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1. Highlights of the major drivers of trade deficit in Zambia 

The increased role of international trade in African economies has been accompanied by 

significant and growing trade and current account deficits in many countries on the 

continent2. There are concerns that the increasing current account deficits will increase 

Africa's future debt burden and make the continent vulnerable to financial crises.  

 

Source: World Bank (2018) 

Growing current account deficits are also of concern because as a rule of thumb, current 

account deficits that are above 5 percent of GDP are indicative of long-run sustainability 

problems. Zambia’s Current account deficit has remained within the 5% threshold in the 

past few years indicating some long run level sustainability. 

What is also very important are the analyses of the composition of international trade, 

because what is being imported and exported is linked to the productive capacity and the 

structure of the domestic economy. The national commerce & industry environment has 

played a major role in the trends of the trade deficit.  

                                                           
2Nicole Moussa, Trade and Current Account Balances in Sub-Saharan Africa: Stylized Facts and Implications for Poverty , Trade 

and Poverty Paper Series, 2016 
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Source: Central Statistics Office (2018) 

The main driver for the trade deficit is that Zambians spend more than they produce. The 

overall trade deficit is the result of the saving and investment decisions of Zambian 

households and businesses. The policies of foreign government’s affect only how that deficit 

is divided among Zambia’s trading partners. 

The trade balance in 2018 performed unfavourably with trade deficits being recorded in all 

three quarters in 2018. Imports of goods in the third quarter, increased by 1.5 percent to 

K28.2 billion from K27.8 billion recorded in the second quarter of 20183. 

The main reason why Zambian’s saving and investment decisions drive the overall trade 

deficit is straightforward: If a country saves more of total output than it invests in business 

equipment and structures, it has extra output to sell to the rest of the world. In other words, 

saving minus investment equals exports minus imports, a fundamental accounting identity 

that is true for every country in every year. 

 

Major Product category Drivers of the trade deficit include: 

i. Copper: Since Copper accounts for the largest weight/ proportion of Traditional 

Exports, any change in the volume and price/value has a direct bearing on the 

performance of Traditional Exports. 

ii. Non Traditional Exports: For the purpose of this analysis, Non-Traditional Exports 

are divided into Agricultural and Non Agricultural products.  

                                                           
3 Central Statistics Office, Monthly Bulletin, 2018 
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Major export Agricultural commodities include Tobacco partly or wholly 

stemmed/stripped', ‘Cotton, Oil-cake and other solid residues of soya bean’. Major export 

Non Agricultural products include Sulphuric acid; oleum in bulk, Electrical energy and Wire 

of refined copper.  

2. Ramifications of trade deficit and high debt stock on the performance of the 

National budget 

 
Source: World Bank (2018) 

Expansionary fiscal policy in the last few years resulted in a rise in budget deficits. If this 

expansion were totally financed by borrowing from foreigners, domestic interest rates 

would not change much, and domestic investment and private saving might not either. In 

this scenario, there could be a simultaneous Kwacha-per-Kwacha change in budget and 

trade deficits, the classic twin-deficit scenario.  

But if domestic interest rates change, as they did in Zambia, private investment and saving 

also changed, breaking any strict link between budget and trade deficits. 

Because of the underlying relationship between saving and investment, budget and trade 

deficits could be strictly linked. Budget and trade deficits should be viewed as linked, but not 

as twins. 

An elementary accounting identity4 says that last period’s debt level plus the current deficit 

equals the current period’s debt level. This identity is true whether we are talking about 

budget deficits building up the stock of outstanding government debt (a liability of the 

                                                           
4 Remarks by Mr Edward M Gramlich, Member of the Board of Governors of the US Federal Reserve System, at the Euromoney 

Bond Investors Congress, London, 25 February 2004. 
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government sector to the private sector), or trade deficits building up the stock of external 

debt (the net stock of accumulated foreign claims against Zambia). 

