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Abstract

While the Middle-Income Trap (MIT) has gained popularity in Europe, Asia
and America in the past 15 years, little data exists about its impact on Africa.
This is because, until recently, Africa had recorded minimal economic
growth. However, since the year 2000, several African countries have record-
ed rapid economic growth to attain middle-income status, but very few have
transitioned to high-income levels. This study aimed to establish Zambia’s
standing regarding the MIT. A unit root model was used to test for income
convergence between Zambia and the United States of America (US). In line
with the study model, income convergence is equivalent to the absence of
unit root in the natural log difference in per capita income between the US
and Zambia. The Augmented Dickey-Fuller, Phillips-Perron test which ac-
counts for serial correlation and GLS detrended augmented Dickey-Fuller test
were used to test for the unit root. All tests identified unit root indicating the
lack of GDP per capita convergence between Zambia and the US. These re-
sults indicate Zambia is at a high risk of falling into MIT. To break from the
MIT, Zambia should diversify its economy and shift from input led growth to
growth based on economic efficiency. The lack of sustained economic growth
in Zambia is due to 1) the inability to identify new growth drivers at the mid-
dle-income stage, 2) failure to institute the required political and institutional
reforms to sustain growth at MIC level.
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1. Introduction

The Middle-Income Trap (MIT) is an inexorably well-known idea used to ex-
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amine the marvels of growth slowdowns of developing economies. Nevertheless,
the term has no all-around acknowledged definition, which restricts its utiliza-
tion in the monetary talk. Along these lines, the point of this article is to assist
with building up an applied system for monetary examination, including the
MIT idea. The transition from low to middle, and eventually, high-income status
is an important economic development target for any developing country. Some
countries transition quicker while others are stuck at one level. Most scholars
have argued that innovation and increase in productivity at the country level are
crucial to sustaining economic growth. The gradual development of an economy
from a traditional resource-driven growth to growth based on economic effi-
ciency depends on its ability to formulate and implement innovative economic
policies. To achieve economic transformation, all advanced economies of today
went through economic development stages, which, if understood, can provide
useful lessons for Least Developed Countries (LDCs).

Economists have long explored why some countries grow faster than others
do. According to the convergence hypothesis and the Solow-Swan model, poorer
countries per capita income is expected to grow at a faster rate than in developed
countries and that this would eventually lead to per capita income convergence.
The models highlight that the convergence of income is due to better chances for
growth available to developing countries such as technology from developed
countries and higher returns on capital. Contrary to this hypothesis, many least
developed countries have recorded minimal growth against advanced economies
in the past century, raising questions about the validity of the convergence hy-
pothesis. For instance, Paprotny (2021) tested for convergence between devel-
oping and developed countries. He found that economic progress was unevenly
distributed, with East Asian and European countries converging the most
against the US, while most African countries have diverged along with some
American ones.

Economic literature on the MIT shows that once a country attains the MIC
status, it experiences a slowed rate of economic growth and stagnates within the
MIC category. The MIT is an economic development situation that arises in
countries that experienced rapid economic growth to reach middle-income but
then fail to transition to high-income status. The difficulty in this transition lies
in the inability of a country to make “critical transitions” from the physical ac-
cumulation of factors to productivity-led growth via innovation (Kharas & Ko-
hil, 2011). In other words, the transition depends on the ability of countries to
shift from merely importing goods and knowledge and imitating them to actual-

ly innovating (Kim, 1997).

1.1. The Middle-Income Trap and Economic Growth Slowdowns

Farah (2016) argues that the factors affecting growth at low-income and
high-income levels can be different and should be taken on a case-by-case basis.
According to the World Bank, there are currently 31 countries classified as
Low-Income Countries (LICs). Unlike the LICs before 2000, today’s LICs face
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numerous challenges including fragile economies, heavy reliance on agricul-
ture—which further makes them vulnerable to climate change and extreme
weather, Steinbach (2019). Further, their scope to boost external trade is limited
by geography.

The factors accounting for economic growth slowdown at middle-income lev-
el are complex and require more research. Most of such studies have mainly fo-
cused on economies in Europe, Asia, and America. Mostly, this is because coun-
tries in these regions have recorded the highest economic growth rates in the last
century. Several successful East Asian economies, such as Singapore and South
Korea, have rapidly caught up with the United States in per capita income, and
have reached an income level of high-income economies owing to their persis-
tent and robust growth. China’s economy has also shown remarkable growth
since 1980 by adopting market-oriented reforms and opening to international
trade (Lee, 2019).

In contrast to the rapid income convergence of these East Asian economies,
several other lower and middle-income economies have stagnated. Many Latin
American economies, including Brazil and Mexico, have not yet achieved high-

income status (Lee, 2019).

1.2. Middle-Income Trap in Africa

Despite Africa’s rich endowments, little data exists on the MIT. This is partly
because, until recently, there has been extraordinarily little economic growth,
especially in Sub-Saharan Africa. According to Dieye, out of 37 countries that
remained low income from 1950 through 2000, 31 were in this region. Since
2005, 10 African countries have reached middle-income status, as compared
with nine between 1973 and 2000 (Dieye, 2014). These countries have emerged
and are now part of the fastest-growing economies in the world. These small
middle-income countries (SMICs) represent a successful group that has expe-
rienced robust economic growth and sustained improvements across a broad
range of development indicators. However, the IMF reports that the growth
rates in many of these countries have been slowing in the past few years, even
before the 2008-2009 financial crisis. For some of them, even though HDI indi-
cators remain respectable, significant improvements have not been made since
2005.

