysis of the
short-term would have shown that if there are imperfections in the
market, there will be considerable lags in the adjustment of salaries
in response to changes in the demand.

In the Arrow and Capron (1959) model, the existence of dynamic
labour shortages for engineers and scientists in the US 1in the 1950s
were blamed on salaries adjusting with a lag to a sustained increase in
the demand which continuously exceeded the supply. They, therefore,
defined (p. 301) dynamic labour shortages as

...a steady upward shift in the demand curve over a period of time will produce a
shortage, that is, a situation in which there are unfilled vacancies in positions
where salaries are the same as those being currently paid in others of the same
type and quality.!!
They (pp. 301-305) attributed the existence of dynamic labour shortages
to the following:

(a) a rapid steady rise in the demand;

(b) a Tow elasticity of supply (given lengthy training periods 1in
these occupations) , especially for short periods; and

(c) a low reaction speed necessitated by the prevalence of long-
term employment contracts; the greater job security associated with
long tenure; the slow diffusion of information due to the labour market
heterogeneity; and the dominance of a relatively small number of firms
in research and development--especially the US government which, in
1951, accounted for over 50 per cent of the total demand--which could
slow down salary rises. Under such conditions, any one firm would be

reluctant to bid up wages in order to attract more scientists because

Hpichard Jolly, "The Skilled Manpower Constraints” in Charles Elliet {ed), Constraints on the
Economic Development of Iambia, (Nairobi: Oxford University Press, 1971), pp. 30-1, adopts almost the
same definition but distinguishes between scarciiy, shortage and relative scarcity. He argues that in
lambia there was a marked failure by the market system in the years following independence to reco-
ncile the supply of and demand for skilled labour. Then the supply of skilled manpower when compared
to other resources was the one in shortest supply.
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this may set off a competitive bidding which may end up with no
substantial improvement 1in the total supply, except to considerably
increase the salary bili. The main weakness of the Arrow and Capron
model is that it assumes employers would only adjust through wages. We
show below that this 1is not always the case as non-wage adjustment
instruments are usually preferred.

In another study of the engineering-scientist labour market in the
Us, Folk (1970) (cited by wWhitfield, 1982:234) suggests that because of
bureaucratic controls, certain salaries were not free toc rise in
response to excess demand (‘controlled price shortage’) and that new
entrants to the profession (students) were slow to respond to the
changes in the salaries because of imperfect infermation.'2 This study
is largely similar to that of Arrow and Capron for it attributes the
shaortage to a lag in changes in the salaries and inelastic supply.

On the other hand, Freeman (1971) suggested that shortages in the
engineering-scientist market were largely due to the lengthy training
periods and that the decision to enter these professions by students
were based on the starting salaries and not the discounted Tlifetime

earnings.!® The cobweb models suggested by Freeman demonstrated that,

12ror g literature review of similar studies in the UX, see K. Whitfield, "Professional Labour
Markets" in John Creedy and Barry Thomas (eds), The Economics of Labour, (London: Butterworth Scie-
ntific, 1982), pp. 219-273. He argues that due to data problems the UK studies could not achieve the
same econometric sophistication of the American ones. Richardson (1969) found that there had been a
salary rise shortage of engineers in the UK in the 1950s and early 1960s; but Wilkinson and Mace
(1973) who extended the analysis found that there was neither a ‘salary rise shortage' nor a ‘dynamic
shortage’ of engineers in the 1960s. Later Mace {1979) suggested that the market for engineers in the
Uk depicted the characteristics of an internal labour market and not the competitive one as had

previously been assumed.

131t is recognised, however, in the literature that given the imperfect information on wages
and opportunities, it is less likely that such students would be in a position to have a detailed
information on the salaries which obtain in the market even in one geographical area. It is because
of this that the search theory suggests that both employers and employees would engage in collating
more data up to a point where the marginal cost equals the returns. See George J. Stigler,
“Information in the Labor Market", Journal of Political Economy, vol. 70 (supp.), October, 1962,
reprinted in J.E. King (ed), op. cit., pp. 32-47.
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depending on the elasticities of supply and demand, it 1is possible in
certain instances, to observe a supply response to an initial increase
in the wage rate to either overshoot or undershoot the desired employ-
ment level.’4 Mace and Wilkinson (1977) criticised the Freeman model
for the following reasons:13

(a) the results were based on a trial and error method without a
coherent underilying theory of how the labour market operates;

(b) the médel was susceptible to identification errors: supply and
demand are both functions of the wage rate and as such single equation
estimates are likely to include both demand and supply factors; and

(¢c) Freeman’s model was not about the professional labour market
but about entry to such a market.

To sum up the section, the analysis of the professional labour
markets suggest that where supply is inelasti¢ instantaneous increases
in the demand would give rise to labour shortages and given slow
changes 1in the salaries either due to heterogeneity of the market or

institutional constraints, such shortages would tend to persist.

2.1.1 Measurement of Labour Shortages

Being a relative concept and that labour shortages are a constant
feature of many labour markets, its measurement therefore presents both
theoretical and practical problems. As we have just seen a definition
of the shortage along the Blank and Stigler line would make 1labour

shortages synonymous with an increase in relative earnings for a

147he cobweb adjustment (where supply overshoots the desired employment) is likely to obtain
where demand is inelastic but supply elastic, short training periods, and where expectations are
based on simple extrapolations and not adaptive processes, Incomplete adjustment {where supply
undershoots the desired employaent level) obtains where demand is elastic but supply inelastic, long
training periods and smaller adaptive expectations coefficients--for details see Freeman {1971}

157, Mace and G. C. G. Wilkinson, "Are Labour Markets Competitive?", British Journal of
Industrial Relations, 15, 1970, pp. 50-63, cited by Whitfield, op cit. p. 235.
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particular occupation. In order to test the Arrow and Capron model we
wouid need to compare actual supply with actual demand to determine
whether excess demand exists or not. Because such a direct comparison
is not possible, it is suggested in the literature that proxies 1ike
the rate of unemployment or vacancies or a combination of the two may
be used instead (Mulvey et al., 1975; Hunter, 1978). Direct surveys
can aiso be used but their main weakness is the subjectivity invoived
in constructing and interpreting the questionnaire and the possibility
of respondents supplying inaccurate information (Deaton and Thomas,
1977; Hunter, 1978).

Within individual firms, comparing the establishment and the actual
employment attained may be a misleading measure of labour shortages for
certain measures like the recruitment of expatriates in Zambia makes it
difficult "to observe directly the ex ante shortage” (Thomas and
Deaton, 1977:22) and this may give rise to "suppressed disequilibrium"
(similar to a failure to observe a critical balance-of-payments
situation from ex post figures because certain types of ‘unsatis—
factory’ adjustments like import controls were used).'®

Archibald (1954) (cited by Mulvey et al.) applied the monopsony
model to show that ‘phantom’ vacancies can exist in a large company
(especially publicly owned) which is not prepared to pay more than the
going wage so as to reduce the problem of labour shortages. A profit
maximizing monopsonist would employ labour up to a point where the
marginal cost of labour (MCL) is equal to the marginal revenue product
(MRP). When the wage rate is equal to the average cost of labour but
below the marginal cost of 1labour, such an employer would be prepared

to hire more labour at the going rate. “However, since it is assumed

168, Tew, International Monetary Cooperation, 1945-65, (London: Hutchinson University Library,
1965), pp. 59-61; cited by Thomas and Deaton, 1977, p. 22.
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that the supply curve of labour 1is positively sloped, he cannot do so
since hiring more labour would increase the wage rate. Hence the monop-
sonist may believe and report that he has unfilled vacancies on hand.”
Such vacancies cannot be filled at the going rate and are therefore
‘phantom’ vacancies because they do not affect the wage level.

Wilkinson and Mace (1973) (cited by Whitfield, 1982) in a survey of
engineers employed 1in twelve public and private companies in Britain
found the labour market for engineers to be uncompetitive as "none of
the firms used the salary adjustment as the principal adjustment
mechanism...two~-thirds of the firms interviewed stated that if non-
salary measures were unsuccessful they would leave vacancies unfilled
rather than adjust the salaries that they offered.” Thus vacancy sta-
tistics, on their own,‘shou1d be further validated where monopsonist
practices may be prevalent.

Attempts by Hunter to measure shortages in west-central Scotland
found conflicting evidence: complaints of labour shortages by employers
while official data showed an overall surplus of labour in the sub-
region. Not only 1is unemployment difficult to measure but it is also
open to different interpretations, definitions and classifications in
different countries. 1In Britain, for example, to be classified as un-
employment and seeking work, a person must register at an employment
office and this, definitely, underestimates the "true" number of the
unemployed (see Hughes and Periman 1984, ch. 1 for the different
methods of measuring unemployment in Britain and the US).

The problem of reported vacancy data is that unfilled vacancies
statistics do not record transactions nor register decisions, but rep-
resent a queue. The size of this queue is not real in that those with

unsatisfied demand may duplicate orders or join many queues or give up
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trying altogether. That is, vacancy data understate the true number of
vacancies:17

i) Not all companies notify all vacancies or type of vacancies, and
ii} Companies do not always notify additional vacancies when iarge or
open orders already exist.

It is argued, however, that time series vacancy statistics show the
changes in the pressure of demand for labour, and that they are rele-
vant for total figures and not for specific industries or occupations.

To determine the dimension of labour shortages, Hunter did not use
a direct method of supply and demand due to the above problems. He
did, however, use a simple method under which employers were asked a
series of questions about the difficulties of recruitment over a period
of time, and the consequences of any such difficulties, including the
methods of adaptation. He asked employers whether they had recruitment
problems over the previous two years, and this helped to show changes
in the shortages over time. As indicated above, the main weakness of
this method is it subjectivity and the fact that shortages are a rela-
tive concept. To overcome this problem, a number of tests and cross-
checks were used to build up a picture of recruitment difficulties by
industry, occupation and location, and as such, official and survey
data were used side by side.

Hunter’s emphasis was on actual and experienced difficulties, and
not the hypothetical shortage which would be difficult to substantiate,
and was achieved by distinguishing between two aspects of Tlabour
shortages:

(a) Under-manning: existing capital equipment is undermanned as

174nited Kingdom, Department of Employment, Employment Gazette, March 1974; cited by Hunter
(1978), p. 16
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compared with the manpower needs for current production of goods and
services;

(b) Anticipated future demand (the ex ante under the Thomas and Deaton
model): this would require new investment to test its reality; i.e.,
new investment 1in future 1is seen to have no adequate supplies of

Tabour.

2.1.2 Effects of labour Shortages

Since labour combines with other factors 1in the production process,
this makes it difficult to identify clearly the effects of skill shor-
tages. However, where skill shortages are pronounced, the resultant
effect on output and its quality, delivery period and investment may
become obvious. For example data from Hunter (1978) presented in table
2.1 below show that the main effect of TJlabour shortages were:

lengthening the delivery period, actual reduction in output, reducing

Table 2.1 Effects of Recruitment Difficulty

Type of Effect Experienced Number of cases reported Percent

Actual reduction in output from

previous Jevels 45 35
Had to turn down desirable orders 21 16
Delivery periods lengthened 71 55
Orders lost due to long delivery dates 28 22
Postponement or curtailment of investment 9 7
Short in "key occupation” prevented

expansion of other employment 29 22

Note: Percent are those affected out of N = 130.

Source: L. C. Hunter (with P. B. Beaumont), Labour Shortages and Man-
power Policy (London: Her Majesty’s Stationery Office for the
Manpower Services Commission, 1978), table 3.2, p.19
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expansion of employment (of supporting labour), losing orders due to
long delivery periods, etc. Recruitment difficulty however seem to
have had little effect on investment in west-central Scotland.

In underdeveloped countries, one major effect of skill shortages
in the local labour market has been to increase the reliance on expat-
riate skills. These however have a negative impact on the balance of
payments and tend to distort the economic structure and growth

potential of the affected economies (see chapter IV).

2.2 ADJUSTMENTS TO LABOUR SHORTAGES

Since labour shortages are a supply or demand problem (or both) it
follows therefore that adjustment policy instruments have to influence
both the supply of and demand for labour. Thomas and Deaton (1973 and
1977) formulated the cost-minimization model (CMM) which sought to show
that employers would choose a blend of adjustment instruments which are
lTeast expensive.'® The model was then applied to three occupational
labour markets: bus drivers, draughtsmen and teachers.'® The various
adjustment 1instruments suggested 1in table 2.2 seek to achieve the
following:

(1) to reduce the desired total man-hours;

18The X-efficiency theory of Harvey Leibenstein, “Some Aspects of the X-inefficiency Theory of
the Firm“, Bell Journal of Ecomomics, vol. &, Autumn 1975, reprinted in King (1980) suggests that
firms do not perform as effectively as they could and there is no reason to suppose therefore that
they will choose the least expensive adjustment policies. Besides the cheapest, say in the short-run,
»ay not be in the best interest of the firm in the long-rum.

19Thomas and Deaton chose these occupations because two of them belong to the highly qualified
white-collar labour force and invelve a greater investment in training and thus greater occupational
attachment; it was both conceptually and empirically convenient to study a well defined group with a
high degree of homogeneity--bus drivers and teachers. The draughtsmen market was chosen for its lack
of standardized job content across industries and plants which has given rise to different employers
changing job content and job titles in response to labour shortages in this particular labour market.
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(2) to increase the average hours worked (supplied) per worker;

(3) to reduce the outflows of labour; and

(4) to increase the infiows of labour.
wWhile the main objective of the various instruments is to influence
both the supply of and demand for labour, only instrument type 1 seek
to affect demand by reducing the total man-hours required, all the
other instruments seek to influence the supply. Given such a diverse
set of adjustment dinstruments firms would, under conditions of limited
information, pick a mixture of those considered to be effective and
least expensive. The use of different instruments is necessitated by
the fact that one instrument, on its own, may not be enough to deal
with the problem of labour shortages.

Because of constraints (trade unions, technical, organizational,
government policy, etc.) attempts to eliminate an ex ante shortage may
fail and we would thus have a residual adjustment. It follows then
that certain measures may seek to eliminate the shortage while others
only suppress it. The measures which seek tc eliminate the shortage
are referred to as permanent measures which, once implemented, are
difficult to remove and are rarely reversed. What comes to mind here
is long training in a given occupation or pay increase awards which
are rarely rescinded.