2.1 Credibility range and constrained fiscal space 

With each deficit there is arguably a credibility range. By that, it can be articulated that there 

is a limited range within which a country may be able to violate its stability condition and 

have its debt-to-GDP ratio trend upward without further economic consequences. For 

budgets, there may be a range within which the debt to GDP ratio can grow without 

significant changes in interest rates. Economic performance in this range is by no means 

optimal, because the persistent deficits are subtracting funds that would otherwise be 

devoted to capital investment and future growth in living standards. A high debt stock 

increases debt repayments. For example, Debt service for three quarters of 2018 amounted 

to US$545.02 million. A total of K647.8 billion was paid towards domestic debt service. 

But there may not be significant relative price effects. The same is true on the trade side; 

there could be a range in which foreign claims on Zambia just build up without major impact 

on relative prices. 

Once the economy gets outside of the credibility range, however, more significant relative 

price adjustments become likely. On the trade side, for example, the continued accumulation 

of foreign claims on the Zambian economy will raise the issue of whether foreign investors 

will want to hold an ever-increasing share of their wealth in the form of Zambian assets. Or 

whether the Zambian economy can indefinitely pay out ever-higher shares of GDP in the 

form of interest and dividend payments. The conventional view is that at some point there 

should be a relative price adjustment, some combination of rising Zambian interest rates (to 

make Zambian assets more attractive), rising foreign prices (to make imports more 

expensive), moderating Zambian prices (to make Zambian exports more competitive), or a 

change in exchange rates. Each of these reactions is likely to occur naturally, and each moves 

in the direction of lowering the external imbalance. That is why foreign trade deficits are 

typically thought of as self-correcting. The main risk here is that the natural adjustments 

may not occur gradually, but so rapidly as to threaten various types of dislocations. 
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2.2 Trade Deficit and High Debt Stock 

 

Source: World Bank (2018) 

The link between budget and trade deficits can be seen most naturally through the national 

income accounting framework. Any saving Zambia does finances either private domestic 

investment directly or the accumulation of claims on foreigners. This means that national 

saving, the sum of private and government saving equals private domestic investment plus 

that period’s accumulation of claims on foreigners, or the trade surplus. The trade surplus 

can also be thought of as net foreign lending. All of these relationships are accounting 

identities, true at every moment in time apart from data inconsistencies captured by a 

statistical discrepancy. 

NS = S – BD = I – TD, 

Where NS is National Saving, S is Saving, BD is budget deficit, I is Investment and TD id Trade deficit. 

A budget surplus would be treated as governmental saving and added to private saving; a 

budget deficit would be treated as governmental dissaving and subtracted. Borrowing from 

foreigners involves either a reduction of claims on them or an increase of claims on us by 

them. It is by definition equal to the trade deficit TD. A trade surplus means that some 

national saving goes to building up claims on foreigners (national saving is greater than 

domestic investment) while a trade deficit means that some investment is financed by 

foreigners (national saving is less than domestic investment). 
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 Source: World Bank (2018) 

While trade deficits should ultimately correct themselves, perhaps after a long trek through 

the credibility range, there are really no natural self-corrective mechanisms for budget 

deficits. Once the Zambian economy gets through the credibility range, interest rates on the 

increasing government debt will have to rise to induce people to hold the debt. This rise 

increases the interest burden and causes total deficits to rise further, all the time subtracting 

more and more funds from capital accumulation. In the long run, the only way to correct 

budget deficits is for policymakers to correct them. 

1. Measures that can be undertaken to reduce the trade balance deficit  

Since the deficit is about production and consumption, the tools that will be most effective in 

reducing it are those that impact how much Zambian citizens, businesses, and governments 

save and invest. There are several outside forces, both natural and as a result of policy, that 

could influence budget and trade deficits. The following are ways to reduce the trade deficit: 

3.1 Local Content and Savings 

Consume less and save more (Local Content). If Zambian households or the government 

reduce consumption (businesses save more than they spend), imports will drop and less 

borrowing from abroad will be needed to pay for consumption. This can be done through 

actualising the Local content strategy paper where Zambian households will consume more 

of what they produce and reduce import demand. 



