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"INTRODUCTION

‘The literature on the problems of development has, -in
many instances, treated the concept of development as synony-
‘mous to the concept of grou:th.1 Analysis of the statistical
da£a reveals that foreigrn assistance leads to increased rates
of economic aggregates. The question of whether development
has-taken place is left unanswered by regarding development
as a synonym of growth, the discussion has more often tended
to measure progress in development by increases in the gross
domestic or rational product. In this way the aﬁalysis has,
therefore, paid insufficient attention to th; problem of
economic and social development and the analysts have failed
“to de§ise apiporriate development strategies for the problems
faced by today's developing countries.

It is necessary, at the outset, to spell out the distﬁn-
ction Setween growth and development. Development as an
econmomic concept does not simply mean increases in aggregates
ROr can we accurately measure it by mere increases in the
gross domestic product, or even by equitable distribution of
income alone. The concept refers to a process of structural
transformation of many varied economic, social, political and
cultural institutions. Howefer, judgement as to the desira-~
bility of such structural transformations nmay be subjective.
If the changes improve the welfare of the mdsses, then the
¢lement of desirability is satisfied. Only if this is a stated

objective. The heterogeneity of the variables that would be
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transformed or restructured to constitute development has
resulted in a number of different academic view- \\\\
points on what develdpment ought to be. Academicians differ

among themselves on what development means, on the methods of

' measurement and on what it should include. For the purpose of

our study, the concept of development should be understood as

a process which transforms the social, institutional and
economic structures of a country with a view to realizing
increases in the productive capacities of the structures that
a{e changed. 1In this context, the end purpose of economiec
development clearly becomes one of raising the standard of
living of the masses of the veople in a country.

Such an operational definition of development, though with
Some conceptual imperfections, supports the universally
acceptable objectives of development which are often stated as
the achievement of equitable distribution of income, elimina-
tion of mass poverty and increased productivity. Inherent in
the objectives of development is the fact that emphasis is on
the mechanism of achieving the objectives.2 In a narrower
sense, development may be concerned primarily with restructuring
the factors of production so as to raise productivity.
Healey points out that many develomment economists have, iﬁ
endeavouring to define development, included notions of indus-
trialization, urbanization:‘modernization and changes in the
value systems from those that are tradition-based to éhoae that

are achievement-oriented.- In the majority of cases, f;gegper

\\
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iii
cent of the population in the developing countries has
achieved one or two of these notigns, however. this falls
sho;t of our definitional requirements. The achievements
have been in the form of urbanization and, to a small extent,
changes of value systems by a very small proportion of the
population. Such changes are more pronounced in consumption
vatterns.

During the last two or more decades theoreticians and
practicians alike have concentrated their efforts on a few
éfoblem areas. Some have at times believed that the solution
to the problem of development lay in the removal of the bottle-
necks to economic development. Eere, again the technique of

N
identifying these bottlenecks and pin-pointing the crucial
obstacles is not well developed. Among the leading advocates
for providing foreign aid to remove bottlenecks to progress are
such renowned economists1+ as H.B. Chenery, I. Adelman, G.

t .
Ranis, A,H. Strout, S.H. Fei, Papanek, J. Vanek and others.
The }wégision of foreign aid has beeﬂ justified on two counts:
fifgt the theoreticians reasoned ocut that for‘any develgping
country to develop, it must'generate domestic savings which
are high enougﬁ to finance desired investmentis. However, in
mest of the developing countries savings are always less than
the desired investments. The difference hetween domestic
savings and desired investment has been coined the investment-

savings gap. To the extent that desired irnvestment projects

cannot be implemented for lack of domestic savings, this



iv
inadequacy represents a constraint on development.5 The solu-
tion to this obstacle was found to be the provision of foreign
aid to fill in the gap. Several studie; have been carried out
to verify the validity of this theory.6 Along side this
theory of investment-savings gap (sometimes called the Internal
Gap) is the theory of foreign-exchange gap. Developing countries
sexport less than they import. Export earnings are minimal so
that foreign exchange is similarly minimal and inadequate to
finance the much needed imports of capital equipment for develop-
ment projects. This shortage of ex;ort earnings has serious
consegquences it is contended.? The view stressed is that since
equipment of strategic importance cannot be produced domesti-
cally it must be imported from the developed countries. The
importation of these developmental necessities is depende£1 upon
the availability of foreign exchange. This is the reasoning
bekind the provision of foreign aid to fill the import-export
gav. These two gaps (Internal and External gaps) now commonly
called the Two-Gap approach have appealed to many development
economists. Chenery-and MacEwan in their study of Pakistan
pointed out that "One of the principal means for the poor
countries to accelerate their development is by using external
resources to supply additional imports and to :inance a higher
level of iﬁvestmcnt".8 In a related study Chenery and Adelmas
confirm that foreign aid is utilised to fill the two gaps: "A

transfer of external resources enables the recipient to raise

the level of investment and to increase the supply of commodities



that are not domestically prcu:!u.::ed."‘9 )
Professor S.H. Kim convinced that the prowvision of foreign
aid does remove one of the cbstacles to development empléys
the two-gap aprroach to estimate the external capital'needs.of
Korea.10 In sddition to the two gaps discussed above, the
shortage of skilled labour has added as a third dimension to
the_bottlcnecks particularly in our case study of Zambia.
Justification for the pro?i;ion of technical assistance is that
the available manpower resources in developing countries are
inadequatelx trained to deal with the problems of planning and
executﬁng development programmes. Bt‘::[-;nar.H points out that
the provision of foreign aid without the accompanying manage-
rial and professional expatriates creates a gap between the
imperted capital equipment and the local low levels of skills.
The literature cited implies that foreign capital inflows
are intended to induce changes that lead to economic development.
However, there is a possibility that foreign resources may
initiate structural changes that direct the pattern of economic
growth and development towards a high degree of dependence.
There is much uncertainty about the actual impact of foreign
capital inflows on the economies of develeoping countries.
Capital irflows may and do result in serious conseguences of
economic dependence and underdevelopment of the economy of the
recipient country. This is not, in -anyway, a denial of the
posifive attributes of foreign capital inflows,.particularly on

economic growth, but an analysis that aims at giving equal



emphasis on the adverse effects on development of the entire
economy.

The hypothesis of this dissertation is that foreign
capital inflows (incl;ding‘transf;r of human resources) besides
promoting economic growth may, in certain cases, lead to
underdevelopment of some sectors of an economf and dependence
of the entire economy on external factors. De;elopment of some
sectors of an economy is a process that results from the
venetration of foreign capital inflows in the form of medern
foreign capitalistic enterprises and government initiated enter-
rrises financed through foreign aid into an economy and
affecting development in only a few selected industries. The
féw industries in receipt of foreign capital inflows are usuaily
the urban import-export enclaves that cater for a small vortion
of the population. It gs this small section of the economy
that experiences econcmic growth and development. The impetus
givgn to the sectors in receipt of foreign capital is a stimulus
for concentration by government on those sectors that have
proved to be profitable to foreign anrnd government enterprises.

Through this process the subsistence sector slowly
declirnes in relative importance. The result of this lopsided
development is the emergence of an unbalanced and unintegrated
national economy characterized by the coexistence of 2 Qynamic
modern sec¢tor on the one hand and a traditional sector of sub-
sistence agriculture that is underdeveloéed on the other hand.
The cause of underdevelopment of the rural sector is not due to

the survival of archaic institutions and shortages of capital
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but rather the result of more emphasis being made on invest-
ments in the modern sector that is firanced by foreign capital
inflows. The promotion of growth and develbpmené of the modqrn
sector of production that .is typically export-oriented prevents
the obsorption of the subsistence sector into the industrial
urban sector. This, in turn, leads to very slow changes of
occupational structures of the rural sector. Thus the subsis~
tence sector which becomes relatively less important than the
urban import-export sector experiences underdevelopment._ﬁ
Conceptually underdevelopment makes sense only as a means of
comparing the levels of development between two or more STouDps.
From an eéonomic point of view, some human groups (those in the
sectors in rgceipt of foreign capital) heve advanced further

by producing more and becoming more wealthy while those irn the
rural sector have 1largely remained stagnant since the attain-
ment of independence in 1964 by Zambia. )

The other consequence of foreign capital inflows is
dependence which we define as the inability of a country to
effectively formulatﬁ and eiecufe its own economic and social
policies, The essence of economic dependence should be under-
stood to refer to a2 situation where national institutions
(including private businesses and interest groups) have lost
the capacity and power to take and implement decision affecting
the na£ional economy and its component units with de jure or de
facto veto power beiqg held by'foreign individuals, enterprises

and interest. groups. Devendence on foreign capital inflows

leads to ownership and control of assets by foreign enterprises.
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Foreign capital inflows, particularly through direct
private investments by multinational corporations, lead to
extensive foreign participation in the commanding heighférof
the national economy.. This pa;ticipation confers widespread
powers of decision msking ard implementation on foreign entre-
preneurs, so that the host country not only depends on techno-=
logy and financial capital but also on the experties and policy
‘decisicns of foreigners. Hhiie it may appear, at first glance,
that it is only the sectors that receive foreign capital that
are dependent on foreign capital inflows, a deeper analyvsis
reveals that the traditicnal sector of subsistence agriculture,
through its weak links with the urban import-export enclave, is
also dependent on external factors. Agricultural activities
that are supported by government ministries and departments are
criented towards the production of exportables for foreign
markets and urban domestic markets. The téstes of the few urban
residents have been changed through contactas with the weséern
world. Therefore, to produce products for these tastes the
rural sector is compelled to use imported techrology which is

too expensive to buy.
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Objectives of this Study

The problem facing many developing countries is that of a
high.degree of economic dependence on foreign capital to the
uxte;t that the dependence interferes with the making of poli-
cies that are helpful to developing countries. There is no
country today that caﬁ claim to be completely indepéndent econo-
mically. Interﬂependence economically is an actuality.

It therefore becomes apparent why the Zambian Government
has shown great concern over the problem of a high degree of
economic dependence. The Zambian Government is greatly disturbed
b& the degree of economic dependence and the implications of
" such dependence on the Govermnment's political, economic, social
and cultural pelicies. The concern is high-lighted by the
actions taken at independence and thereafter, For example in
1968 the title of the President's economic reform speech was
"Zambia Towards Economic Independence".12 Manufacturing indus-
tries were partially nationalized and a year later in a speech
entitled "Zambia Towards Complete Economic Im:iepencie::u::e"‘]3 he
announced that the mining industries would surrender 51 per cent

-
of their shares to the government.

The central objective of this study is to examine thorougkly
the impact of the various forms of foreign capital inflows on
the pattern of economic develovment in Zambia during the period
1964-1973. The study seeks to determine the degree to which

foreign capital availability has promoted the development of an

economy that is dependent upon external factors and how this



dependence has led to the underdevelopment of traditional
sector of subsistence agriculture. The study will endeavor
to show that the acceptance of the theory of foreign assistance
as a remedy to the stagnation of the economies of developing
countries is based on a rather tooc strong assumption which over-
simplifies the problem of dependence and underdevelopment.
Thelassumption is that any foreign capital inflow facilitates
the importation of technological equipment which enables the
recipient country to implement investment projects that are

o™
developmental in nature. This assumption 1s also unrealistic
in that it ignores the fact that any contribution that foreign
capital may make to development is dependent upon the state and
form of other factors of producticon prevailing in the recipient
country.

This study differs from others in that we examine the many
dimensions of feoreign capital inflows on a sectoral basis. This
is particularly importart because it facilitates an analysis of
the importance of the sectors in rgséipt pf foreign capital in
the overall development programme.f.lt differs further from
several other studies because it seeks to provide answers to
crucial guestions such as :-

a) Is the diré;tion of economic activities exhibited by
sectors in receipt of foreigr capital leading towards
the establishment of an integrated and halanced
rational economy and a less dependent economy ?

b) Do foreign capital inflows promote or reduce socio-

economic disparities between the modern sector and the
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traditioﬁal sector of subsistence agriculture.

c) To what extent does-‘the presence of foreign
capital facilitate the expropriation of economic sur-
plus produced in Zambia and its appropriation by
international capitalism.

d) What contribution does foreign capit#l make towards
restructuring the economy so that it is developed on
the basis of local resources ?

e) What is the net effect of foreign capital inflows on
the balance of payments, income distribution, employment,
debt service payments capvacity, distortion of develop-
ment priorities and state sovereignty ?

Chapter 5 of this study is an attempt to provide answers

to these questions. Because of the paucity and inadequacy of
statistical underpinnings scieﬁtific analysis of the issues
raised in these guestions will no¥ be possible. However, it

will be shown that during the period 1964-1973 foreign capital
inflows played an important réle in the creation of thg urban

and rural class structure in Zambia. The modern sector-is
inhabited by the upper class which has aligned itself with inter-
national capitalism. Because of the alliance, this uprer class
benefits by promoting economic activities that are integrated
into the economies of Westérn countries. The socic-econemic
disparities between the upper class (urban) and lower class
(rural) people widens because one group uses more advanced techno-

logy while the other does not.
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" Dutline of Study

This study is divided into 8 Chapters.. Chapter 1 gives
the general bac;grbund information., This scenario covers the
period 1890 - 1964 and highlights the historical and economic
developments of the period. The importance of each sector
of the ecoromy is briefly discussed. 1In Chapter 2 the irrele-
vance of the Two=Gap Theory to the Zambian case is discussed.