The question then becomes whether past policies on intensive capital invest-
ment (capital deepening) have run their course and to what extent they have
underpinned sustained gains in productivity driven by structural reforms that
would support sustainable high growth over the medium term (IMF, 2016, Un-
locking the Potential of Small Middle-Income States).

In addition, the continent continues to record the highest levels of poverty,
inequality, and widespread economic stagnation. The growth slowdown reflects
both the weaker global conditions and domestic constraints. Closer to Zambia,

countries like Botswana, Lesotho, Namibia, and Swaziland are heavily exposed to
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the slowdown in the South African economy from trade channels and the de-
cline in revenues from the customs union (Zhu, 2016).

According to Mondi (2016), South Africa has experienced stagnating eco-
nomic growth due to its low manufacturing output. To escape, it needs to
change its industrial character. It must move into fabrication and high val-
ue-added manufacturing and design. Botswana has shown consistent economic
performance over the years growing above the Sub-Saharan African average.

In the past ten years, however, Botswana’s growth has fallen short of the rapid
increase in GDP per capita observed in previous decades, especially in the 1970s
and 1980s. While Botswana has achieved lower-middle-income status, to see
further development and escape from the middle-income trap, it will need sped
up reform. Greater investment and faster productivity growth will be needed to
improve potential output, which has stagnated (Khan, 2019).

To sustain economic performance, African economies need to work towards
economic diversification, increase production efficiency, and improve exports.
The World Economic Forum has identified five risk factors threatening the sus-
tained growth of Sub-Saharan economies including: 1) unemployment and un-
deremployment; 2) underinvestment in infrastructure; 3) fiscal crisis; 4) political

change; and 5) climate change.

1.3. Zambia and the Middle-Income Trap

Zambia presents a unique economic development situation. After starting as a
Lower-Middle-Income (LMI) economy at independence in 1964, the country
declined to Law-Income status for a long time before graduating again to Low-
er-Middle-Income Country (LMIC) status in 2010. Key questions around Zam-
bia’s economic growth are explored in this article. Will Zambia graduate to a
higher income level or be trapped in the middle-income range or, in the most
pessimistic scenario, even decline once again to low-income status? Here, it is
important to see that even after graduating to low middle-income status in 2010,
Zambia continues to be one of the 47 Least Developed Countries (LDCs) as of
2018 in the UN classification.

Zambia’s Economic Overview 1964-2018
As seen from Figure 1 below, Zambia’s economic growth was affected by the
country’s economic systems in the period between 1964-1990 and 1991-2018.
During the command, economic growth was affected by massive state interven-
tion that saw the nationalization of key institutions and enterprises across vari-
ous sectors. This affected its profitability and output per worker, despite the
country’s abundant physical and human resources. Introducing multiparty de-
mocracy and liberation of the economy after 1991 led to the recovery of the
Zambian economy, especially after the year 2000.

The continued economic growth after the year 2000 led to Zambia’s attain-
ment of the middle-income status. Despite this, Zambia continues to experience

huge economic setbacks. The country’s overall economic growth rate has
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Figure 1. Zambia’s GDP growth percentage per annum (1965-2019). Source: Author
based on World Bank data.

reduced from 4.9% in 2014 to 1.7% in 2019. Before the recent outbreak of
COVID-19, the IMF (2019) Article IV consultation with Zambia estimated that
Zambia’s growth rate will decline further to a meagre 1.5% by 2024. The COVID-19
(coronavirus) pandemic has exacerbated Zambia’s macroeconomic vulnerabili-
ties and the World Bank projects that Zambia’s economy will contract by about
4.5% in 2020.

While the share of industry to GDP has increased from 30.9% in 2008 to
36.2% in 2018, the secondary sector has been affected by the rapid decline in the
growth of the primary sector-agriculture. Agriculture’s share of GDP has re-
duced from 11.45% in 2008 to 2.58% in 2018. The lack of progress in the key va-
riables that affect Zambia’s income level and the absence of the required eco-
nomic transition in the middle-income context may predispose it to MIT. This
study is relevant for Africa and Zambia, as there are currently limited studies on
the MIT in the region.

2. Conceptual Framework for the Middle-Income Trap

Current economic literature defines MIT in absolute and relative terms. In ab-
solute terms, Eichengreen et al. (2012a) define the MIT as a growth slowdown in
emerging market economies. According to their definition, a country expe-
riences a growth slowdown if, and only if: 1) the seven-year average growth rate
of real per capita income is 3.5% or greater prior to; 2) after, the growth rate is
lower by at least two percentage points; and 3) the per capita income is greater
than $10,000. Eichengreen et al. (2012b) concluded that growth slowdowns typ-
ically occur at two different per capita income ranges, namely between $10,000
and $11,000, and between $15,000 and $16,000. Relative MIT definitions focus
on the (failed) catching-up process (relative to a developed country such as the
US or Japan). Woo et al. (2012) constructed a Catch-Up Index (CUI), in which
values are expressed as a percentage of the US per capita income by using popu-

lation and GDP data from Maddison data base, while the latter was measured in
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1990 Geary-Khamis dollars. According to the authors, middle-income countries
have a CUI between 20% and 55%.

Woo et al. (2012) based their decision to use these thresholds on the fact that
most Western European countries belong to the high-income group, whereas
most Sub-Saharan countries are low-income economies.