8 | P a g e  

 

Government should invest time, energy and resources to conceive a dynamic process that, 

taking into account the external constraints, engineers a gradual building of productive 

capacity and economic linkages with the aim of progressively reducing the mismatch 

between the structure of domestic production and the pattern of domestic demand. A 

gradual diversification of production would generate new jobs and income, which increases 

consumption that could be increasingly met by local production, which would further 

encourage local producers to invest in more productive capacity, setting a virtuous cycle 

between investment, local production, employment and income. 

We must recognise the all-important role of national saving in shaping long-run economic 

welfare. National saving is the only way a country can have its capital and own it too. Models 

of the economic growth process identify national saving as one of the key policy variables in 

influencing a nation’s living standards in the long run. 

3.2 Prudent Debt Management and Sustainability – Stability Conditions 

Economists have worried for years about optimal stocks of government and external debt. 

For government debt, the optimal stock turns out to be related to the optimal level of 

national saving, which can be defined as the level that maximizes the nation’s long-term path 

of consumption per worker. The optimal stock of net external debt can be determined in the 

same framework from an open economy perspective.  

Whatever the long-term optimal level of government debt, and whatever the optimal level of 

external debt, one can separately ask whether either debt level is becoming a more, or less, 

important economic factor over time. For government debt, this stability condition, 

determines merely whether the ratio of debt to gross domestic product (GDP) is stable. If it 

is, interest payments on the debt will, in equilibrium, also settle down to a stable proportion 

of GDP. For external debt, a stable debt-to-GDP ratio means that the net interest and 

dividend payments of Zambia to foreign investors will also settle down to a constant ratio to 

GDP. 

Government must ensure that public external debt is maintained at levels to be sustained 

over the medium to long term to minimise pressure on the current account. Government 

should seek stability in internationally accepted thresholds such as public debt to GDP, 

public external debt to GDP, External Debt Service to revenue to highlight the debt targets. 

As contained in the Medium Term Debt Strategy (2017- 2019), Zambia will do well to be 

conducting Debt sustainability Analyses to ascertain the debt situation and inform threats 

not only debt sustainability but to the economy at large. 
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3.3 Trade and Export Policy  

If the Government seeks to reduce the trade deficit, there are ways to do it. Aside from fiscal 

policy austerity, Trade policy, however should be a priority. Although it seems intuitive that 

trade policy should be the appropriate instrument for a trade deficit just as fiscal policy is 

the right tool for a fiscal deficit the economics do not always work that way. The two are 

interlinked. 

Zambia is a signatory to several regional trade agreements and discussions on the 

Continental Free trade agreement would need to be carefully considered. Higher tariffs on 

one country or product divert trade to other countries or products, distorting consumption 

but leaving the trade balance roughly unchanged. Higher tariffs on all countries will reduce 

imports, but they will also reduce exports, again leaving the trade balance roughly 

unchanged. The reason is that import tariffs reduce the demand for foreign currency and the 

Zambian Kwacha strengthens, thus the tariffs reduce both imports and exports and distort 

consumption and production. Overall, higher tariffs can be expected to reduce trade and 

income, but with a negligible impact on the trade deficit. Trade export policy on the other 

hand can stimulate productivity growth and exports to narrow the trade deficit.  

3.4 Export Promotion 

Through the right policies, Zambia can begin to revamp its non-traditional exports which 

will in turn narrow and possibly eliminate the trade deficit. Even Zambia Development 

Agency (ZDA) notes that the country’s non-traditional exports have the potential to increase 

foreign exchange earnings and contribute to job creation. 

 



10 | P a g e  

 

 

Source: Central Statistics Office (2018) 

Non Traditional exports have sporadically improved over the last decade but generally their 

growth remains constrained around $5 billion. A 2012 International Growth centre5 study 

was commissioned to assess the potential for the diversification of Zambia’s agricultural 

economy into non-traditional export markets by determining the prospect for growth, 

employment creation and, equitable wealth and income distribution in the sugar, cotton and 

coffee sub-sectors. The study established that there is considerable potential for growth and 

employment creation in all the three sub-sectors through the expansion of agricultural 

production, as the country is well-endowed with natural resources that are well-suited for 

the competitive production of the three crops. Investigations into the export markets for 

sugar, coffee and cotton show that there is a growing global demand for these commodities 

and that the current preferential trade arrangements governing these markets are 

important for ensuring market access for Zambian products and subsequently increased 

income potential for producers in these sub-sectors. 