Temporary measures like raising the retirement age or reducing the
hiring standards are used either because the permanent measures take
time to implement or where a firm is uncertain about the outcome of a
given instrument,20 The costs which a firm has to minimise relate to

both the permanent and temporary instruments. While the costs

200here a temporary or residual adjustment is used for a long time it may become permanent,
e.g. the use of over time and non-running of certain scheduled bus services in passenger transport
industry are cases in point, see Thomas and Deaton, pp. 24-5 for a detailed discussion.
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associated with a wage or recruitment campaigns 1in permanent
instruments are easier to measure, those associated with reduced hiring
standards take time to be felt and may therefore be difficult to
measure for they may manifest themselves as "reduced productivity, poor
time-keeping, higher absenteeism or turnover, or reduced quality of
output."21

On testing their model, Thomas and Deaton (p. 194) found it to be

"

robust enough "...to inciude all questions relating to the acquisition
and utilization of labour even in the absence of shortage.” However
they found that the CMM hypothesis had Timited appiicability for they
conceded (p. 195) "we could find no mechanism whereby such diverse
adjustments as pay, capital substitution, and recruitment costs were
compared as if they were alternative ways of achieving the same end."”
They attributed this to the problems of organizational structure and
the uncertainty which makes firms confine themselves to the tried and
familiar methods.

However, Thomas and Deaton found that in none of the three markets
did pay changes appear, at the market level, to be an exclusive or even
a dominant adjustment process. This, they argue, is due to the cons-
traints and expensiveness associated with the instrument. In the
Hunter study employers in the engineering industry were asked to rank
the various methods wused 1in adjusting to recruitment difficulty
according to their success in easing the problem. For technical (non-

managerial) skills the following methods (from the most to the least

successful) were used: increasing on-the-job training, overtime, and

2nder the cost-minimizing model, the firm's task is to minimise the discounted preseat valve
of the costs associated with a chosen plan; choose the discounting factor; and be prepared to revise
the estimates as more information become available or circumstances change. It is further suggested
that firss may not follow a cost minimisation strategies given the divergence of goals at the diffe-
rent levels of management; uncertainty about particular instruments make adoption of risk avoidance
strategies necessary; and constraints on certain policy actions. See Thomas and Deaton, pp. 20-2i.
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apprentice intake, respectively, and improving working conditions. For
skilled workers: more overtime, on-the-job-training, improving working
conditions, and subcontracting the work requiring shortage Tlabour,
Among the semi- and unskilled Tabour, the most common methods of adjus-
tment were upgrading less-skilled workers, use of part-time/temporary
labour, and improving the working conditions. By and large, Hunter
found that increased use of overtime, on-the~job training and improved
working conditions ranked highly among the responding firms, while the
reduction in the standards and increases in relative earnings ranked
Towly. Since Hunter, unlike Thomas and Deaton, used the conventional
theory of the labour market, he admits that such findings were quite
surprising.

That supply adjustment methods were used more often made Hunter (p.

45) to formulate a tentative hypothesis that: ...when faced with
difficulties firms will begin by operating on the supply side, but that
the more pressing the problem, the greater the likelihood they will be
encouraged to think in terms of demand adjustments."” This may, espe-
cially, be the case where the minimum quality of output is
specified--as was the case in the markets of teachers and drivers (in
the Thomas and Deaton study) where most of the effort was directed
towards expanding the supply and not altering the demand for labour
Both Thomas and Deaton, and Hunter argue that the use of supply

instruments and not demand ones may be necessitated by technical, 1ins-
titutional and high costs associated with the latter. This led Hunter
(p. 45) to speculate the implications of such findings:

It is possible, for example, that the use of supply adjustment methods in the case

of skilled labour is less appropriate fer technological reasons, or less

acceptable perhaps to the trade unions who may object to increases in appre-

nticeship and upgrading or the use of temporary or retired labour. It may also be

that the relative unimportance of increases in relative earnings for shortage

categories is due to the sheer difficulty of changing internal earnings or rates
differentials, certainly on a long term basis, Any such change might immediately
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be used as a bargaining lever for other groups in the plant--shortage or not--with
the result that the whole earnings structure would rapidly be lifted to a neu
higher level.

Thus costs were found to play a very important role in choosing
the adjustment instruments. For example, with regard to the shortage
of particular types of teachers Thomas and Deaton found that given the
uniform pay structure of the teaching profession, it was not possible
to raise the pay of maths and science teachers without raising the pay
of the whole profession.

Despite these problems, Hunter points out that it is possible,
within certain 1limits "“to make differential changes 1in working
conditions designed to prove more attractive to new labour or more able
- to retain existing employees.” It follows therefore that firms would
be forced to adopt measures which are feasible and generally acceptable
tc the employees: overtime, on-the-job training and better working
conditions. And because of the existence of internal labour markets or
other institutional constraints, firms may respond to external market
pressures by giving disguised wage increases in the form of merit pay
(Mulvey et. al, 1975).

Since the affected firms were not keen to reduce the hiring
standards, Hunter wondered as to whether "...firms in the region have
become too inflexible as a result of Tlong-term labour surplus in the
majority of occupations? or ... technological or production reasons ...
which mean that a Towering of hiring standards will result in higher
costs through greater wastage of materials, poor guality output and so
on." Although Thomas and Deaton also recognise these problems, they
further argue that where the elasticity of demand with respect to

quality is low, a deterioration in the quality of output may be more

acceptable than where the elasticity is high. For example, because the
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quality of bus services is very apparent as opposed to the quality of
education, employers in the latter case could let the teacher-pupitl
ratio fall but in the former case, cancellation of services or poor
trained drivers could force the public to switch to other alternative
means of transport.

A1l said, the most successful adjustment methods seem to be
increased supply (increased on-the-job training, increased apprentice

intake and increased overtime) than changes in the demand for labour.

2.2.1 MANPOWER PLANNING

Our analysis so far suggests that neither increasing wages nor
reducing hiring standards are, on their own, sufficient to deal with
the problems of skills shortages. In the case of the former, infla-
tionary pressures may follow and in the case of the latter output
quality may suffer. For these reasons, a comprehensive approach to the
problems of skill shortages and management of human resources through
manpower (human resources) planning is needed.

Being a relatively new concept,?2 manpower planning has yet to be
adopted by many companies. It has been shown that many companies do
little to anticipate staffing bottlenecks; and those who do confine
themselves to high-level occupational categories 1ike technical and
management (Doeringer and Piore, 1973). Under conditions of skilled
manpower shortages the main purpose of manpower planning would be to

try to ensure that the present and future manpower requirements (both

22In a recent survey of its corporate members on human resources practices, the Institute for
Personnel Management (IPM), “Follow up to the IPM Statement on Human Rescurce Planning, Initial Ana-
lysis of Survey Results”, (London: IPM, 1988) found that although a large majority of the respondents
obtained business benefits (improving identification of training needs, achieving more appropriate
staffing levels and improving management development which led to improved productivity) from opera-
ting manpower planning, the main obstacle to formalized manpower planning practices was the low
priority given to planning compared with immediate management concerns.
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in terms of skill composition and numbers) are adequate so as to
realise organizational objectives. Such an approach would minimise
crises—-management and ad-hoc decision making processes in the
management of human resources. —

The theoretical framework for planning human resources 1is repre-
sented in figure 2.1. From the various stages, what becomes apparent
about the benefits to be had from formalized planning is its emphasis
on basing decisions on detailed knowledge and understanding of both the
external and internal environments. And since 1t is an on-—going
process which is constantly revised so as to take into account changes
in circumstances (or as new information becomes available), its value
in adjusting to labour shortages and managing human resources cannot be
over emphasised.

It is recognised (Silcock, 1954; Clowes, 1973; Randell, Packard and
Slater, 1984) that a worker-employer relationship involves “"managing
the interaction between what 1is inside people, ie human capacities,
inclinations and needs; and what is within work, ie the quantity of
output and the satisfaction that people get from their job." Faijlure
to achieve a balance between employee and employer {(job) charac-
teristics may result in problems of alienation or conflict and this may
give rise to lower job satisfaction and consequently to higher Tabour
turnover. If a reasonable balance is achieved workers may be motivated
and their productivity enhanced. In terms of figure 2.1, an analysis
of the current skills, numbers employed, wastage, working practices,
sales and profit targets, etc., would help a firm diagnose the status
of this relationship and help it determine whether 1its overall
objectives are 1ikely to be achieved; if not, adopt policy actions

which would prove beneficial to both the firm and the employees,
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Figure &1 A Franework for Manpower Planning Process.
STAGES EXTERNAL INTERNRL ORGANIZATIONAL COMMERCIAL
1/ INVESTIGATION | | External Supply | |Mastage Analusis | |Incentive Schemes| | Sales targets
STOCK-TAKE | |Government Action| | Numhers emploved| | Method Study Production
# T Education trends | | Retirenents Working Practices | Profit targets
National econony | (Current skills Culture Market plans
y v
mﬂ_
_gagt M
2,| FORECASTING ’ B =
RERULRENENTS SUPPLY e D ¥ M AND
r k L
¢
3| PLANNING yPLAN FOR )
ADJUSTMENTS
s Recruitnent Retiranent
Training and retraining Redundancy
Promotion Industrial Relations
Renuneration Acconmodation
Development Organizational development
Costs Productivity
L
4) NONTTORING FEEDBACK MANPOWER UTILIZATION

Source: J, Branhan, Practical Manpouer Planning, 3rd ed, (London: Institute of Personnel

Nanagenent, 1362), p. 1b,
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The supply of and demand for tabour services in manpower planning
can be thought of 1in terms of the two-gap theory (Yotopoulos and
Nugent, 1976): both quality (skills) and quantity (numbers) should be
of the required 1level if the problem of labour shortages 1is to be
avoided. It follows therefore that in forecasting and planning man-
power, particular attention must be paid to the type of the manpower
gap identified so that a manpower plan can be addressed to reducing the
gap. But since forecasts are statements about the future based on the
assumption that certain conditions will hold; and planning seeks to
choose between alternatives and deliberately affect the conditions on
which the forecasts are based (Youdi and Hinchliffe, eds, 1985:22) it
follows that there are competing means to reduce the problems of man-
power shortages. This is illustrated in table 2.2 above. Manpower
planning thus seeks to minimise the costs associated with Tabour shor-
tages and the costs associated with adopting a particular adjustment
strategy--that is, take into account both the internal and external
factors which influence the costs likely to be incurred by the firm.

In particular Colclough (1972) has suggested that the inherent
assumption in many manpower plans in Africa that training (job-based)
was complementary to formal education 1is not borne out by empirical
evidence for particular occupational groups.23 For example, drawing on
evidence from Zambia, he demonstrated the negative relationship between
training and education within occupational groups (those highly
educated would need less training after Jjoining a given company) but a
positive relationship across the occupational hierarchy (the higher one

goes up the occupational hierarchy, the higher will be both the levels

23For a discussion of how the newly industrialised countries (NICs) of Asia--Singapore, Hong
Kong and Taiwan--use internal training to restructure their industrial structures and thus remain

Development Centre Studies, (Paris: OECD, 1988)
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of educational attainment and training required). He defines education
to mean the number of years spent in formal school-university educa-
tional system, and training as any courses (in months) an employee
undertakes after joining a given company (or on-the-job training).

The foregoing implies that within a given occupational category,
training and education (as Colclough defined them) can substitute each
other in the formation of skills but that across occupations, they are
complementary. Because recruiting highly educated personnel wouild
reduce the costs of training incurred by the employers (given the subs-
titution), evidence from Colclough suggests that employers tended to
pay more for educational attainment than they did for training. As a
consequence employers tended to inflate the educational requirements so
as to reduce the potential training costs. We demonstrate, in chapter
VI that such an insistence on unreasonable higher levels of educational
attainment are major factors 1in the incidence of labour shortages in
the high-level manpower occupations.

Colclough’s distinction between training and formal education is
both confusing and limiting. That is, if an employer sends an employee
with a bachelors degree for a higher degree, that would constitute
training. If, on the other hand, the employer recruits another
employee with a higher degree already that would constitute formal
education (and not training). That those with higher levels of educa-
tional attainment require 1ittle or no training (internal or formal)
is, in itself, not surprising for in the formation of general skills,
training and formal education may become synonymous. For Jlower level
occupations and manual skills, on-the-job (internal) training may be
the best method in forming the skills which have a higher degree of

specificity both to the jobs performed and the technology used. Thus,
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in the final analysis, Colclough’s suggestions can be reduced to
internal versus external formal training.

As we have demonstrated above, if the identified manpower gap is of
skill shortages, a manpower plan may seek to address this problem by
either increasing internal or external formal training (or both),
increasing recruitment (if the problem is not of recruitment difficulty
in the local 1labour market), redesigning Jjobs so that 1Jess skilled
labour can substitute more skilled labour, improving working conditions
(without upsetting the pay structure), etc. As a rule, the blend of
the policy instruments chosen will depend on the circumstances of the
company, costs involved, and the nature and extent of the probiem at
hand.

It is because the problems of labour shortages are either supply or
demand, internal or externhal factor, etc. that Birks and Fyfe (1984 and
1987), and Fyfe (1988) have suggested the diagnostic approach to
manpower planning--especially 1in the underdeveloped countries. They
suggest, for example, that manpower problems (in column B of table 2.3)
may be caused by economic slowdown (especially unemployment and
provision of training facilities), a rapid growth of the parastatal and
public sectors without regard to the organizational capacity and effi-
ciency of the local manpower (dynamic labour shortages), poor
recruitment and retention policies, etc. The suggested adjustment
instruments in celumn D are similar to those already discussed above.

Evidence presented so far (and in chapter IX) suggests that it is
not that the causes for manpower shortages are not always khown but
that there are particular institutional and other constraints which
make it difficult to implement the necessary remedial actions. For

example, while many INDECO subsidiary companies recoghize that the
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ZIMCO pay structure and grading system to be inflexible and
bureaucratic (and thus makes it difficult to attract and retain some of
the necessary skills), there is very 1ittle they can do as individual
companies to correct it. However, where the diagnosed problem can be
addressed internally, the diagnostic approach would prove very
invaluable.

