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CURRENCY EOUIVALENT

Currency Unit = Botswana pula (BTP)
US dollars/Botswana pula (end period)

1975 1.1500
1980 1.3480
1985 0.4760
1986 0.5442
1987 0.6387
1988 0.5166
1989 0.5341
1990 0.5344
1991 0.4825
1992 0.4431
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BSM Botswana Stock Market
BTechC Botswana Technology Center
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CCU Common Customs Union
CPA Case-by-case Financial Assistance
CSO Central Statistics Office
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DFI Development Finance Institution
DSL Department of Surveys and Lands
EC European Community
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FAP Financial Assistance Policy
FDI Foreign Direct Investment
FIA Financial Institutions Act
FIAS Foreign Investment Advisory Service
FSC Financial Services Company Limited
FY Financial Year
GATT General Agreement on Tariffs and Trade



FOR OFMCIL USE ONLY

aSP O maied System of Preferenes
HATAB Hotel and Tourism Assciation of Botswana
MECC Industril Extension Coordiating Committee
ILO International Labor Organization
LPS Loca1 Prference Scheme
MCI Minr of Comnmrce and Indusby
MPDP Miny of Fin and Development Planning
MLGLH Miniry of Local Govemment, Lands and Housing
MOH Misdy of Health
MRWA M y of Mineral Rosources and Water Affairs
NBFI Non-Bank Fiancial Instition
NDB Naional Development Bank
NDP National Devolopment Plan
NDP7 Seveth National Development Plan
NEMIC National Employment, Manpower and Incomes Council
NOO Non-Govenmena OrganJUition
NMR Non-Minetal Revenue
OBU OffSoe Banking Units
OECD Orgaidzation for Economic Coooemtion and Development
OPIC Overseas Pdvate Investment Corporation
OSAS Oversea Serices Aid Schenm
PDL Poverty Datum Line
PDSF Public Debt Service Fund
PTA Prferential Trade Agreement
RIDP Regional Industrial Development Program
RRC Regulations Review Committee
RSA Republic of South Africa
RSP Revenue Stabilization Fund
SACU Southen African Customs Union
SACUA Souther African Customs Union Agrenet
SADC Southern African Devolopment Community
SADCC SoUthern Afica Developmnot Coordination Conferene
SHHA SWf-Help Housing Agency
SIP Special Incentive Package
SPRDP Selebi-Ph&kwe Regional Development Program
3ME SmIal and Medium Scale Enterprise
thebw 1/100th of a pula
TIPA Trade and bwewament Promotion Agency
UA Unit of Account
wFtO Word Tourism Organization

Botawan is the country
Setewan is the language
Motswa is an individual citizen of Botswana
Botswana is plurd for Motswara

FISCAL YIMA

Government April I to March 31

This document has a restricted distribution and may be used by recipients only in the perforwma
of their official duties. Its contents may not otherwise be disclosed without World Bank authorization.



BOTSWANA

OPPotTuNInJES FOR INDUSTRIAL DEVELOPfMENT iN B9TWANA

TABLE OF CONTENTS

EXECUTIVE SUMMARY .,...................... i-xvi

L INTRODUCTION .................................... I

A. Purpose of the Study .................................. 1
B. The Strategic Considerations ................ 1 
C. The First Quarter Century ............................... 2
D. IheRoleof theDiamond Industry .......................... 3
E. The Need for Diversification ................ 4
F. The Regional Environment .............................. 4
G. The Evolution of Indutrial Policy in Botswana . ........... S

Ihe 1960s .................................... 5
Ihe 1970s .................................... 6
Ihe 1980s .................................... 6

H. The Purpose of an Industrial Policy ............... . 8
I. Summary ..................................... 10

I. SURVEY OF B0TSWANA'S CONTEMPORARY
INDUSRIAL STRUCURE ................................. 11

A. Structure of Output and Trade ........ .................... 11
B. Employment, Unemployment, Wages, Productivity and Prices ....... 14

Employment and Unemployment .......... ............. 14
Wages ........................................ 21
Productivity .................................... 23
Labor Market nformation ............ ............... 23
Cost of Living ................................... 24