In both approaches, the measurement of the MIT requires a measurement of
(relative) income per capita based on the World Bank classification. The World
Bank classifies countries based on their level of absolute Gross National Income
(GNI) per capita. Effective July 2019, the updated country classification thre-
sholds (in US dollars) are:

* Lower-middle income: US$1026 - US$3995;
¢ Upper-middle income: US$3996 - US$12,375;
* High income: >US$12,375.

New thresholds are determined at the start of the World Bank’s fiscal year in
July and remain fixed for 12 months, regardless of subsequent revisions to esti-
mates. Several economists have used GDP per capita to define and analyze MIT.
In most studies, the analysis has focused on the minimum number of years re-
quired for a country to transition from one income group to another and the
rate of GDP per capita growth. Felipe, Abdon, & Kumar (2012) calculated the
threshold number of years for a country to be in the MIT as maximum 28 years
for Lower-Middle-Income countries and 14 years for up Middle-Income Coun-
tries. To avoid falling in the MIT, a country must record a GDP per capita
growth rate of 4.7 per annum for Lower-Middle-Income Countries and 3.5 per

annum for Upper-Middle-Income Countries.

2.1. Causes of the Middle-Income Trap

In line with the definitions from the relative and absolute terms, there are two
main reasons for the MIT including failed catching-up process and political and

institutional failures.

2.1.1. Lack of Strong Economic Convergence

The convergence hypothesis explains the reasons for the rapid growth around
Law-Income Countries (LICs) based on the neoclassical Solow (1956) growth
models. The models predict that due to diminishing marginal product of capital,
poor countries can grow faster to catch-up with the rich countries. According to
Ito (2017), the middle-income trap is because of failing to make the jump from
the middle-income convergence path to the high-income convergence path.
Hence, growth convergence results in a steady state that is lower than the steady
state of the advanced economies (or the US). When an economy’s growth rate is
equal to the long-run per capita growth rate of the US, the gap with the US in
terms of per capita income (position on the horizontal axis) stays constant.
When an economy follows the middle-income convergence path to the steady
state, the income gap remains permanent, and the economy is said to be stuck in

the middle-income trap. In fact, it is not a trap, but a failure to adopt innovation
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and progress in using technology.

For example, while Thailand is approaching an average per capita growth rate
of 2%, it may fail to catch up to the per capita income level of the US unless it
makes a shift toward innovation. Based on the above, MIT is largely the result of
a country’s inability to continue moving from low value-added to high val-
ue-added industries. The advantages of low-cost labor and imitation of foreign
technology can disappear when middle- and upper-middle-income levels are
reached (The Economist, 2011).

According to Kharas and Kohli (2011) most countries fall into MIT because
they fail to adopt new growth strategies once they reach middle-income status.
They argue MICs need to focus more on demand-side strategies rather than on
supply side strategies, the latter of which enables successful transition from low
to middle-income but not from middle to high-income. With escalating wages,
middle-income economies lose their cost competitiveness in exports. New strat-
egies are thus needed to develop new products, processes, and markets. Pierre
and Agenor (2016) identified several factors as reasons for the growth slowdown
and weak economic convergence:

1) Diminishing returns on capital;

2) Exhaustion of cheap labor and imitation gains;

3) Insufficient quality of human capital;

4) Inadequate contract enforcement and intellectual property protection;

5) Distorted incentives and misallocation of talent;

6) Lack of access to advanced infrastructure;

7) Lack of access to finance.

2.1.2. Political and Institutional Failures

Doner & Schneider (2016) identified political and institutional challenges that
would contribute to MIT. They state that the upgrading of reforms necessary to
maintain and move out of the middle-income status are difficult. Because of
their complexities, implementing such reforms requires institutions to coordi-
nate, to monitor and reconcile the interests of multiple actors, and to help pro-
vide specialized information.

Such institutions operate at multiple levels, ranging from overall sectoral
coordinating institutes and public-private consultative councils, to judicial offic-
es for effective contract enforcement and patent protection, to agencies specia-
lizing in areas such as innovation financing, testing and standards, R&D promo-
tion, and vocational training. Creating such institutions is difficult because they
require both horizontal coordination among state agencies, among firms, and
between public and private actors, and vertical coordination of many providers,
such as highly trained researchers, judges, teachers, curriculum developers, and
test engineers, each of whom plays important roles in long implementation
chains. This study focuses on causes of the middle-income trap that are more
related to Lower-Middle-Income Countries (LMICs) in Africa. A deeper analysis
on the sources of growth and the factors that may influence the economic
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growth of a newly classified MIC will be done. Unlike poverty traps, mid-
dle-income traps will occur after a country has experienced rapid growth and to
a larger extent even improved the quality of life of its population. A critical ele-
ment for sustaining growth in a middle-income country is the identification of
the new growth drivers and an analysis of whether the conditions to improve
and innovate are in place. Figure 2 presents the conceptual framework of the
MIT.

In line with the conceptual framework above, a country can easily reach mid-
dle-income status due to higher returns on capital but may struggle to transition
to high-income status. The difficulty in this transition lies in the inability of a
country to make “critical transitions” from the physical accumulation of factors
to productivity-led growth via innovation (Kharas and Kohli, 2011). In other
words, the transition depends on the ability of countries to shift from merely
importing goods and knowledge and imitating them to actually innovating. As
MIT is largely dependent on GDP per capita, there is a need to identify the fac-
tors that affect GDP per capita and the economic structure of a low-income
country as it transitions to MIC status. As the MIT idea has gotten more famous
among financial experts, media, and policymakers, some have begun testing its
legitimacy, highlighting an absence of strong exact proof and hypothetical estab-
lishment. The discussion was opened not by a logical paper yet by an article dis-
tributed by The Economist (2011) named “The Middle-Income Claptrap”. In the
article, it was brought up that maybe there was no explanation to single out the
center pay levels since potential development traps could be found at any pay
level. An exuberant conversation followed among analysts who tried the idea
exactly.