In a summary way it is suggested that the relevant theories
that exﬁlain the inflow of foreign capital are the theory of
investment and the dependency theory.

In Chapter 3 fore;gn capital inflows are classified
according to source and Chapter 4 gives a sectoral distribution
of foreign capital inflows. This arbitrary distinction facili-
tates the determination of the effects of foreign capital on
the pattern of development, Chapter 5 is concerned with the
analysis of the effects of foreign capital. It attempts to
answer some cof the guestions posed above. The role of foreign
capital inflows in the establishment of foreign enclaves; in
uncderdevelopment of certain sectors of the Zambian; in the distor-
tion of development priorities; in promoting technological
4ggpendence; and, in perpetuating dependence are discussed,
Chapter 6 is a further analysis of the effects of foreign capital,
but here the emphasis is on the impact of the ever increasing
external public debts and their consequences on debt servicing
capacity and balance of payments. The effects of the resulting
out-flow on the overall development plan is also analysed in
this Chapter.

Chapter 7 analyses the Tesponse of the government to the
presence of larée foreign investments, the effectiveness of the
policy of partial nationalization as a strategy of reducing
dependence is also discussed. Finally Chapter 8 is & summary of

conclusions and broader implications.

— e ———
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. 1These studies do not make a distinction between the
contribution of foreign assistance to growth and its contribu-
tion to the development process. See H.B. Chenery, "Foreign
Assistance and Economic Development", in J.H. Adler, I.E.A
Capital Movements and Economic Development, 1967. See also
Chenery and M. Bruno, "Economic Alternatives in an Open Bconomy:
A Case Study of Israel”, The Economic Journal, March, 1962, in
this study they show that foreign assistance leads to develop-
ment. In a similar study of Greece Chenery and I. Adelman,
Foreign Assistance and Economic Development: The Case of Greece",
Review of Economics and Statistics, February, 1966, it is
concluded that foreign assistance is &% engine of economic
development.

EJ.M. dealey, The Economics of Aid, Penguin, London, 1971,

’ibid. We may note that the objectives of many develop-
ment plans aim at increasing productivity; raising the standard
of living; increasing development of employment opportunities and
equitable distribution of income. These are contained in the
First and Second National Development Plans of Zambia.

H.B. Chenery, op. cit. See also Chenery and Bruno,
Chenery and Adelman, op. cit., Chenery and A. MacEwan, "Optimal
Patterns of Growth and Aid: The Case of Pakistan"™, in I. Adelman
and Therbecke, eds., The Theory and Design of Developmert,
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Development, John Wiley, 1967. G.F. Papanek, "The Lffects of
Foreign Aid and Other Resource Transfer on Savings and Growth in
Less Developed Countries'", Economic Jourral, September, 1972.
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" CHAPTER 1

GENERAL BACKGROUND

1.1 HEISTORICAL DEVELOPMENTS

Zambia (formerly Northern Rhodesia) was among the lasﬁ%%
_ British Protectorates in Central Africa to be granted inde--
pendence. For over seventy years the political and economic
affairs of this country were under variocus forms of adminis-
trative gureaucracies with different objectives and conflic-
ting interests. In 1889 througk a Royal Charter, the
British South Africa Company (BSAC) was incorporated and a
year later, the agents of the company were granted a conce-
ssion to prsspect for minerals in Northern Rhodesia by the
Paramount Chief of Barm:seZt.elnci'I now Western Province of
Zambia. | -

Prospecting for minerals actually got underway five
vears after the granting of the concession and led to the
discovery of copper deposits in the northwestern part of
éhe country. The copper deposits covered a somewhat narrow
area forming a belt and the area is now referred to as the
‘Copperbelt (see map 2). In 1900 the BSAC asserted its
claims to thé‘ownership of all mineral rights in the country.

These mineral rights have had far reaching conseguences for



"

both Zambia and the mining industry. The rights meant that

-2 -

anyone who extracted minerals from the country would have

to pay royalties to the BSAC.2 The basis of the claims to
the mineral rights, the BSAC argued, was the 189C concession
granted its agents by the Paramount Chief.

The British South Africa Company did not only have
mineral rights but became responsible for the administration
of the country. However, in 1924 the British government
assumecd responsibility'for the administraticn of Northern
Rhodesis. This transfer of responsibility was effected
through ;n agreement between the BSAC and the Crown. How=-
ever, mineral rigﬁts still remained the property of the 3SAC.
From 1924 to 1952 Zambia was a 3British Frotectorate andéd its
economic sctivities directed from Britain. At the beginning
of the 1950's when there was the possibility of ferming the
Federation of Rhodesia and Nyasaland comprising Northern
Rhodesia, Southern Rhodesia and Nvasaland, an agreement wWas
£eached between the Northern Rhodesia government, a ceclonial
government, the British South Africa Company and the British
Government, allowing the BSAC to enjoy mineral royalties
until 1986 subject to the company making a payment of twenty
per cent of the royalties to the government of Northern
Rhodesia. This agreement was to ensure that the BSAC did
;ot lose royalties as a result of the formatiéﬁ of the

Federation.



1.2 2JAMBIA AND FEDERATION

In 1953 the Federation of Rhodesia and Nyasaland was
formed. The federal government which was headquartered in
Salisbury, Rhodesia was responsible for a numbgf of every
important functions which included external affairs, defence,
immigration, railways, shipping, aviation, major financial. and
economic matters, posts and telecommunications, agriculture
(only non-African agriculture) and education except primary
and secondary African education. Territorial governments were
responsible for African agricultﬁre and primary and secondary
African education.

Deveiopment programs for the territories.were planned by
the Federal government which provided investment funds.

Revenues raised in each territory were the responsibility of
e

the federal government. It is claimed that there was a deli-
berate effort to develop Rhodesia at tﬁe expense 9f ;ambia.
During the federal daj; the number of investment proj;cts
implemented in Rhodesia were five tiﬁés those in Aambia. It
was during federal rule that Rhodesia developed its manufgc-
turing industries. The net result was that Zambia and HalaQi
became impor%ers of finished products, although copper earnings
provided investment funds. On Decemberr31, 1963 the Federation
of Rhodesia and Nyasaland was dissolved and Northern Rhodesia

was granted an internal self government for a periocd of ten

months which ended on October 24, 1964 the birthdate of Zambia,



an independent republican state within the commonwealtﬁ.
Economic development of Zambia before and during the
federaEion had taken the form of.mineral extraction.
Mining activities determined the growth of the economy.
The Zambian goverrment, therefore, inherited a badly
planred economy at independence. The economy was heavily
dependent upon one resource - copper mining. Corper produc-
tion was not only dependent upon foreign experts but was also
owned by foreigners whose interests and objectives were at
variance with those of ‘the Zambian government. Immediately
after independence, the Zambian government bought the minersl
rights from the BSAC for‘a;boﬁt £11.6 million. The buying of
mineral rigﬂts onlyfmeant that the government would be the
recipient of the ri%alties instead of the BSAC. Ownership
and mining activities still remained the exclusive right of

foreigners.
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1.3 DEVELOPMENT STRATEGY AFTER INDEPENDENCE

The attainment of political iﬁdependence in 1964 put the
onus or the new government to devise a development programme
whose objectives would be in keeping with the aspirations of
the masses of the population. These objectives were spelt out
in the First National Development Plan (FNDP) covering the
period July 1966 - December 1970. The prlan listed the following

3. _

objectives

1. diversification of the economy away from dependence
on copper;

2.. reduction of the gap between urban and rural incomes
and facilities;

3. expansion of education and training with emphasis on
Zambianization; .

k. 1increasing bousing and welfare services; and

5. building up the transport and communications
infrastructure.

The Second National Development Flan (SNDP) contains
developmernt projects that can be conceived of representing
development priorities. In general the strategy and policy of

SNDP 1972 - 76 states:

The Second National Development Plan will mark a
significant stage in the diversification of industrial
growth through import-substitution. Import-substitution
of consumer goods (textiles, leather, passenger cars
etc.) and of certairn intermediate capital goods (sulphu-

ric acid, fertilizers, exploéives, building materials



etc.) require that a critical examination be taken of

the present capacities of the existing enterprises.
The plan goes further to enumefate goals and objectives such
as the achievemegt of improved income distribution between
urban and rural a&eas; more intensively developed tourism;
achievement of self-sufficiency in energy and the elimination
of electricity imports:; and the ipnitiation of regional deve-
lopment programmes.5 In terms of priority of sectors, the plan
emphasizes a shift from an overwhelming orientation in food
and light industries toQards the development of bheavy indus-
tries such as petroleum refineries, copper semi~finished mills
etc. It is said that planned growth in mining and agriculture
would provide tke necessary supply of.raw materials.

Ir order %to achieve its objectives the government had to
restructure the economy by decree because all important
economic institutions in the country were foreign owned and
managed. These institutions had beern developed during the
period of colorial governments for the purpose of supperting
those governments. The few industrial projects, financial
institutions, manufacturing industries and agricultural
institutions that existed were, by design and intent, struc-
tured with a view to serving towns along a single railway line
from Livingstone to the Copperbelt (see map 2). The sectors

that would have been beneficiary to the Africar vopulation living

in rural villages and engaged in subsistence agriculture were

neglected. Only about 266,000 Africans were in paid employment



by the end of 1965 and about 15 per cent of these jobs were
created during the last two years prior to independence.?

The copper industry of Zambia which is the backbone of
the economy had a low linkage effect on the whole economy.

The low linkage effect may be accounted for by the‘policy
of the Federal government which established a manufacturing
ba§e in Southern Rhodesia and gave minimum encouragement to
mapufacturing industry in Northern Rhodesia. Northern
Rhodesia as a member of the Federation could not protect its
industries by tariffs or any other trade barriers since the’
Federal area was, from an economic point of view, a customs
union. The Zambian market was. small because a large perce-
ntage of the three million people were Africans living in
rural villages.

Barclays Bank's economic survey of 1966 estimated the
gross domestic product during 1965 as approximatély 81273
million (this figure differs from $1066.5 million in Table
1.6 because of the revision to the statistical data).8 The
manufacturing sector accounted for only 6 per cent of the gross
domestic product while African agriculture made a contribution
of the 7 per cent. The 11 per cent contribution of the dis=-
tribution sector indicates the importance of Rhodesia railways
in transporting manufactured goods from Rhodesia and the

Republic of South Africa which were the major suppliers of

manufactures.



TABLE 1.1

SECTORAL CCNTRIBUTION TO THE GROSS

DCMESTIC PRODUCT 1965

{Million US Dellars)

Industrial sector Value Percentage
Agriculture:

African 19.2 71

Non-African 2k.3 1.8
Mining 609.9 L 4
Distribution 144 .9 11.3
Transport and Communications 56.2 L4
Manufacturing 83.8 6.4
Public Administration and Defence 531 L,2
Buildirg and Construction 72.6 5.7
Electricity and Water 184 Tl
Education 331 2.7
Reagl Estate 29.4 245
Other 70.9 5.4

——

Total - B1273.7 100%

SOURCE: Economic Survey, Barclays Bank, 1966.

K1 = g1.5



We find that it was during the colonial era that the cha=-
racteriati; structure of export and import trade and the
financial links with the industrialized capitalist countries
were established. It was during this time that, on thé basis
of foreign investment, Zambia developed the production of
primary materials (mainly copper) for exports which up to now
characterizes Zambia's foreign trade.

When independence was achieved, mining, particularly,
copper was a cdominant activity in Bambia. Agricultural output
for the Africans was composed of the principal subsistence
crops such as cassave, maize, millets and livestock products.
The African farmers marketed maize, grouﬁdnu£s. tobécco, cotton
and cattle wherever this was feasible. The largest contribu-
tor to exports was ‘copper.

We pointed out that the Zambian government bought out tke
BSAC to prevent an annual outflow of copper revenue. This act,
by itself, was not sufficient to enable the govermment to
determine the direction of economic development and growth. It
became clear during the early years of independence that all
companies in the country had policies that were inimical to
government objectives and that the application of fiscal and
monetary policies was inadequate to control the activities of
these companiea.1o The companies were foreign-owned and run.
X majority of them were subsidiaries of multinatiomnal corpo-
rations and as such excluded local participation.

During the first four years of political independence tke

Zambian economy experienced a boom. The boom meant high rates
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of return on investments and this attracted foreign iﬁvestors
who invested only in those sectors that ‘were very profitable.
A large part of their profits vas. repatriated and very
l1ittle was re-invested or invested in the depressed regions

of the country.. This pattern of investment tended to widen
the gap between the urban and rural areas. The activities of
fore%gn companies were found to be contrary to the objectives
of the government in various WwW&ays as will be discussed in
detail in subsequent chapters., These foreign companies created
a situation that left the government with no other alternative
but to become an active agent of developing a viable economy

for the citizens of the country.11

In pursuit of its objectives, the government ;nnq__
early 1968 that twenty seven companies would be invited, in
January of 1969, to sell 51 per cent of their shares to the
government, at book value. The shares sold to the Zambian

government would be paid for out of future profits. By August

(o

of 1969 the Zambian government found it necessary that the
copper mines should be taken over on a 51 per cent basis and
that a new mineral taxation system e introduced. Specifically
the government tookover 51 per cent control of the main copper
mining companies; the Roan Selection Trust, a subsidiary of
American Metal Climax and the Zambian Anglo—-American Corporatio;,
a South African Corporation. During the following year, banks

and building societies were taken over on a 51 per cent basis

while all insurance business was to be taken over by a State
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Insurance Company. The takeover of major sectors of the
economy by the government represented major reforms in that it
meant that the government could now participate fully in the
economic affairs of the country. This active participétion
was effected through the creation of state corperations.