In case studies of seven companies on manpower planning undertaken
by the Manpower Services Commission (OMSC) and the National Economic
Development Office (NEDO) in 1978, 1t became apparent that the main
feature of manpower planning is its systematic approach to manpower
management, whereby the regular monitoring of employment information
makes it possible to forecast the future manpower requirements. Such
forecasts are then used in the formulation of policies and deciding on
such matters as recruitment, selection, development, deployment, utili-
zation and retention of personnel. Evidence from these case studies
suggests that a fundamental requirement for effective manpower planning
is a fairly accurate and detailed information system which would make
it possible to monitor manpower trends, help relate business activities
to available manpower and highlight any problem areas.

The major objectives of manpower planning in the seven companies
studied were found to be the following (OMSC/NEDO, 1978:6-7):

(a) to increase stability of employment over the trade cycle;

(b) to provide for future skilled 1labour requirements and give an
indication of training needs;

(c) to ensure that adequately qualified and experienced manpower was
available to fill managerial posts and to match 1individuals
correctly with appropriate vacancies in the organisation;

(d) to improve efficiency in the utilization of manpower; and
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(e) to monitor and control manpower levels and costs.

It has to be recognised however that the above 1listed objectives
present a conflict between short-term financial pressures and long-term
performance needs which require a retention of a skilled and
experienced workforce (labour hoarding). However, evidence from the
survey suggests that it is possible to maintain a reasonable balance
between the conflicting objectives. It is because of its comprehensive
nature that manpower planning has been defined as "a strategy for the
acquisition, utilisation, improvement and retention of an enterprise’s

human resources.”24

2.3 CONCLUSION

In this chapter we have examined the theoretical background and
review the 1literature on labour shortages at the micro Tevel. In
particular we looked at the concept of skill and distinguished between
direct and symbolic knowledge components of a skill. We demonstrated
the importance of having embodied and disembodied knowiedge in an
organization. What comes out of this chapter is the fact that 1labour
shortages, being a relative concept, are a constant feature of any
Tabour market and that they have always existed in one form or another.
It follows then that we can only talk of a shortage if we have a
particular wage rate, quality and quantity of labour required in mind.

We demonstrated the theoretical and practical problems associated
with measuring labour shortages. In particular, we showed that some

models defined occupational labour shortages as being synonymous with

24United Kingdom, Department of Employment, Company Manpower Planning, Manpower Papers No. 1,
(London: HMSO, 1974}, first published 1968, p. 2.
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an increase in the relative earnings of that occupation (salary rise
shortage); others attribute it to a slow adjustment in the saiaries and
inelastic supply jn the wake of a continued 1increase 1in the demand
(dynamic labour shortages) and others to bureaucratic controls in
adjusting the salaries (price control shortage). These various models
suggest therefore that Tabour shortages are caused either by inelastic
supply (which cannot match the rate at which demand increases) or
inflexible wage rates or both. The ‘salary rise shortage’ has however
received a lot of criticism for its equating a salary rise of a given
occupation to a shortage.

Employers often forecast the future supply and demand for labour
and if an ex ante shortage is identified, there are various adjustment
instruments which they can adopt to deal with the problem. However,
their choice of the adjustment +instruments would be governed by the
costs involved, the state of the internal and external labour markets,
government policy and other institutional constraints like bargaining
procedures with the trade unions. But since it is not possible in
practice to compare the different adjustment instruments in detail, the
cost-minimization model suggested by Thomas and Deaton was found to
have little applicability in practice.

However, empirical evidence reviewed 1in this chapter shows that
because of formidable constraints and costs associated with demand
adjustment policies, many firms prefer using non-wage adjustment
instruments which seek to increase the supply of labour. That changing
wage rates is not the predominant adjustment to Tlabour shortages have
led some to question the validity of the neo-c¢lassical theory in
solving practical problems. While the empirical evidence presented in

this chapter emphasise the importance of non-wage adjustment, it does
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not suggest a preclusion of changes in relative earnings where it is
feasible, But we argue later 1in the thesis that in INDECO and ZIMCO,
there has been a tendency t> over-emphasise the supply aspects and to
lower hiring standards in fesponse to recruitment difficulties in the
Jocal labour market with 1ittle or no mechanism for adjusting wage
rates in the short-term so as to attract and retain the necessary
skilled and professional labour.

Given the costs and constraints involved in adjusting to Tabour
shortages, we suggested that adoption of manpower planning, where
adequate manpower data exists, would prove beneficial to many firms,
shortage or not, for it would help firms to make informed manpower
decisions which are considered and based on the understanding of both
the external and internal factors. 1In anticipating future problems,
manpower planning 1is essential, especially for those companies which
experience labour shortage, as it seeks to find solutions to the anti-
cipated problems well before they come to fruition. While it is not
possible to predict human behaviour with a high degree of certainty, a
rough knowledge of the nature and/or scale of the problem is, never-
theless, quite useful and beneficial. Since the external environment
influences internal company environments we endeavour, in the next two
chapters, to analyse the economic and labour market environments in
which INDECC operates. Later we consider how these account for the

incidence of manpower shortages experienced in INDECO companies.




CHAPTER III

THE ZAMBIAN ECONOMY: STRUCTURE AND PERFORMANCE

IN THE POST-INDEPENDENCE PERIOD

3.0 INTRODUCTION

In recent years the Zambian economy has been characterized by
falling Jliving standards, rising inflation and unemployment Ileveils,
foreign exchange constraints and external debt problems. This
contrasts with the boom and prosperity of the 1960s and early 1970s
which was generated by high world copper prices. With the fall in
world copper prices in 1975, the economy has continued to experience
structural problems. These difficulties have had a telling effect on
business confidence, operations and expectations. Without resorting to
a lot of detail we present evidence in this chapter which demonstrate
the extent to which falling export earnings have adversely affected
economic growth in Zambia. Like 1in chapter I we examine the impact of
low production in the agricultural sector and thereby demonstrate why
it is not possible to shield the domestic sector from external fluc-
tuations in the price of copper (and falling export earnings).

We begin by reviewing the performance of the economy and its
structure in the post-independence period. 1In section 3.2 we examine
evidence on how fluctuating and falling export earnings deter economic
growth, We discuss the role of government policies towards the

agricultural sector in section 3.3.
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3.1 THE ECONOMIC PERFORMANCE INDICATORS AND STRUCTURAL CHANGES,

The economic structure determines the productive capacity of any
country. In Zambia, the failure to alter the dualistic character of
the economy (that 1is, copper mining and auxiliary activities not only
dominate the modern sector but also co-exist with the subsistence and
traditional agriculture of the rural sector) is largely responsible for
the current economic problems. The agricultural and industrialization
policies both neglected domestic production in preference to imports
but with the rise in the cost of imports and falling export earnings,
shielding the domestic economy from the adverse effects of the external

sector has not been possibile.

3.1.1 ECONOMIC PERFORMANCE INDICATORS

Table 3.1 demonstrates that while GDP (at constant 1970 prices)
grew at an average annual rate of 8.15 per cent between 1965 and 1970
(actually between 1964 and 1970 the average annual growth rate was 10.6
per cent), it fell to 2.45 per cent between 1970 and 1975. Between
1975 and 1980, GDP fell at an annual rate of about 0.25 per cent. This
trend however reversed between 1980 and 1984. When GDP is adjusted for
the changes in the terms of trade, table 3.1 shows that it fell at an
anhual rate of about 1.7 per cent between 1970 and 1984--a fall of
about 26 per cent over the period (at 1980 constant prices, GDP adju-
sted for terms of trade fell at an average annual rate of about 2.33
per cent between 1870 and 1986, see tabie A2.1 in appendix II). Such a
fall in real GDP, coupled with a rapid annual population growth rate of
3.7 between 1970 and 1985 has had a severe negative impact on real per

capita income~-it fell at an annual rate of about 3.47 per cent over
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the same period (1970-85).

It is not difficult to see why GDP and per capita income fell as
they did over the post-independence period: real gross fixed capital
formation (GFCF) fell at an average annual rate of about 6 per cent
between 1970 and 1985; and as a proportion of GDP, in real terms, it
fell from 29 per cent in 1970 to 3 per cent in 1985. The government
sector which accounts for a lot of the economic activity in Zambia did
not escape the decline either: its budget position, in real terms, fell
from a surplus of K97 million in 1970 to a deficit of K189 million in
1985-~equivalent to an annual increase in the deficit of 20 per cent.
The proportion of government capital expenditure to total expenditure
fell from 21 per cent in 1973 to 13 per cent in 1983. The high figure
for 1985 is not for new infrastructure but for repairs of past stock.

The standards of living have, 1in addition to the rapid population
growth rate, been adversely affected by the high inflationary pressures
experienced in the economy. For example, from 1975 onwards, the annual
rate of inflation (table 3.1) has ranged from 18.38 per cent between
1975 and 1980 (using the GDP deflator) to 32.58 per cent between 1980
and 1985 using the wholesale price index. On the whole, between 1970
and 1985, the annual average rate inflation has ranged from 24.67 to
44,33 per cent, depending on the index one is considering.

With regard to the balance of payments, table 3.2 demonstrates that
from a surplus of US$108 million 1in 1970 on the current account, it
reached a deficit of US$721 million in 1975 (equivalent to an annual
fall of about 153.52 per cent). The deficit slightly improved to
US$537 million 1in 1980 (a marginal surplus of US$37 million was
registered in 1979), US$204 million in 1985 and a surplus of US$21

million in 1987.
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Table 3.2 Gross National Product, Foreign Debt and International Transactions: 1970-1987

in aillions of United States dollars.

1970 1975 1980 1981 1982 1983 1984 1985 1986 1987

National Foreign Debt:

Long-term debt 653 1263 2274 2282 2423 2604 2716 3203 3182 4354
Use of INF credit 0 89 393 131 635 666 698 762 825 957
Short-term debt - - 586 611 648 514 433 676 1018 1089
Total Debt stocks (EDT) - - 3253 3624 3705 3784 3847 4641 5625 6400
Economic Aggregates:

Gross Nat'l Product (GNP) 1742 2271 3595 3901 3637 3146 2539 2278 1411 1914
Exports (XGS) 999 880 1625 1169 1079 1025 973 867 732 955
Inports (MGS) 745 1474 1986 1826 1616 1286 1090 1043 1170 979
Interna’l Reserves (RES) 515 166 206 142 157 137 55 201 72 1
Current Account Balance 108 =121 =537 =134 =565 =21 =153 ~204 -391 21
Public and Publicly Guaranteed

pebt

Qutstanding and

disbursed (DOD) 623 1143 2187 2232 2379 2580 2693 3203 3782 4354
Principal Repayments 35 49 182 199 92 50 56 52 76 73
Interest Payments (INT) 29 47 107 94 84 73 39 43 64 36
Total Debt Service (TDS) 64 96 289 293 176 125 114 95 140 129
finalytical Ratios (%}:

Total External Debt

EDT/XGS - - 200.2 309.9 343.5 369.3 395.5 535.3 768.4 670,2
EDT/GNP - - 90.5 92.9 101.9 120.3 151.5 195.2 398.6 334.4
RES/EDT - - 6.3 3.9 4.2 3.6 1.4 4.3 1.3 1.7
RES/MGS (months) 8.3 1.3 1.2 0.9 1.2 1.3 0.6 2.3 0.7 1.4
Public and publicly guaranteed

DOD/XGS 62.3 129.8 134.6 190.9 220.6 251.8 276.8 369.5 516.7 455.9
DOD/ GNP 35.7 50.3 60.8 57.2 65.4 82.0 106.0 134.7 268.0 227.5
TD5/X6S 6.4 10.9 17.8 25.1 16.3 12.2 1.8 10.9 19.1 135
TDS/ GNP 3.7 4.2 8.0 1.5 4.8 4.0 4.5 4,0 9.9 6.7
INT/X&S 2.9 5.3 6.6 8.0 7.8 1.3 6.0 4.9 8.8 5.9
INT/GNP 1.7 2.1 3.0 2.4 2.3 2.4 2.3 1.8 4.5 2.9
RES/DOD 82.7  14.5 9.4 6.4 6.6 5.3 2.0 6.3 1.9 2.5

Source: World Bank, World Debt Tables: External Debt of Developing Countries, 1988-89 edition,

vol. II, Country Tables, (Washington: World Bank, 1988), pp. 438-441
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More importantly, table 3.2 demonstrates the increase in the
external debt between 1970 and 1987--most of which was to meet the
export earnings shortfall. At more than US$6 biltion 1in 1987, the
extent to which external debt further complicates the foreign exchange
problems and investment is obvious. In percentage terms, the
proportion of total external debt to total exports rose from 200.2 per
cent in 1980 to 768.4 per cent in 1986 and 670.2 per cent in 31987. In
relation to GNP, it rose from 90.5 per cent in 1980 to 398.6 per cent
in 1986 and 334.4 per cent in 1987. Table 3.2 also shows that Zambia’s
international reserves are very small (actually according to the Bank
of Zambia statistics, net foreign assets have increasingly been
negative since 1975) in relation to total debt stock (EDT), public and
publiciy guaranteed long-term loans (DOD) and imports (MGS)~-in terms
of the months 1in which the reserves can pay for the imports. The
public and pubiicly guaranteed loans component outstripped GNP from
1984 onwards.

Table A2.1 in appendix II demonstrates that, except for 1972, 1974,
1982 and 1986, export earnhings have been falling. And when such export
earnings are deflated by the index of import prices (capacity to
import--CTI), they have been falling at a rate of about 4.6 per cent
per annum between 1970 and 1986. The same table also shows that while
the prices of exports ihcreased at an annual average rate of about 0.2
per cent over the same period, those of imports rose at an annual rate
of about 22.5 per cent. As a consequence the terms of trade fell at an
annual rate of about 5.0 per cent. The net result of all this was to
reduce gross domestic saving from K1.064 million in 1974 to minus K28
miliion (at 1980 prices) by 1986.

From the economic indicators considered so far, it becomes clear




-105-

that a combination of falling export earnings, falling gross fixed
capital formation, rapid population growth, deteriorating terms of
trade, rising debt burden and inflationary pressure, etc. have all
contributed to a fall in the national income and consequently the

standards of 1living.