Most cited in such manner are maybe Im and Rosenblatt (2013), who brought
up that, although the MIT is helpful for directing arrangement conversation,
there is no factual proof of its reality. Im and Rosenblatt (2013) discovered little
proof supporting the presence of MIT. The creators investigated both the out-

right and relative limits of the snare. With temporary framework examination,
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Figure 2. The conceptual framework of the Middle-Income Trap (MIT). Source: Author.
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they discovered little help for the thought. Nonetheless, they likewise focused on
that the idea is valuable for directing arrangement conversations since it pre-
cisely characterizes the challenges looked by nations at that phase of improve-
ment. Moreover, they noted that the MIT idea stood out for economists to the
predetermined number of middle-income nations that had been fruitful in ac-
complishing a created nation status.

Notwithstanding, they additionally proposed that a specific measure of au-
thenticity ought to be added to the conversation. They called attention to that
the recognizable proof of the little gathering of quickly developing center pay
escapees could prompt a type of “anomaly love”. The goal of ceaselessly devel-
oping at 7% or 10% could prompt unreasonable arrangements that eventually
would make the snare like an example of dreary development that center pay na-
tions are attempting to keep away from in any case. Gradualism might be more
feasible and safer, particularly for upper center pay nations.

In their latest examination, Felipe, Kumar, and Galope (2014) additionally
questioned the presence of the MIT. They proposed that the idea is dangerous
on the grounds that it isn’t very much characterized and has not been concen-
trated hypothetically. They tried the presence of MIT and didn’t discover ade-
quate proof that it did exist. They referred to the underlying illustration of a ga-
thering of nations introduced in Gill and Kharas (2007) to push that while the
East Asian economies climbed across pay bunches quicker, this didn’t mean that
Latin American nations didn’t climb. Indeed, the creators contended, they did,
yet at a slower speed.

Bulman, Eden, and Nguyen (2014) were likewise wary of the presence of the
MIT. They contended that nations that used to develop quickly (when all is said
and done) kept on developing quickly furthermore, didn’t stall out at a particu-
lar degree of pay. Nonetheless, they likewise noticed that some centers pay na-
tions stayed stale with low development of relative pay, furthermore, that, over-
all, progressing from a center pay to a major league salary nation is testing.

Pritchett and Summers (2014) likewise recommended that the MIT makes
minimal monetary sense. The creators contended that while an ever-increasing
number of nations are supposed to be stuck in MIT, this simply mirrors the
mean inversion of their development rates. Thus, some policymakers may see
their homegrown economies caught and they may appropriately actualize ar-
rangements to address the difficulties of the 21st century, while for a few na-
tions, there are yet nineteenth century issues to address.

The creators singled out two specific reasons why the MIT idea was exagge-
rated. To begin with, they brought up (likewise to Felipe, Kumar and Galope,
2014) that thoughtfully it is troublesome to comprehend what MIT really im-
plies. Second, they gave new experimental proof that quick development is a
considerably more impressive indicator of the probability of deceleration than
the degree of pay in that capacity.

Then again, Robertson and Ye (2013) discovered solid, exact proof of the

presence of MIT. They gave their own, measurably testable meaning of the mar-
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vel that the MIT can be considered as a circumstance when long haul pays esti-
mates to show no propensity to meet to nation levels or wander underneath the
middle-income band. They found that the development directions of an enormous
number of middle-income nations were steady with what might be normal if
they were in MIT. Therefore, the creators contended that the idea confronts in-

vestigation in a measurable sense.

3. Significance and Limitations of the Study
3.1. Significance

The study provides new information for government and other stakeholders on
suitable growth strategies for newly classified lower middle-income countries. It
further highlights Zambia’s standing with respect to the MIT.

3.2. Limitations of the Study

Lack of research on the impact of the MIT in Africa and Zambia in particular
makes it difficult to assess Zambia’s exposure to the trap and to draw lessons on
how to avoid it if trapped. Understanding how MIT has affected other countries
in different contexts is key to defining successful economic growth strategies.
For instance, several countries in Asia and Europe have recorded rapid econom-
ic growth owing to the availability of extensive studies on the factors leading to
growth slowdown and the MIT.

4. Research Question and the Objectives of the Study

4.1. Research Questions

In line with the Convergence hypothesis, is there economic convergence be-

tween high-income countries like the US and that of Zambia?

4.2. Objectives of Study

1) To understand Zambia’s economic growth trends and the factors affecting
its economic growth rate.
2) To determine Zambia’s standing with respect to the MIT.

5. Literature Review

Despite its common use in economic literature, the term Middle-Income Trap
does not have a universally agreed definition. As such, different scholars have
applied it differently. Despite the differences in its application, common ele-
ments stand out as follows: 1) a stagnation in a country’s economic growth when
it reaches middle-income range. In this case, the MIT is the inability of a country
to sustain its earlier growth momentum but stagnates or even declines to
low-income status; 2) a shift in the economic structure and drivers of economic
growth.

The MIT is caused by a country’s failure to transition and address the eco-

nomic challenges that characterized a MIT. This section presents various studies
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about MIT, mainly from Europe and Asia.