The éuper—structure of these corporations is the Zambia
Industrial and Mining Corporation (ZIMCO) and under ZIMCO
there are five wholly-owned ZIMCO subsidiaries. Industrial
Development Corporation (INDECO) and tke Mining Development
Corporation (MINDECO) these two hold the interests of the state
in commercial and industrial sectors of which MINDECO holds 51
per cent.of shares in the two major copper mining companies
for the Government. The third corporation, the Financial Deve-
lopme@t Corporation (FINDECO) loocks after the state'é interests
in the financial sector. The fourth and fifth corporations
are the Natiocnal Hotels and National Transport Corporations
(NEC and NTC). These last two were created because of conflic-
ting interests between the Zagbian éovernment and m&ltinational
corporations and the .problems the government had encountered
in dealing with such corporations.12 The National Hotels
Corporations was a response to the multinational characterestics
of construction arnd management of hotels and restaurants and
the National Tramsport Corporation aimed at giving the govern-
ment some control over some investments in the field of trans-
port and communications. The five corporations together with
their subsidiary groups control the major economic activities

in Zambia 1:0:1.513“‘13
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1.4 ECONOMIC SITUATION

Domestic policies have been directed towards increasing
control of the economy by Zambians, through Zambianization
in employment, restriction of trading activities to Zambian
citizens, and through partial nationalization of foreign-
owned businesses. The FNDP also aimed at creating about
100,000 new jobs but only 83,000 jobs were actually created
at the end of the plan.1k However, the FNDP succeeded in
lowering the proportion of non-Africans in the wage sector
from 13 per cent in 1964 to 7.7 per cent in ‘1970.15 It was
during the FNDP that many changes took place such as the taike-

-

over of major foreignm industrial, transport and trading firms,
the ;ntroductio; of control on borrowing by non-Zambian firms.
The projected rate of growth for the economy during the four
and half year period of 11.7 per cent was a little higher than
10.6 per cent actually achieved. Per capita gross domestic
product rose from a low level of'$189 in 1964 to 8455 in 1970
valued at constant 1969 *_:Jr-:I.ces.‘1

The Second National Development Plan has lower targets
than the FNDP. Its projected growth rate of the economy is
6.8 per cent and this is to be generated by a total investment
of $3{242 million of which $1,025 million is to be invested by
the private sector and the remaining $2,216 million by public
sector investment. The government plans to have expenditures

amounting to Z&%,277 million during the SNDP. Gross Domestic

Product (GDP) is expected to increase from §1,669 million in

. ’
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1971 to about 82,300 million in 1976. The plarn also aims at
creating additional jobs totalling 100,000 dufghg the five-
year period to absorb 67,000 people entering the labour force
annuallf. There is a variety of administrative measures to
hasten rural development with triple aims of cutting down the
food import bill, providing raw materiaié for local industry,
and raising rural incomes..|

The SNDF production objective is to achieve self-suffi-
ciency in basic foodstuffs. A detailed discussion is deferred
until Chapter 7. In 1972 this objective was achieved in maize,
groundnuts, poultry and eggs production. This was the first time
the country proéuced enough for domestic consumption. The pro-
cessing activities of the mining sector, particularly the
electrolytic refining, was the most important part of the manu-
facturing sector in the past. The target for the SNDP growth
rate of the manufacturing sector is 14.7 per cent annual;y.
Growth of the manufacturing sector is facilitated by heavy
em;Lasis on import substitutiqn industries.18 The general indus-
trial development policy is import substitution industries with
preference for industries which process locally-produced raw
materials. The manufacturing sector includes firms producing
or assembling mining -machinery, eiplosives, steel pipes,
ferroconcrete and other cement products, bricks, sulphuric acid,
nitrogerocus fertilizers, paints, tyres, batteries, carssand,

trucks, copperwire and cables, sugar refining, beer, textiles,

¢lothing, shoes, refined oil, glass and plastic containers.
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It is expected that during the SNDP perjod the country will
be able to implement several food pro¢essing projects, a
tannery, a pulp and paper mill, and a 200,000 ton iron and
steel plant. A large proportion of manufacturing output is
under the coﬁtrol of the State owned Industrial Development
\\\\a‘iln=§6;ﬁfion. Foreign-owned enterprises hold minority shares
in many of the INDECO companies. Some of the companies are
wholly State owned. The INDECO complex covers the production
of beer.‘sugar, building materials, consumer trading textiles,
tyres, car assembly, petrol and chemicals, real estate,
cement, and rursl enterprises such as fishinq}proceésing and
sawmills.19
According to the 1973 estimates the>popu1ation of 3arbia
is about 4,635 million20 34 per cent of which lives in towns
(urban areas). The proliferation into the urban areas has
been phenomenal since 1964 when only 20 per eent lived in towns.
By 1969 this percentage had increased to 29 per cent. The
Zambian total labour force employed in the industrial sector
was 409,700 in Décember ‘19’72.2‘1 This figure includes domestic
servants who are not reported annually by the Central Statis-

tics Office.
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TABLE 1.2

EMPLOYMENT BY SECTORS IN PERCENTAGE

1964 1968 1972

Agriculture, Forestry & Fisheries 15.1 1.4 8.5
Mining = k 21.8  17.2  17.2
Manufacturing 7 9.0 19;9 10.2
Construction © 13,3 21.0 20.8
Distribution,'éotels ard Tourism 8.9 9.8 9.5
Electicity and Water = - | ' 0.9 1.3 1.1
Transport and Communications ' L.g 7.1 71
- Business and Social Services _ 26.0 21.3 25.9
- u

100% 100% 100%

SOURCE: Thesefpercentages were computed from Table 1.3 below.
. -] . . .

Egployment in the Agriculturel sector declined from 15
.ﬁar'cent to 8.5 per cent while in the mining sector the decline
was from 21.8 to 15 per cent in 1973. These two sectors are
important since 60 per cent of the population in Zambia lives
in the rural aress and the mining industry accounts for more
than 40 per cent of the gross domestic product and a decline in
employment in them implies either an increase in unemployment or
their diminishing importance. We shall discuss thisrin more

detail in Ckapter 5.
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The Government raises its revenue from various sources
although the main source ofirevenue is from mineral royal-
ties that was acquired from the BSAC in 1964 and from copper
export taxes. There are four broad categories of revenue
sources: Direct Taxes, Indirect Taxes, Interest and Other
Receipts and Current Transfers. Table 1.4 gives figures for
the years 1968 to 1971 and Table 1.5 kas data for 1970 and
1973. Table 1.4 has finer details of the sources of Govern-—
ment revenue., The lérgest contributor to Government revenue
is the mining industry which accounted for 73 ver cent to
total revenue. After 197C mineral revenue declined and this

‘ L .
is explained by the takeover of the mines by MINDECO.
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* TABLE 1.4

SQURCES OF GCVERNMENT CURRENT REVENUE FOR 1968-1971

US DCLLARS MILLION
1068 1969 1970 1971

I DIRZCT TAXES 129.4  170.7 22L.4 250.5

Income Tax

Mining Companies 63.3 74.3 119.4 130.4
Cther Companies 26.4 46.5 49,0 57.8
Individuals, Self Employed 6.3  11.6  §.7 9.9
Individuals, P.A.Y.E. 3745 36.9 45,7 51.5
Other 1.8 1.5 0.6 1.7
II INDIRZCT TAXES 277.4  375.6 364.7 159.9
1. Customs and Excise 6.6 G1.2 101.3 110.3
Customs 31.8 6.5 u48.8 55.0
Excise - Cigarettes 13.0 13.8 14,1 12.8
Excise - Beer and Spirits 16.7 22.5 30.8 35.3
Excise - Opaque Beer Levy 5.7 8.5 7.7 7 a2
2. Mineral Royalties and

Export Tax 201.0 288.L 257.3 L0.8
Mineral Royalties 98.7 133.1 51.3 -
Copper Export Tax 102.3 145.4 205.8 Lo,8

3. Other Indirect Taxes 9.8 6.0 6.2 &.9
Mector Spirit Tax 4.8 - - -
Motor Vehicle Licences 3.3 3.9 3.8 L.§
Other Business Licences 0.6 0.5 0.3 .5
Stamp Duty 0.5 0.5 0.5 0.6
QOther 0.6 1.2 1e7 3.0
IITI INTEREST AND OTHER RECEIPTS 16.8 25.4 39.0 33.8
(a) INTEREST 19.8  23.1 30.0 33.8
Local Authorities L1 71 7.8 7.5
Government Enterprises 1.8 Ta7 0.8 2.3
Public Corporations L,7 6.9 8.6 12.9
Comparnies 1.2 0.8 0.8 0.5
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TABLE 1.4 continued

S
Households - - -
Non-Resident Entities 8.1 6.3 7.8
Other - 0.5 3.4
(b) OTHER INCOME N 2.3 9.0
v CURRENT TRANSFERS 10.1 10.4 72
Public Corporations. - -
Households and Fension Funds 2.4 2.1 1.8
Internatiocnal Institutions - - -
Other Non-Resident Entities 7.7 B3 5.4
Cther - - -
TOTAL CURRENT REVENUE (I + II + _
. III + IV) L36,7 582.0 635.3

SOURCE: Economic Report 1973 op. cit. pp. 117- 118 ard Month

Digest of Statistics 107@ op. cit.

K1 = 81.5



- 21 =

TABLE 1.5

SOURCES OF GOVERNMENT CURREINT REVENUE FOR 1970-1973

(US Dollars Million)

1970 1971 1972 1973
Income Tax 224.3 25C.k 178.7 198.4
Customs and‘Excise ) 102.1 112.3 147.8 163.6
Fines, Licences and Other Taxes 5.7 6.8 7.1 8.6
Mineral Revenue 257.2 Lo.7? L1.5 138.9
Interest 32.0 4.2 1.4 1.1
Court Fees, Earnings of Ministries 16.1 15.7 21.4 28.2
0.S.A.5. Reimbursements C.S 2.3 2.0 1.7
Miscellarneous 10.0 0.8  41.9 4.3
Loans - - 30.6 2h .6
Total . €k8.6 L463.5 L472.8 577.7

SCURCE: Republic of Zambia: Monthly Digest of Statistics,
Volume XI, Nos. 711 and 12 - November/December 1975.

Te 29.
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1.5 THE DOMINANT POSITION OF COPPER MINING AND QUARRYING
' INDUSTRY IN ZAMBIA

The most ocutstanding characteristic of the economy of
Zgmbia, as inferred’garlier in this chapter, is the dominant
position occupied by the copper mining industry and other
. metals. Since the attainment of independence in 1964, copper
mining has made the Zambian economy to become one of the
richest and fastest growing in Southern Africa. This is
reflected in the increase of 12.2 per cent annum in real
terms of the gross domestic product for the first five years
-0f independence covering the period 1964 - 1969.22 The
growth rate of the Zambian economy referred to above was
mainly due to the high prices of copper. To the extent that
copper mining determines the gross domestic product it dominates
other sectors of economic activity in Zambia thereby making
the Zambian economy an extreme case of dependence urpon one
single export product whose price fluctuations are determined
not only by increasing or decreasing tempo of industrial
activity but also by political tempo. The decline in the gross
domestic product of Z;mbia in 1970, 1971 and 1972 indicated in
Table 1.6 was a direct result of the decline in the price of |
copper at the London Metal Exchange. Copper prices suddenly
dropped from a high level of £1,572.13 in 1969 to £1,516.65 in
1970, £1,150.90 in 1971 and to a low level of £1,147.15

(see Table 1.7 below).
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TABLE 1.7

LONDON METAL EXCHANGE PRICES

(US Dollars)

Cooper _Lead _Zinc
1963 692.10 197.32 226.48
196k 1,039.06 ~ 298.95 548.78
1965 1,388.35 339.55 333.34
1966 1,637.13 285.93 . 301.14
1967 | 1,215.84 244,17 292.90
1968 1,330.63 257.59. 281,08
1969 1,572.13 310.46 306.49
19?0‘ 1,516.65 325.54 316.62
1971 1,150.90 268.90 328.59
1972 1, 1464 - 322.77 405.73

1973 1:733453 417.54 819.5k

NOTES: Prices are given in monthly average per metric ton

K1 = 81.5

SOURCE: Monthly Digest of Statistics: Central Statistics
Cffice, Lusaka, Zambia, January 1974, Volume X, No.
1, p. 53.
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We have already indicated in this chapter, that Zambia
ijnherited an economy that was wholly dependent upon copper
miniﬁg and that there existed a set of conflicts of interes?s
on the philosophy of d?Qelopment and economic growth between
the foreign companies gﬁ the one hand and the Zambian Govern-
ment (including the Zambian citizens) on the other. Zambia
is well-endowed with copper resources and is rich in copper
by any standard. The interest of the Zambian Government in
the copper industry should not be understood only in.terms of
high profits the industry yields but also in terms of the
strategic role it can play in transforming the lives of Zambians.
The contribution of mining to the gross domestic product i;
indicated in Table 1.6. In the ten years of independence Zambia
was the largest producer of copper in 1967, 1968, 1969, 1972 and
1973 among developing countries (see Table 1.8). As a world
prodﬁcer ZamSia was the third largest producer of copper after
the United States of America and the Union of the Soviet Socia-
1ist Republics in 1967, 1968, 1969 and 1972 with third place
beigg taken by Canada in 1973; during these years Zambia produc-
tion of copper accounted for 13.0, 12.?. 12.2, 10.3 and 9.5 per
cent respectiﬁeiy ;f total world production. The percentage

contribution to tetal world production are computed from Table 1.8.



