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E. Industry and foreign investment Sector 

E-1 General 

The Zambia’s population amounts to 10.5 million and the market demand is small. Therefore, 

manufacturing industries in Zambia find themselves in serious straits. Most of manufacturing plants are 

located in and around Lusaka and in the Cooperbelt. Manufacturing has grown steadily since 1998 and 

averaged 5.1% between 2000 and 2004. Food, beverages and tobacco, and textiles and leather account 

for 76% of manufacturing output and it is growth in these two sub-sectors that has accounted for most of 

the recent growth in manufacturing sector. However the formidable challenges are still faced by the 

manufacturing sector. Difficult access to affordable credit is a big issue. Local interest rates are high and 

utility costs and duties on many of manufacturing inputs are also high. The influx of cheap goods from 

neighboring countries are further concern.  

E-2 Trade and manufacturing sector 

Zambia’s exports exceeded imports in 1999, however, imports have adversely increased since 2000. 

Zambia exports copper, cobalt, etc. as mineral resources without further processing and adding values, 

and most of the imports could be possibly produced in Zambia.  

In the first stage of industrial policy, it is necessary to enhance the competitive power of the 

manufacturing sector domestically and foster import-substitution industries. Domestically produced 

commodities should have stronger competitive power than imported commodities and they should be 

exported to the neighboring countries in the second stage. Industrialization ahead of other regional 

countries will make it possible to export to the neighboring countries. 

Figure E-1  Trade Statistics 
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Source: External Trade Statistics Bulletin 2004, Central Statistics Office, Zambia 
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Figure E-2  GDP 
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The market for Zambia is not in the U.S., Europe, or Asia, but rather 51% (2000) of the market in 

African countries (inclusive of South Africa), which increasing to 80% tentatively in 2004. In the past 

four years, economic relations grew more with African countries than with the EU, U.S., or Asia, which 

suggests that fosterage of domestic industry toward establishment of an export system is very likely to 

increase the possibility of exporting to the neighboring countries. The shortcut to aggressive 

industrialization for Zambia lies in development of import-substitution industries, but not in the form of 

former state-owned companies, for the time being so as to strengthen international competitive power.  

 
Table E-1  Markets For Zambian Non-Traditional Exports            (Unit: K billion) 

 COMESA South Africa EU ASIA USA Total 

2004 1053 576 250 62 7 2017 

2000 259 148 204 44 20 775 

Source: External Trade Statistics Bulletin 2004, Central Statistics Office, Zambia 
 
As shown in Table E-2, the major imports are processed goods, industrial products, and durable 

consumer goods, of which 60–70% could be possibly produced domestically by new import-substitution 

industries. The optimum strategy that Zambia should adopt is to rigorously foster indigenous industries 

to substitute imported products and to export its goods to the neighboring countries. The Government 

has to give intensive assistance to local industries to gain international competitive power at least within 

the region to produce goods that are superior to imports. 
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Table E-2  Categorization of Imports for 1999 to 2004 (K’ Million) 

Commodity 1999 2000 2001 2002 2003 2004**

Food and beverages in primary 
form 49,119 63,981 92,082 197,068 310,266 117,324

Food and beverages, processed 115,812 137,749 229,487 286,846 443,828 200,632

Industrial supplies, nes, 
primary form  61,583 140,685 129,732 259,994 411,819 141,419

Industrial supplies, processed 624,111 969,062 1,447,197 1,555,314 2,599,800 1,850,683

Fuel and lubricants, primary form 77,182 326,801 251,888 270,180 554,957 545,295

Fuel and lubricants, processed 1,169 1,890 2,754 15,647 11,005 7,050

Capital goods 
(except transport equipment) 244,134 295,889 560,069 704,057 1,178,398 696,172

Parts and accessories of capital 
goods  100,907 216,761 380,121 387,649 586,482 430,911

Passenger motor cars 48,367 81,861 113,587 113,332 128,963 84,016

Other transport equipment  93,186 153,796 210,380 271,532 334,196 201,704

Parts & accessories of transport 
equipment 74,409 88,371 125,311 155,468 242,165 137,264