Kang & Paus (2020) reviewed various literature on the political economy of
the Middle-Income Trap and the challenges of advancing innovation capabilities
in Latin America, Asia and beyond. They made three main conclusions as fol-
lows: 1) the development of domestic productive capabilities is critical for up-
grading and developing broad-based innovation that may translate into higher
productivity growth; 2) The interaction of international with domestic factors
changes over time and may exacerbate domestic innovation challenges; and 3)
the nature of the interworking between the government and actors in the private
sector is crucial for understanding the advancement of innovation capabilities or
lack thereof.

Arezki, Fan, & Nguyen (2019) documented the existence of a “Middle-Income
Trap” for the Middle East and North Africa region and contrasted the evidence
with that of the East Asia and Pacific region. The results are two-folds. First,
non-parametric regressions show that the average rate of economic growth in
the Middle East and North Africa has not only been significantly lower than that
in the East Asia and Pacific region, but it has also tended to drop at an earlier
level of income.

Second, econometric results point to Middle East and North Africa having
experienced a relatively slow pace of technology adoption in general-purpose
technologies and that a slower adoption pace of technology is associated with
lower levels of economic growth. The paper concludes that barriers to the adop-
tion of general-purpose technologies related to the lack of contestability in key
sectors constitute an important channel of transmission for the Middle-Income
Trap.

Konya, Karagor, & Yardimci (2018) in their paper entitled “The Mid-
dle-Income Trap: An Assessment in Terms of the Turkish Economy” aimed to
evaluate whether Turkey is in a Middle-Income Trap or not. The look at the ef-
fect of manufacturing industry’s share in GDP, schooling rate in higher educa-
tion and the share of domestic savings in GDP on per capita income level was
examined by time series analysis in this context and arguments related to the
Middle-Income Trap were made.

The relationship between the variables in the study was analyzed by Engle
Granger cointegration and Engle Granger causality analysis methods. According
to the obtained results, a long-term relationship was found between the variables
used. The share of the manufacturing industry within GDP occurred as the cause
of the per capita income level. No causality relationship was found between the
other variables. According to the evaluations, it is determined that Turkey is not
in the Middle-Income Trap however it has the risk of having a Middle-Income
Trap.

Traps, Agenor (2016) provided an overview of the recent analytical and em-
pirical literature on the Middle-Income Trap. In the first section, the paper ex-
amines the descriptive and statistical evidence on these traps. The second section

discusses the various arguments that have been put forward to explain the exis-
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tence and persistence of Middle-Income Trap. These arguments include dimi-
nishing returns to physical capital, exhaustion of cheap labor and imitation
gains, insufficient quality of human capital, inadequate contract enforcement
and intellectual property protection, distorted incentives and misallocation of
talent, lack of access to advanced infrastructure, and lack of access to finance,
especially in the form of venture capital. The third part considers public policies
aimed at avoiding and escaping from Middle-Income Trap. The concluding part
identifies several directions in which the empirical and theoretical literature
could fruitfully evolve.

Lee and Li (2014) discussed the possibility of China falling into the Mid-
dle-Income Trap in terms of three checkpoints: innovation capability, world-class
big businesses, and inequality. Based on these criteria, Keun Lee makes the fol-
lowing conclusions: First, China has increasingly become innovative and thus
differs from other middle-income countries; Second, China has many successful
big businesses, a number disproportionate to its size. Third, China faces great
uncertainty in terms of inequality.

Although several signs show that the Kuznets curve will come to represent
China, as noted by the gradual reduction of surplus labor and rising wage rates
starting in the coastal provinces, the Chinese are now facing new sources of in-
equality such as wealth (including financial and real estate assets) and non-economic
factors such as corruption.

Felipe, Abdon, & Kumar (2012) came up with a working definition of the
Middle-Income Trap. They calculated the threshold number of years for a coun-
try to be in the Middle-Income Trap: a country that earns lower to mid-
dle-income (reaching $2000 per capita income) has to attain an average growth
rate of per capita income of at least 4.7% per annum to avoid falling into the
Lower-Middle-Income Trap (i.e., $7250, the upper-middle-income threshold);
and a country that earns upper-middle-income (reaching $7250 per capita in-
come) has to attain an average growth rate of per capita income of at least 3.5
percent per annum to avoid falling into the Upper-Middle-Income Trap (i.e.,
$11,750, the high-income level threshold).

Avoiding the Middle-Income Trap is, therefore, a question of how to grow
fast enough to cross the lower-middle-income segment in at most 28 years, and
the upper middle-income segment in at most 14 years. Aiyar et al (2013) ex-
amined the Middle-Income Trap as a special case of growth slowdowns, which
are identified as large sudden and sustained deviations from the growth path
predicted by a basic conditional convergence framework. They then examine
their determinants by means of probit regressions, looking into the role of insti-
tutions, demography, infrastructure, the macroeconomic environment, output
structure and trade structure. Two variants of Bayesian Model Averaging are
used as robustness checks. The results including some that indeed speak to the
special status of middle-income countries are then used to derive policy implica-
tions, with a particular focus on Asian economies.

Lee (2019) investigated the economic growth experiences of middle-income
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economies over the period of 1960-2014 focusing on two groups of countries.
The “convergence success” group includes middle-income economies, which
graduated to a high-income status or have achieved rapid convergence progress.
While an economy in the “non-success” group experienced growth deceleration
and failed to advance to a high-income status, the paper defines such episodes as
the “Middle-Income Trap”. The probit regressions show that “convergence suc-
cesses” tend to maintain strong human capital, a large working-age population
ratio, effective rule of law, low prices of investment goods, and high levels of
high-tech exports and patents. Adding to unfavorable demographic, trade and
technological factors, rapid investment expansion, hasty deregulation and hur-
ried financial opening could cause the “non-successes” to fall into the Mid-
dle-Income Trap.