C. The IndustrW Sector .. 26
Company Formation .. 26
Industrial Property Legislation .. 26
Manufacturing Sector .. 26
The Trading Sector. 28

D. RuralIndustial Development. 28
E. Conclusions. 29

mII. NDTERNATIONAL TRADE AND FOREIGN INVSTMENT .. ... 30
IMPICATIONS FOR BOTSWANA'S INDUSTRIAL DEVELOPMENT
STRATEGY

A. Introduction .30
B. Review of lnterniona Trade. 30

Brief History of SACUA. 30
Botswana/Zimbabwe Trade Agreement . .32



Other Institutional Arrangements ....................... 33
Botwana's International Trade and Payments in the 1980s .... ... 36

C. Review of ForeignInvestment ................ 38
Changes in the Structure of External Financing .... .......... 38
Benefits and Costs of Foreign Investment .................. 41

D. Compaison of Countries in Southern Africa .................. 42
E. Recent and Prospective SACUA Developments ................. 43
F. Outlook for Botswana's Regional Economic Relations .... ......... 46
0. Implications for Botswana's Industrial Development Strategy .... .... 47
H. Conclusions ....................................... 48

IV. INDUSTRIAL DEVELOPMENT IN BOTSWANA: ADVANTAGES
AND CONSTRANS .................................... 49

A. Advantages .................. ..................... 49
Democracy, Stability and Security ....... .. ............. 49
Access to Markets ............... ................. 49
Responsible Fiscal Policy ............. ............... 49
Effective Monetary Policy ................ 51
Rapid Development of Human Resources ...... .. .......... 53
Freedoms to Produce, Market and Finance ....... .......... 56
Infrastructure and Utility Services ...................... 56

B. Constrints ....................................... 56
Utility Costs .................................... 57
Long Term Finance ........ ....................... 58
Shor Term Finance .............. ................. 61
Wages Policy and Productivity ........ .. .............. 61
Land and Housing Issues ....... ..................... 62
Regulatory Framework Issues ...... ................... 65
Schooling, Housing and Health Facilities for Foreign Investors .... 66
Particular Isues fbr Citizen Investors .................... 67
The Implementing and Monitoring Capacity of Government . .. 67

C. Conclusions and Recommendations ......... .. ............. 68

V. INVESMENT PROMOTION POLICIES ....................... 70

A. Policy Framework ................ ................... 70
Sound Economic Management ......... .. .............. 70
Fewer Restrictions ................................ 71
Investment and Export Incentives ........ .. ............. 72

B. InsttionalFramework .. 73
C. Private/Public Sector Dialogue .. 75
D. Current Industrial Development Strategy: A Critical Review . .76

Financal Assistance Policy .. 77
Selebi-Phikwe Regional Development Project. 88
Botswana Development Corporation (BDC) . .90
Duty Drawback System. 92
Local Preference Scheme. 93

E. Investme Promotion Policies in the Region. 93
F. Financing Industrial Development ......................... 95



ForeignCapital .................................. 95
Smal and Medium Scale Enterprises . .................... 96

G. Conclusions and Recommendations ........................ 97

VI. THE ENABLING ENVIRONMENT ........................... 100

A. Ihe Overall Macroeconomic Envircnment .................... 100
B. Taxation Policies . .................................. 101
C. Policies Relating to Wages, Productivity and Employment .... ...... 106

Minimum Wages ............ ..................... 106
Productivity .108................................... 108
Employment Policy .......... ..................... 108

D. LandPolicies ....................................... 109
'Me Land Tenure System ........ .................... 109

E. UtilityPricingPolicy ................................. 111
F. Promoting Foreign Investment .111

South Africa .113
Newly Industrializing Countries (NIC's) .113
Europe, the US and Japan. 113
The Trade and Investment Promotion Agency (IPA) .115

G. A New Role for the Ministry of Commerce and Industry .... ....... 117
H. Ihe Industrial Development Strategy ....................... 117

General Incentives for the SME Sector ...... ............. 118
Incentives for Larger Scale and Foreign Investors ..... ........ 118