ogL 1gL LiL gGL R oLt 26 LLt erTeaseny
gee hLe L6L 09L. L L oLt 98 4, *doy eutddytrryg
008 604  $49 0L9 GLS 645 956 6%y . upeusy
§02 Lz gLz . 2Le yie ye 9gt HgL o nrod
06h e 904 L9% 42 425 2es Le aaTRYy
omoa LLd 804 949 989 469 099 489 . 9TTUD
004 gLe 169 ng9 o2l 689 €99 £29 . 5y erquey
SHo'z  6g0'z  g46't  969fL  €46'L  £9g'L  LEg'L w L94'L 89TX3UNOYH DHAIID
0go*L  050°L 066 526 GL9 .omm ¢eg 00§ _.otEtststa
009'L  064%'L  06£'L  095'L  LO%'L  €60‘L 999 6zt AL
¢L61L 2l6L LL6L 061 6961 8961 mwmr 9961 . X4ILNNOD

(gauuoy, pumsnoyy) e

4dd0D 40 NOILOAAONd ANIH

gL dTHVYL

T . 2



‘461 *d ‘4461 Axenuwp ‘wyquey ‘souvurg pue JFuruuerd jo hawmﬂcﬂz‘.mmmr jxodey ofwouody IFNNOS

- . *wpeyun L£q uexey suwsd awekl jey) Jutanp mmwOSﬁOHQ Juouww
ecerd patyz ‘¢/6L Jutranp oTTY) uvyy axow paonpoxd eawvy O} POJRWIISS ST WIQWEZ STTUM SHION

. V.4
OKE'L  220%L mc:ww 046'9  646'G  yin's 44046 . Logte TYLOL THOM
o4g 494, 00/, 929 296 9¢6 2L €05 . 10130
00l 2L L2l 0zl 0zl ozl gLL 2Ll uedwp
onL . 4zl 4ot 86 L6 v €9 66 | utAuTg0INg
0T A" wel .- - - - - - woutnp Moy undeg
09L 29L g4t yyl ozL wmrmw gel Gzl S+ woTayy ;w:om

panuljuod Q*L HAIgVv]

4



3

. ' -3 -

Zambia's position as a major source of copper on a global
basis may be seen in the Table 1.8 which shows international
mine production of copper in tons of estimated recoverable
copper content - a figure which generally exceeds actual fini-

>
shed production.

The preceeding discussion has made‘us cognizant .0f the
position of Zambia.copper production in the world so that
when this industry is compared with other economic sectors
in the country, its dominance becomes unchallengeable. In
Table 1.6 the formation of gross domestic vroduct is given
according to economic activity at current producers' values.
The contribution of miring and quarrying to GDF is (US
Peollars Million) has not been egualled by any sector since
independence in 196k. Table 1.9 below gives the percentage

contribution of each sector te the GDP.



- . 8oUBINBYU]
pue SUOTING{}BUT [BTOUBUTJ

- . edwrojg
puw suoljeotunuwuwoesy ‘qrodsuway,

-~ gjueaNB}Eey Puvw ET8}0Y
- | epeJ], TTB}3Y pue oTwIaToypN
- _ UOI}OoNI}EUON
- Ja3vM pue sen ‘Kj1oTaj3ooTH
- mrﬁhzuoamz:mr
A JurLareny pue Jutuly

(e), Buiystg puw K1jsaxeg ‘aanyTnoTady

6°2  €°¢ € €°¢C 2z gL 9L €L Gy

0°4 FAR4 94 L* 4 gr¢ 6y 26 6°¢ g4

6°0 0*L  0°L 8°0 g*o G0 G0 6°0 9°0

66 L*OL - 9°6 %6 0/ L*LL g ot 9'%Q €1t

6°6G L4 G/ G*qg LG 9°G 6°4 %9 FALS

g L 6°L gL 2L 0*1L Lt g0 g°o 40

6°2L g°¢L  0°2L  L*OL  9°'g 6°6 6°9 L°Q 4*9

g°he  9°42  g*G2  4°9% 9°gH  g°gE  L°6E g4y O0°Ly

96 0*2L  4°2L  4°0L  0°'6 L0l hTLL G2 4t

¢l6L mmmr LL6L . 0464 6961 9961 2961 996L G961 H961

daH HI HOLOAS HOVHE J0 FHVHS AOVILNIDHEL

6L ATavL

- 2¢



o.:m +d *GL6L

10qua00(/10quaA0N ‘8074973035 Jo 38087q ATUIUON JO 4G BTARL PUW §*| 0TQUL WOIJ pPajuTnNole)d  YONNOS

¢z

6°LL

6°0

o*L

6°2

L*¢
AR

..n.w
¢

6*¢

s LL

c*L
62

L*e

A"
9°6

HeL

6t

G*l
L6

:o_‘

6°L

L

2°g

AN}

0*c

06

penuyTjuUoOd §£*| ATUAYL

- ¢¢ -

aTqeTtesw jou saandrg

TruoLIad

(®)

gatyng 3xodur

B80TAXOG
pue Terosog ‘L3trunuwon

890TAXBgG gYOUTEN(

93838y Tway



*310 *do *6/61L-g96L 9973813vIg JO 838037q ATYIUOW ‘torquey jo otrqndey :AOHNOS

G i = LA
sgauuo], OTJI33K UT 83YdToM !SHLON
600"0 L*0 9g80'0§ w4 gno's 2°¢L GhLtlL - - 6°g  2L0'02 2°G2  GLL'LG GtAhOo'L 049 €46l
L0 2°0 968°‘tL Ley gL'y, 621 6egte - - n'g  469'92 942  2L6'09 4°9%l LLd, 2L6L
9°0 €°0 865‘Q ¢°q ewe's 2'9  6gL'L - ~ g'9  G6g'¢e 4L €Gn'6y €°G49  GE9 L6l
g0 - 09 £ Lyo'y G*6 + #Lg'L - - €4 640'22 H*9L  4E<f06 L°220°L 489 0461
6°0 9°0 Lyu'g v g9L'e 2°9  ggstL - - L°6  98g'Ge 9°gL  946'¢S gt9g0'L 04 6961
6°0 €°% 896'¢9 L*h  LHG'E L*G  422'L 90 £g%'4L Lty 0GE'9L Gt LrofSh 2Thid €49 896l
6°0 L°CL L460'g6L GG bhh'y h'g  L60'Z  g*0  OLL'h2  0th  elntdL LtdL 40868  0°149 LO9  496%
0°L  4*2 168'6% 8°9 #92'4 w*9  429'L  6°0 2oL‘9e 04 049'we ¢tel ghs'Ly 6°069 666 9961
'L g2 042tiy €4 9LL'6 R6 CEH'L LTL 229tes 2°6 SGu9'SL Gthl €GLYGH gThLS €89 6961
2L Geg  Cof'zL 26 994‘L 670 996°92  4te  wGLtel 9THL 99g'Sh 2" GuY 189 4961
oLan> JanTEp  duuog, anTep Buuoyg, anTep BuUUO] P9nTE SUUOJ, anep euuog anrTep  AUUO[ enyep ommww
Jequyl, PZTVY 022eq0], YL ER) aJ( 9"ouURIUB} pvoT Uty Jeddon

( WOTTTTH  918TTOQ SN UT SONTBA)

C26L-4961 'TSAILITOWHOD TVAIONIMI A0 SLUOIXA

OL*L JTHYL

I:nl



- 35 -
TABLE 1.11

PERCINTAGE SHARE OF COPPER IN TOTAL EXPORTS 1964-1973

1964 1965 1966 1967 1968 1969 1970 1971 1972 1973

92 93 95 95 9% %6 96 95 93 g2

NOTES: 1973 figures are estimates based on actual figures
(for the first & months of the year.

.

CURCE: Monthly Digests Statistics, C.S.0., Zambia, Vol. X,
No. 1, January 1974 and November/December 1975 op.
cit. p». 20.

[77]

The large Qolume of exports originating in the copper
mining industry accournts for the surplus in the balance of
trade. To this extent the production of copper in Zambia
is a major foreign exchange earner. The export surplus is
givern in Table 1.12 while the sources of total imports are

in Table 1.13.
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The value of the importation of machinery and transport
equipment together with electricity and mineral fuels is to
a large extent destined for the copper mining industry
implying that it has a high demand for capitél goods from the
developed countries. When tﬁis is translated into investment,
it leaves the impression that investments are high in the
mining sector because, as expecied, the rate of return is
similarly very high. Imports of food have been rising since
1664, This incréase cannot be explained by lack of invest-
ment in the agricultural sector alone. Surorean farmers who
had the necessary know-how, left Zambisa immediately after
independence; the proliferation of Zambians into th%yurban
areas in persuit of higher earnings and improved conditions
of life; the urban dwellers have cultivated a demand for food
products that are not produced domestically and the irnability
of the remaining African agricultural farmers to meet the
demand of the ever-growing urbarn areas together with other
factors contribute significantly to the apparent increase in
imports of food. Although there is great potential for
agriculture in Zambia, there has been a decrease in the sectors
lcontribution in GDF from 11.5 per cent in 1964 to 6.8 per cent
in 1969. The development of other economic sectors have not
been commensurate with the base offered by the mining industry.
For example, the manufacturing output as a percentage of GDP at

factor cost was 7.4 and has not increased very much since then.
y
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It is in this setting that the study of the Impact of
Foreign Capital on the Zambian Economic Development is to be

undertaken.

CONCLUSICN

In this chapter the main objective was to desc¢ribe as
briefly as possible the economic situation in Zambia as it
existed in 1973. To understand a situation at a point in
time one must give the historical Eackground 50 as to have”
an idea of the factors that determiped the existing posi-
tion. Zambia was a colony of Great Britain and like any
colony was dependent on the colonial master for everything.
Its economic development was determined by ecoromic condi-
Fions in Great Britain;. The export enclave was relatively
more developed than the hinterland at the time of inde%fn-
dence. This enclave was dominated by the mining ircdustry
which determirned economic growthe

Prom Table 1.4 we see that approximately 45 - 4§ per
cent of government revenue came.from mining at least up to
1970 and S4 per cent of exports were accounted for by copper

exports. The growth of gross domestic product of avpraximately
. . +
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10 per cent per annum was due to increased extraction and
exportation of copper. While there was an impressive growth
rate, it was however, accompanied by a disheartening growth
rate of imports. Total imports ‘increased by approximately

122 per cent between 1964 and 1973. Imports of machinery and
transport equipment increased by 231 per cent; manufactured
imports by 125 per cent; crude materials by 153 per cent;
chemicals by 116 per cent; electricity and mineral fuels by

91 per cent and food by 72 per cent. The high exBorts of
copper and imports of all types of goods reveals the degree

to which the Zambian economy is integrated into the interna-
tional economic system and its dependence of foreign factors.
FPayment for high imports (in foreign exchange) requires that
exports of copper bring in an equivalent émount of foreign
exchange. However; copper mines were not owned by Zambians
thus not all the foreign exchaﬂgé-earnings could be used to
finance imports. We conclude that tﬂe historical connection
of Zambia with Great Britain and the west in general determined
the economic development process. This process was to develop
sectors that depended on what waes developed in the capitalist
;orld market. After independence, the only way to continue the
process begur in the past was to call for massive foreign

capital from the core area. Chapter two discusses the various

theories of foreign capital inflows.
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NOTES

_ 1T.W. Baxter, "The Concessions of Northern Rhodesia",
National Archives of Rhodesia and Nyasaland, Occasional Paper
No. 1 1963. The text of the agreement and those subsequently
signed by Lewanika are printed.

2At Independence Zambia negotiated for the royalties

to revert to the state and pasid a compensation of some 311.6
million.

JRepublic of Zambia, First National Development Plan,
1966-1970, Lusaka: Office of National Development and
Planning, 1966.

See Surmary of the Industrial Development Pian
1972-1976, in Summaries of Industrial Development Plans, Volume
IIT United Nations. Industrial Development Organization Publica-
tion, Vienna, Jure 1973, p. 457.

5ibid. p. 456 and also Second National Development
Plan, January 1972 - December 1976, Ministry of Development
Planning and National Guidance, Lusaka, December 1971, p. 337;
Supplement to the Second National Development Plan, 1972 - 1976,
Programmes and Projects, Jarnuary 1972, p. 143.

6ivid. p. 473,

7Employment and Earnings 1966 - 1968, Central Statis=~
tical Office, Lusaka, February 1970.

8The Revised 1970-1975 Series are not comparable with
the figures published so far. Details ol the Revisions are
given in the National Accounts and Input-output Tables, 1571.

9A more detailed analysis of the importance of copper
will be discussed in a latter section of this chapter: The
Dominant Position of Copper.