Leven (2019) used the Rostow’s classification of the stages of economic devel-
opment to assess MIT. The paper focused on Rostow stages three and four,
where moving from labor intensive, import and foreign direct investment (FDI)
driven growth to reliance on high value-added output and exports with embed-
ded high content of capital and technology can render sustainable long-term
growth problematic.

To examine MIT for Poland, which has relied on relatively low labor costs,
imported technologies, funding from the European Union and FDI to attain
middle-income status. A recent slowing in Poland’s growth may signal that it
has exhausted some of these growth factors and is more vulnerable to MIT.

To assess this vulnerability, we analyze changes in Poland’s factor productivi-
ty, investment patterns, FDI, labor force educational attainments, new technol-
ogy/product development, imports, export diversification, product complexity,
and other factors. We conclude that certain conditions consistent with MIT are
gaining importance in Poland and represent a challenge to its future economic
growth (Leven, 2019).

Aviliani, Siregar, & Hasanah (2014) used descriptive statistics in their paper
titled “Addressing the middle-income Trap: Experience of Indonesia and found
that more than 30 countries were in MIT. Some countries in Africa are even ex-
periencing a low-income trap. Between 1970 and 2011, Indonesia was in a tran-
sition condition of a low-income to middle-income economy. Indonesia has be-
gun to face constraints that would inhibit the sustained growth, particularly on
the supply side of the economy. It is better to do the anticipatory actions that can
strengthen the economy’s fundamentals to avoid MIT.

The estimated regression model used in this study indicates that the increase
in current national income is affected by the previous national income and the
share of gross fixed capital formation to GDP. So, to avoid MIT, the government
of Indonesia should prioritize investment for developing growth centers as well
as for improving human resources and technology application.

Albuquerque (2019) evaluated the alternation between catching up periods
and falling behind periods in Brazilian economic history, with data from 1870 to

2016. This alternation expresses the middle-income trap. They presented a ten-
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tative theoretical framework, suggesting a two-dimensional process, with exter-
nal forces (basically technological revolutions in leading countries) increasing
the gap between Brazil and the leading economy, and internal forces (basically
planned or unplanned internal efforts, especially industrial policies) reducing
that gap. The historical origins of this long-term middle-income trap are dis-
cussed, with a special focus on the role of income inequality.

Flaaen, Ghani, & Mishra (2013) discussed MIT in the context of Malaysia. The
authors argue that countries trapped in the middle-income conundrum will
need to expand their “modern” sectors. Traditional sectors with low productivity
must shed labor, and high-productivity modern sectors (be they in goods or ser-
vices) must hire more labor if they want to grow.

Im and Rosenblatt (2013), thus, built two progress frameworks utilizing two
elective arrangements of relative pay gatherings (with the US as the benchmark
nation). In the two cases, they separated nations into five relative pay gatherings.
In the primary arrangement of change frameworks, nations were named follows
those with salaries not exactly 0.15 of the US pay; those somewhere in the range
of 0.15 and 0.30 of the US pay; those between 0.30 and 0.45 of the US pay; those
somewhere in the range of 0.45 and 0.60 of the US pay; and those with pay above
0.60 of the US levels. In the subsequent set, the order was as follows: nations
with a pay under 1/16 of the US pay; those between 1/16 also, 1/8 of the US pay;
those between 1/8 and 1/4 of the US pay; those between 1/4 and 1/2 of the US
pay; and those with pay over 1/2 of the US level.

Different from other studies, this article tested for MIT by using both conver-
gence analysis and per capita income thresholds. By doing so, the study not only
establishes whether Zambia is in the MIT but also highlights the country level
factors affecting Zambia’s income levels and provides recommendations on how
to sustain growth as LMIC. The study tested for convergence between Zambia
and the US. While the rationale for choosing US as the benchmark was done by
the following studies, with fascinating commitments in regard to this classifica-
tion were made by Agenor and Canuto (2012), Bukowski, Halesiak and Petru
(2013), Im and Rosenblatt (2013), Jones (2002), and Robertson and Ye (2013).

In these articles, the US is utilized as the benchmark nation since:

1) It is a high-income nation.

2) For some specialists, it speaks to the mechanical wilderness of the world.

3) And it is seen as a nation with a drawn-out adjusted development (Jones,
2002).

The study tested the convergence hypothesis by comparing Zambia’s GDP per
capita income with that of the US. Eighteen countries mainly from Sub-Saharan
Africa and two Asian Countries were included in the comparison with the US.

This is important to establish Zambia’s standing in the sub-region when all
sampled countries are compared to the US. This approach is based on the unit
root model by Furuoka and Pui et al. (2019).

They analysed the MIT and economic growth slowdown using a unit root

model. They proposed a new systematic test procedure for MIT and they em-

DOI: 10.4236/me.2021.122019

376 Modern Economy


https://doi.org/10.4236/me.2021.122019

B. Kapotwe

pirically tested this procedure using one high-income country and 12 mid-
dle-income countries. According to Furuoka and Pui et al. (2019) and in line
with existing literature (Bernard and Durlauf, 1996; Oxley and Greasley,
1997), income convergence between high-income country 7 (US) and mid-
dle-income country ;j (Zambia) would take place if the long-term forecasted
per capita income in high-income country 7 and middle-income country jare

equal, that is:
M E (v, =, 11,)= imE(IG, ., |1,)=0 (1)

where E'is the expectation operator; /, is available information at year 4 IG, is
income difference between country 7and country jin year & y;,is a natural log of
real per capita income in country £ and y;, is a natural log of real per capita in-
come in country j. In this context of income convergence framework, the MIT
could be examined by testing the following null hypothesis:

1) HY,;: There would be an absence of income convergence between high-
income country 7and middle-income country J.