1. Conclusions and Recommendations ....... ................. 119

VII. OPPORITUNTIS FOR INVESTMENT IN BOTSWANA ..... ........ 123

A. Ihe Current Investment Environment ....................... 123
B. Development of Manufacturing Industry ..................... 124
C. Opportunities for Development of Service Industries .... ......... 126

On-Line Transactions ......... ..................... 126
Postal Re-expediting .......... ..................... 126
Computer Programming ........ ..................... 126
Medical Services ............ ..................... 126
Financial Services ........... ..................... 127
Off-shore Banking ........... ..................... 128
Grain Storage . .................................. 129
Skills and Training for the Development of the Service Sector ..... 129

D. Development of Downstream Processing Industries ..... ......... 131
The Leather Industry ......... ..................... 132
Game Skins and Meat Products . ....................... 132
Timber ................................. 132
Diamond Cutting and Jewellery Manufacturing ..... ......... 132
Soap ............ .................... 132
Veld Products and Horticulture Products ...... ............ 132
Cotton ................................. 133

E. Development of Tourism .............................. 133
Institutional Framework . ............................ 135

F. Conclusions and Recommendations .136



VM. CONCWSIONS, PIMORITIES AND TRANSITION STRATEGIES ...... 138

A. The Trade Environment 139
B. The Enabling Environent 140

Building on Existing Advantages 140
Wages and Productivity 140
Land for ndustrial Development 141
Finance for Industrial Development 142
The Regulatory Environment . .143
TheoLegislative Environment .. 143
Utilities and Utility Pricing ................. 143
Role of the Ministry of Commerce and Industry . .144

C. The New Incentive Structure .. 144
The Financial Assistance Policy .. 144
The Selebi-Phikwe Regional Development Program . .145
The Taxation Environment .. 14S
The Small Scale Sector. 146
Investment Promotion Activities .. 146
The Bowana Development Corporation . .147
Bonded Warehousing Facilities .. 147

D. lhe Transition Strategy ......... ......... 147



ANNEXES

ANNEX I - Stadstical Anmex to Chapter 2 ......................... . ISO

Tabloe 1 GDP By Type of Economic Activity at Current Prices ... 150
Table 2 GDP By Type of Economic Activity at Constant 1985/86 Prices ..... 1lS
Table 3 Gross Domestic Product at Current Prices (percentage) ............ iS2
Table 4 Direction of Trade: Exports .. 153
Table S Direction of Trade: rsmports.... 154
Table 6A Imports by Principal Commodities .. 155
Table 6B Exports b Principal Commodities .. 155
Table 7 Formal Employment by Sector and Economic Activity, 1984-1991 ..... 156
Table Employment: Minimum Hourly Wage Rates 7.7
Table 9 Gross Domestic Product by Sector/Formal Sector Employment Rates ... 158
Table 10 Employee Estmated Monthly Cash Earnings by Sector

Economic Actvity, and Citizenship...... 159
Tablell Prices: CostofLivingIndex .160
Table 12 Weigts in the Cost of Living Index.. 161
Table 13 Profile of the Formal Manufacturing Sector, 1985 - 1991 .162
Table 14 Total Number of Manufacturing Licenses Issued, 1985-1991 ..... ... 163
Table 15 ManufactuingCompanies by Location, 1985 - 1991 .164
Table 16 Export/Import Licenses Issued by Location and Year .165
Table 17 Exporter/hporter Licenses Issued by Location and Ownership .166
Table 18 Exporter/Importer Licenses, Renewed and Operating, by Location .167
Table 19 Exporler/Importer Licenses Renewed and Operating by Ownership .... 168

ANNEX 2 - Ficial Assisance Policy (FAP) ........................... 169

ANNEX 3 -Financial Assstance Policy Tables .......................... 175

Table 1 Summary - All Projects .. 175
Table 2 Grants Committed by Year and Location,

Medium Scale, Case-by-Case Industrial Projects . .176
Table 3 Number of Projects Approved, by Year and Location,

Medium Scale, Case-by-Case, Industrial Projects . .177
Table 4 Projected Employment by Year and Location