3.1.2 CHANGES IN THE ECONOMIC STRUCTURE

In terms of sectoral contribution to GDP, table 3.3 demonstrates
that mining and gquarrying contributed about half of GDP in 1964; with
the other sectors contributing the other half. By 1970 its
contribution had fallen to 36.6 per cent; 29.8 per cent in 1975; 28.1
per cent in 1980 and 29.6 per cent by 19884. Thus the relative
contribution of mining and quarrying sector to GDP has been declining.
However, in absolute terms, the fall in the relative contribution of
the mining sector does not mean diminished importance in the economy.
For example, while agricultural and manufacturing sectors grew at
average annual rates of 2.4 and 3.1 per cent, respectively, between
1970 and 1975; the mining sector registered negative growth over the
same period of about 1.7 per cent per annum. But the contribution of
the mining sector at nearly 30 per cent from 1970 onwards contrasts
with that of agriculture and manufacturing with each contributing below
12 per cent of GDP.

Thus to-date, the mining sector still remains the dominant sector
of the economy. Such dominance is further strengthened by its role as
the major earner of foreign exchange and determinant of the exchange
policy of the government. The decline in its relative contribution to
GDP has not been as a direct result of government policy of diversi-

fying the economy but rather, the result of external factors.
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Bhagavan (1978) argues that thié decline was against the wishes of the
government. In a nutshell the economy at present, like 1in 1964,
continues to be dominated by the mining sector. This failure to change
the economic structure 1is, according to Good (1984:40), due to "the
incapacity of the state to implement and manipulate change, not the
non-availability of capital and foreign exchange--especially up to
1970" (italics mine).

The evidence we have analysed in this section suggests that the
dominance of the mining sector, both in terms of its contribution to
GDP and as the major earner of foreign exchange, has cantributed to the
economic problems which affect Zambia because of the fluctuating and
falling prices of mineral exports. In the next section we present
further evidence with the view to demonstrating how falling and/or
fluctuating export earnings translate into lower actual and potential

economic growth.

3.2 EXPORT EARNINGS AND ECONOMIC GROWTH:

EVIDENCE FROM_ZAMBIA.

The conventional theory of economic development uses two hypotheses
(the export earnings instability and the terms-of-trade deterioration),
to explain how export earnings fluctuations translate intoc slow growth
in primary commodity exporting countries.!?

(a) The export instability hypothesis states that unstable export

1p. A. Yotopoulos and J. B. Nugent, Economics of Development: Empirical Investigations, (New
York: Harper and Row, 1976), pp. 328-29). While this prediction is accepted, Yotopoules and Nugent,
however, suggest an alternative theory which uses the permanent income hypothesis: that is, since the
marginal propensity to consume out of temporary (transitory) income when compared to that from perma-
nent income is lower, higher savings and thereby higher investment would result from unstable export
earnings and thus promote economic growth. For a detailed discussion of this hypothesis, see
Yotopoulos and Nugent, pp. 330-40.
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earnings resulting from either fluctuating export prices or volumes,
(or both) translate themselves through multiplier effects into huge
resource losses 1in developing countries (LDCs) and hence low economic
growth. Since LDCs depend on imported capital, intermediate and
consumer goods, falling export earnings would lead to a shortage of
both foreign exchange and capital--the two gap theory (Todaro, 1981).
Problems with foreign exchange and capital would lead to reduced
investment and hence lower economic growth rates. More importantly,
Yotopoulos and Nugent argue that the measures taken by LDCs governments
to deal with unstable export earnings 1like currency devaluation,
import-substitution, reduced public expenditure, etc. further worsen
the economic growth prospects.

{(b) The terms—of-trade deterioration hypothesis: this hypothesis

states that while the prices of primary exports from LDCs to developed
industrialised countries (DCs) are fluctuating and declining, their
imports of manufactured goods and specialised services, on the other
hand, from the latter are rising rapidly (in the case of Zambia see
table A2.1 in appendix II). Since unstable export earnings result into
foreign exchange shortages, it becomes increasingly difficult to import
raw materials, intermediate goods, spare parts and capital goods for
the domestic productive sectors. As such we observe falling incomes
(GDP) 1in countries with falling export earnings. The Prebisch~Singer
Thesis? attributes increased poverty in LDCs to deteriorating terms-of-
trade with DCs and low wages in the former countries. Tables 3.1 and
table A2.1 1in appendix II exemplify the extent to which deteriorating
terms~of-trade can lead to a substantial fall in absolute and per

capita income.

2For a discussion of both the theoretical and empirical weaknesses of this thesis see
Yotopoulos and Nugent, op. cit, pp. 342-345,
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In Zambia, Obidegwu and Nziramasanga® have shown that the fluctu-
ating but declining worid copper prices affect the economy through the
profitability of *he mining companies, the resultant effects on govern-
ment revenue, and the uncertainty created among other economic agents.
High copper prices means high export earnings (since copper accounts
for over 85 per cent of total exports) and high profits for the mining
companies. When profits are high in the mining sector, the government
has a guaranteed source of revenue in terms of mining royalties and
company taxes. For this reason, the mining sector accounted for more
than 60 per cent of the government’s total revenue in the 1960s. In a
word, it is plausible to argue that like its colonial predecessor, the
post-independence economy was based on high world copper prices.
Available evidence shows that up to 1970, fluctuating copper prices and
indeed exports earnings instability were not a constraint on economic
growth in Zambia. Actually the main limit to growth then was the lack
of skilled and professional manpower and infrastructure 1ike transport
and communications (see Elliot, ed. 1971). The problems of skill shor-
tages and 1inadequate infrastructure continue to adversely affect the
economy to-date (we discuss skill shortage issues in the next chapter).

The economic problems which became pronounced from 1975 onwards are
as a result of the failure to adjust to persistent low world copper
prices. The sustained fall in the world copper prices has been acco-
mpanied by a fall in international foreign exchange reserves, increase
in foreign debt (see table 3.2) and a fall in the share of the mining
sector’s contribution to government revenue. For example, table A2.2
in appendix II demonstrates that the share of the mining sector to

gevernment revenue fell from about 58 per cent in 1969 to 13 per cent

3C. F. Obidegnwu and M. Mziramasanga, Copper and Iambia: an Econometric Analysis, Lexington
Books, (Lexington, Mass.: D. C. Heath and Company, 1981).
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in 1975; zero in 1978 and negative contribution (that is the government
had to bail out the mines) in 1977 and 1979. As a consequence both
direct and indirect taxation had to be increased. Even more
importantly, the government budget has largely been in deficit since
1975 (table 3.1).

In their study of copper and Zambia, Obidegwu and Nziramasanga
(1981:103-132) formulated a simulation model which they used to test
the response of the Zambian economy from exogenously imposed copper
price shocks. This dynamic multiplier analysis was done for the period
1968 to 1976. They made four assumptions about the world copper prices
shocks:

(a) a one-off 10 per cent rise in the world price of copper (London
Metal Exchange prices—-LME) in 1968;

(b) a one-off 10 per cent decrease in the LME price;

(c) a sustained 10 per cent increase ih the price throughout the
period; and

(d) a 10 per cent sustained price decrease over the period.

The multiplier effects of assumption (a) on selected variables
showed that nominal GDP increased by Ki14.8 million for each K100 per
metric tonne increase in the price of copper. This implies that price
increase are stimulative to the economy--as real GDP, investment and
employment, all increased. However, the 1increase in money supply
resulting from high foreign exchange reserves had a negative effect on
final demand after three years because it tended to increase the
general price levels.

The assumption of a 10 per cent ©price decrease, as we would
expect, had a contractional effect on the economy--especially on

investment. A fall in government revenue from mining companies reduces




-111-

its investment and savings. The volatility and decline of government
net lending from 1969 onwards (table A2.2) may serve to demonstrate the
impact of falling world copper prices on investment. Investment in the
mining sector itself was also found to suffer (due to lower profits)
since it depends on the retained earnings for its investment. The fall
in gross investments in the copper industry had a further negative
effect on the real output in the noh-copper sectors, especially in
manufacturing which has high dependence on the former.

The assumptions of sustained price increases over the simulated
period showed sustained substantial stimulative (for the price
increase) and contractional (for the price decrease). However, both
had sustained inflationary tendencies: the world copper price rise
increased money supply (because of increased foreign exchange
reserves); and the world price decrease forced the government to
increase domestic borrowing to compensate for lost revenue—-which
increased money supply and hence inflationary pressures.

From the above short-run multiplier tests, Obidegwu and Nziramasa-
nga concluded that the changes in the copper markets affect the Zambian
economy through their direct impact on the balance of payments, foreign
exchange reserves, copper-industry profits and investment--all of which
have significant induced effects on government revenue, money supply
and domgstic prices. The non-copper sectors are affected through
induced changes 1in investment and government spending. However, these
responses were tagged, that 1is, government spending and capital stocks,
respectively, responded to changes in revenue and investment with a
lag. They also concluded that a fall, and not an increase, in the
world price of copper had greater absolute effects on GDP, investment

and total employment. Fluctuating export prices hinder economic growth
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because a falil in world prices leads to a large fall 1in economic
activity, especially in the real sectcr, than an increase in economic
activity caused by a corresponding increase in the export prices.

Given the weaker 1linkages between the copper and non-copper
sectors, Obidegwu and Nziramasanga (p. 132) thought that the impact of
the world copper price changes on the non-copper sector were minimal.
Although there may be weaker linkages in terms of physical production
between the mining sector and the non-mining sector, they have a strong
financial linkage in terms of foreign exchange.4 For example, table
3.4 demonstrates that between 1982 and 1987, only the mining sector in
the ZIMCO Group earned more foreign exchange than it spent (allocated).
A1l the foreign exchange spent by the other sectors was mostly earned
by the mining sector. For this reason, a fall in the world price of
copper has a telling effect on the other sectors. This has been
evident in Zambia ever since the collapse in worid copper prices in
1975, and 1is indicative of the fact that weaker 1inkages in terms of
production are hot, 1in themselves, enough to shield the non-mining
sector from the adverse effects of failing export earnings.

Obidegwu and Nziramasanga were also able to reach the conclusion
that unstable export earnings had no substantive impact on the economy
because they excluded policy actions from the model. They felt that
the rest of the economy was cushioned by the copper industry profits
and partly by foreign shareholders who bore the brunt of price

fluctuations, accumulated government reserves, and access to commercial

4after the collapse in the world price of copper in 1975, the governsent continued to spend as
before on the assumption that the fall in the prices were temporary {and this runs contrary to the
alternative theory’'s prediction). In the event they did not recover and, as a consequence, both
domestic and external debt have been on the increase ever since 1975. Had Obidegwu and Nziramasanga
included policy actions in their model it could have shown that the viability of the non-capper
sector is adversely affected by the fall in world copper prices as the non-copper sector depends on
the foreign exchange and capital generated by the aineral exports.
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Table 3.4: FOREIGN EXCHANGE EARNINGS AND ALLOCATION FOR _THE ZIMCO GROUP: 1982/83-1986/87
{in millions of United States dollars)

1982/83 1983/84 1984/85 1985/86¢  APRIL-SEPT 1986  APRIL-SEPT 1986  1986/87
Actual Actual Actual Actual Actual Budget Budget
E A £ A £ A 3 A £ A E # E A
Sector
Nining 962.4 211.5 1023.0 294.8 829.0 260.8 763.8 238.3 353.9 115.1 402.9 145.9 873.0 332.0
Industry 4.6 100.5 6.3 101.3 il1.9 114.7 18.4 73.6 13.9 3.8 113 69.4 23,9 131.7
Agriculture - 0.3 - - 0.1 0.1 01 01 - - - 0.1 0.5 3.2
Energy 32.6 247.0 62.4 245.4 40,5 150.2 30.8 176.6 12.4 45.2 14,1 90.9  28.2 186.0
Finance 2.2 B.4 4.5 7.8 6.3 10,6 2.9 123 1.0 7.0 1.2 9.3 1.8 111

Transport 35.3 60,0 32,3 57.8 26.0 60.4 35.6 47.5 159 207 2.5 22.1 553  43.8

Communications 5.1 4.5 1.7 7.7 5.4 10,3 5.7 146 4.3 0.6 4.6 12.4 9.2 24,7

Trading 0.1 353 0.2 4.2 1.8 6.3 4.4 48 2.1 1.6 3.9 5.2 135 16.4
Hotels 2.6 1.6 1.8 0.5 2.5 37 5.0 26 19 0.9 1.9 0.9 3.8 2.4
Real estate - - - 0.5 - 0.1 - - - - - - - 1,6
TOTAL 1044.3 669.1 1138.2 730.0 923.5 616.8 B866.7 570.4 405.4 229.0 460.5 356.1 1009.2 758.1
Net Earnings 375.2 408.2 306.7 296.3 176.4 104.4 251.1
KEY: E = Earnings
A = Allocation

Source: Republic of Zambia, ¥ational Commission for Development Planning, Economic Review 1986 and Annual
Pian, 1987, Tables XXII.3 (&) and (b), pp. 405-6.
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credit for private industry.

Ownership structure of the economy notwithstanding, it is difficult
to see how the rest of the economy could be cushioned from the advers2
effects of falling export earnings: minority foreign shareholders hold
preferential shares and where management 1is contracted to them through
management or technical agreements, they have to be paid in foreign
exchange.

Although over their model period (1968-1976) revenue was not a
binding constraint on government expenditure as it could draw on its
substantial reserves and/or borrow locally and externally, this has not
been the case from 1975 onwards as the government budget has largely
been in deficit (table 3.1).

That commercial credit (at Tower rates of interest) was to compe-
nsate for the fall in government net lending to the private sector so
as to keep investment at planned levels is not supported by empirical
data. Table 3.1 demonstrates that real gross fixed capital formation
has been falling at an annual rate of about 6 per cent between 1970 and
1985--in which case the non-copper sector has not been cushioned but

adversely affected by fluctuating and falling export earnings.

3.3 THE AGRICULTURAL DEVELOPMENT STRATEGY.

While the importance® of the agricultural sector in diversifying

SRepublic of Zlambia, Second Hational Development Plam, 1971-76, (Lusaka: Government Printers,
1971), p. 14) attributed the importance of increased agricultural production in economic development
to the following factors: (a) increase rural employment prospects and incomes, and thus improve
income-distribution and also reduce rural-urban migration; {b) save foreign exchange through reduced
imports of agricultural foodstuffs and goods, and most probably, even generate more foreign exchange
through increased agricultural exports and thence reduce, somewhat, the dependence on copper as the
main foreign exchange earner; (c) increased rural incomes would increase the effective demand and
thereby the market for the expanding industrial and manufacturing sector; and (d) assist industrial
development by increased availability of raw materials.
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the lop-sided economy has been recognised, the government’s policies
towards the sector have often been contradictory and unfavourable.