Durable consumer goods  49,745 80,946 93,430 100,240 146,180 71,938

Semi-durable consumer goods  59,340 95,104 114,943 124,794 174,980 96,794

Non-durable consumer goods nes  72,576 90,758 143,725 276,615 299,923 148,612

Goods not elsewhere specified 2,176 7,909 5,790 6,488 488 1,127

Total 1,673,816 2,751,563 3,900,496 4,725,224 7,423,450 4,730,941

Source: External Trade Statistics Bulletin 2004, Central Statistics Office, Zambia 

On the other hand, as shown in Table E-3, these export products are so called primary sector products 

and do not involve processed and manufacturing goods very much, representing a typical mode of trade 

in which raw materials and primary products are exported while processed goods and industrial products 

are imported. 

Table E-3 Export Products of Zambia Trade for 1999-2004  (K’ Millions) 

Product 1999 2000 2001 2002 2003 2004** 

Refined copper 995,184 1,386,254 1,747,270 2,004,120 1,866,408 1,049,005 

Cobalt 504,374 518,972 600,586 565,645 631,820 633,294 

Cotton 175,798 104,265 146,253 165,223 221,457 383,095 

Semi-precious stones 39,690 54,078 121,236 199,608 357,131 59,628 

Sugar 57,584 72,350 132,934 138,536 147,398 94,819 

Tobacco 56,109 26,887 41,383 70,098 95,138 121,669 

Cut flowers 5,075 9,475 17,721 14,365 36,275 10,985 
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Cement 17,985 31,769 24,066 20,813 28,308 16,913 

Source: External Trade Statistics Bulletin 2004, Central Statistics Office, Zambia Note: 2004 data runs up to 
June 

 
The smallness of the market for a population of 10.5 million is one of the handicaps. However the 

import of a larger quantity of finished products from foreign countries is making the domestic market 

even smaller. Judging from these situations, the core domestic market size would amount to 1.0 million 

to 2.0 million people.  

The trend of Zambian industry is shifting rapidly from manufacturing center to commercial center on 

import-export business, and the domestic value added will decrease further, resulting in the loss of 

international competitive power if this phenomenon remains unchanged. According to the ZCSMBA, 

the number of manufacturers joining it has declined recently from 35% recorded ten years ago to 18% at 

present. On the other hand, the number of trading firms has increased rapidly from 20% to 48%, and 

imports from the neighboring countries have increased. 

The import-substitution industries are those processed further raw materials available in Zambia. 

Targeted import substitution industries include copper wire, copper pipes, various types of processed 

food, canned food, steel sheets, reinforcing bars, accessories, wooden furniture, smoothly planed boards, 

and confectionary, which could be even exported to the neighboring countries. Imports have increased 

year after year, with a conspicuous increase in imports of manufacturing products and durable consumer 

goods. These two items account for half of the total imports, and such a trend is likely to grow as the 

national income increases. The government must plan to foster domestic manufacturers to produce 

import-substitutes for industrial products and durable consumer goods.  

E-3 Present problem and issues 

During our local market study, eight companies were visited with the following findings for 

governmental support. Common problems cited are summarized in the following outline; 

(1) Industrial financial system 

(2) Tariffs 

(3) Foreign investment  

(4) Industrial premises 

(5) Value added policy 
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(1) Industrial finance system 

Private companies are lately extremely lacking in working capital and equipment investment capital. 

Under this situations, as they must carry on their production activities with poorly maintained facilities, 

both productivity and quality have deteriorated as a result. Furthermore, there is a relative decrease in 

international competitive power among local industries because the country cannot provide necessary 

incentives and assistance to cope with the increase of imports in terms of favorable custom tariff 

structure and industrial finance support system. Because of these factors, imports have been increasing 

greatly, and the manufacturing industry, especially small and medium scale enterprises (SMEs), is in 

critical condition. 

The interest rates differ from company to company in size and sub-sectors. The interest on bank credit 

for good-standing companies is 10% p.a., while that for SMEs ranges from as high as 25% to 35% p.a. 