3.5 Productivity Growth 

One generally helpful influence is productivity growth. If the Zambian economy benefits 

from an exogenous positive shock to productivity growth, this shock would raise the trend 

path of income, meaning that slightly higher primary budget and trade deficits could still be 

consistent with debt-to-GDP stability. Higher productivity could also help lengthen the 

                                                           
5 ECIAfrica Consulting, Potential of non-traditional exports in Zambia, March 2012 
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credibility range, the range in which moderate changes in the debt ratio might not lead to 

adverse changes in relative prices. Among other things, higher productivity would raise the 

marginal product of capital and make investment in Zambian assets relatively attractive. But 

even with these favourable developments, the stability conditions discussed above still hold. 

If they are violated, the natural adjustment mechanisms will eventually take over for the 

trade deficit, and the primary budget deficit will eventually have to be reduced to stop a 

growing government debt ratio. 

3.6 Trade protectionism 

One unhelpful measure is trade protectionism. While it might appear that trade 

protectionism would correct trade deficits, it probably will not6. Over the medium and long 

run, the economy should be producing near its natural growth path, perhaps because of 

timely monetary and/or fiscal policy, perhaps because of natural equilibrating forces in the 

economy. In this event, trade protectionism would not stimulate added national production. 

Even if protectionist measures reduce imports, the added spending demands for import-

competing industries will crowd out other types of production. Put another way, the trade 

deficit is ultimately determined by national saving and investment. Without a change in 

these, protectionism merely shifts the types of goods that are produced. It does not increase 

overall production and, short of cutting off trade altogether, does not even change the trade 

balance. Moreover, as is well known, over the long run, trade protection lowers a nation’s 

standard of living. 

3.7 Fiscal Policy – Austerity  

Assuming an economy near its medium-term growth path, Government can actually correct 

budget deficits. As mentioned above, such a fiscal austerity policy is the only known way to 

correct persistent budget deficits. The reduction in deficits should lower domestic interest 

rates and trigger changes in exchange rates that lower imports and raise exports. Hence, 

well-designed fiscal austerity measures could solve all the problems simultaneously. They 

correct budget deficits directly, they reduce trade deficits indirectly, and the implied higher 

level of national saving also permits more funds to flow into capital formation and long-term 

productivity enhancements. Fiscal austerity is the one tried and true approach to dealing 

with budget and trade deficits simultaneously. 

 

                                                           
6 Remarks by Mr Edward M Gramlich, Member of the Board of Governors of the US Federal Reserve System, at the Euromoney 

Bond Investors Congress, London, 25 February 2004. 
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2. Challenges in addressing the trade deficit and growing debt stock  

86

8.8

3.2 2.1

Exports by Product Category

Intermediate goods Consumer Goods Raw Materials Capital Goods

 
Source: Central Statistics Office (2018) 

A key challenge in addressing the trade deficit in Zambia relates to how our exports are 

constituted by category. Zambia has a high proportion of our goods exported as 

intermediate goods instead of being export as capital goods. 

For example, Zambia’s major export products in September 2018 were from the 

intermediate goods category (mainly comprising Copper anodes for electrolytic refining and 

Cathodes of refined copper) accounting for 86.0 percent. Exports from the Consumer goods, 

Raw Materials and Capital goods categories, collectively accounted for 14.0 percent of Total 

exports in September 2018. 

Support to the Copper value addition chain through the lowered corporate tax at 15% in the 

2019 budget is a welcome initiative despite other business environment factors affecting the 

cost of doing business. 