Table A2.3 in appendix II demonstrates that the post-independence
agricultural development strategy has failed to achieve its stated aims
of increasing agricultural production, improving rural Tiving
standards, and reducing the country’s dependence on copper mining and
exporting. In particular table A2.3 brings out three main points:

(i) marketed agricultural production 1in the post-independence
period has both been fluctuating and consistently below the nation’s
food requirements,

(ii) given the high rate of population growth over the post-
independence period (table 3.1), per capita food production has been
falling and hence the dependence on imported foodstuffs and other agri-
cultural raw materials still continues. 1In per capita terms, food pro-
duction may have fallen by a quarter since the mid 1970s (Good,
1988:47), and

(i1i1) the persistentiy 1low agricultural producer prices have
effectively reduced rural 1living standards and increased income
inequality in relation to the urban areas.

Government policies are largely responsible for the poor perfor-
mance of the agricultural secter. For example, by confining its role
to the provision of infrastructure and services, themselves inade-
quate, Klepper (1979) argued that the government has failed to motivate
the small-scale and traditional farmers. Had the government parti-
cipated directiy in the decision-making processes of the agricultural
sector, Klepper suggests that agricultural production could have been
enhanced. The provision of marketing, credit, extension, education and

health infrastructure and services which the government thought would
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be adequate to encourage increased agricultural production have not
been successful either because access was limited or those who had
access could not use the services effectively.b

The government’s agricultural pricing policy has also been detri-
mental to increased agricultural production. It has been demonstrated
(Dodge 1977:123~130) that Zambian farmers who sold their crops, in the
post-independence period, to the National Agricultural Marketing Board
(NAMBOARD)? and 1its agents (Provincial Co—-operative Unions) had been
taxed and not protected. For most of the crops sold, they have consi-
stently received less than they would have got on an open market, which
is free from government intervention. This negative protection, as
termed by the ILO/JASPA Mission (1981:61), of paying Zambian producers
less than the import parity amounts to using foreign exchange reserves
to protect foreign producers. Such taxation of farmers, runs contrary
to the government’s stated objectives because it lowers the farmers’
incomes and agricultural production and widened the rural-urban income
differentials. Available statistics show that rural incomes have
declined in the wake of falling rural-urban terms of trade to the
extent that by 1980, "it required three times as much rural produce as
in 1965 to buy the same urban goods” (ILO/JASPA, 1981:64). Such a
fall in rural incomes encourages rural-urban migration and this, in
turn, adversely affect agricultural producticn as it reduces the supply
of productive (young) labour during the peak periods of cultivating and

planting, weeding and harvesting.

6For a discussion of the problems associated with the administration of agricultural credit,
marketing, etc. see Dodge, 1977; Klepper, 1979 and Quick, 1978.

TNAMBOARD has just been dissolved and its functions taken over by the Nitrogen Chemicals of
lambia Limited and the Co-operative Federation Limited, Times of Jambia, and laebia Daily Mail, 6-8
July, 1989,
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The low producer prices forced many large-scale commercial farmers
to substitute crop production for ranching as the latter is free from
government pricing restrictions (Klepper, 1979). As a consequence,
crop production has been reduced because most of the land is now used
for grazing pastures. The uniform agricultural pricing policy for the
whole country without regard to comparative advantages or differences
in climatic and soil conditions of the different regions--though justi-
fiable on equity grounds--have proved expensive for they necessitate
huge subsidies to NAMBOARD and its agents. Such costs would not be
incurred if a differential pricing policy was followed for it wouild
discourage growing maize 1in regions where climatic and soil conditions
are not best.

The agricultural pricing policy has, among other, things, been
influenced by the following factors (Dodge, p. 130):

(a) political power of the urban sector, with its organised labour
and pressure groups, have necessitated Jlower producer prices to ensure
lower consumer prices for food. High producer prices would either mean
higher government subsidies to food manufacturers or increased wages to
offset rising food costs. Such fears were confirmed in December 1986
when food riots on the Copperbelt broke out as a direct result of the
government’s withdrawal of food-subsidies and a 120 per cent increase
in the price of refined maize meal.® Even now when the government has
introduced ‘economic’ maize meal prices, urban dwellers in formal emp-
loyment are given coupons which in effect means that for this minority
group maize meal is almost free. Such urban bias at the expense of the

rural sector reflects the perpetuation of colonial policies which

8fgain, in the wake of a sudden price decontrol, riots have recently been reported in some
Copperbelt towns, Times of lambia, 10-11 July, 1989.
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treated agriculture as being secondary to mining.

(b) The companies which process agricultural commodities, that is,
textiles, maize millers and tobacco manufacturers may have pressured
the government to keep low producer prices so as to maintain high
profit margins.

In summary the agricultural development strategy’s objectives of
increased agricultural production, increased rural incomes, improved
rural living standards, checking rural-urban migration and diversifying
the economy have failed. The failure can be attributed to the various
government policies which emphasised provision of infrastructure and
services without getting involved 1in the agricultural production
process, inadequate price incentives, credit faciltities and extension

services.

3.4 CONCLUSION

Empirical data examined in this chapter suggest that the economic
problems experienced in Zambia over the last two decades are largely
due to the failure to change the economic structure away from copper
mining and exporting to increased industrial and agricultural
production. Like in the colonial period, the economy continues to be
dominated by copper mining and exporting and the role of the agricul-
tural sector still remains the same: to provide cheap foodstuffs to the
urban sector. By confining its role to the provision of infrastru-
cture, often inadequate, and adopting an agricultural pricing policy
which effectively taxed farmers, the government’s neglect of the agri-
cultural sector has been very significant. The agricultural and rural

sectors have not been integrated with the rest of the economy and, as a
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consequence, the country continues to import foodstuffs and other agri-
cultural raw materials. Rural-urban migration and income inequality
have all increased in the post-independence period, while rural Tiving
standards have fallen.

In the wake of fluctuating and declining export earnings, both
foreign exchange and capital necessary for investment and economic
growth have, increasingly, become scarce and, as a conseguence,
national income have been declining and national debt (both 1internal
and external) have been increasing. In that the agricultural sector
has been neglected and the manufacturing sector depends on imports to
be viable, the fluctuating and falling export earnings have had a

pronounced adverse effect on economic growth in Zambia.




CHAPTER 1V

THE ZAMBIAN LABOUR MARKET: SKILL SHORTAGES, EMPLOYMENT

AND EARNINGS

4.0 INTRODUCTION

The Zambian labour market, 1ike the economy, is currently under-
going some of its worst crises in its history. A rapid increase inh the
labour force has been accompanied by an equally rapid decline in wage-~
paid employment Tlevels. As a consequence, unemployment (especially)
among the young school Jleavers has been intensified. On the other
hand, professional and skill shortages for categories like engineers,
technicians, managers, accountants and many others continue to be
experienced. Given the rising cost of 1iving, increases in nominal
labour costs resulting from higher nominal wage demands have become
inevitabie. while the urban sector experiences excess un-skilled
labour on one hand and professional and technical skill shortages on
the other, the agricultural (rural) sector experience severe shortages
of both types of 1labour, especially unskilled during the peak periods
of planting, weeding and harvesting.

The main objective of this chapter, therefore, is to set out
clearly the imbalances in the Zambian 1labour market which affect the
operations of the INDECO companies. We also attempt to show how the
pay structure has been influenced by such labour market imbalances and
the lack of government consistent and clear-cut pay and employment
policies. More often than not, changes in the pay structures (in the

public sector at least) have been as a result of recommendations by
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salary review commissions. This piece-meal and ad-hoc approach to wage
policy may have had an adverse effect on other economic variables like
exports, imports, productivity, savings, income distribution, etc.
(Knight, 1871).

The chapter is organised as follows: section 4.1 analyses the
extent of dynamic skill shortages in Zambia, their causes, and effects
on quality of output, structure and growth of the economy and on the
net out-flow of resources due to the dependence on expatriates. In
recent years, the unemployment problem has been increasing and for this
reason, solutions have to be sought both for skill and unemployment
problems.?! In section 4.2 we, therefore, consider the policy options
for increasing employment, especially the reforms which are needed to
tap the employment potential of the urban informal sector. In section
4.3 we examine the impact of institutional factors like salary review
commissions on the pay structure, substitution of capital for labour,

and skill acguisition.

4.1 THE EXTENT OF SKILL SHORTAGES

In 1964, the year of independence, there were only about 1,200
indigenous Africans with secondary school certificates and about 100
with university education (Republic of Zambia, 1966). Since then,
Zambia has continued to face the problems of skilled manpower. But
despite this critical shortage of professional and educated manpower
the economy grew, in real terms, by about 10.6 per cent per annum

between 1964 and 1970. The growth rate, however, fell to 1.1 per cent

'for example, it has been reported recently that there are only 100 fully qualified indigenous
lambian accountants, Zambia Daily Mail, 9 January, 1988.
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per annum between 1970 and 1980, and to 0.97 per cent per annum between
1980 and 1985 (see table 3.1 in chapter III).

That it was possible to achieve such rapid economic growth imme-
diately after independence, under conditions of severe skilled labour
shortages, may tempt one to suppose that with adequate supplies of
other resources 1ike government revenue and foreign exchange reserves
(generated by high world copper prices), manpower constraints may not
be binding on economic growth. However, on closer analysis, it becomes
clear that +the structure and pattern of that growth was not as
impressive as the above statistics suggest.? Since skilled 1labour
shortages (in the local labour market) manifest themselves both in
terms of vacancies and the number of expatriates employed, table 4.1
shows the vacancies in June 1975 and 1877; table 4.2 shows employment
by occupation and nationality in June 1875, 1976, 1977 and 1980; and
table 4.3 shows the ZIMCO Group training needs for Zambianisation for
1985/86.

From table 4.1, it becomes evident that the public and parastatal
sectors had high numbers of vacancies than the private sector.
Actually, 1in June 1977, the parastatal sector seem to be the worst
affected by labour shortages than any other sector. This was probably
as a result of the 1975 Mwanakatwe Salary Commission which recommended
that the pay differentials between the public, and in particular the

civil service, and parastatal sectors should be narrowed so as to

2Jolly, op, cit, pp 45-46 discusses this paradox whereby, despite severe skilled manpower prob-
lems, lambia experienced rapid economic growth in the 1960s. If skilled manpower problems were not as
serious as they were, he argues that this rapid growth could have been even such higher, He also
points out that growth, as measured by national income statistics, leaves out other important factors
like quality, standard-of-living and other changes in economic, political and social structures on
which future development would depend. Since Zambia's growth then was at the expense of the rural
sector and that output quality was poor--as was the inequitable distribution of income--he opines
that in terms of consumption and investment, Iambia’s growth of the national income over-stated the
changes that had actually taken place.
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reduce labour mobility from the former to the latter. We discussed the
implications of this on labour turnover in chapter I--especially on

expatriate personnel,

Table 4.1 Vacancies and their Percentage Distribution by Sector and

Occupational Groups: June 1975 and 1977

OCCUPATIONAL GROUP PUBLIC % PARASTATAL % PRIVATE % TOTAL
Professional & 1975 1,549 77.6 355 17.8 92 4.6 1,996
Technicatl 1977 182 37.9 284 59,2 14 2.9 480
Admin., Manage- 1975 810 60.1 380 28.2 157 11.7 1,347
rial & Clericat 1977 173 50.7 108 31.7 60 17.6 341
Sales Workers 1975 10 10.2 86 87.8 2 2.0 98
1977 - - 88 93.6 6 6.4 94
Service Workers 1975 242 73.8 69 21.0 17 5.2 328
1977 - - 141 95.9 6 4.1 147
Agricultural 1975 59 7.1 699 84.7 67 8.1 825
1977 - - - - 21 100.0 21
Production 1875 112 8.2 1,016 75.0 227 16.8 1,355
1977 40 3.9 122 93.9 23 2.2 185
Packaging 1975 61 20.5 214 71.8 23 7.7 298
1977 10 10.4 73 76.1 13 13.5 96
General Workers 1975 1156 10.4 73 76.1 13 13.5 96
1977 - - 45 50.6 44 49.4 89

Source: Republic of Zambia, Central Statistical Office, Manpower
Survey, Second quarter, 1975 and 1977.

Other than the relatively poor pay in the parastatal sector, when
compared to the private sector, the growth of the parastatal and indeed
the public sector had no regard for the availability of suitably
gualified local manpower. For examplie, 1in 1968 only 19 per cent of
professional and 59 per cent of technical and related occupational
categories were Zambians (Zambian Manpower, 1969:6). Despite this
apparent shortage of local professional and technical manpower in the
civil-service, the government still went ahead with its nationalisation
programme in 1968 and 1969. This disregard for the efficiency and

organizational capacity of 1local manpower meant that sustaining the
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viability of the firms taken over was not possible, in which case depe-
ndence on expatriate managerial skills increased. It may however be
naive to suppose that the government should have waited for the supply
of local skilled manpower to improve before nationalizing.

On the supply side, it was thought that complete Zambianization of
the entire work force could be achieved by 1980. By definition, two
things had to be done to achieve this objective: first, to replace the
existing stock of expatriates with Zambians; and secondly, to produce
other professicnal Zambian skills to fill up both the existing
vacancies and new additional labour requirements. But tables 4.2 and
4.3 demonstrate that this objective has vyet to be achieved. For
example, in June 1975, five years before the target year only 70.8 per
cent of professional, technical and related workers were Zambians and
this proportion rose to 80.3 per cent by June 1977. However when
broken down into specific categories, it becomes clear that Zambiani-
sation in professional and technical jobs was far from being achieved.
For example, in June 1977, out of 198 architects 159 of them, that is
80.3 per cent, were expatriates. The same high proportion of expatri-
ates obtain in the engineering field: civil 70.2 per cent, mechanical
78.0 per cent, chemical 87.9 per cent, mining 70.1 per cent, other
engineers 68.2 per cent and metallurgists 82.2 per cent.3

The extent of managerial skill shortages at the policy and
decision-making management levels were demonstrated by the GRZ/UNDP/ILO
1977 Report,4 which covered 113 parastatal and 488 private companies

which employed at least 25 employees (and whose combined employment

3Republic of lambia, Central Statistical Dffice (CSD), Manpower Survey, Second Quarter, 1977,
p. 17.