As the profit margins of the manufacturing industry in general amount to only 5–10%, the present 

finance system, which cannot save companies in need of working capital and investment capital because 

of the high interest rates and guarantee system, is by no means appropriate industrial policy. Products 

imported from advanced countries, where the loan interest rates are at 5–6%, and the productivity is 

more than 10 times that of Zambia, are more competitive. Thus production costs are 20–30% lower due 

to mass production. Under such circumstances, a key strategy indispensable for fostering the 

manufacturing industry in Zambia is a competitive industrial finance scheme.  

The cotton industry, for instance, is used to be very important sector in the country is now gradually 

making way for trading firms that import and sell products from China and the neighboring countries. 

This phenomenon is unfortunately common to all countries where manufacturing sector is less 

prioritized against trade business and the manufacturing companies are more shifting to importing and 

retailing business that permits quick capital return. If the situation remains unchanged, the foreign 

currency shortage will accelerate rapidly due to an adverse balance of payments, and the interest rate on 

loans is likely to increase further. 

(2) Tariffs 

Presently primary products such as copper ore, cobalt, cotton, precious stone, tobacco, flowers and so on 

are exported to neighboring countries and European countries. At the same time food and beverages in 

primary form as well as processed form, industrial supplies in primary form, and parts and accessories 

of capital goods are imported to Zambia from neighboring countries. These industrial structures need to 

be altered. Otherwise, these practices facilitate the neighboring countries to upgrade processing 

technologies and obtain value-added portions from Zambia.  
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Garment manufacturer such as dressmakers for example used to produce uniforms for hospitals, schools, 

and the police officers until five years ago. However, for the past three years, traders who have imported 

products from China and sold them in Zambia without any import tariff, have come to dominate the 

market. As a result, there used to be ten dressmakers in and around Lusaka, but only two are in business 

now. But their production level has dropped to 20%. The garment industry in particular had been very 

prosperous as a key business in the manufacturing industry until ten years ago. But, as the import duties 

on cotton and other materials increased, while the import duties on finished garment products decreased, 

the effort to import raw materials and sew them to make finished products does not pay. The 

dressmakers wish to import new sewing machines, but their import tariff is high. Reexamination of the 

tariff structure on manufacturing sector is strongly recommended so that necessary machines, 

equipment, and raw materials can be imported without any barrier. In general, the manufacturing 

business poses more risks than the trade business, because the capital gains after investment in plant 

facilities and equipment, employing workers, production, and sales takes a longer time. The business 

cycle of importation, sales, and capital gains in the trade business is 1/3 that of the manufacturing 

business. The manufacturing business is giving way to trading business. . 

(3) Foreign investment policy 

Southeast Asian countries began the policy on import-substitution industry development in the past. 

1960s and 1970s. However, after the appreciation of the Japanese yen and the price hike in personnel 

expenses from 1985, Japanese companies shifted their production units to Southeast Asia where the 

production costs were very low. The foreign investment strategies for Africa would be different. The 

strategies to promote foreign investment including export-led industry type need to be carefully 

prepared. For Zambia the targeted market would be regional neighbors like SADC countries, not US or 

European countries where competition with Southeast Asia countries like China, Thailand, Singapore 

and Malaysia are so severe. Therefore, it is reasonable to invite foreign investors targeting domestic 

market and neighboring market. 

The high-technology industry needs high-tech parts and components. As there exist few parts industries, 

all necessary parts must be imported, which is not necessarily assist local industrialization. Therefore 

targeted industrial sub-sectors are not hi-tech industries rather medium level technology industries. 

Review of existing tariff system may give more incentives for foreign industries in regional market as 

well as local industries, particularly SMEs. 