The alternative hypothesis could be formulated as:

2) Hy,;: There would be a presence of convergence between high-income
country 7and middle-income country /.

From an applied econometric perspective, the absence of income conver-
gence could be equivalent to the presence of unit root in the natural log dif-
ference in per capita income between high-income country 7and middle-income
country j.

Similarly, the presence of income convergence could be equivalent to the ab-
sence of unit root in the natural log difference in per capita income between
high-income country 7 and middle-income country ;. In this context of the unit
root framework, the MIT could be examined by testing this modified null hypo-
thesis:

1) Hy,; : There would be a presence of unit root in the time-series of the in-
come difference between high-income country 7and middle-income country j.

Furthermore, the alternative hypothesis also could be re-formulated as:

2) Hy,;: There would be an absence of unit root in the time-series of the in-
come difference between high-income country 7and middle-income country .

The presence of the MIT would be substantiated if the unit root test would
identify the presence of unit root in the time-series of income difference. Al-
ternatively, the absence of the MIT would be substantiated if the unit root
test would identify the absence of unit root in the time-series of income dif-

ference.

6. Results and Discussion

Economic Convergence Test

In line with step 1 of the study’s methodology, the test for economic conver-

gence against the US gives an indication whether the growth of Zambia’s GDP
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GDP per capita

0

per capita is on the right convergence path. Figure 3 below shows the trend in
the growth of the GDP per capita log differences relative to the US for all the 18
countries that were used in this study, spanning from 1960 to 2019.

The variables were generated by converting all the GDP per capita to natural
logarithm (Growth) of the 19 countries that were included in the study then
subtracting the natural logarithm of each of other 18 countries from the natural
log of GDP per capita of the US. The US was used in this case as the benchmark
to assess whether the comparable countries have been stagnant relative to the US
or not.

The results presented in Figure 3 show that the growth in GDP per capita of
15 out of 18 countries has been diverging from that of the US (baseline standard
in blue on the graph). Since 1960, Zambia’s growth in GDP per capita has been
deteriorating relative to the US. Amongst the 18 countries that were included in
this study, Burundi had the lowest GDP per capita growth relative to that of the
US.

In 2019, Burundi’s growth in per capita GDP was 5.6% below that of the US
from 4.3% in 1960, with an average of 4.9% below the U.S between 1960 and
2019. Furthermore, Figure 3 shows that growth in GDP per capita among the
sampled Sub-Saharan has been deteriorating since the 1980s compared to the US
except for Botswana. Interestingly, Singapore is the only country whose GDP per

capita has surpassed that of the US since 2010. Thailand is another country

whose growth in GDP per capita has significantly improved relative to that of
the US, from 3.4% in 1960 to 2.1% in 2019.

Burundi

Benin
Burkina Faso

Botswana

Cote d'lvoire

Cameroon

Congo, Dem. Rep.
Ghana

Kenya

Malawi
——Rwanda
Sudan
Senegal
Singapore
Thailand
South Africa
Zambia
G AIC I S A G A G U 0 g g S ambatue

-1

—US

Year

Figure 3. Annual GDP per capita growth rate relative to America. Source: Author (based on World Bank data). Zambia

represented by the yellow bold line; US represented by the blue straight line at zero.
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Table 1 presents the results based on the convergence hypothesis, which was
done by comparing Zambia’s GDP per capita income with that of the US and
then extended to the growth in the GDP per capita for sampled LMICs. For each
of thel8 countries, their natural logarithm of GDP per capita was subtracted
from that of the US and then these differences were subjected to stationary tests.

To test for the presence of the unit root, three tests were employed which are
Augmented Dickey-Fuller, Phillips-Perron test which account for serial correla-
tion and GLS Detrended Augmented Dickey-Fuller test. The results show that
the differences in the natural logs of GDP per capita for the countries that were
sampled have a unit root. In line with the study model (step 1) and from an ap-
plied econometric perspective, the absence of income convergence could be
equivalent to the presence of unit root in the natural log difference in per capita
income between the US and the sampled countries.

From the above analysis, it can be concluded that Zambia is in the MIT. This
conclusion is qualified by Figure 3, which shows the direction of Zambia’s
growth (in bold yellow line) relative to the US (blue line at the base). Unlike
Singapore and Thailand, Zambia’s GDP per capita is diverging from that of the
US together with the rest of the other sampled countries throughout the study
period. As highlighted in MIT Review of Related Literature, the lack of sustained
economic growth at middle-income level is due to several factors including, 1)
the inability to identify new growth drivers at middle-income stage; 2) failure to
institute the required political and institutional reforms necessary to sustain
growth at MIC level. In line with the conclusions of Kharas and Kohli (2011),
many countries fall in the MIT due to their failure to adopt new growth strate-
gies at middle-income level. The continued reliance on copper and inability to
diversify the economy from heavily relying on copper has mainly contributed to
this.

When Zambia’s GDP per capita growth is analysed for 1970-2018, key conclu-
sions can be made which can provide insight into the country’s vulnerability to
the MIT.