Republic of Zambia, United Nations Oevelopment Programme {UNDP) and International Labour
Office (ILO), Final Report of the Zambia Managerial Manpower and Training Needs Survey of the Private
and Parastatal Sectors, (lLusaka: Government Printers, 1977) cited in Enterprise, no. 4, 1977,
pp. 43-7.




-1256-

was about 202, 877). Among other things the survey found that:
(a) Zambia’s parastatal and private sectors had a serious shortage of
trained and qualified managers. Out of an estimated 23, 413 people 1in
management and supervisory positions, 34 per cent were expatriates, and
in the mining industry the ratio was even higher, at 67 per cent. When
broken down according to nationality, the dominance of expatriates was
staggering: among managing directors and general managers, 69 per cent
were expatriates, 81 per cent of works managers, 81 per cent of
accounting managers, 75 per cent of company secretaries, and 69 per
cent of deputy general managers. The only managerial position which
was significantly Zambianised was that of personnel managers, of which
93 per cent were Zambians.
(b) Out of 4,000 Zambian managers, 38 per cent were either partially or
not qualified for the posts they held. At the managing-director and
general-manager levels, 80 of the 579 occupants had only Form V (senior
secondary) education. And out of 5,000 managerial posts which required
a three-year diploma, only 2,100 managers had such a qualification, and
out of 2,400 managerial posts which required a university degree or
better, only 1,550 were occupied by those with such qualifications.
Most of those positions with educational gaps were held by Zambians.
The continued dependence on expatriate manpower into the 1980s and
the continued 1incidence of professional skill shortages are further
demonstrated in table 4.3. Expatriates, to-date, still dominate in
engineering, data processing and accounting professions--to name but a
few (see appendix III for ZCCM).
This means that given the Tow elasticity of the supply of skilied
Tabour 1in Zambia, many vacancies will remain unfilled in ZIMCO and

elsewhere for long periods of time. Thus the pattern of Zambia’s
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Table 4.2. HNumber of Employees by Major Occupational Category and Nationality
on 30 June, 1975, 1976, 1977 & 1980
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Occupation: 1975 197

IN NON-IN  ¥1 IN  NON-I
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SIN IN NON-IN &R

Professional
Technical & Related 25817 10655 70.8 40968 12885 76.1 43878 10757 80.31 111 90 55,22

Administrative, Man-
agerial & Clerical 45885 7075 B84.6 50572 7272 87.4 53121 5876 90.0 976 126 73.19

Sales Workers 10199 733 93.3 7043 401 94.6 BI25 303  96.4 23 43 93.54
Service Workers 23825  B42 96,6 45465 43 99.9 47299 465 99.0 65 4 99.4

Agricultural,
forestry, etc. 12655 334 97.4 10303 559 94.6 13670 948  93.5 - - -

Production, Manu-
facturing, etc. 84458 7284 92.1 80540 6032 93.0 79001 6255 92,7 12076 454 96,38

Packaging, Storage
and Transport 21825 1290 94.4 21200 1801 92.2 18512 831 95.7 589 27 95.59

General Workers 140490 5214 96.4 90199 4097 95.6 81984 1875  97.8 7665 65 99.16

Total 365330 33510 91.6 346310 33090 91.3 345590 27128  92.623 701 1 407 94.4

* private sector manufacturing only.
IN lambians
NOK-IN Non-Zambians

Source: Central Statistical Office, Manpower Surveys, Second Quarter, 1975, 1977 and 1980

economic growth and structure will continue to be influenced by
expatriates. For this reason, the 1987 Annual Plan (p. 59) acknow-
ledges that

though the proportion of non-lambians (11,900--3.3% of total formal employment in

1986) sees small in quantitative terms, it is significant in terms of positions

they occupy in critical skill areas like engineering, medicine, accounting, etc.

To further demonstrate the extent of skilled 1labour shortages,

consider the projected and actual supply between 1970 and 1980,
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Table 4.3  1INCO Group Training Needs for Iambianisation (Excluding ICCH): 1985/86

TITLE/POST  oae.. oo oCURRENT STOCK....vuvrvrnre  wrvruss .vaavs TRAINING NEEDS..... .
] % Chl § NCNI % £ 10% ¥ P__TIp N
MANAGEMENT
Managing Director 17 70.8 T 292 0 0 24 2.4 0 24 0 9
General Manager 50 89%.3 6 10,71 0 0 56 5.6 i 51 ¢ 13
Manager Operations 17 68.0 B 32,0 ¢ 0 25 2.5 7 32 3 15
Manager Area 3 1.4 9 8.6 0 0 40 4.0 4 44 3 14
Manager Purchasing 10 66.7 § 333 0 0 1l 1.4 2 16 2 5
Manager Marketing I 100 0 0.00 ¢ 0 1 0.1 1 2 1 0
Manager Planning -~ - 1100 ¢ 0 1 0.1 0 I 9 1
Sub-Total 126 78.3 35 21.7 © 0 161 16.1 15 176 9 57
ACCOUNTS
Accountants 118 32.8 241 66.5 1 0.3 360 36.0 48 408 73 253
Banking and Finance 72 166 21 2.3 | 1.1 94 9.4 2 9% 3 30
Data Processing 1 16.7 3 5 2 3.3 6 0.6 2 | 7
System Analyst 9 47.0 il 52.4 1 4.8 21 2.1 30 1 22
Sub-Total 200 41,6 276 571.3 5 1,0 481 48.1 61 542 76 312
ENGINEERING/TECHNICAL
Engineer:

- Civil 4 444 5 55.6 0 0 9 0.9 2 1 0 0

- Chemical 8§ 53.3 1 46.7 - - 5 1.5 5 20 4 10

- Electrical 37 3194 57 60.6 - - 94 9.4 17 i1 16 67

- Mechanical 42 40,0 63 60,0 - - 105 10.5 18 123 6 86

- Mining 8 72.7 3 3y - - 11 1.1 9 20 i 12

- Telecom 1 24.2 19 65,5 3 10.3 29 2.9 12 41 8 29

- Projects/Manager 8 47 9 53 - - 17 1.7 322 2 12

- Plant/Works/Manager 17 3.2 29 617 1 2.1 4 4.7 5 52 0 40

- Technical/Manager & 19 17 8l : - 21 2.1 6 21 0 25

- Production/Factory 23 676 11 3.4 - - 34 3.4 4 38 2 16
Foremen/Artisan 107 53.7 91 45,1 1 0.6 199 19.9 20 219 2 130
Technologist/Technician 392 80.3 69  19.7 - - 461 46.1 168 629 13 270
Draughtsman L 50 1 50 - - 2 0.2 0 2 0 I
Sub-Total 658  63.0 38l 36.5 5 0.5 1044 104.4 269 1313 54 106
GEOLOGY
Quality Controller 30 1 25 - - 4 0.4 1 5 1 1
Chenist/Geochenist 11 64.7 [ 35.3 - - 17 1.7 1 20 0 11
Geophysicist 1 50 150 - - 2 0.2 2 2 0 1
Geplogist 10 58.9 7 41.1 - - 17 1.7 5 22 0 14
Surveyor 6 54.9 5 45.5 - - 11 1.1 2 13 0 8
Sub-Total 31 _60.8 20 39.2 0 0 51 5.1 1l 62 1 35
QOTHERS
Agriculturist/Agronomist/

Veterinary 21 1. g 2.8 - - 35 3.5 6 4 12 7
Hotel Management 17 70.8 7 29.2 - - 24 2.4 0 24 2 7
Medical 12 63.2 1 36.8 - - 19 1.9 6 25 4 11
Real Estate 4 50 4 50 - - 8 0.8 i 9 90 5
Other 42 65.6 19 . 29.6 3 4.7 64 6.4 6 70 3 31
TOTAL 1117 59,1 757 40.1 13 0.7 1887 188.7 375 2262 163 1171

Key: 1 = lambian CNI = Contract non-Zambian NCNZ = Non-contract non-lambian E = Total employment
¥ = Vacant P = Total number of positions TP = training in progress TN = training needs
assuming 10% wastage (W)

Source: Muchangwe, I. H. "Manpower planning approach in the ZIMCO Group of companies-an overview"
Paper presented to the Workshop on Manpower Planning, 28tb July-1st August, 1986, The
University of Zambia, Lusaka.
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The 1969 Zambian Manpower report (pp. 46-7) projected that in 1980,
600,000 jobs were expected to exist in the modern sector requiring post
secondary level of education. The report also estimated that between
1971 and 1980, an additional 66,316 Zambians were required to fill new
additional vacancies 1in professional, technical, administrative and
managerial occupational categories. And out of this number, 12,545
were to be university graduates with at least a bachelor’s degree. To
achieve the above objectives, it was envisaged that changes 1in the
senior secondary school system would enable the University of Zambia
(UNZA) to increased enroiment to 5,00 per academic year from 1975
onwards

Comparison of the projected and actual enrolment and degrees
issued, as well as the distribution of graduates by subject between
1971 and 1980 (tables 4.4 and 4.5, respectively) show that the
projections were very optimistic. For example, it was estimated that
1,142 degrees were to be issued in 1980, but in the event only 585 were
actually issued in that year, a shortfall of 557.

Even by 1986, the total degrees issued by the University of Zambia,
at 782, were still well below those projected for 1980. It has to be
pointed out that the inaccuracy of the projections may stem from the
fact that they were neither based on official government policy nor
University targets. They were, however, based on anh assumed
pattern of degrees that is ‘favourable’ from the point of view of
meeting the nation’s manpower needs.”

With regard to the diploma-level manpower, the report was equally
optimistic as it assumed that the shortage of this type of manpower was
to disappear within just a few years. It projected that the training

institutions under the Department of Technical Education and Vocational
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Training (DTEVT) were to expand their contribution of dipioma-level
manpower. It therefore estimated (excluding primary school teachers

and nurses) that 17,176 diploma-level Zambians would be required

Table 4.4 Comparison of projected and actual enrolment of full-time
students and numbers of degrees issued, University of Zambia
1970-1980

TOTAL ENROLMENT DEGREES ISSUED

Year Projected Actual Difference Projection Actual Difference

1970 1,383 1,231 -1562 166 113 ~43
1971 1,920 1,566 -354 171 136 -35
1972 2,671 1,765 -906 215 195 =20
1973 3,281 2,244 -1,037 297 *k ¥
1974 3,744 2,261 -1,483 419 284 ~135
1975 3,989 2,354 -1,635 646 447 ~-199
1976 4,007 2,569 -1,438 785 401 ~-384
1977 3,831 3,102 -789 818 AT7 ~-341
1978 3,866 3,268 -589 892 549 ~343
1979 4,345 3,399 -946 973 467 -506
1980 4,809 3,425 -1,384 1,142 585 =857

%% The University calendar was changed in 1973 to extend over two
calendar years, hence there were no graduates in 1973,

Sources: Projections from Zambian Manpower, p. 49; Actual from Ministry
of Education and Culture, 1980 Education Statistics, pp. 111-3

Table 4.5 Projected and Actual Distribution of Zambian Graduates-—
1970-80 By Major-Subject

SUBJECT PROJECTED ACTUAL ACTUAL-PROJECTION
Natural Sciences 702 3442 ~358
Science, Education 806 257 -549
Agriculture 271 138 -133
Engineering 589 215 -374
Human Biology 56 269 213
Medicine 318 186 -132
Humanities 542 831b 289
Humanities, Education 2,398 g21c -1,477
Business Administration 460 - -
Law 379 342 -37
TOTAL 6,518 3,506 -2,558

Notes: @8 Includes 78 Bachelor of Mineral Science from 1976 onwards.
b Includes 56 Bachelor of Social Work
¢ Includes 67 Bachelor of Library Studies.

Sources: As Table 4.4
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between 1971 and 1980 to fill white-collar jobs. But statistics from
the Ministry of General Education, 1980, show that a combined output of
all DTEVT institutes, (including craftsmen from trades training
institutes), between 1971 and 1980 was only 13,166--representing a
shortfall of about 4,010.

Thus in the light of the above evidence, it is plausible to argue
that Zambianization of the work force, especially among the profe-
ssional, technical and accounting occupations, may not have been
achieved by the turn of this century. To some extent the high-level
manpower problems in Zambia are as a result of the colonial policies
and practices but after twenty-four years of independence, it would be
unjustifiable to attribute all the manpower problzms to colonialism.
We now turn to look at some of the main reasons for the continued

incidence of skilled manpower problems in post-independence Zambia.

4,71 CAUSES OF PROFESSIONAL AND EDUCATED L ABOUR SHORTAGES

Some of the skilled manpower shortages experienced in Zambia ever
since independence originate from the various colonial educational and
labour policies. For example, until 1959, it was illegal to apprentice
an African, on-the-job training for Africans was also not possible
because of racism. Under the Federation of Rhodesia and Nyasaland,
African education was the responsibility of the i11-funded territorial
governments while that for Europeans was a responsibility of the
better-funded federal government (Mwanakatwe, 1974; Sanyal, et al.,
1976). The migrant labour system was not conducive to skill acqui-
sition. However, after the Second World War the mining companies
started to stabilise this migrant labour force so as to improve their

skills and thence 1improve productivity. For the bulk of their
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technical, professional and other skilled manpower, the mining

companies depended on recruiting on the international labour market--a

dependence which continues to-date. Referring to this particular

practice by the mining companies, Daniels (1979:121) points out that:
as long as skilled labour was supplied from outside and the only domestic
requirement was unskilled labour, of which the supply was plentiful and highly
elastic, no interpal labour market would develop.

Thus a combination of Jlegislation to restrict training for
Africans, inadequate educational places and the reliance on the inter-
national labour market for the supply of skills resulted in few
Africans having adeguate qualifications to assume the roles and
positions of running the Zambian economy after Independence.