4.1 Debt stock  

4.1.1 Debt Profile 

In order to assess the challenges in addressing the debt stock it is necessary to break down 

the debt composition into multilateral, bilateral, concessional, interest arrears and average 

maturity on new external debt commitments.  
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Source: World Bank (2018) 

Public and publicly guaranteed multilateral loans include loans and credits from the World 

Bank, regional development banks, and other multilateral and intergovernmental agencies. 

Excluded are loans from funds administered by an international organization on behalf of a 

single donor government; these are classified as loans from governments. As can be 

observed from the graph above multilateral concessional debt has risen steadily since 2008. 

 

 

Source: World Bank (2018) 

The percentage of multilateral debt as a composition of the total external debt stock has 

fallen from a record high of 57% in 2004 before the HIPC debt cancellation to just around 

9% in 2017. A challenge in addressing the debt stock has been the shift from multilateral 

sources to financial markets. This raised challenges in maturity periods. 

 



14 | P a g e  

 

 

 

 

Source: World Bank (2018) 

Bilateral debt includes loans from governments and their agencies (including central banks), 

loans from autonomous bodies, and direct loans from official export credit agencies. 

Concessional debt is defined as loans with an original grant element of 25 percent or more. 

The grant element of a loan is the grant equivalent expressed as a percentage of the amount 

committed. It is used as a measure of the overall cost of borrowing.  As can be observed from 

the graph above the bilateral concessional loans have relatively increased since 2010.  

 

Source: World Bank (2018) 

Maturity is the number of years to original maturity date, which is the sum of grace and 

repayment periods. Grace period for principal is the period from the date of signature of the 

loan or the issue of the financial instrument to the first repayment of principal. The average 

maturity on new external debt commitments has lowered since 2008 indicating the sources 
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of finance shifting from multilateral. The structure and sources of debt have affected the 

average maturity periods. 

4.1.2 Risk and Stock Management 

The investor base for Government securities is concentrated in a few big investors. The 

largest investors in Government securities are financial institutions (Banks mainly) and 

pension houses. This poses a risk to Government in mobilising adequate resources from the 

domestic market in the event of auction failures.  

Zambia has Medium Term debt strategy 2017-2019 and since 2017 has had the Loans and 

Guarantees Act Cap. 366 which serves as the legal backing for the administration to 

sustainably manage its debt stock. 

 

4.1.3 Budget performance Alignment to Medium Term Expenditure Framework 

4.1.3.1 Public Expenditure by Economic Classification 

Source: Medium Term Expenditure framework (2019) 

Expenditure on personal emoluments as a share of domestic revenues still remains high at 

47.1 percent in 2018, thereby constraining other developmental expenditures. Over the past 

few years, Government had embarked on an expansionary fiscal policy in order to develop 

public infrastructure such as roads, health facilities and schools, which was largely financed 

by both external and domestic borrowing, resulting in increased debt service obligations. To 

this effect, expenditure on interest payments is projected to average K14.4 billion or 22.5 

percent of domestic revenues per annum, over the medium term. 
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4.1.3.2 Assets 

Over the medium term, Government intends to focus on completing existing capital projects, 

before embarking on new ones. In this regard, projects that are at least 80 percent complete 

will be prioritised for financing. In addition, it is projected that contraction of commercial 

foreign debt to finance new projects will be postponed until the debt situation is reduced to 

moderate risk.  

Further, some of the negotiated loans that are yet to be disbursed will be cancelled. 

Expenditure on non-financial assets is projected to increase moderately from K20.7 billion 

in 2019 to K23.1 billion in 20217. The nominal increase of K2.4 billion is mainly on account 

of the projected disbursements on already contracted foreign loans to finance on-going 

projects. The proposed allocations are consistent with the need to consolidate the fiscal 

position.  