As seen in Figure 4 above, the country has experienced stagnating economic
growth right from independence in 1964 and reducing GDP per capita income
growth just a few years after LMIC classification in 2010. Such long-term eco-
nomic stagnation explains the problem of MIT. As seen in Figure 4 above, the

2000
1500
1000

500

Per Capita GDP USD

o
@@ M FEF S E S S ESS ST
Year

Figure 4. Zambia’s GDP per capita 1970-2018. Source: Author based on World Bank da-
ta.
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Table 1. Test for the presence of the income trap using the unit root test.

TEST ADF Phillip Perron GLS-ADF test
Conclusion

Country P?\Z‘leie (SICLljfsed) P{‘\e/:fllle Bandwidth. (SICLljfsed)
Burundi 0.7161 0 0.7146 3 -1.77 0 Unit root
Burkina Faso  0.9851 2 0.9094 8 -1.48 0 Unit root
Benin 0.3981 0 0.5198 1 -2.10 0 Unit root
Botswana 0.9592 0 0.9446 4 —-0.65 0 Unit root
Cote d’Ivoire  0.7833 2 0.7126 4 -1.30 2 Unit root
Cameroon 0.2919 4 0.6967 4 -2.65 4 Unit root
Ghana 0.9842 0 0.9864 3 -0.12 0 Unit root
Congo DR 0.8805 2 0.9608 4 —-1.60 2 Unit root
Kenya 0.7290 0 0.8052 3 -1.85 0 Unit root
Malawi 0.7724 1 0.4021 0 -1.67 1 Unit root
Rwanda 0.7447 0 0.8155 6 -1.50 0 Unit root
Sudan 0.8001 3 0.7435 21 —-1.45 5 Unit root
Senegal 0.9833 1 0.9775 19 —-0.93 0 Unit root
Singapore 0.8138 0 0.8450 3 -1.52 0 Unit root
Thailand 0.2538 0 0.1933 2 -2.57 0 Unit root
South Africa  0.6935 0 0.7300 3 -1.85 0 Unit root
Zambia 0.9919 0 0.9921 1 -0.40 0 Unit root
Zimbabwe 0.2322 1 0.2683 3 -2.71 1 Unit root

country recorded minimal economic growth in the period 1970 to 2000. The
command economic system from 1964 to 1990 under the one-party system con-
tributed to this marginal growth as government intervention in the market and
the nationalization of major industries affected their efficiency and as such most
of them were loss making. Economic growth in 1970-1990 was mainly re-
source-driven through use of physical and human capital. The liberalization of
the economy and the introduction of democracy in 1991 resulted in notable
economic growth starting in the year 2000. The country’s economic agenda of
diversification and investment in agriculture as the center of economic devel-
opment was taking shape. However, until today, Zambia’s agriculture sector is
still underdeveloped and is highly vulnerable to climatic changes. Despite the
country’s abundant land and water resources, agricultural productivity is below
the regional average for Sub-Saharan Africa. Furthermore, the economy contin-
ues to be heavily reliant on copper, and the share of agriculture to GDP has been
reducing since 1995. Despite the growth observed under the free market econo-
my, Zambia continues to be a net importer of essential commodities and eco-
nomic growth has been regressing just three years after the MIC classification.

Foreign debt sustainability continues to be one of the major economic issues in
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the country, calling for better fiscal discipline and economic governance. Zambia
recorded a government debt equivalent to 59 percent of the country’s Gross
Domestic Product in 2018.

7. Conclusion

The study has shown that Zambia’s economic growth was affected by the coun-
try’s economic systems in the period 1964-1990 and 1991 to 2018. During the
command economy in the 1970s, growth was affected by high state intervention
which saw the nationalisation of key institutions and enterprises across various
sectors. This affected their profitability and output, despite the country’s rich
physical and human resources. The introduction of multiparty democracy and
free market economic system after 1991 led to the recovery of the Zambian
economy especially after the year 2000. While Zambia attained lower mid-
dle-income status in 2010, GDP per capita growth is already taking a downward
trend and the country faces a risk of falling back to low-income status.

The study has shown that Zambia is at a high risk of falling in the MIT. Using
the US as a benchmark country, Zambia’s GDP per capita income has been di-
verging from that of the US for the entire study period spanning from 1960 to
2019. Out of the 18 sampled countries, only three have shown growth against the
US, including Singapore, Thailand, and Botswana. To break from the MIT,
Zambia should diversify its economy and shift from input led growth to growth
based on economic efficiency. At lower middle-income level, the lack of sus-
tained economic growth in Zambia is due to 1) the inability to identify new
growth drivers at the middle-income stage, and 2) failure to institute the re-

quired political and institutional reforms to sustain growth at MIC level.

8. Recommendations for Avoiding the MIT Given Zambia’s
Unique Context

1) Zambia should identify and promote new sources of economic growth from
both agriculture and secondary sectors. To fuel this, the country should promote
innovations across the primary and secondary sectors by improving the coun-
try’s industrial policy and the introduction of subsidies for innovations.

2) Given the shift in the drivers of economic growth from low to lower mid-
dle-income, Zambia should work at improving labor productivity through in-
vestment in education and technology to ensure that secondary sectors drive
growth.

3) Zambia needs to increase investment in agriculture to ensure complete
agriculture transformation. For a start, the government should guarantee at least
10% investment of its annual budget to agriculture in line with the Comprehen-
sive Africa Agriculture Development (CAADP) target.

4) Given the current debt distress in the country, the government should mi-
nimise borrowing and rather strengthen local resource mobilization.

5) This investigation can be developed further. An econometric examination
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looking at the number of times Zambia has been caught in the MIT, and how
recognizing those nations that have overcome the MIT from those that need to

learn from Zambia.
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