In the post-independence period the following are some of the main
causes of the professional and educated labour shortages:

(a) the lack of coordination between the labour market and the
educational system;

(b) limited places and inadequate facilities 1in the educational
system;

(c) the choice of capital- and skill- 1intensive technologies as
well as the competition between the private and public sectors for the
Timited high level manpower available;

(d) the Tlack of confidence and trust in the 1local professional

manpower in general and those trained locally in particular.5

5Gail, C. Johnson, High-Level Manpower in Iran: From Hidden Conflicts to Crisis (New York:
Praeger, 1980), pp. 18-19, found similar causes of high-level manpower problems in Iran in the 1970s:
lack of places in institutions of higher learning; ‘brain-drain’, as those Iranians who go to train
abroad do not usually return home; competition between the public and private sector for the little
available high-level manpower--high labour turmover in the former sector; unwillingness of employers
to properly utilise the Iranian educated manpower--result of a development strategy aiming at rapid
industrialisation dependent on imported as opposed to home grown technology. Since Iran’s educational
system was not well placed to provide quality instruction to manage western technology, high-level
manpower shortages continue to be a feature of the labour market.
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A. Lack of Coordination between the Labour Market and the Educational

System

The commitment to expanding the provision of education in the post-
independence period, measured by 1level of expenditure and the numbers
enrolled in schools, has been quite impressive. Total expenditure on
education rose from K12 million in 1964 to K116 million in 1976--an
increase of about 867 per cent (Republic of Zambia, 1979:61). As there
has been no agency to coordinate the activities of the various training
institutions, multiplicity of effort obtains and for this reason, the
benefits from increased expenditure on education have been Tlimited.
For example the training activities of the University of Zambia, the
Department of Technical Education and Vocational Training (DTEVT), the
Ministries of General Education, Health, Agriculture, etc., have so far
nct been coordinated by any one single agency. At the same time (as we
have discussed above), there has been 1ittle or no interaction with the
employers.

Recent evidence suggest that although the economy needs technical
personnel, the educational system, especially the University of Zambia,
has continued to produce more social than natural science graduates
(table 4.5). However the University has, in recent years sought to
admit 60 percent of the first year entrants to natural sciences, but
the relatively small numbers of senior secondary school leavers with
minimum science requirements continue to bedevil this policy (Annual
Plan, 1987).

Sanyal, et. al. (1976:233-4) found that the quota system at the
University related the manpower needs to the availability of government
bursaries to the different faculties. 1In particular there were two

main problems facing the quota system: (a) the quotas in agricultural
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sciences and education to which the government attached utmost
importance were not popular and were thus filled by weak and unwilling
students. Thev suggested increased career counselling and incentives
in these partibu]ar fields; (b) students sponsored by industry were not
assigned to those courses which their sponsors wanted; they suggested
that better cocrdination between the employers and the University could
resclve this problem.

Sanyal et al. further demonstrated that the quota system’s attempts
to direct manpower in a free labour market was responsible for its
failure. Although the University considered a degree in education to
be equivalent to other degrees, the Zambian society did not think so as
exemplified ‘by the system of economic rewards’.

By contrast, the DTEVT institutes on the other hand produces
relatively more science based graduates at technician/technclogist and
trades/craftsman levels. For example, table 4.6 shows that 1in 1980
trades/crafts and technician/technologist graduates represented 45 per
cent of all the graduates and 38 per cent in 1981. If we add the other
science related disciplines like air services, paramedical/science and
teachers of science, the proportion of science or production based
subjects becomes even more pronounced in these institutes.

However, evidence from interviews with ZIMCO, INDECO, ZCCM and
other private sector employers revealed that most of the courses
offered by the DTEVT fell short of their expectation and requirements.
But because these organizations would like to reduce their training
costs they may, therefore, overstate the educational requirements
(Colcliough, 1971). However, ZCCM 1in particular offers further
intensive on-the-job-training to most of these graduates. The reason

given for this was that there is a shortage of equipment and other
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facilities in the DTEVT institutes.

Among the INDECO subsidiary and other private companies, their main
complaint was that both the DTEVT and the University did not offer
courses 1in certain important (to their respective operations) technical
subjects like food, textiles, rubber and polymer technologies. To meet
their skill requirements some of these companies have either to rely on
internal (on-the-job), or foreign training which 1is much more
expensive,

Table 4.6 Full-time Pre-employment Training Programmes
and Graduates, A1l DTEVT Institutes, 1980 & 1981

1980 1981
PROGRAMME GRADUATES ENROLMENT GRADUATES ENROLMENT
Trades & Crafts 463 1,471 272 10,309
Technician/Technologist 229 1,141 248 1,199
Air Services 93 g5 109 238
Paramedical/Science 65 328 46 276
Applied Arts 59 245 112 266
Business Studies 62 462 40 554
Secretarial 310 968 395 988
Teacher Training 222 392 122 403
English as foreign lang. 28 30 33 29
Academic - 206 - 240
Total 1,531 5,338 1,377 5,502

Source: Republic of Zambia, Ministry of Education and Culture,
Educational Statistics, 1980 & 1981.

Recognising this apparent lack of coordination between the labour
market and the educational system on one hand, and among the various
institutions of higher-learning on the other, the National Commission
for Development Planning (NCDP) proposed to set up the following during
the Third National Development Plan (1979-83): the National Employment
Service (NES), the National Vocational Guidance and Employment

Counselling Service (NVGECS) and the National Manpower Planning and

o
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Development Committee (MPDC).

The respective functions of the first two bodies would have been:

(a) NES to establish a network of employment service offices
throughout the country; where employers were to register their
vacancies and recruit through them (similar to the job centres in the
United Kingdom). Its main function would have been to devise ways of
matching the demand for and the supply of labour in the whole economy.

(b) NVGECS to advise students and graduates in higher institutes
of learning on the choice of careers. Since this was not done, the
1987 Annual Plan concedes that career counselling service remains weak.

Finally, the MPDC would have had the following objectives:®

(a) establish national manpower and Zambianisation guidelines,

(b) collect and analyse data relating to manpower supplies,

requirements and current stock,

(c) monitor and coordinate Zambianisation,

(d) rationalise and coordinate occupational specialisations offered

by the various educational and vocational institutions, and

(e) to coordinate admissions to all institutions of higher

learning, technical and vocational training institutions.

Because none of the above institutions were established during the
TNDP, the National Commission for Development Planning does acknowledge
in the 1987 Annual Plan that (p. 103)

Manpower development and utilisation in lambia has been characterised by lack of
coordipation and collaboration between trainers and users of trained manpower.
Efforts have, therefore, been fragmented and have been implemented in an isolated

and un-coordinated manner with no overall pelicy guidelines for common reference.

The NCDP, from 1986 onwards, was to play a coordinating role at the

6It was envisaged that the National Nanpower Council was to be established in 1987--with sinilar
functions to those of WES and WPDC. That did not happen, instead it is thought that it will be estab-
lished during the Fourth Wational Development Plan (1989-1993)
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national level in all matters relating to manpower planning. It also
set up guidelines to be followed by all the agencies dealing with the
manpower development programmes. To effectively do this, it was also
to set up a data bank on human resources so as to improve information
for the use in planning, monitoring, and evaluation of human resources.
Such information, it was hoped, would help to assess the manpower
requirements at the nhational level so that education and training
programmes could be tailored to meet specific needs of the economy.

The lack of coordination is also exemplified by the rapid expansion
of primary education without regard to the absorption capacities of
secondary and tertiary education, respectively. For example, primary
schools’ total enrolment rose form 378,417 pupils in 1964 to 694,670 in
1970 (representing a rise of 83 percent in a 1ittle under six years),
1,041,986 1in 1980 and 1,443,133 by 1986 (Republic of Zambia, 1980 and
1987). Despite this huge increase in school places, places in both
Grade I (the first grade in primary education) and Grades VIII and IX
(entry grades in junior and senior secondary schools, respectively)
have increasingly become limited.?

Table 4.7 demonstrates that although Grade VII enrolment rose from
73,859 in 1971 to 129,360 in 1980, (an increase of about 75 per cent
over ten years) the progression rate from Grade VII to Grade VIII fell
from 23.4 per cent 1in 1971 to reach 19.3 per cent in 1979 (its lowest)
and rose marginally to 21.6 per cent by 1985. As a consequence, the
number of Grade VII drop-outs rose from 56,576 in 1971 to over 100,00
by 1980, and 177,300 in 1988.

The decrease in the progression rates are due to the increase in

This is as a result of a combination of the effects of the declining economy, high population
growth rate (at over 3.5 percent per annum) and the fact that over half of Zambia's population, of
about six million people (1980 census), are below the age of fifteen,
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Table 4.7: GRADE VII ENROLMENT AND PROGRESSION TO GRADE VIII (FORMERLY
FORM I): 1971 TO 1988

YEAR ENROLMENT PROGRESSION RATE % NOT SELECTED
1971 73,859 23.4 56,576
1972 80,506 21.3 63,358
1973 85,213 21.8 66,636
1974 93,891 22.6 72,672
1975 99,693 22.9 76,863
1976 103,499 22.2 80,522
1977 107,145 21.9 83,638
1978 114,876 19.7 92,245
1979 121,279 19.3 97,872
1980 129,360 21.6 100,418
1981 - 20.2 -=
1982 - 20.8 -
1983 - 22.4 -
1984 - 19.8 -
1985 - 21.6 -
1988 234,035 24.8 177,300

Source: Progression rates from Central Statistical Office: Country
Profile, Zambia 1985; Enrcolment from Ministry of General
Education, Educational Statistics, 1980. For 1988 from Times
of Zambia, Thursday, 28 January, 1988. The progression rate
for 1988 could have heen 10 percent were it not for self-help
schools provided by churches, parents and others.

the number of primary schools in the 1970s and 1980s which was not
accompanied by a significant idincrease in the number of secondary
schools. For example, while the number of primary schools increased
from 2,598 in 1971 to 3,055 in 1984, the number of secondary schools
only rose form 114 to 194 over the same period (Central Statistical
Office (€S0), Country Profile, 1885). Actually, the dincrease in the
number of secondary schools from 144 in 1983 to 194 1in 1984 was due to
the increase in the number of fee paying but small and, often, low
quality private secondary schools.

And for those who enter secondary schools, only 50 percent of them
would progress to senior secondary education (€SO, Country Profile,

1985:79). From senior secondary to tertiary education, Sanyal, et. al.
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in 1976 estimated that for those with good senior school certificate

results, the progression rate lies between 0.20 and 0.53,

B. The Choice of Technology and the Competition for Limited Skilied

Manpower between the Public and Private Sectors

Evidence considered 1in the previous chapters suggests that the
import-substitution dndustrialization strategy adopted in Zambia has
relied on imported raw materials, intermediate and capital goods. The
capital goods 1imported from the developed countries are usually both
labour-saving and skill intensive. As noted above Zambia had no
adequate supply of the necessary skills. Even piece-meal solutions of
relying on expatriate labour and increased use of unqualified manpower
to fi11 some of the vacancies have failed to reduce the manpower
deficit.

Intense competition for the limited supply of skills betwsen the
public and private sectors further contributes to the severity of the
problem. Since the elasticity of skilled manpower supply 1in Zambia is
very low when compared to the persistent outward shift in the demand
for high-level skills, attempts by the private sector and multinational
companies to attract such skills from the public sector by bidding up
pay have only succeeded in raising the wage bill than in increasing the
supply of manpower (Arrow and Capron, 1959).

In Zambia, the private and public sectors adopt different adju-
stment strategies to skill shortages. Given that the public sector’s
pay structure is bureaucratic and inflexible, adjustment through supply
instruments (increasing training) are usually preferred to demand adju-
stment. The private sector, on the other hand, seeks to influence

labour mobility by increasing relative earnings. However, since
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resources are given at any time, an increase 1in training means that
there is little left for other purposes and as such, the public sector
may not usually be 1in a position to offer competitive pay packages at
the same time.® The private sector, which does not expose much of its
resources to the risks associated with training 1is therefore in a
better position to afford higher than competitive pay packages to

attract and retain skilled labour (see chapter VI).

c Lack of Confidence in Indigenous Personnel

The lack of confidence in the technical capabilities of the indi-
genous personnel is due to the reliance on imported sophisticated tech-
nologies and historical factors (Johnson, 1980; King, 1977). In Kenva,
as elsewhere in Africa, King (1977:72) found that many European and
Indian employers had negative attitudes towards Africans. Such
employers viewed Africans with secondary education as being "money-
crazed, lazy, big headed and politically dangerous...no loyalty to the
firm, and will walk out at a whim". King points out, however, that
perhaps this stereotype reveals a great deal more about the employers
than the Africans.?®

Employers in Kenya and elsewhere in Africa, have a long established

8Between 1980 and 1987 out of a total of 1016 artisans trained by ICCM, 864 left (i.e. B85 per
cent); and out of 657 gracuates recruited or trained at ZCCM’s own expense over the same periad, 379
(58 per cent) left. Training expenditure in ICCM, at 1980 constant prices, rose from X5.6 million in
1980 to about K24 million in 1987 (K90.6 million at current market prices)(a rise of about 47 per
cent per annum over the period). lambia Daily Mail, March 21, 1989.

$In Nigeria, the first colonial governor referred to this misconception about Nigerians in
particular and Africans in general: "It has long been the fashion to speak of the African as
naturally lazy, leaving work to his women, and contented to lie in the sun and eat and drink. It
would seem, however, that there are few races which are more naturally industrious”. Sir Fredrick
Lugard, The pual Mandate in British Tropical Africa, Londen, 1922, p. 400. Quoted by Eno J. Usoro,
1982, p. 211,
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tradition of employing Indians (or Europeans) in skilled jobs while
Africans were confined to semi-skilled ones; the "Africans tended to be
kept on very specific tasks, and thus never got such a wide competence
that they could market it outside the firm" (King, p. 72). Even when
the Kenyan government introduced stringent work-permit regulations to
encourage the employment and training of nationals, King suggests that
such employers frustrated the Africans deliberately so as to make them
leave. Once local employees left, the employers could then use it as
an excuse to justify renewing existing work permits for expatriates or
applying for new ones.

Whereas the choice of capital-intensive and skill-intensive methods
of production may have justified the employment of expatriates (say in
Zambia) becausé of the shortage of local educated manpower and the lack
of adequate tocal training facilities, it has been shown however that

. a European en route for Kenya used to sail in the top end of the
Suez Canal as a technician and emerge as an engineer” (King, p. 73).