4.1.3.3 Liabilities 

Government proposes to spend a total K4.9 billion on financial assets over the next three 

years. The largest expenditure in this category is K4.4 billion for the Sinking Fund, meant to 

enable Government meet its future debt obligations. Recommendations 

4.1.4 Debt Outlook 

 

Source: Medium Term Expenditure Framework (2019) 

As of 2019, there was allocated $10 million in the sinking fund. It is projected in the medium 

term expenditure framework that ZMW 600 million is to be allocated in 2020 and a further 

                                                           
7 Ministry of Finance, Medium-Term Expenditure Framework (MTEF), (2019-2021) 
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ZMW 3.7 billion in 2021. The sharp increase from 2020 to 2021 will require intense 

resource mobilisation efforts.  

The debt position for Zambia in the next 5 years will have a portion of bilateral loan accruals 

which are difficult to predict whilst some outstanding obligations will come due in the next 

five years. 

 

Source: Ministry of Finance (2018) 

In 2022, the principal on the $750 million Eurobond acquired in 2012 will fall due then after 

two years in 2024, the $1 billion Eurobond principal will fall due.  

5. Recommendations 

5.1 Debt Structure 

The percentage of multilateral debt as a composition of the total external debt stock has 

fallen from a record high of 57% in 2004 before the HIPC debt cancellation to just around 

9% in 2017. There is an opportunity to restructure debt by leaning towards multilateral 

debt from institutions like IMF that will allow for longer maturity on new external debt 

commitments. 

Over the medium term, Government need will strengthen the enforcement of measures 

aimed at curtailing the accumulation of new arrears and dismantling the stock. Further, all 

ministries should be required to concentrate their efforts, when dismantling arrears, to local 

suppliers thereby helping to reduce non-performing loans in the banking sector and ease 

liquidity for the private sector. 
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5.2 Debt Risk management 

In order to mitigate the risk posed in mobilizing adequate resources it is recommend that 

Government embark on an extensive outreach program to sensitise both local and foreign 

investors. A key example for the local investors would be to create platform for mobile 

money bond subscriptions (similar to Kenya via mobile phone) which will improve financial 

inclusion in Government securities. 

5.3 Innovative Debt Solutions 

Commodity currencies have been stood against fiat money in the discourses on the history 

of money, implying a development from primitive forms of money which needed anchor in a 

real commodity to gain acceptance, for instance gold, silver or copper to a more 

sophisticated monetary regime based solely on confidence and trust. The idea of a gradual 

replacement of the former form of money by the latter is an a historic construct: commodity 

and fiat monies have replaced each other over the millennia, and the latest craze for 

commodity currency was as recent as the 1920’s when numerous European currencies were 

based on gold. Zambia can create a money backed by Copper.  

The key here is to anchor the Zambian currency in copper reserves, a commodity which 

Zambia has a natural endowment and not necessarily a comparative advantage. This stock of 

copper reserves will forever be changing with regards to international transactions. In 

essence the Zambian Government must begin to buy and sell copper on the international 

market using an exchange medium. 

Zambia can establish a metal exchange bureau to trade copper as a derivative and issue 

unique copper backed securities as a more sustainable debt management strategy. The 

formation of IOUs in Zambia backed by a guarantee for the state to exchange copper 

reserves into Kwacha will form the foundation of new kind of asset (security). 

In November 2018, Government began building up on foreign reserves, currently at US$1.73 

billion, using revenue from mineral royalties. Zambia’s reserve position dropped to US$1.73 

billion as at end August 2018 from US$ 1.82 billion in June 2018. The decline in the country’s 

exports has led to widening of trade deficits to K4.3 billion in the third quarter of 2018 from 

K3.2 billion recorded in the second quarter of the year. 

According to the Ministry of Finance, the Government has been building up reserves from 

open market operations (OMO) but is also looking at mineral royalties from mining 



19 | P a g e  

 

companies. This initiative by Government is somewhat similar to what is being proposed 

here.  

