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Abstract: Economic development and growth are multifaceted processes that involve the 

enhancement of a nation's overall well-being, encompassing factors such as increased income and 

improved living standards. Sustainable development, characterized by balanced economic, social, 

and environmental progress, is a key goal. In this paper, factors influencing economic growth in 

Zambia include: real interest rate, broad money, exchange rate, inflation, gross domestic product 

(GDP) and 5 years bond yield rate. It is also cardinal to investment in human capital, technological 

advancements, infrastructure development, and effective governance. Achieving inclusive growth, 

where benefits are shared across different segments of society, is pivotal for long-term economic 

stability and prosperity. 
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INTRODUCTION 

In the modern world a country cannot prosper without development in all the sectors of the 

economy. So, we decided to look at some of the factors that influence the growth and development 

of this country. 

Economic development is a key factor driving economic growth in an economy by creating 

new employment opportunities and improving quality of life. 

The main purpose of this paper is to analyze the factors affecting economic development in 

Zambia. 

 

LITERATURE REVIEW 

Economic growth is a well-studied component of modern macroeconomics. Therefore, 

before embarking on new research on this topic, it is essential to provide a comprehensive 

overview of some of the most important empirical studies conducted to date. 

Barro (1991) and Lucas (1988) are influential economists who have extensively 

contributed to the understanding of the relationship between education, human capital 

development, and economic growth in developing countries. 
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In 1991, Barro constructed a model which emphasizes the role of human capital 

accumulation in economic growth. He argues that investments in education lead to increased 

productivity and, consequently, higher economic growth. The model incorporates the idea that 

educated individuals contribute more efficiently to the economy, fostering innovation and 

technological progress [1]. 

On the other hand, Lucas in 1988 his work focuses on the endogenous growth theory, 

suggesting that human capital is a key driver of sustained economic growth. He contends that 

investments in education not only enhance individual productivity but also have positive 

externalities, benefiting the overall economy. Lucas highlights the importance of education in the 

creation and dissemination of knowledge, which fuels long-term economic development [2]. 

Both Barro and Lucas underscore the transformative impact of education on individual 

capabilities and its subsequent positive effects on overall economic performance. 

Their research contributes to the understanding of human capital as a dynamic factor 

influencing innovation, technological progress, and, consequently, economic growth in 

developing countries. 

Policymakers often draw on these insights to design strategies that prioritize education and 

skills development as fundamental components of broader economic development initiatives. 

The work of Barro and Lucas has had a lasting impact on the economic literature, 

influencing discussions on education policy, development strategies, and the intricate links 

between human capital and economic growth in developing countries. Therefore, it is important 

to consider some immediate factors that influence the economic growth in Zambia. 

Unlike the above theories, Sachs and Warner's seminal work in 2001 delves into the 

concept of the "resource curse," which refers to the paradox where countries rich in natural 

resources often experience slower economic growth and development. 

In 2001, Sachs and Warner in their empirical analysis, investigates the relationship between 

natural resource abundance and economic performance across various countries. They find that, 

contrary to expectations, resource-rich countries tend to grow more slowly than those with fewer 

natural resources. The "resource curse" is attributed to various factors, including governance 

issues, corruption, and overdependence on a single sector, which can lead to economic instability 

and hinder diversification. 

The research highlights that the mere presence of natural resources does not guarantee 

economic prosperity; effective management and governance are crucial. 

Poorly managed resource wealth can lead to corruption, rent-seeking behavior, and 

economic volatility, undermining sustainable development efforts. Policy recommendations 

include transparent governance, prudent fiscal management, and efforts to diversify the economy 

to mitigate the risks associated with over-reliance on resource extraction. Sachs and Warner's work 

has had a significant impact on policy discussions, encouraging resource-rich nations to adopt 

careful management strategies to avoid the pitfalls associated with the resource curse. In my view, 

as a Nation it is important to have informed international development efforts and policies aimed 

at promoting responsible resource management for sustained economic development. 
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I. Table1. Initial data of factors affecting economic development in Zambia 2000- 2022. 