Notwithstanding the foregoing, Adam Smith argued that 1lawyers,
physicians, and goldsmiths were all paid highly because society had
high trust and confidence in them. In Zambia, this would imply that
the employers would tend to place more trust and confidence, wrongly or
rightly, into expatriates than they would in the local Zambians: the
technology used 1in production processes originate from the industria-
lized countries where most of the expatriates come from. Since the
employers perceive the expatriates, and not the local Zambian equiva-
lents, to be technically skilled and competent, they are usually paid
highly and given high-ranking positions. Although such high earnings
may in part be due to scarcity rent and the high demand for such skills

on the international market, confidence and trust accorded expatriates
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may also be significant factors.

Whereas Smith’s analysis was in a context of a singular society,
its applicability in a plural society (where prejudices and discri-
mination (as noted above) may be important factors in determining both
the employment and pay policies) is limited. This was evident when the
author was visiting companies 1in Zambia when, more often than not,
expatriates with similar attributes were placed in higher positions

than their Zambian counterparts (see chapter VII, § 7.1)

4.1.2 EFFECTS OF LABOUR SHORTAGES

The effects of high~level Tlabour shortages discussed above have
been significant in Zambia. And since the availability and quality of
manpower in any country determines the economic success of that
country, it is plausible to argue that the present poor state of the
Zambian economy 1is to a large extent reflective of this. Among other
things, skilled manpower shortages have had the following effects: 10

(a) distorting the structure and quality of economic growth,

(b) dependence on expatriates--which has resulted in an out-flow of

resources due to externalisation of salaries and gratuities. Given

the high concentration of expatriates in Zambia, their consumption
and social patterns have had a negative demonstration effect on the
local population, and

(¢) increased income inequalities between different occupations,

individuals, groups and areas. We discuss this under section 4.3

when we shall be analysing the pay structure.

107011y, 1971, p. 46
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A. Distorted Economic Structure and Poor Quality of Qutput

By assuming the principle of decreasing returns to factors, it has
been possible to show that sub-optimal supplies of skilled manpower may
lead to lower output and to a lower potential rate of future growth
(Jolly, 1971:46). For this reason, it is suggested that despite the
massive financial resources generated by the high world copper prices
in the 1960s, the rapid economic growth experienced in Zambia was stiil
below what it could have been were there adequate supply of educated
and skilled local manpower.

Jolly, illustrates how Zambia’s growth and economic structure have
been held back by 7labour shortages. He argues that a combination of
too 1ittle skills with too much capital and other resources may give
rise to a wasteful use of raw-materials, inadequate maintenance and
repair of capital goods, excessive imports, neglected entrepreneurial
opportunities, etc.11 Even in the mining industry where the quality of
management 1is relatively high, rough use and poor maintenance of
machinery has resulted in a significant reduction in the expected 1life
of some underground machinery.!?

At independence, Zambia adopted a balanced-growth approach to
economic development but its success depended on having, at least, some
structural prerequisites. One such prerequisite was the ‘“administ-

rative capacities of the bureaucratic structures™.?3 Qllawa further

HIn the case of building projects, for example, the lack of skilled local manpower was said to
be responsible for the excessive insistence on standards, excessive use of materials and poor quality
of finished products relative to costs.

123011y (p. 47} also argues that, in economic terms, the shortage of skills has generally not
been balanced by a rational calculation of how much additional capital and other inputs to use, but
has ied to a marked decline in the application of rational management in the allocation of resources,

13patrick Ollawa, Participatory Democracy in lambia: the Political Economy of National Develop-
went, (Iifracombe, England: Arthur H. Stockwell, 1979}, p. 166. Usoro (1982) discusses similar prob-
lems in Nigeria.
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argues that a major priority of a country after independence is "to
adapt the style and structure of public administration to new
priorities of government”. At stake therefore were decisions and
judgements of "how best to localise the objectives, procedures and
structures of the civil service and not merely its personnel."14 At
the time of launching both the First and Second National Development
Plans, both Ollawa and Jolly, argue that no such prerequisites existed
and as a consequence a massive recruitment of expatriates followed.
The expatriates were needed to formulate and to assist in the
implementation of the national development plans.

The extent and influence of expatriates on Zambia’s economic
structure is demonstrated by Ollawa (p. 166) who cites some statistics
which show that in 1975, there were only four Zambians out of a totai
of 24 planning staff at the Planning Division. He thus argues that
given the incompatibility of interests between expatriates and local
Zambians, achieving the Zambian ideology’s ultimate objective of equity
was difficult.

The Lewis (1955) model, which suggested that concentrating inves-
tment resources in sectors with rapid growth potential would result in
high rates of economic growth, had considerable influence on the choice
of the development strategies in Africa 1in the 1960s. The mode]l
assumed that the rate of economic growth is a product of an interaction
between the rate of savings and the capitai-output ratio. However,

applying this model to an economy with dualistic characteristics and

141t is recognised that the main problem after independence in any country is to adapt the style
and structure of the public administration to the new priorities of the government. This calls for
qualified manpower to implement such changes and where these are in short supply, as was the case in
lambia, it is not surprising that no such adaptation seem to have taken place. For a further discu-
ssion of this issue, see N. Heseltine, "Administrative Structures and the Implementation of Develop-
ment Plans” in H. Simonis and U. E. Simonis (eds.), Socioeconomic Development in Dual Economies: Exa-

wples of Zambia, (Munich: Welforum-Verlag, 1971}, pp. 177-91,
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skill shortage problems 1like Zambia only succeeds in distorting the
economic structure even further as most of the capital investments and
the skill~d labour are concentrated in the urban areas.15
This and other similar models of economic development were

conceived by expatriate economic advisers who thought they knew what
African countries wanted and how to achieve it. When such plans fail,
we are often told that it has to do with poor planning, management
practices, corruption, etc. in these countries. Hardly, if ever, is it
said or admitted that the ‘expert’ advice (which may, however, be
theoretically sound and consistent) has been misplaced in a context of
a poor country. This point 1is made clear by Professor Galbraith
(1979:7) when he refers to the United States’ large and costiy assi-
stance programme to Indian agriculture in the 1950s:

What we (US8) had decided were the causes of poverty with which the Indians and we

sought to contend was derived not from thought but from convenience. There were,

broadly speaking, only two things we could provide to lessen the deprivation--we

could supply capital and, in principle, useful technical knowledge. The causes of

poverty were then derived from these possibilities--poverty was seen to be the

result of a shortage of capital, an absence of technical skills. The remedy inc-

luded the diagnosis. Having a vaccine, we identified smallpox. Only by accident

could a therapy so selected be successful. There was, alas, no such accident.
Referring particularly to the confusion between cause and consequences
of poverty and to advise from expatriates from developed countries,
Professor Galbraith (pp. 20-21) says that

Advice on economic development in the last thirty years has come extensively from

economists and technicians of the rich countries. They have seen what has worked

in these lands (developed countries) and, not surprisingly, have advised the same

for the poor countries. Planned public and private investment, education,

agricultural extension, public works, public development of industry, have been so

urged. And all too often these have foundered on the administrative or pelitical

inadequacy derived from poverty they were meant to cure.
With particular reference to Zambia Jolly (p. 53) observed that

. in the long-run, the employment of a dominant proportion of expatriate staff
has entailed real costs (in terms of lower growth and distorted economic

15¢or a pattern of Investment in the First and Secend Plans, see Ollawa, op. cit. pp. 167-77.
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structure) considerably above what would have besn incurred had skilled local
manpower been in optimal supply.”

The effect of skill shortages on the quality of output in the
public sector have been substantial but these are not captured in the
official statistics. 1In the national accounts, government services are
measured by the value of inputs and not the value of output. That is,
in terms of input costs like the value of the wage bill paid and not
the value of the goods and services provided.'® If, however, average
wages are rising faster than the consumer prices--as the case was 1in
Zambia in the early years of independence (see table 4.9)--national
income statistics may show a rise. Thus, under these conditions (of
widespread labour shortages), national income statistics may prove to
be quite unreliable.

Output quatity 1is further undermined by the general rise in labour
turnover. Employers in the public sector, whose pay structure is cent-
rally controlled and thus inflexible, resort to upgrading posts so as
to improve earnings and thereby reduce turnover. National income sta-
tistics fail to capture the adverse effect of these on the quality of
services offered: the amount and quality of work which any individual
does may be overstated, and the number of people employed in higher

grades (but not doing work of high quality) may appear to be large.

B. Dependence on Expatriates and its Impact on Balance—of-Payments

As noted in the 1987 Annual Plan, although the absolute number of
expatriates 1is relatively small in total wage-employment, their
influence through the high ranking posts they occupy is significant.
In monetary terms the cost of this dependence on expatriate skills has

been quite phenomenal. For example, Ollawa (p. 118) shows that despite

16The analysis here draws heavily from Jolly, pp. 53-55
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the numerical reduction in the number of expatriates due to Zambiani-
sation, remittances of salaries and other financial transfers for
expatriates between 1970 and 1975 totalled about K291.9 million. In
1975 alone, K85 million or 16.4 percent of Zambia’s foreign exchange
earnings, was externalised by expatriates.

From 1985 expatriates have, in addition to the kwacha salaries and
fringe benefits, been paid an inducement allowance directly in foreign
exchange. At the time the author was visiting some INDECO companies in
1987, the foreign exchange payments to expatriates 1in inducement
allowances ranged from US$350 to about US$600 per month. The local
currency monthly salaries in one subsidiary company (excluding enter-
tainment allowances and other fringe benefits) ranged from K1,800 to
K3,083. While such high pay rates may be necessary to recruit and
retain such labour on the international labour market, it poses some
problems to the affected companies and to the ZIMCO pay structure. It
is suggested that (Arrow and Capron 1959:297) when a firm pays a lower
salary to its existing employees (Zambians in our case) and higher
cnes to its new ones (recruits in occupations where labour shortages
are experienced-—expatriates), of roughly the same grade, a disequi-
librium situation exists. In a well developed market this may not
persist indefinitely. That it has persisted for so 1long in Zambia
implies that institutional and not only market forces are important in
determining the pay structure--see section 4.3 below.

To demonstrate the extent of resource outflow from Zambia resulting
from this policy consider the following: table 4.3 shows that there
were 757 contract non-Zambians 1in the 1985/86 financial vyear in the
ZIMCO Group of companies (excluding ZCCM). In ZCCM, the employment of

expatriates was 1,633 in December 1985 and 1,384 in December 1986--an
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average of 1,508 for the 1985/86 financial year (in 1975 the number of
expatriates in the mining industry was about 4,500 and this fell to
about 2,500 by 1980). According to the 1987 Annual Plan {p. 59), there
were 11,900 expatriates in the whole economy 1in 1986. We assume,
conservatively, that on average expatriates received, each, about
US$400 per month. Although this policy remain to-date, we shall
confine our guesstimates to the 20 months period--October 1985 to May
1987--aver which the weekly auction of the kwacha was done. The total

guesstimated foreign exchange costs in US dollars:

Parastatal (ZIMCO + ZCCM): 2265 x 400 x 20

18,120,000

Whole country: 11800 x 400 x 20 = 95,200,000

At an average exchange rate of K7.31 (World Bank, 1987:511) to one US
dollar over the auctioning period, the cost of the above foreign
exchange payments 1in kwacha terms was about K132.5 million for the
parastatal sector alone (an average of about K6.6 million kwacha per
month over the period) and K696 million for the whole country. With
total exports estimated at US$735.2 million in 1986, the total foreign
exchange externalised through expatriate inducement allowances in 1986
accounts for about 13 per cent of exports.'? With such a significant
outflow of foreign exchange, in the wake of falling total foreign
exchange earnings, Zambia’s capacity to import has greatly been reduced
(see chapter III) and, as a consequence, continues to experience

formidable economic problems.

174owever, due toc foreign exchange problems only US$64.1 wmillion net current transfers
(workers' remittances, transfers by migrants, etc.) were actually effected in 1986, see World Bank,
World Tables, 1987, p. 511, When we take into account the transfer of part of the local currency
salaries and gratuity at the end of contracts, the proportion of foreign exchange spent on
expatriates rises considerably.
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The expatriates’ consumption habits may have had a distortional
demonstration effect on the local population.18 For exampie, Jolly has
argued that in 1967, the average earnings of non-Africans were about
twenty-three times the per capita income of Zambia. Such high incomes
were spent on large houses, cars, c¢lothes, holidays, etc. This
increased the sense of inequality between expatriates and the local
population. One result of this has been "to raise local ambitions and
expectations far beyonhd what would be within the nation’s grasp for

several generations...”". Jolly also feels that the higher wage demands

and wage levels which followed were partly due to such high
expectations. And given the high concentration of expatriates in
Zambia, it was difficult for the government to make a strong stand on
wages under conditions of high pay differentials between expatriates
and the local workers.

One consequence of rapid increases in pay levels is to increase the
levels of demand and in an economy which imports most of its consumer,
intermediate and capital goods, which further puts pressure on the
balance of payments. To all these, Jolly observed that (pp. 50-51)

Less obvious are the expatriate influences on standards. Many of these are direct
transfers from the life in a wmore industrialised society, including indeed
abilities and expertise for which the expatriate is wanted and employed. But
others are more debatable--ranging from the ways in which the employment of an
expatriate leads to the transfers of values from a different culture, society or
nation to the way it imjects or strengthens the narrower interests of a higher
income group, a different class, or a different race. Again the argument is not
that a mixture of cultures or even interests in not really healthy for a society,
but that in Zambia these values and attitudes of expatriates and non-citizens have

assumed exceptional form due to the predominant positions of expatriates in the
higher levels of skills and occupations.

18011awa, op. cit. p. 118 and Jolly, op. cit. pp. 49-51.
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4.2 THE EMPLOYMENT SITUATION

Employment growth since independence has not been very imnressive.
Although total wage employment grew at an annual rate of about 6.5 per
cent between 1964 and 1970 (table 4.8A), exceeding the annual popu~
lation growth rate of 2.7 over the same period, it was below the annual
growth rate of real GDP, at 10.6 per cent.1® This shows that the
inherent assumption 1in the industrialisation strategy that output
growth per se would increase employment was not realised. For example,
the plan target under the First National Development Plan (1966-70) to
create an additional 100,000 jobs over the plan period was not met
either due to the rising wage costs or to other problems (Republic of
Zambia, 1971:10).

Because of the rising wage costs and relatively cheaper capital,
employers increasingly substituted capital for tabour. However, the
increased use of more capital-intensive methods of production presented
two problems 1in Zambia: first, due to skilled and educated labour
shortages such techniques could not be efficiently utilised short of
recruiting expatriates; and secondly, the high proportion of 