 

-4-E-7- 

E.Industry and foreign investment Sector 
――――――――――――――――――――――――――――――――――――――――――― 

 (4) Industrial premises 

In terms of industrial location, well-developed industrial estates exist in Lusaka area. They are large 

scale industry zone, medium scale industrial zone and small scale industrial zone. There is no need to 

establish high-tech industrial zone. The high-tech industry, including manufacture of IC wafers, is a very 

specialized industry that requires extremely high quality specification of infrastructure. For example, 

power supply should be dual lines of supply system, water be purified water, land cites be vibration 

proofing, and air be clean room type characteristics. But there would be few hi-tech industries to be 

located in the meantime. Rather the present industrial complexes are sufficient. The needs are how to 

locate training institutes, supporting service facilities, marketing promotion arms and one-stop center for 

supporting industrial activities at the industrial estates. These multi-functional service facilities are 

necessary in Zambia. 

 (5) Industrial value added policy 

With respect to cotton products, there are views that the tariff rate on finished (garment) products is 

lower than the tariff on the raw material. Local companies that must pay tax on materials to import 

cannot compete with imported finished products. The edible oil industry used to be in full operation in 

Lusaka with 1,000 employees, but it cannot compete against low cost oil imported from the neighboring 

countries. This company employs only 300 employees at present. Zambia has excellent primary 

products such as copper, food, livestock, farm products, and wood, which are enough to fulfill the 

domestic demand through additional technology development. It is important to foster industries that 

can increase the value added as much as possible within Zambia, instead of exporting the primary 

products to the abroad and neighboring countries. The tariff system should be reviewed and 

consideration be given to lowering the import tariff on raw materials and increasing the tariff on 

imported goods, so that the domestic value added production would increase.  

E-4 Strategy for industrial development 

The two policies shown below are proposed as the strategy for the development of Zambian industry. 

1. Import-substitution industries development 

2. Small and medium scale enterprise (SME) development  
 
The criteria to select appropriate import-substitution industries are described below: 
(a) Those industries, of which products have larger domestic demand in Zambia, 

(b) Those industries, of which raw materials are available in Zambia, 
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(c) Those industries, of which raw materials’ tariff rates are low while their finished products’ rates are 

high, and  

(d) Those industries, of which products are bulky. 

The study team visited eight local companies, i.e. bed and furniture, plastic product, garment, dry 

flower, and food (edible oil, biscuit) industries in order to examine their present situation of 

management, production, marketing and financing. They produce plastic pipes, feed water tanks, 

uniform, biscuits, bedding (beds and pillows), and furniture, which are rather low-tech commodities, 

having stronger price competitiveness than even Chinese products. The common features of these 

companies are that they specialize in specific fields and goods that can substitute for imported goods. It 

is found that they meet the above-mentioned four criteria for selecting the products and earn sufficient 

profit from domestic sales. 

The plastic product company, for instance, is planning to diversify to produce home electric appliances 

(washing machines, air conditioners, refrigerators, etc.) as a business plan within a couple of years using 

the molding technique. The top management is aware of the importance of import-substitution industries 

and preparing long-term business plans to establish a system to strengthen the competitive power in 

Zambia and then export to the neighboring countries. Another company is planning to import 

compressors to make air conditioners, intending to export them to the neighboring countries. If they are 

successful in producing home electric appliances, export to the neighboring countries would be quite 

promising. 

In this connection, the following Table shows a comparison of the GDP growth rate in 1999 and 2003 

between Southeast Asia and African countries, which clearly demonstrates a difference. The ratio of the 

manufacturing industry in GDP in 2003 was 20–35% in all the countries in Southeast Asia, while that in 

Africa was only 5–18%. As a result, the GDP increased by 15–35% in Southeast Asia compared with 

that in 1990, whereas in African countries, it increased only by 5–24% compared with that in 1990. In 

other words, it is important to understand that the manufacturing industry is attributable to the high 

growth rates in the GDP. 
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Figure E-3  Ratio of manufacturing industry in GDP and growth rate of GDP 
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Note: The percentage of GDP 2003/1990 is 1/10 scale. 

E-5 Specific measures for industrial development 

The large-scale export-type investment made in Southeast Asia is not suitable for Zambia. The industrial 

environment is quite different from that in the Asian countries. The world’s production and supply 

system is far greater in Asian region, and competition continues. The U.S., Europe, and Asian countries 

that include Japan and China are making efforts to cultivate an international market. Fortunately, the 

African market is rather small in scale. The products that meet the needs and demand of African 

countries have not yet been developed. If indigenous firms were advised and assisted in terms of 

technologies, management, marketing, and financing, they could compete very well with the imports. 