. 1048 early as 1964, in a White Paper, Qutline of the
Government's Industrial Policy, published on the eve of
Independece, it was made clear that the new goverament would
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take drastic steps to correct the pattern of development. See
also Ministry of Commerce and Industry, Qutline of Government's
Policy, (Lusaka, Government Printer, 1966). '

11K.D. Kaunda, Towards Complete Independence, the Matero

Speech, August 11, 1969 and Zambias Towards Economic Independence,
Mulungushi Speech, April 19, 1938, dambia Information Services

1968 and 1969..

-

1aﬂark Bastock, The Background to Participation, in

Economic¢ Independence and Zambian Copper: =& case study of Foreign
Investment, edited by Mark Bastock and Charles Harvey; Praeger
Publishers, New York, 1972. pp. 107-128. See also K.D. Kaunda,
"Zambia Towards Economic Independence", The Mulungushi Speech of
April 19, 1968, ZambiﬁfInformation Services 1968. -

L~

13The structure of State participation has been changing
constantly. Table 7.2 gives details of Indeco's subsidiaries.

4

Summaries of Industrisl Development Plans, Volume 3,
United Nations Industrial Development Organization, Vienna,
ID/109, June, 1973, pp. 435-455.

15ibid. ’ TN

162epublic of Zambia, Economic Report 1973, Ministry of
Planning and Finance, Lusaka. January 197G,

17Summaries of Industrial Development Plans, op ¢it

8Import substitution depended largely on foreign inputs
and the manufacturing sector's contribution to GDP is given in
Table 1.6 and the demand for imported manufactured goods is shown
in Table 7.4. See also A. Young, Industrial Diversification in
Zambia, Praeger, New York 1973 pp. 97 - 145.

19African Development, October 1974 and Africa 1974/75
Annual, pp. 194 - 200. For this General Background information
also see Introduction to Constraints on the Economic Development
of Zambia edited by Charles Elliott, Oxford University Press,
1971 pp. 1 - 8.

OEconomic Report 1973, op. cit. p. 29.
21ibid.

22ipid.
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CHAPTER 2 vl

- . .

THEORIES OF FOREIGN CAPITAL INFLOWS: A CASE OF IRRELEVANCE

The theoretical framework for the flows of foreign capital
owes its origin to many development economists. The inflows of

foreign capital‘can be divided into foreign aid assistance

—
'

(technical assistance, bilateral and multilateral financia%/'

assistance) and foreign private investments. Theories have been

contrived ard applied in many specific case studies and it i;“j

from theseé;iudies that the validity of the thecries has been

established. Amops the pioneers in establishing a relationship
between foreign capital inflows and ecg&gfiﬁ development we find
prominent developmen} economisgis such';f Hollis B. Chenefy and
A.M. ﬁiEEEEPj Their articlé indicates that foreign capital
inflows could be a catalyst for develoément1 Ir a case study of
Greece, Chenery and Adelman showed that the cconémic'development
Tun .

obGreec‘:\ec was greatly i?.fluenced by the availability of foreign
aid.2 Chenery and MacEwan in a case study of Pakistan found
that there were "optimal patterns of growth and aid".B. Three
other case studies where the theory of foreign capié;l inflows .
has been applied are Korea,h Israel? and Colomhia.6

Ik€Se case studies have, by and large, establ?sheg the
fact that foreign capital inflows cén_be utilized fruitfully
to foster economic development. What is established in these

cases is only the relevance and possible contribution of'fofeign

capital inflows. It is on the basis 5‘ the established positive

-
-
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contribution that the theory of foreign capital inflows has .
been claimed to hold validity. Extrapolating from this assumed
positive ‘contribution of foreign capital inflows, a general

-

theory of external capital needs, in the course of economic
development, has been contrived. Thus according to this
theory, developing countries are handicapped in their develop-

ment process by lack of foreign exchange on the one hand, and

by the inadequacy of domestic savings on the other. Foreign
r

7

capital inflows are transformed into foreign exchange and used
in payment for goods and services imported from developed
countries. Thi;-theory, as formulated, censists of two paris:
the th’ﬁry of internal gap sometimes referred to as the resource
gar or fhe investment-savings gap strives to explain how the
inadequacy of damestic savings teo finance vlanned investment
constraints-investments to the extent that economic development
programmes caﬁnot be implemented.. The theory of external gap
also known as the trade gap or import-export gap is concerned
with elucidating how exports of de?ﬁloping country fail to earn
enocugh foreign exchange to finance imports of capital goods

that are an essential component of development inputs. Ex post,

"

thgﬁgaps are usually identical but the two gaps are dealt with

separately because of their ex ante inequalitv. The studies

referred to above particularly Vanek‘s7 have endeavoured to

estimate needs for foreign capital by developing countries. - If

the two gaps exist ir a developiﬁg country the amourt of foreign

.

capital must be such that it fills the gaps. In actual fact

-
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these theories become demand functions for foreign capital.

It ;xports cf a developing country e;rn foreign exchange that
is less than the amount required to finance imports of capital
goods and equipments raw materials and semi-finished products
which are c;ucial for development, the only way these goods can
be paid for is through foreign assistance. The same is true
for the investment - savings gap. Wher residents of a develo-
ping country do not generate enough savings to finance desired
investment programmes the only other way te finance such
investment is by obtaining foreign assistancg equal to the
deficiency of domestic savings.

Arnother dimension has to be added if we are to estimate
what factors influence the total &emand for foreign capital
inflows. The two gaps alone explain about S0 per cent of the
demand for foreign capital the remaining 10 per cent of the
total demand is due to the cost of servicing loans.8 Interest
and amortization payments increase the demand for foreign
financial inflows. Debt-service requirem;nts are chbtained by
specifying the average interest rate and the repayment period
ir future as‘well as past-external debis. As development pro-

~
gresses, foreign exchaﬁge reserves change and we obtain this
change by relating the reserves to the leve} of development.
We may, therefore, summarize the demand for foreign capital as
the sum of the gaps plus debt-servicing plus changes in the

foreign exchange reserves. Following professor Kim's model9

for calculating total foreign capital needs we have
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EK = FK + DS + d(FX) ' | €2.1)

where FK is either internal or external g&ap.

FK = I, - S4 (internal gap) (2.2)
g

L 2
FK = Mp - X (externaX gap) (2.3)

As already pointed out, in terms of national income

accounting, ex-post the internal gap is identical to the

external gap:

Y=C+I+(X—M) (2.1‘-)
where I - (Y - C) is the ex-post internal gap. Y - C = Sq

(domestic savings)
The ex-post external gap is: M - X

Y-C=1I4+ (X -M) (2.5)

0=I-(Y=-2C)+ (X -M

(X - M

I-(x-0

- X+ M¥=1-58y

M - X=1I-354 - (2.6)

Equation (2.6) (essentially an identity) tells us that
the import surplus is identical to the excess of investment

over domestic savings. On the left hand side of the equation

we have the import-export gap whick is the excess of imports

kS
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TABLE 2.1

IMPORTS MINUS EXPORTS AND INVESTMENT MINUS SAVINGS
1262-1272

(Million US Dollars)

M~ X I - Sq

1965 . -2sk.3 ~22.5
1966 -L,-571.0' | -3.0
1967 - ‘-2#5-4 79.9
1968 -328.8 130.5
1969 -682.0 -3k1.7
1970 -561.3 86€.1
1971~ -128.8 . 514.0
1972 -208.6 L35.1
1973 -592.6 140.8

SOURCE: Republic of Zambia: Monthlvy Digest of
Statistics, Central Statistical Office,

Lusaka. Volume XI, Nos. 11 and 12 Nove-

mber/December 1975 p. $6 for Investment
savings gap. For Import-Export Gap the
figures are from Table 1.12.
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over exports to be filled by foreign capital inflows. On the
right hand‘we also have the excess of investments over domestic
savings. This equation does not tell us whether the demand for
foréign assistance is due to either gap. This is the short-
coming of the theory of foreign capital inflows and the reason
why it will rot be used in this study to expiain the inflows

of foreign capital.

Although table 2.7 bears no direct relationship with
equation 2.6, the figures in this table show that ex ante the
import-export gap is not identical to the investment - savings
gap. Table 2.1 shows that in the case of Zambia exports
exceeded imports during the period 1965 - 1973 tﬁcreby removing
the need for foreign assistance. In 3 out of ¢ years domestic
savings were more than actual investments. It should be noted
that the figures in table 2.1 cover the early years of the post-
independence d?velopment plans when very little was known
about investment and savings. Thus this study could not answer
the question of whether actual investment was offset by
voluntary savings or not. The extent of credit expansion
including lending by government could not be adequatéi&f
determined.

The application of equations (2.2) and (2.3) to the Zambian
case using identity egquation (2.6) and assuming that investments
undertaken represented the required amount of investments, there

would be a case for the inflow of foreign capital for six years.

For the nine-year period (Table 2.7) exports were more than
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imports implying that there was a net inflow of foreign
exchange earnings. Table 2.1‘3130 shows that in the years
1965, 1966 and 1969 domestic savings were more than adequate
to finance investments. Thus during these years there was
no. justification for any inflow of foreign capital. However,
ex ante, the internal gap is said to;precede while the
external gar may be the dominant factor (see Vanek's study

of Colombia).1o

Variables

FX = TForeign capital needs
EK = External-capital needs FK + DS + d(FX)
Y = Gross domestic product GDP
¥ = Target GDF

’ Ir = Desired investment
Sd = Domestic savings
M, = Required imports

:
H;‘ = Potential -imports
Mg = Imporé substitutes
X = Expo;£s
-

T = Transfer payments

DI = Foreign direct investment
D = Net external borrowing
Ds = Debt gervice

= Debt-service on past debts

lg = Average interest payments on subsequent debts
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Amortization payments on subsequent debts

Foreign exchange reserve.

Target growth rate of GDP

Incremental capital output ratio (ICOR)
Average-savings rate
Marginal-savings rate
Potential import-GDP ratio
Export growth rate

Interest on subsequent debts
Year ®

Maturity period on external debts

Grace period

Ratio of foreign exchange reserve to imports

gross domestic product Y is the sum of the values

contributed by each of the itwelve sectors in Zambia:

Yy * Fp * =-== + ¥n (2.7)

Agriculture, forestry and fishing
Mining and quarrying
Manufacturing sector

Electricity, water and gas
Construction

Wholesale and Retail Trade
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y7 = Hotels and Restaurants

¥g : = Transport and Communications and Storage

Yy = Financial Institutions and Insurance

Y0 = Resl Estate

Yqq9 = Buginess Services

Yqip = Community, Social ‘and Personal Services

y13 = Other. -

I=1(1,+ I, + ===-=- 1) (2.8)
where n = (1 + 2 4 mmcceemcaaa 12)

The consumption functicn in Zambia cannot be easily disaggre-
gated because of lack of data. Eowever, it car be divided
into government consumption expenditure and vrivate consump-

tion expenditure. This is also true of the savings function.
-

Export Funetion

x, = Copper exports

X, = Zinc )

x3 = Lead

%, = Cobalt -
x5 = Tobacco

x6 = Maize
x7 = Timber

xg = All Other.

N -
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Import Funoction

M = m1 + m2 + mm—me—mo-.—- -+ m10' (2.10)
=, = Food

m, = DBeverages and Tobacco

m3 = Crude maﬁerials

m, = Electricity and mineral fuels

ms = Q0ils and fats

me = Chemicals

m7 = Manufactures

mg = Machinery and transport equipment
m9 = Miscellaneous mgnufactured articles
B, = Miscellaneous transactions.

2.2 THEORY OF INVESTMENT-SAVINGS GAP (INTERNAL)

Definitionally, the internal gap is the difference between
required investments (I,) to achieve a target output (1)* and
savings generated domestically (S4) at output (Y) while Y is
assumed to grow at a rate r per cent annually over the period.
In the nth year éotal output will be:

Y* = ¥ (1 + )" Co(2.11)
n

real output grows at a compound rate starting from the base

year output Y,.

The capital-ouﬁ%&% ratio (k) which is assumed to be a constant
.

brings about thé relationship between investment and output.

This implies that recuired investment is a function of the |

]

) .
constant capital-output ratio (k) times the target‘outpuf’fg)z.
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The gross domestic product grew ét an annual average rate
of 10.2 per cent during the period 1965 - 1973 as calc;lated
from Table 1.6. Using a growth rate of-10.2 per cent and
applying to equation (2.11), the 1973 gross domestic product

is estimated at £2,319.6 million as follows:

x n

Yn =Y (1 + r)

Y3 = 1,066.5 (1 +410.2)0
x

Y

£2,319.6

This figure is very close to the provisional figure of g2,442,0
million given in Table 1.6. On the basis of a 10.2 growth rate
we project that the gross domestic product for 1976 will he

£3,104.3 million ie (8§1,066.5)(2.9107).

I = k(D™ (2.12)
Fa
In the nth year, the functional relationship takes the
following form: )
(Irdn = k(¥ )1 + ©)® (2.13)

Explicitly this g?hns that total investment reguirements are a
cdﬁftant franction of the total output in the nth year.

Chg;ges in capital stock and éross output and in investment and
output are calculated to indicate the incrementsl capitale~

cutput ratio:

k =dk = I ’ (2.14)
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This shows the identity between the ratio of tpe cyange in
capital to the change in total output and the ratio of invest-
ment to changé in total output. In the nth year the incremen-
tal capital-output ratio is expressed with one-period lag
between investment and additional output as follows: -

I
pa!