5.4 Buffet Plan 

The plan first suggested by Warren Buffett uses an incentive-based intervention to achieve a 

narrowing of the trade deficit, which, along with certain net cross-border income payments, 

makes up the balance on the current account. Firms that exported ZMW100 in goods to any 

other nation would be entitled to an “import certificate” (IC) in the same amount. This 

certificate would be granted to the exporting firm by the Zambian government. The 

certificate would entitle any firm to import ZMW100 worth of goods by submitting the 

certificate back to the government. The exporting firm could import these goods itself or sell 

the certificates to another firm that planned to import goods. The importing firm would be 

required to submit the certificate to the government when it imported the ZMW100 worth 

of goods. Certificates would be sold by exporters to importers in organized markets. This 

plan would thus cap the trade deficit in goods at a fixed percentage of exports in goods. 

5.5 Arrears clearance strategy (2019-2021) 

In order to contain the growing debt stock and its payment burden the accumulation of 

domestic arrears will require close monitoring of contingent liabilities that enhances early 

signalling of liabilities that may come on the Government debt portfolio. Parliament must 

request the executive to timely formulate and implement a clear and robust strategy to wind 

down arrears in the next three years (2019-2021) as a follow up to the current Debt 

Management Strategy (2017-2019) 

5.6 Public Private Partnership – Crowd in Private Sector 

The main cause of the high debt stock in the recent years has been the uncontrolled 

expenditure on infrastructure projects. For example, Total expenditure (including 

amortization) for the first half of 2018 amounted to K39.6 billion, against the budgeted 

K34.19 billion. The major components which were above target were interest payments by 

43.2 percent and capital expenditure by 65 percent.  

There is a need for Government to raise finance through local revenue source and leverage 

them for infrastructure spending. For example, Zambia collects near K2 billion from toll 

gates yearly, if K10 of every K20 is assigned to a bank trustee, for every K35 from 

Government the banking system will add K65 for investment projects. 
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Going forward it is recommended that Parliament proposes a crowd in model for private 

investment in infrastructure projects. ZACCI has models ready to work in this space. 

5.7 Attractive Investment 

In line with the development pillars of national development there is need for Zambia to 

benchmark its investment attractiveness with countries in the region by creating an 

enabling environment. With a constrained tax compliance, Government is limited in its 

ability to provide services that will incentivise the private sector to invest in certain areas of 

the country e.g. shangombo. The infrastructure gap requires resources, which have been 

recently acquired through debt contraction. So long as the debt contraction remains in line 

with National development priorities within the constraints of a robust loans and guarantee 

act in parliament for oversight, the nation will reap fruits from its investments.  

Lack of financing and high transactions costs have emerged as the cross-cutting constraints 

for most of the non-traditional sub-sectors. Hence efforts to promote export diversification 

in these sectors should ideally be focused first primarily on programmes that ensure 

financial availability and promote investments into infrastructure that will reduce the 

transactions cost, among other things more specific for each individual sub-sector. 

5.8 Manufacturing – Industrial policy 

The importance of manufacturing for development is widely recognized, as very few 

countries have been able to grow, accumulate wealth, and increase their living standard 

without investing in their manufacturing industries. Manufacturing has historically been the 

driver of economic growth, structural change, and catch-up. It opens opportunities for 

economies of scale, technological progress and learning. It acts as a catalyst to transform the 

economic structure of countries, from primary, slow-growing and low-value activities to 

more productive activities driven by technology and innovation and with higher growth 

prospects. Manufacturing sector has “pull effect” on the other sectors by stimulating the 

demand for more and better services in banking, insurance, communications and transport 

and encouraging the development of human capital and the use of technological advances in 

the agricultural sector. It provides – directly and indirectly - job opportunities for the skilled 

labor force, which boosts revenues and sets the conditions for the reduction of income 

inequality and poverty. Manufacturing also offers better growth prospects because it 

generally does not suffer from a secular deterioration of terms of trade that have frustrated 

the growth prospects of many commodity-dependent countries. 



21 | P a g e  

 

There are no examples of successful industrialization without a pro-active role for industrial 

policy8. But this does not mean that country experiences are identical. The now 

industrialized countries have followed different paths depending on their initial conditions 

and endowments, and the timing of their industrialization process. Not all experiences with 

industrial policies have been successful. Zambia implemented industrial policies in the 

1950s and 1960s that were dismantled in the 1980s and 1990s under structural 

adjustments and trade liberalization policies, which led to significant de-industrialization. 