Even Chinese products cannot compete with domestic products, as bulky products require higher 

transportation costs to faraway Zambia. There is an environment in which domestic products would be 

advantageous.  

The direction of support for the specific promotion of development policies is proposed below. 
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(1) Appropriate interest rates for industrial financing  

In consideration of the period from the placement of orders for materials until the collection of funds for 

finished products in manufacturing sector, as well as of the profitability of the industry, an international-

level of interest rates should be applied with 10% or less per annum for a period 4–5 years. Long-term 

lending scheme, in this connection, should be established in light of Japanese and Asian models of 

industrial financing and credit guarantee which were implemented during their industrialization. 

(2) Tariff 

A tariff rate structure should encourage indigenous industries to increase the value added in production. 

In other words, the tariff on raw materials, parts, production facilities, development equipment, and 

other resources necessary for production activities should be set at minimal, and the tariff on imports 

that are similar to finished products already produced in Zambia should be set at higher rates, for 

instance 30% or more, in order to foster domestic industry. The tariff on finished products that have not 

been yet produced in Zambia would be set at lower rates until an application for domestic production is 

filed, and after an realization it should be raised to 25–30% for finished products. It would be 

recommended to establish such a flexible tariff system that would promote domestic industry 

development. Thailand has been successful in this connection, flexible tariff system has been adopted. 

However, it should be noted that such systems would not be permanent, and would continue only until 

the import and export are well balanced or until the domestic industry gains international competitive 

power.  

(3) Industrial estates 

Lusaka is endowed with well developed industrial estates consisting of the heavy-industry zone, light-

industry zone, and SME industry zone. They have utilities, water and drainages, and telephone services. 

However, recent energy crisis and competition with imported products worsen industrial activities, 

leaving some area of these zones not in operation. According to ZCSMBA data, 20% of the member 

companies were trading firms and 35% were manufacturing firms ten years ago. Presently, however, 

48% are trading firms and 18% are manufacturing firms, clearly showing that the manufacturing 

industry is declining. Manufacturing sector should be reinforced to occupy more industrial premises to 

begin full-scale operations. 
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(4) Value added 

The ECFA mission visited nine manufacturing companies this time. One company made best use of the 

present tariff system to identify promising plastic fabrication industry, of which tariff rate for raw 

materials is almost nil and finished products very high. This company imports plastic chips from South 

Africa, forming and processing water pipes and water tanks (from 1,200-ton tanks for industrial use to 

10-liter tanks for household use) that are in high demand in Zambia. Since these products are bulky, 

there is no problem with price competitiveness even if finished products are imported from abroad. The 

company has invested in a 1,200-ton molding machine, producing furniture; tables and chairs. There is a 

plan to start production of home electric appliances with high value added by making use of the 

injection technology. Consideration on how to increase value added component in manufacturing sector 

be given 

E-6 Proposed project for Japan’s assistance 

Zambia has a great potential. Zambia might be able to compete favorably with South African and 

Chinese products. It is strongly proposed to undertake an industrial master plan study in order to 

investigate manufacturing sector especially in Copperbelt, Livingston, and Lusaka and to review the 

actual situation of the processing technology held by small and medium scale enterprises. Proposed 

study would be the “Master Plan Study on Promotion of Small and Medium Scale Industry.” The 

following items need to be covered: 

(a) Feasibility study on industrial finance scheme for small and medium scale enterprises, 

(b) Study on present tariff structure and optimum tariff system for industrial development, 

(c) Study on raw materials that can be procured locally, 

(d) Study on industrial activities in Lusaka, Livingston and Copperbelt, and 

(e) Study on the present situation of processing industry (metal, molding, print assembly) 

It is necessary to understand the industry situation of Zambia as a whole and select priority 

manufacturing sub-sectors that are likely to be developed successfully, as well as to propose a plan for 

governmental support and assistance to private sector.  

. 