 

 
 

 

Endogenous variables include; consumer price index (CPI), GDP (Y) and 5-year Bond 

Yield Rate. 

Exogenous variables in the model include; Exchange rate (EX), Interest Rate (R) and Broad 

Money (M2) 

The dependent variable which inflation and independent variables which was investigated 

are money supply (broad money M2), Exchange rate and inflation rate. 

 

1.1.Economic Laws that describe relationships between variables 

2. Inflation (CPI) is explained by the level of GDP and increases with it increase, while inflation 

growth is slower than the growth of GDP. 

3. The bond rate (BR) is explained by the size of GDP (Y), interest rate (R) and broad money 

(M2) increase with an increase in GDP and decreasing with an increase in the interest rate and Broad 

Money (M2). 

4. Inflation (CPI), Broad money (M2) and Exchange (Ex) is the sum of Gross Domestic Product. 

1.2. Initial form of the econometric model. 

1. Yt = 0 + 1Rt+ 2M2t + 3Ext + t 

Where, Yt – GDP, Rt – Interest Rate, M2 – Broad Money, Ext – Exchange Rate and t – 

disturbance term. 

2. BRt = 0+ 1Rt + 2M2t + 3Ext + t 
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Where, BRt – 5year yield bond Rate. And t – disturbance term. 

1. CPIt = 0 + 1Rt+ 2M2t + 3Ext + t 

Where, CPI – Consumer Price Index (Inflation) and t – disturbance term. 

0, 1 2, 3, 0, 1, 2, 3 > 0; < 0, 1, 2, 3 

E(t)= 0: E(t) =0: E(t) 

(t)=: cons (t) = cons: (t)=0 

 

II. REGRESSION ANALYSIS 

Table 2 shows the regression analysis 

 
 

2.1. Estimated form of the model 

CPlt = 4,5 + 0,5Rt – 0,1M2t + 0,7EXt + t 

(3,1) (0,2) (0,1)  (0,2). (3,7) 

 

 

R2 
adj = 0,3937  F = 4,463 

 

R2 = 0,3947% in change in inflation is expected by the changes in interest rate, broad money 

and exchange rate by linear regression model. 

R2 is non-random, in order to confirm we need to do F test by comparing F value with Fcrit 

fishier distribution. If F > Fcrit, then R^2 is non-random and the quality of the specification of the 

model is high. In our case F > Fcrt, which means that the quality of specification of the model is high. 

In order to check for adequacy of the model we do T-test. The result shown in table 3 below. 

 

Table 3 shows the result of T-test of the model 

t-

статистика 

P-

Значение 

Нижн

ие 95% 

Верхн

ие 95% 

Нижн

ие 95,0% 

Верхн

ие 95,0% 

1,4443

89815 

0,1722

97116 

-

2,240989722 

11,282

77292 

-

2,240989722 

11,282

77292 

2,0703

32117 

0,0588

94328 

-

0,021445693 

1,0077

05455 

-

0,021445693 

1,0077

05455 

-

0,983895166 

0,3431

25174 

-

0,226692476 

0,0848

20391 

-

0,226692476 

0,0848

20391 

3,3437

11727 

0,0052

84218 

0,2401

06993 

1,1168

08997 

0,2401

06993 

1,1168

08997 

 

ВЫВОД ИТОГОВ R M2 EX

2022 9,25 24,97888 16,14

Регрессионная статистика

Множественный R 0,712292177 CPI^2022 18,26075215

R-квадрат 0,507360145 CPI^2022- 10,22108759

Нормированный R-квадрат 0,393674024 CPI^2022+ 26,30041672

Стандартная ошибка 3,721431776

Наблюдения 17

Tcrit 2,160368656

Дисперсионный анализ Fcrit 3,410533645

df SS MS F Значимость F

Регрессия 3 185,4173118 61,80577061 4,462815187 0,023055415

Остаток 13 180,0377081 13,84905447

Итого 16 365,4550199
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if absolute value of t- stat is more than student test value, coefficient is significant. 