The industrial policy in Zambia was only recently launched, its absence was felt in the low 

levels of productive capacity including human capital and infrastructure, the inability to 

compete in national and international markets and the high level of unemployment. Faced 

with this situation, a renewed attention to industrial policies, and reassessing its benefits for 

structural transformation will be key in addressing the trade deficit. 

Building on natural resources could translate into focusing, in a first stage, on adding value 

to natural resources, instead of producing and exporting raw materials, through 

progressively strengthening their backward and forward linkages with the economy. This 

will favour employment creation and import substitution. For example, agriculture activities 

could provide inputs to tourism, to large retailers, and to manufacturing activities, especially 

food processing. Manufacturing activities that provide inputs to agriculture (e.g. fertilizers, 

agriculture equipment) could also be progressively developed. Some upstream and 

downstream linkages may also be developed with the extractive industry, such as the 

provision of domestic inputs and the (at least partial) transformation of raw materials. 

This requires providing support to micro, small, and medium-sized enterprises which are 

essential sources of job and important actors in the process of linkage building. Securing 

them access to affordable loans should be a priority. Policy instruments can include 

requiring banks to devote a share of their lending to productive capacity building by such 

excluded categories, public guarantees for certain types of lending, direct provision of credit 

by public financial institutions, etc.. Building on natural resources could also translate for a 

number of mineral rich countries into improving the capture of resources rent through tax 

on land, higher royalties, renegotiation of concessions, participation in the ownership of 

extractive firms, etc., and using the accrued income in investing in human capital and 

infrastructure. This is an example of how international trade, by opening external markets 

                                                           
8 UNCTAD (2015a), Economic Development in Africa Report 2015, unlocking the Potential of Africa’s Services Trade for Growth 

and Development, United Nations, New York and Geneva. 
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to the sale of natural resources, can be an indirect vehicle for industrialization and 

development. 

5.8 Conclusion 

There are obviously strong links between budget and trade deficits, and the deficit-debt 

dynamic relationships are very similar. At the same time, it is misleading simply to equate 

the two deficits, as is often done in the twin-deficit literature. Budget deficits typically 

involve a reduction in national saving and, if large, a steadily growing government debt-to-

GDP ratio. They typically will not be corrected without explicit action. Trade deficits, on the 

other hand, typically involve an increase in foreign claims on the Zambian economy. As these 

claims grow in relation to national income, at least some natural forces are set in motion to 

correct the imbalance.  

From a policy standpoint, neither deficit may be terribly harmful in the short run. Moreover, 

there is likely to be a credibility range in which debt levels could rise relative to GDP without 

much change in relative prices. In the long run, however, both deficits could become much 

more worrisome. There are forces tending to increase both deficits: political and 

demographic for budget deficits, income elasticities for trade deficits. At some point, 

continued large-scale trade deficits could trigger equilibrating, and possibly dislocating, 

changes in prices, interest rates, and exchange rates. Continued budget deficits will steadily 

detract from the growth of the Zambian capital stock and may also trigger dislocating 

changes. 

 

6. References 

Nicole Moussa, Trade and Current Account Balances in Sub-Saharan Africa: Stylized Facts and Implications for Poverty, Trade and 

Poverty Paper Series, 2016 

Central Statistics Office, Monthly Bulletin, 2018 

Remarks by Mr Edward M Gramlich, Member of the Board of Governors of the US Federal Reserve System, at the Euromoney 

Bond Investors Congress, London, 25 February 2004. 

ECIAfrica Consulting, Potential of non-traditional exports in Zambia, March 2012 

Ministry of Finance, Medium-Term Expenditure Framework (MTEF), (2019-2021) 

UNCTAD (2015a), Economic Development in Africa Report 2015, unlocking the Potential of Africa’s Services Trade for Growth and 

Development, United Nations, New York and Geneva. 

World Bank Data, Zambia, 2019 