K = (2.15)

Yy, - ¥4 - 1

The output-capital ratio for the Zambian industrial sector
is not easy to c¢alculate and the calculations are only rough
estimates based on the definitions given in the "Notes to Table
0.5‘]‘1 and the data are the gross domestic iroduct given in
Table 1.6. The invesitment totals are extracted from the Naticnal
Accounts Table 5612; An annual average output-capital ratio of
0.2 seems adequate for the Zambian industrial’ sector. Using
this ratioc we estimate the 1971 required investment to obtain

gross domestic product of £1,767.3 million for 1971. "The 8353.5

million required investment falls short of 8462.0 million given

by the United Nations Industrial Development Organization1p

because the latter included private foreign investments of
£110 million. The 1976 gross domestic product target of appro-
ximately £3,104% million requires an investment level of about
£621 million which is very c¢lose to the planned investment of
8630 million for that year.qk This is also obtained by the use

of equation (2.13) i.e. (I},

K(¥e)(1 + r)7

(IYqq = 0.2(1,066.5)(2.9107) = £620.9 million. For the year
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1973 the required level of investment to obtain a target gross
doméstic product of 2,442 million can be calculated in a
similar manner i.e. (I)g = 0.2(1,066.5)(2.17496) = g463.9
million which is very close to the provisional figure ;f

g450.9 million.15

The average incremental output-capital ratio for the entire

period is simﬁly the sum of ratics of all the Years divided by

the number.of years:

-

¥ .o E(K + Ky 4+ mmmmmmmees + K) T N(2.16)
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Domestic Savings . -

On the assumption of linearity, the savings function
expresses domestic savings as depended upon total income and

the propensity to save:
.S = a + b(Y) (2.17)

Total savings in the nth year are the sum of savings in the

base year and marginal savings in subsequent years and

explicitly the function is:

§ = 5(¥go) + é S_]‘Yo(1+r)nf y°(1+r)n‘1 (2.18)
n=1

where § is the average savings rate and Sl the gﬁrginal
savings rate. Although it is assumed by Kim that the marginal
savings rate is larger than the average savings rate,16.our
calculations show that the marginal savings rate is, in fact.x
smailer than the average savings rate in Zamﬁia. The average
savings rate is approximately O.Zé and the marginal savings
rate is 0.17. These rates are calculated f;om the National
Accounts and Table 1.6 of our study. We substitute the

relevant data into equation (2.18) <o project the level of

J"\



figure of _£511.7 million.

sgviﬁg& in the nth year (1973) as:

@EF"

= (0.22)(1,066.5) + 0.17 i?’ Yol w1 -  (2.19) -

R=0

)
1

Io(l +'r)n-l e

235.6 + 289.1

'
1]

8523.7 million

This estimé??‘compares very favourably with the provisional
17 As already indicated in a
previous section, the difference between the investment

function (I)n and the savings function (Sn) is the internal

gap i.e.:
) 4
FK = (I)p- - Sy
' O~ > n 1
= K(Y )(1 + )" - s(¥y,) - Jli S (2.20)
Q. + L]
Y . » 0=
T QL+ + 7 (1 + r)n-l
(o] o
<
Our estimated FK is obtained by substituting equations
(2.13) and (2.19) into (2.20).
FK = g463.9 - 523.7 = $59.8 million . (2.21% ,

&

This figure represents an excess of savings over required
1 .

investment funds. _The interprgtation of this apparent paradox
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L &
‘needs careful understanding of the assumptions of the model.
The data used do not tak; into account the volume of capital -
outflow in the form of prof%ﬁ remittance, debt service payments
and payments for imported g;qu and éervices. The dgrivafion'
of the internal gép is based on the assumption that the incre-

- .
mental capital-output ratio is fixed and th¥t the target Tate

of growth of output is fixed so that the product of two

AN

~

constants (K) the required rate of investment is also fixed.

The model as presented. ;Ls static becausf§®t refers to a
point in éime'usually the last year of the planned strategy of
development without necessarily telling us what happéned during
the preceding years. Beside being static, it is a highly aggre-
gated analysis. A disaggregated model or a sectorai model like
Vanek‘518 would be more useful for ocur apalysis. With a secto-

s .

ral modei?ue can specify a set of copsistent relatioms between

production, consumptivn and trade for a number of goods and
services into which the gross domestic product (Y) is divided
(see Table 1.6). This type of intersectoral analysis of the

structure of production, cog;umption and trade enables us to

determine the level of gross domestic product, gross investment,

exports ﬂ_nd tmports and the aid corresponding to each solution.
Eowever, Zambiﬁ data are such that it is J&fficﬁlt to disaggre-~
gate. This discussion seems %to indicate that the massive

inflows of foreign capital into Zambia were part®y due %o the

“inadequacy of domestic savings to meet-the desired investments.

™

e ——
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2.3 THEORY QF EXTERNAL GAP

This theory is based on the postulate that there is a
shortage of the necessary foreign goods .and that Fhese goods -
are of strategic importance to the development process. The
shortage arises due to the inadequacy of a developing
country's exports to .earn enough foreign exchange with
which to finance these imports. The deficiency is then-
filled by foreign capital (FK). The required imports are
related to the gross national product and the import-subs-
titution coefficient. The import function formulated, without

an\impﬁ;ngubstitution function isz

M= a +. b(Y¥) ' (2.22)

However, in a planned economy there is a minimum amount of
required imports that must be obtained during the period in
order to reach the target gross domestic product (Y)! and

. .. T, L 4
this minimum is M : -

x ‘ _
Mn = m(Yn) - ) | . (2.23)
Mygps = 0.23(Y) = (0.23)(2,519.6) = §533.5 million

As industrialization progresses, the quantity of imported

* consumer goods is assumed to decrease_ by an amount egqual to

.
~

_the production of import-substitution industries. While the

——
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“M\‘ch year.
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quantity of imported capital goods is assumed to increase and
how much will be imported will £e a function of the desire for
import-substitution and the availability of foreign exchange.
This process of substitution lowers the importysubstitutien

coefficient (m). (M*) the required imports is the net
: P

effect of the two opposing forces, i.e., potential imports

(Mp) and import substitutes (M_):

ME oM - X (2.24) @

Potential imports are by assumption a fraction of GDP ()

ir the nth year.

*

Mp = o, (Yn) and import substitutes are similarly

expressed as a fraction of total output (GDP) Y in the

#

Mg = ms(Yn). (2.25)

The marginal potential import coefficient is approximately
0.25 ané the marginal import substitution coefficient is 0.15.
-
/

L -



By substitufion we have:

Mx = mp(Y;) - (Yi) = Yz(mp - m.) but -+ (2.26)
Y: = Yo(l + )8

—_ - ’ '“nl
M = (mp mB)Yo(l + )

=
n
]

(0.25 = 0.15)¥g(1 + r)

(0.25 -~ 0.15)(1,066.5)(2.175)

£231.96 million

In the absence of import substitution required or minimum
imports would have approximated 5533.5 million (see equation
(2.23) above). The data used for the calculations of tﬁi
marginals are contained in Tables 1.6, 1.13 and 7.3.

A more detailed discussion of the contribution of import

substitution 1is deferred until chapter 7.
The export function expresses the volume of exports in the nth

Y

year as depended upon the growth rate of exports: “g

\

X_ = X1+ )7 (2.27)

where x stands for the growth rate of éxports.
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From Table 2.2 we calculate the average annual growth rate as
11.6 per cent. With this growth rate and under the assump-

tion that exports increase annually as GDP increases we

4

estimate the value of eiﬁorts in the nth year by multiplying
I

the value of exports in the base by the compounded value of

the rate of growth in the nth year i.e.

b
[}

(503.3)(2.685206876) (2.28)

i

£1,351.47 million
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TABLE 2.2

-

EXPORTS OF ZAMBIA AND ANNUAL GRCWTH RATES 1964=-1972

(Million US Dollars)

Value Annual Change
1964 503.3 -
1965 S70 .4 67.2
1966 740.2 169.8
1967 735.0 -5.2
. 1968 816.6 81.6
1969 1,149.7 3331
1970 1,072.4 =773
1971 7279 -3k4.8
1972 812.6 85.0
1973 1,112.9 30023

NOTES: The sharp decrease in the
1969 to 1971 was due to a
copper which accounts for
of Zambian exports. This
of the Zambian economy oR
chapter 1.

(Percentage Growth Rate)

AY

value of exports from
£311 in the price of
more than 90 per cent
indicates the dependence
copper discussed in

SOURCE: See Yearbook of International Trade Statistics
1974 Volume, United Nations, New York, 1975.

pp.. 1014=1019.
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The combination of expert and import functions and the
difference arising therefrom is ghe external or import-export

gap.

Substituting equations (2.26) and (2.27) into equation (2.3)

results in:-~-

FK

(mp - mg)¥o(l + D% - x (1 + )% C(2.29)

FK 3231 .96 - 1,351 .47 = =- 1‘119.51

This implies that Zambian exports are adequate to finance *\xk\\\\~’1’

imports arnd that the import-export gap is not a sufficient

reason for the inflows of foreign capital. We should however,
L

be cautious to point out that this type of analysis assumes

that whatever is exported from Zambia is owned by Zambians and
that the foreigni}xchange earnings are not claimed by foreigners.
If tkis assumption were valid then foreign exchange shortages
would not be a bottleneck to development iﬁ Zambia. The lack

of need for foreign capital cannot be established from the

. 1
egquation. 9
{

The gross external capital needs (EK) are the sum of

-

foreign-capital needs (FX), debt service (DS} and the change

-

in foreign reserve d(F ) so “that:

2K = FK + DS + d(Fyx) : (2.30)

-

External debts and debt service is:

EKp, = T, + DIp + Dgn : (2.31)
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Net-capital inflow in the nth year (FK_) is the sum of
transfer payments (T) direct investment (DI) and net direct

borrowing (D4).

Debt servicing (DS) in the nth year is also made up of

the following:
 §
DSp = (DSplp + (is)y + (as)y, (2.32)

. where (DSP) stands for debt service on past debts;

is = average interest payments on subsequent debts;

As = average amortization payments on subsequent debts,

The two-gap theory is designed to sstablish the fact that non-
availability Af foreign capital is a major constraint to economic
- development. Charles Elliott has addressed himself to this
problem in Zambiaao and Romesh K. Diwarn has tried to test the
".:h.ec:-r:,r..?“l

Debt servic&ng, interest and amortization payments are the
results of ;he presence of foreign capital.but by themselves do
not explain the cause of the initial foreign capital inflows. .

On the basis of the data in Table 2.1 and 2.2 and calcula:
tions that we have made, we_can conclude that the Two-Gap
Theorf is an irrelevant tool ;} analysis in the Zambian case.
There is ample evidence that the 1nflows were not due to either
failure.of copper to earn enough foreign exchange with which to

purchase the required equipment nor can we say that savings

were not adequate to support domestic investments. Under the

A f
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circumstances it is pertinent to search ;or another theory
that may give us some explanation of the massive foreign
inflows and the consequences arising therefrom. We shall
briefly discuss the Theory of Foreign Invesiment and The
Theory of Economic Dependence and show that the inflows of
foreign capital into Zambia can be explained better by the

theory of dependence and foreign investment than by the Two-

Gap Theory.
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2.4 THEORY OF FOREIGN INVESTMENT

Investment theory in the traditional sense can, through
theorizing, quickly dwindlé‘iﬁto ta¥onomy if appligh to deve-~
loping countries without a thorough account'being taken of
the possible arrays of factors that induce it. An iﬁportant
rlatitude is that private foreign investment is a voluntary
activity undertaken for purposes of making a private profit.
An investor is concerned with the value of the investment.
From this generalization one can infer that ar investor will
invest if and only if the ;aluc of an investment is at least
eéhal to the net present value of the- expected future stream
of net revenue eginating from the investment. This can be

expressed simply as:

R Cc
NPV = 3 t -t + Zn Xn (2.33)

1+ DY+t e, 53, B

where NPV = net present value of the inv@stment;

R = annual expected ETOSs revenues in future years;

c = annual‘expected costs in future years - excluding
interests and amortization;

X = expected resale value of assets in year n when the
invesfment is termidated;

i = the expected opportunity cost of capitél in future

- years; /

r = a discount factor to allow explicitly for risks

from events not specifically associated with the *

»
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project such as pblitical risks etc.;
t = o --z- 1, number of years over which returns are
discounted, reflecting the planning horizon of the

.

investor.