Based on the out of the regression analysis: 

1. 1,0444389815 < 2,160368656 – insignificance 

2. 2,07033211702845 > 2,160368656 – significance 

3. -0,983895165708582 < 2,160368656 – insignificance 

4. 3,34371172748322 > 2,160368656 – significance 

 

Economic interpretation on the coefficients 

▪ interest rates rise by 1%point, inflation will rise. 

0.5% points up. 

▪ A 1%point increase in broad money will increase inflation rate  

up to 0.1% points. 

▪ When the exchange rate rises by 1%point, inflation rises by 0.7% points. 

 

 

2.2. Table 4 demonstrate date for first Gauss Markov statements 

 

ВЫВОД ОСТАТКА   

   

Наблюдение Предсказанное Y Остатки 

1 12,20577806 6,118661636 

2 7,547135917 1,472436555 

3 8,027981793 2,629367807 

4 9,168560108 3,277019238 

5 15,10966657 -1,714411936 

6 8,672183684 -0,17042235 

7 9,708039906 -3,278643096 

8 9,124093562 -2,548193854 

9 6,61276364 0,364912415 

10 10,67173008 -2,864854546 

11 10,9278562 -0,817263308 

12 12,76435094 5,10537914 

13 10,4841032 -3,906791663 

14 11,54025617 -4,045684245 

15 13,59417677 -4,443860331 

16 11,82328268 3,909302463 

17 21,10818822 0,913046075 

 E (et)= 0,00 

 

Average of the residuals is almost zero. Gauss Markov's first statement is confirmed. 

 

Second Gauss Markov statement (Goldfeld-Quandt test) 
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Table 5 first region of the regression 

 

 
 

 

Table 6. Third region of the regression. 

 

 
 

According to Goldfeld – Quand test, the result in our case show that; 

GQ = 0,527 

1/GQ = 1,896 

Fcrit = 6,388 

 

In this case the value F critic is more than the value of GQ and 1/GQ, therefor we can conclude 

that residual values are homoscedastic, the second Gauss Markov The statements are confirmed and 

the coefficients of the regression model are unbiased, consistent and efficient. 

 

ВЫВОД ИТОГОВ

Регрессионная статистика

Множественный R 0,950339059

R-квадрат 0,903144326

Нормированный R-квадрат 0,830502571

Стандартная ошибка 2,018200102

Наблюдения 8

Дисперсионный анализ

df SS MS F Значимость F

Регрессия 3 151,92195 50,64065061 12,4328539 0,017010803

Остаток 4 16,292527 4,073131652

Итого 7 168,21448

КоэффициентыСтандартная ошибкаt-статистика P-Значение Нижние 95% Верхние 95% Нижние 95,0% Верхние 95,0%

Y-пересечение 18,19394194 3,6045173 5,047539027 0,00724359 8,186197418 28,2016865 8,186197418 28,20168646

Переменная X 1 0,055325159 0,1909585 0,289723425 0,78642543 -0,474860716 0,58551103 -0,474860716 0,585511034

Переменная X 2 -0,529394084 0,0982833 -5,386408119 0,00574401 -0,802272333 -0,25651584 -0,802272333 -0,256515836

Переменная X 3 -0,25116516 0,2992556 -0,839299919 0,44853375 -1,08203177 0,57970145 -1,08203177 0,57970145

ВЫВОД ИТОГОВ

Регрессионная статистика

Множественный R 0,90571188

R-квадрат 0,82031402

Нормированный R-квадрат0,68554953

Стандартная ошибка 2,77912731

Наблюдения 8

Дисперсионный анализ

df SS MS F Значимость F

Регрессия 3 141,0401653 47,01338844 6,08701917 0,056780401

Остаток 4 30,89419443 7,723548607

Итого 7 171,9343597

КоэффициентыСтандартная ошибкаt-статистика P-Значение Нижние 95% Верхние 95%Нижние 95,0%Верхние 95,0%