The conventional theory of investment seeks to explain
tﬁe determinants of private investment behaviour. First there-
is the theory of domestic investment bj business firms. This
theory has been eleburated and examined by many authorities on
investment22 and a few factors have been emph351zed as influen-
cing an investor. The following factors have received more

emphasﬁé than others:

a) In terms of the expected profits theory of investment,
the desired stock of capital investment is assumed to
be proportional to the mgrket value of the firm.

b) In accordance with the neoclassical theory of i;vest-
ment, the desired stock of capital is assumed %o be
equal to the value of output deflated by‘the price of
capital services.

c) In the accelerator theory of investment, the desired
stock of capital is assumed to be proportional to
oﬁ%putliallowing for variation in capacity utilization.

d) According to the iiquidity.theory ofjipvestmenﬂ; the
desifed stock of capital is asstmed to be prOporQEonal

to liquidify, defined as profits after taxes plus
\

< C . -
depreciatior allowance less dividend rayment. -

‘-
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In addition te the theory of domestic investment by business
firms which is explained by the above four factors, we may |
add a second category of investment determinants incorpara-
ting a variety of long-term strategic and secular factors.
The factors stressed by‘the same authors include:K the desire
cn the part of investors to defend cxiéting foreign markets
and foreign investments against eﬁcroac@mcnt b? competitors;
the desire to gain and maintain a foothold in a protected
market or to gain and maintain a source of supply that in the
long-run may prove useful; the need to develop and sustain
parent-subsidiary relations; the wish to reduce unpredictable
elements in the business environment; tﬁe desire to induce
the host country into a long-term commitment to a particular
type of technology and know-how; the advantage of complemen-
ting another type of invesiment; the economics of new product
* development; competition for market shares among oligopolists;
the concern for the strenthening of bargaining positions; and
the economics of vroduct-differentiated oligopoly - all factors
with indirect, long-term and wider manifestations than the
return on investment itself, narrowly defined. These factors
are in actual fact hypotheses that are not mutually exclusivé
but closely interrelated.

The thﬁprétical analysis of determinants o} investment
(domestic ahd foreign) needs to be split into two - doﬁestic

and foreign investments. The determinMints of domestic and

foreign investment are in some respects similar and in other
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different., ‘It must be recognized that internationmal bound-
ries on their own introduce a series of independent political
regimes, each following—its own policies vis;a-vis the econony
in general and private fereign investment in particular., |
Direct foreign investment differs from domestic investment

in the sense that it not only involves investment in plant
and equipment as expounded above under ;he four factors (i.e.
a to d) of the theory of domestic investment, but includes
alse investment in cother assets such as land, financial
assets, and the takeover of existing firms. In contrast to
domestic investment, foreign direct investmen% results in

different parts of the firm operatior in different institu-

tioral and legal environments .subject to guite different

external constraints.zp

The theory of direct foreign investment as applied to
developf;g countries falls into three classifications. ‘ﬁhe'
classifications should not be regarded as watertight compart-
ments since they are, to a degr;e, subjective and arbitrary.

Direct foreign investment can and does take any of the

following three types:

a) Export-ogiented Investment: where firms are in the
international market in pursuit of new sources of
i#pnts, including raw materials and component parts.
Here we may cite examples such as investments in

mineral ores of copper in Chile and Zambia, bauxite

in the Caribbean, banana plantations in Ecuador and
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b)

c)
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<

,Panama. Foreign investors found in the export-
oriented enterprises are mainly interested in

ex;ractihg the product in question and exporting

it for sale through the established market channels.

Market=-Development Invesé;ent: This ?s investment
in which the output is disposed of within the

’ ¢
country of investing and where investmeﬁf'is under-
taken in response to underlying economic cénsidera-
tions such as the sizg of the local market, local
production costs and_the long-run potential of the

market. Examples are found in the manufacturing

sector of the Zambian economy.

Government-Initiated Investment:2J+ - This type of

direct foreign investment is initiated by the host

_government and foreign investors will be responding

to the type of inéentives provided by the host
‘government. The incentives usually are of many
varieties such as direct subsidy and tax incentives
provided by the gov#rnment to the foréign investors;

indirect subsidy and taxes provided to the.foreign

~

investors; policies affecting the economy generally

and in turnm influencing foreign private investors;
tariff reductions on equipment inputs thereby enabling
the foreigrn investor to increase his imports; import

concessions afforded on component parts; and part from
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-

trade conceaszona host govarnmints of deyeléping
. "

-

’ countries grant foreign 1nvestors tdx conce581ons
. - ‘
of various kmnds. The 1ncen;1ves and concessions

’ are su f1c1ently large to make the 1nvestment

” R ' ‘ ¢ ¢

attrai;ive to for01gn investors gespltq unfavoura-

ble upderlying demand snd cost conditions.

The purpose of making a bewildering variety of direct ané
indirect tax incentives and trade concessions to foreign
investors can be viewed as én attempt by developing countries
to raise the rate of return to th; investo; to the point where
it is sufficiently attractive relative to the rate of return
elsewhere to induce them to invest. Most direct investment
decisions are made within large national ‘and international
corporations with a wide range of interests and a variety of
complex objectives which in the majority of cases do mot fall
within the framework of &he development plans of the developing
countries.

The desire to enlist foreign investors is due to the
recognition by the developing countries of the fact that
foreign private investment plays a significant role in their
economies and that in future foreign investment will play an
even larger role if they (i.e. &evelopigg countries) are to
have much hope of reaching their consumption and investment

target.25 Historically foreign direct investment has not been

a substitute for other forms of internmatiomal capital transfer,

either qualitatively oTr quantitatively, but a complement to the
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other types of f;reign capital inflows. From a qualitative
view point, direct investment entails not only a transfer‘

of capital but a wide assortment of auxiliary factors together
with market access - characteristics not normally associated
with portfolio investment, export credits and foreign aid.
Quanfitatively foreign direct investmemt flows have been posi-
tively - not ;egatively, associated with capital flows in
cther forms.

Reuber and others note that IAfrica's mining wealth is
diversified by commodity and country distribution. Around
twenty countries have mining sectors of importance, and almost
8ll were originally developed, and most remain controlled,
by foreign direct in?estors."26

A study of the Zambian economy shows that the key sectors
are in the hands of foreign companies. At independence almost
the entire economy was foreign-owned and controlled. Soon
after independence the rate of return orn investments was very
bkigh and in accordance with the theory of investment, foreign
firms found it quite attractive to invest in Zambia. The
wining industry in Zambia is a typical example of export-
oriented investment in which investments, copper mining, were
intended to extract copper for exports, through established
market channels (London Metal Exchange). Thus part of foreign

capital inflows can be explained by heavy investments in the

mining industry in Zambia.
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The manufacturing sector of the Zambian economy
attracted market-development investment scon after independence.
The demand for manufactured articles made investments very

profitable. The high returns attracted foreign capital. 1In

‘addition to the already attractive investment conditions the

Zambian Government in its desire to industrialize quickly
offered a variety of incentives such as tax holidays, protected
market, permission to remit part of their profits to interna-
tional corporations and other foreign firms.

We can conclude from the above analfsis that foreign
capital inflows into Zambia cannot be adequately explained by
lack of savings nor inadequacy of export earnings te finance
imports of equipment. All that can be said is that foreign
investors brought their capitai into Zdanbia in response to a
good investment climate. Lack of domestic savings or shortage
of foreign exchange does not seem to induce foreign investments.
For example, Lesotho, one of the poorest countries does not have
massive foreign investments except for the Holiday Inn which is
prosperous £ecause of the casino which attracts white South

Africans into Lesotho. Furthermore the volume of foreign aid

given to Zambia is far much larger than that given to Lesotho.
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2.5 DEPENDENCY THEQRY: A TOOL FOR THE ANALYSIS OF
UNDERDEVELOPMENT

| Having concluded that the two-gaps theory does not consti-
tute an adequate analytical framework within which we can
explain foreign capital inflows into Zambia and the resultant
underdevelopment of certain sectors of the economy and the
entire dependency of the economy on external factoré, we shall
adopt as cur framework for the analysis of the Zambian develop-
ment process that has led to dependency and underdevelopment
the dependency theory. We shall endeavour to show that within
the dependency theory there are several sub-dependency theories
and it is the totality of these. theories that explain the laws
of motion that determine foreign capital inflows. In.contrast
to the neoclassical and the geo-Keynesian theories which try
to explain foreign capital inflows in terms of the two-gaps
analysis therebx implicitly suggesting that developed countries
together with transnational corporations have a desire to fill
up the import-export gap and the investment-savings gap in
order to promote economic and social development in the develo-
ping countries, the &ependency theory, in its several aspects
(i.e. structural, technological, dualistic, center-periphery,
colonial and capitalistic¢) denies that the staéed intention
of filling up the two-gaps is to promote economic development
ir the Third World. Dependency theory, contrary to the two-gaps

theory stresses that the intention of foreigm capital inflows

is to enrich international capitalism. Furthermore, the
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dependency theory does not accept th; suggestion of the two-
gaps theory that economic growth is synonjmous with economic
development.

In analysing the undeveloped economic and social structures
in Zambia, we draw on the in%luential iQQa of a dual economy
(the theory of dualism) which is a very powerfgl-tool for the o
analysis of an unbalanced and unintegrated economy characterized
by the coexistance of a dynamic modern sector of productioﬁ,
typically expor£-oriented and a traditional sector of subsist-
ence agriculture whose characteristics inhibit the development
of an internal market. To understand the forces that determine
the development of a dual economy we draw on the colonial and
capitalist-aspects of the dependency theory as this facilitates
an analysis of the formation of the underdeveloped structures
and their dependence on extermnal factors.N The colonial and
capitalist exploitative aspect of the dependency theory not only
enhences our understanding of how the under-developed countries
are presently integrated into the world capitalist economic
system but also enables us to appreciate a historic perspective
of the creation of the structures that have become the
mechanism for the appropriation and expropriation of surplus
produced within the underdeveloped regions of the entire world
capitalist economic 6ystem. It is in this respect that an
appreciation 6f the fact that the dependency theory converges

with the theory of dualism in various zones becomes important

in our effort to understand the forces that determine the



- 77 -

development processes in the contemporary underdeveloped

countries and why it is that for many of them there appears

to be no other development strategy except the capitalist.
‘The colonial relations that created certain structures

which were inherited at the attainment of 'flag' independence

can be looked 4t as the conditioning aspects of dependency
in the at those who, under 'flag' independence, make
gecisions on behalf of government and domestic enterprises in
the modern sector want to concentrate in investment in the
modern sector at the tbtal neglect of the traditional sector

of subsistence agriculture. This bias is a result of coleonial
relations that established production relations between the
modern sector of developing countries and international capi-
+alism. The established production relations facilitated and
still do facilitate the importatiocn of advanced technology

that is used in the modern sector thereby consolidating a
technological dependence relationship. Technological dependency
defines technical relations between developed market economies
and the modern sectors of developing countries. Within this
modern sector, technological dependency reproduces and streng-
thens itself through the systematic and autopomous generation

of a certain type of manpower: people capable of assembling
durable consumer goods, but not of designing them; people who
sell, but do not design their own marketing strategy; people

who produce, but lack any creative relationship to techrology.

Thus maintenance of this relation serves the interest of the
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decision-makers‘within the modern sector as it ensures

- continued production, sales and consumption of the consumer

goods produced in this uectér. The consequences of this
relgtionship i5 the creation of a dual ecomomy in which the
modern sector, being techrologically dependent on the advanced
developed countries, employs advanced production techniques
while the traditional sector uses traditional techniques of
production. The use of different technoiogies in theae twoi
sectors serves to create dualism within a-country. |

The basic hypothesis of the deébndency theories is:that
development aﬁd underdevelcopment are partial, interdependent
structures of one capitalist world economic éjstem whiéh con~
ditions the development process of the economies of one group
of countries to be dependent on the development process of
another group of countries. These theories try to argue that
the dynamics of the Third World society and its underdevelopment
are primarily conditioned by the Third World's posf??hn in the
international economy and the resuléant ties between the
inte;nal and external structures in which underdevelopment and
dependency are positions within an iniirnational caéitalist
system of prod;étion and distributiom. For example Thoetonio
Dos Sant0527 one of the structuralist architects of the dependency
theories argues ,.that, through relations of dependency the Third
World countries are subjected to conform to a type of international

and internal structure leading them to underdevelopment and more

precisely to a dependent atructure that deepens and aggravates
I



the fundamental problem of the Third World society. He goes

on to define dependéﬁcy as: | ’
By Aependence we mean a situation in which the economy - =
of certain countries is conditioned by the development
and expaﬁsion of another economy teo which the former is
subjected. The relation between two or ﬁore economies
and between these and the world trade assumes the form
of dependence when some (the dominant ones) can expand
and can be self-sustaining, while other countries (the
dependent ones) can do this only as a reflection of

that expanéibn, which can have either positive or

negative effect on their immediate deveIOpment.28

Tha thrust of D;s Santos argument is basically that the
world capitalist economy not only integrates national economies
in =a ;orld market of commodities, capital and labour but also
that this market actually produces rgiations that are unequal.
The inegquality results, first, ffom.the fact that the develop-
ment of some parts of the world capitalist system occurs at the
expense of'other parts and-second, from the fact that this
market by being monopolistically controlled leads to trade
relations that facilitate the transfer of surplus from dependent
to dominant countries. Within this world capitalist system
Dos Santos argues '"financial relations are defined in terms
of loans and export of capital to the dependen? countries and

the receipt of interest and profits by the dominant countries

4
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so that they (dominant countries) increase their domestic
surplus and strengthen their control over the economies of
other‘countries".?‘9
From this analysis it follows that from the point of view
. 0of the dependent countries the structure of the world economy
produces financial relations that represent export of interest
and profits. Tﬁese exports represent a reduction of the
surplus ‘generated domestically and result in loss of control
over their productive resources. The development of an
internal market, technical and cultural capacity is thereby
limited by this 105;. Accordingly Dos Santos argues
further that:
——-= it is the combiﬁétion of these inequalities and
the transfer of resq;rces from the most backward and
dependent sectors to the most advanced and dominﬁnt
ones which explains the inequaliiy, deepens it, and
transforms into a necessary and structural element

30

of the world economy-
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"DOS _SANTOS AND THE ORIGIN OF DEPENDENCE

From a historical perspective, Dos Santos traces the
origins of the present forms of dependence to the colonial
era. Here it is pointed out that colonialist states in
alliance with commercial and financial capital doeminated
the economic relations of European countries and those q? the
colonies through trade monopoly complemented by a colonial
monopoly of land, mines and labour in the colonized countries.
By the end of the 19th century, firancial industrisl dependence
which had'consolidated‘itSelf in Europe was characterized by
the domination of big capital in the hegemonic centres and its
quest fér expansion abroad through investment in the production
of raw materials and agricultural products for consumption in
the hegemonic centres. The logical consequence of these two
historic features was the creation of, in the colonies, produc-
tion structures geared and devoted to the productiorn of exports
destined for the hegemonic centres. .