Y-пересечение 5,73666827 6,504146363 0,882001719 0,427590212 -12,32173706 23,795074 -12,3217 23,79507

Переменная X 1 0,27796277 0,384020923 0,723821938 0,509241157 -0,788250242 1,3441758 -0,78825 1,344176

Переменная X 2 -0,04639966 0,13691451 -0,338895101 0,751732371 -0,426535279 0,333736 -0,42654 0,333736

Переменная X 3 0,70541449 0,172707984 4,084434764 0,015043596 0,225900257 1,1849287 0,2259 1,184929
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Table 7. Shows 3rd Gauss Markov statement (Durbin Watson) 

 

DW = 1,551 

 
 

DW value is between du and 4-du autocorrelation of residuals is not absent. We can 

conclude that third Gauss Markov statement is confirmed and coefficients of the regression model 

are unbiased, consistent and efficient. In other words, we may trust the values of the coefficients. 

 

Table 8. Shows PANEL DATA SET ON FACTORS AFFECTING ECONOMIC GROWTH 

IN DEVELOPING COUNTRIES (2010 -2022) 

 
The data above the is collected from the official statistics of 6 African countries including; 

Zambia, Botswana, Namibia, South Africa, Tanzania and Malawi, recorded by the world bank. 

0 dl du 2 4-du 4-dl 4

alfa 0,05 0 0,397 1,71 2 2,29 3,603 4

alfa 0,01 0 0,672 1,432 2 2,568 3,328 4
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Table 9. First Model Simple Regression (Pooled Ols) 

 

 
 

 

The model shows that homoscedastic residual levels is present. By investigating parameter 

rho which demonstrate individual effect closer to one in our case. We can conclude that individual 

effects are present and we must do panel data model other than simple regression model. 

There are two types of individual effects: 

▪ Fixed effects 

▪ Random effects 

Table 10. Second Model Regression (Fixed Effect) 
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In the second model we must investigate joint test on named regressor of model two and do F 

test by comparing P value with alpha. In our case P value (6,6) is more than alpha. Comparing the 

first and second models, we can say that the first model is good. 

 

However, we know that individual effects of the panel structure model maybe random. 

Therefor we must investigate model 3. 

 

Table 11. Random Effect Model 
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Comparing model 1 and model 3 we have to investigating Breusch-Pagan test of model 3 by 

comparing P value with alpha. 

In our case the P value (4,27) is more than alpha. We can conclude that model one is better. 

CONCLUSION AND RECOMMENDATIONS 

Rapid economic development and long-term growth require avoiding frequent or severe 

economic shocks that adversely affect the economy. These shocks lead to higher exchange rates, 

higher interest rates and higher inflation. 

Despite all the challenges facing the Zambian government, these are some of the ways the 

Zambian government can accelerate economic growth in the county. 

Strengthening all national institutions whose diversity and volatility affect long-term 

growth rates, including the economic ownership structure. The structure of property rights, 

especially the freedom of private enterprise. The level of protection for private property rights (and 

individuals), including fight against corruption. Intensity of competition among providers and the 

national budget. 

However, certain temporary growth mechanisms help overcome the limitation for such 

growth to be sustainable, it must be based on innovation. Furthermore, measures encouraging 

investors may be more helpful to the Zambian economy. 

Increased investment, on the other hand, is highly recommended that the government also 

support more investment-promoting policies, as foreign direct investment shown to have a 

favorable impact in the short run but is minor in long run. These should attract more investors to 

stay longer. To ensure a favorable and consistent impact of current account balance (CAB) in long 

run, the Zambian government ought to ensure its economy diversifies its export base and improves 

its external debt management. 

In Zambia, human capital can significantly contribute to economic development in several 

ways if the government invest in education and skill development centers which will helps the 

country to build a knowledgeable and skilled workforce, this will foster innovation and 

productivity and also enhance social, stability and political development, creating a conducive 

environment for economic growth, attracting investments, and ensuring long term stability. 
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