The post-war period witmessed the emergence of a new form
of dependence dominated by multinational corporations' heavy
investments in industries geared to the internal market of the
underdeveloped countries. This form of dependence is basically
technological ~ industrial dependence because investments under
multinational corporations depend largely on the existence of
financial resources in foreign currency for the purchase of

machinery and processed raw materials not producec domestically.
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The export sector is, therefore, expected to provide the
necessary foreign exchange earnings. Such a strategy of
development has structural limits in the sehse that industrial
development is dependent on the export sector for foreign
currency to buy inputs for the industrial sector.
Consequently this dependence creates the need to preserve
and promote +the traditional export sector which, in turn,
limits economically the development of an internal market by
conserving backward relations of production. In cases where
the industrial and export sectors are foreign owned and con-
trolled, this signifies ?Pe remittances abroad of profits.
Secondly, industrial deveiopment becomes strongly conditioned -
by fluctuétions in the balance of payments which are dependent
upon trade relations created in a highly monopolized interna-
tional market. This market has a tendency of lowering prices
of raw materials and raising prices of industrial products
particularly inputs. These facitors ensure that development in
the underdeveloped and dependent countries rely on foreign
capital which, in turn, guarantees control over the most
dynamic sectors of the economy by foreigners.

The result of all these forces is that éoreign financing
becomes & necessity to cover the existing deficit and to .
fipance deyelopment by means of loans for the stimulation of
investments and to supply an internal economic surplus which’

was decapitalized, to a large measure, by remittances.

The dependence situation creates relations that place
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developing countries in an inferior position so that they
lock to developed countries as initiators of develoﬁment.
Dos Santos accordingly describes a dependent relationship
between the economies of the dominant countries.and‘the

dependent countries as follows: =

Dependence is a conrditioning ;ituation in ﬁhich the
economies of one group of cou;tries are conditicned
by the development and expansion of others. A rela-
tionship of interdependence between two or more
economies or between such gconomies and the world
trading system becomes a dependent relationship when
some countries can expand through self-impulsion
while others, b;ing in a dependent position can only
expand as a reflection of the expansion of the
dominagt countries which may have positive or negative
effects on their immediate development. In either
case, the basic situation of dependence cagges these -
countries to be both backward and exploited. The

dominant counf;ies are endowed with technological,

commercial capital and socio-political predoginance

over dependent countries. Dependence, then, istbased
upon an international division of labor which a;loﬁs
industrial development to take place.;p some countries
while restricting it in others, whose grdwth is condi-
tioned by and subjected to the power centers of the

32

world".
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Osvaldo Sunkel another architect of the dependency
theories emphasizes the fact that éependency and underdevelop-
ment are a result of the consequences of historical and
eéonomic integratibn of the Third World into the world capita-

list system and he puts'his argument asi-

Development is‘a globai. structural process of change
and underdeveloped countries are those countries which
lack an autonomous capacity for clkange and growth and are

dependent for these on the centre.””

Sunkel, in his anaiysis of ?he dynamic intefaction between
internal structureé and foreign dependence shows the critical
vulnerability of Lagﬁt American economies to the vicissitudes
of foreign trade and capital flows and the manner in which
industrialization.has merely increaséd this vylnerability. and
herce reliance on the unreconstrpcted traditional export sector.
To prove the validity of the dependency theories, he points
out that:-

a) the tradiéional agrarian structure has largely been

preserved seriously 1imiting modermization and,

_technological improvement'of rural production;

b) . we have ipherited a structhre of foreign trade which,
in open defiance of policy pronouncements repeated
for the last twenty years, still reélies principally

on the export of a handful of primary commodities; and
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¢) industrialization has not produced all the expected
benefits, in partiéular. it has not resulted in a
lessening of foreign dependence which was after all

one of the basic objectives.Bh

Sunkel adds an important observation to demonastrate the mecha-

nisms of economic dependence in Latin American countries and

that is the role of the astate by saying that:

- the State has come to fulfill three new principal

functions:

#) as a financial intermediary, which transfers financial
resources and subsidizes the Aevelopmentnof private

industry, usually by means of development iﬁstitutions;

-

b) as a mecharism for income redistribution, allocating
rescurces to the expansion of social security and to

the extension of educaticnal, housing and health

services; and

¢) as a mechanism of public investment, which adapts
and enlarges the economic infrastructure: transpor-
tation, communications, power, and also basic
industrial enterprise_s.35

He concludes from the four characteristic rrocesses - the

stagnation of traditional agriculture, the siructure of foreign

trade, the type of import guEstitution industr%alization and

the function which the state is fulfilling, that Latin American

countries are, from the point of view of the structure and

ro=-

IR =L
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functioning of the economy, entirely dependent on their
foreign economic relations. Extreme dependence he ﬁrgues is
rooted in the vulnerability and structural deficit of the
‘\\ balance of payments; in the {ype of import-substitution
1""\5incmstriaLZL:i.zzevd::f.on and the foym of the exploitation of the export
sector which has not fasdilitated Latin American countries to
acquire the.ability to adapt and create their own technology;
in foreign ownershir of export and other industries or
dependence on licences and fofeign technical assistance; and

the fact that both the fiscal sector and the balance of payments

persistently tend to deficit, which leads to the necessity for

foreign :t‘inan:::i.ng.;'6

[+

CELSQO FURTADC ON THEE INTERNAL AND EXTERNAL
STRUCTURES OF DEPENBENCY

One of the most influential of Latin American writers in
the early 1960s is a Braiilian, Celso Furtado, who stresses
both the internal and external structures of dependency by
specifically pointing out that economic development being
fundamentally a process of incorporating and diffusing new
techniques, implies changes of a structural nature in hoth
the systems of production and distribution of income.
Furtado, like Sunkel arnd Dos Santos, argues that in under-

developed societies where the preceding economy was of a
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colonial type,38 the structures have great inflex;bility.

Furtado extends the analysis to Latin America as a whole,

emphasizing the principle of development based on ass

of technological progress rather then its generation as a

consequence of dependency and dnderdevelopment. This strategy,

he argues, gave rise, in the context of existing institutional

structures, to a new type of dualism between highly capita-

-
lised productive units employving modern technical processes

and productive sectors employing traditional techniques and

having a low level of carital investment, a dualism superi-

mposed on the former polarization between a market-economy

sector and a subsistence economy sector.

SAMIR AMIN ON BLACK AFRICAN UNDERDEVELOPMENT

Samir Amin the leading African writer on dependency

thepries argues that underdevelopment of the Third World is

due to their dependency on developed countries a consequence

of historical experience-of economic e::pil..c:itsd:ion.39 Through

neocolonialism underdevelopment has not only been perpetuated

but also increased. Amin, like the Latin American writers

bases his analysis on the nistorical experience of Black African

countries:-

Tn all three cases, then, the colonial system organised the

African societies so that they produced exports - on the

imilation
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best possible terms, from the point of view of the mother

country - which only provided a very low and stagnating
return to local labour. This goal having been achieved, we
must conclude that there are no traditional societies in

Lo

modern Africa onlf dependent peripheral societies.
Amin's dependency theories are based on the centre-periphery
argument and he maintains tpat the creation of’western capita-
lism led to the creati;n of an international political economy
characterized by international division of labour in which the
metropolitan - capitalist countries achieved dominance over the
underdeveloped..'This is the dependent satellite -type relation-
ship because the underdeveloped countries lack sufficient
resourtes to.act independently in international political and
economic relations. In his analysis of West Africa, Samir Amin,
concludes that the French utilized economic, political and
cultural relations established during the colonial period to
control and direct economic, social aﬁd political developments
in Francophone Africa after the attaihment of 'flag' independence.

The basis of the 'centre-periphery' argument, in this
context, is that technical progress was, during the colonial era
and still is under 'flag' irdependence, concentrated at the
centre and that this situation had and still has the effect of
diminishing the share of primary inputs in value of end .
products. The consequences of this has been progressive deteri-
oration in the terms of trade experienced by primary producers,
so0 that for the primary producers a given unit of manufactured
importshhgs come to cost a larger and larger measure of primary
exports. The geain from increased primary production does not
accrue to the peripheral countries but is appropriated in the

economies of the world cen'l:::‘e:."*‘I
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/ ANDRE GUNDER FRANK: EXPROPRIATION AND
APPROPRIATION OF SURPLUS

Andre Gunder Frank, though a German has lived in Latin
America - Brazil, Mexico and Chile and in his "Historical
Studies of Brazil and Chile" he begins his study of Chile by

saying:

This essay contends that underdevelopment in Chile is the
necessary product of four centuries of capitalist develop~
ment and of the internal contradictions of capitalism
itself. These contradictions are the expropriation of
economic surplus from the many and its appropriation by
the few, the polarization of the capitalist system
throughout the history of its expansicn and transformation,
due to the persistence or re-creation of these contradic-
tions everywhere and ét 81l times. My thesis is that these
capitalist contradictions and the historical development
of the capitalist system have éenerated underdevelopment
in.the peripheral satellites whose economic surplus was
expropriated, while generating economic development in the
metropolitan centres which appropriated that surplus -
and, further, that this process still continpes.
Frank's analysis of the process of expropriation and appropria-
tion of economic surplus follows Marx's analysis of capitalis;
in which he (Marx) identified and emphasized the expropriation

of the surplus value created by producers and its appropriation
L3

by capitalisté. Using this framework for the analysis of
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Chilean development he notes that the same contradictions
exist in Chile in that there is now the contradiction of
monopolistic exproPriétion/appropriation of economic surplus
within the present capitalist system and that underdevelop-
ment and dependency of todays' Third World are the conseque-
nces of fhis contradiction.

The second contradiction that Frank analyses is the
"contradiction of capitalism that takes the form of polariza-
tion into metropolitan center and peripheral satellites".kh
The gist of this contradictqon is that the metropolis
expropriates economic surplus from its satellites and appro-
priates it for its own economic development. Thus the
satellites, deprived of their owrn surplus, and as a conse-
quence of polarization and exploit:tive contradictions which
the metropolis introduces and maintains in the satellites
dom;stié economic structures, remain underdeveloped. The
relevance of Frank's theory of underdevelopment is that it
brings out quite clearly the laws of motion that generate
structural undefdevelopment. He points out that it is not only
the draining out of economic surplus after the satellite has
been incorporated as such into the world capitalist system,
but alsc and more important, the impregnation of the satellite's
domestic economy with the same capitalist structure and its
fundamental contradictions:

That is, once a country or a people is converted into the

satellite of an external capitalist metropolis, the
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exploitative metropolis - satellite structure quickly
comes to orgénize and dominate the domestic economic,
political and social life of that people. The
contradictions of capitalism are recreated orn the domestic-
level and come to generate tendencies toward development
in the national metropolis and toward underdevelopment in
its domestic satellites just as they do on the world

level,

In his review of Chilean history he found out that
foreign or national exporters and importers, as well as other
large merchants and financiers, exercised contrel over, and
appropriated capital from, relatively smaller merchants in the
national énd regional capitals. Thus, we see that surplus
expropriation and appropriatioen, the metropolitan centre-
peripheral satellite structure and the impregnation of the
satellites with contradictions of the capitalist system are,
in general, channels through which the centre appropriates

part of the economic surplus of the satellites.

CLIVE Y. THOMAS: DEPENDENCE AND TRANSFCRMATION

Clive Y. Thomas writing on "Dependence and Transformation”
starts his analysis from the specific result of the conjunc-

ture of productior relations and productive forces on a world

scale and argues that this conjunction has its origins in the
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political and social processes that accoﬁpanied the worldwide
spread of capitalism. He accordingly comes to the conclusion
that capitalism, in the underdeveloped countries, is supported
by national alignments of social classes and productive forces
that‘evolved through colonial and imperial dominaticn of the
Third World:
These social classes are incapgble of generating a trans-
formation, partly because of their origins, partly because
of the absence of an indigenous material base for their
existence and partly because the internal dynamics of world
capitalism is against them.
Thomas like the other exponents of the dependency theories‘argues
that the contradiction which hasrgiven rise to the reslity of
the development of underdevelopment in the Third World sccieties
is the dialectical process of the internalization of the
capitalist system. He stresses the fact that "the dynamics
of fuﬁctional_autonomy exist in all the previously colonized
underdeveloped economies as the means whereby social énd poli~
tical rela?}sns - as well as cultural and phychological
attitudes - having developed around the productive forces of
celonialism, alien settlement, and conquest, are repreduced
during the present vhase of 'flag' independence".I+7 This
observation is similar to the "conditioning" emphasized by
Celso Furtado. He categorizes the forms 