Medium Scale, Case-by-Case Industrial Projects ................ 178
Table 5 Actual Employment by Year and Location,

Medium Scale Case-by-Case Industrial Projects ....... .......... 179
Table 6 Grants Committed by Year and Location

Medium Scale, Case-by-Case Agricultural Projects ..... ......... 180
Table 7 Number of Projects Approved by Year and Location

Medium Scale, Case-by-Case Agricultural Projects ........... . 181
Table 8 Projected Employment by Year and Location

Medium Scale, Case-by-Case Agricultural Projects ............. . 182
Table 9 Actua Employment by Year and Location

Medium Scale, Caseby-Case Agricultural Projects ..... ......... 183



Table 10 Number of Projects Approved by Year and Location
Medium Scale Automatic Projects (AFA) .................... 184

Table II Projected Employment by Year and Location
Medium Scale Automatic Projects (AFA) ..................... 185

Table 12 Actual Employment by Year and Location
Medium Scale Automatic Projects (AFA) .................... 186

Table 13 Number of Loans Approved
a) Large Scale Projects ............. 187
b) Actual Employment ...... 187.......... 187
c) Projected Employment .................... 187
d) GrantsCommitted ................... 187

Table 14 Grants Committed by Year and Location
Smal Scale Industrial Projects ....... ........... 188

Table 15 Number of Projects Approved by Year and Location
Smal Scalendustrial Projects ....... ........... 189

Table 16 Projected Employment by Year and Location
Small Scale Industrial Projects ....... ........... 190

Table 17 Number of Projects, Projected Employment and Grants Committed
Small Scale Agricultural Projects .191

Table 18 Amount Disbursed (1981 to 1991) .192

ANNEX 4 - Nature Tourism and the New Tourism Policy ...... .............. 193



TABLES

Table 1. I Select Economic and Social Indicators ....................... 3

Table 2.1 Population, Labor Force, Employment and Unemployment Trends,
984 to 2001 ...................................... 20

Table 2.2 Minimum Hourly Wage Rates (thebe per hour) ....... .......... 22
Table 2.3 Number of Registered Companies ......... .. .............. 26

Table 3.1 Imports, c.i.f. inc}. duty ........................ . 35
Table 3.2 Exports, f.o.b ...................................... 35
Table 3.3 Direction of Trade ............... ................... 37
Table 3.4 Balance of Payments .. 38
Table 3.5 Southern African Country Comparison. 43

Table 4.1 Consolidated Cash Flow Budget of the Central Government. . S
Table 4.2 Nominal and Real Interest Rates .. 53
Table 4.3 Maturity Distribution of Commercial Bank Loans, by Number and Value 59
Table 4.4 Commercial Bank and Non-Bank Credit ............ . 60
Table 4.5 GDPlEmployment Ratios, 1980/81, and 1990/91

GDP (1985/86 prices)/Formal Sector Employment . .63
Table 4.6 Land Allocation by the Department of Surveys and Lands . .64

Table 5.1 Projected, Actual and Sustained FAP Job Creation . .79
Table 5.2 Botswana's Comparative Manufacturing Wages and Productivity .. 83
Table 5.3 Origins of Prospective Investors Visiting Selebi-Phlkwe . .88
Table 5.4 Investments and Job-Creation in Selebi-Phikwe to 1992 . .89

Table 6.1 Corporate Income Tax in Competing Countries
for Foreign Direct Investment .. 102

Table 6.2 Corporate Income Tax in Source Countries
ior Foreign Direct Investment .............. . 102

TabFl 6.3 Tax Revenue by Type ........ ........................ 104
Table 6.4 Companies Tax Assessment for the Year 1990/91, by Sector

Excluding Kmig ................................... 105
Table 6.5 Value of Major Exports ............................... 106

Table 7.1 Employment in Tourism and Related Activities ................. 134

CHARTS

Chart 2.1 Gross Domestic Product, 1980/81 to 1989/90 .................. 12
Chart 2.2 GDP by Type of Activity - 1989/90 ........................ 13
Chart 2.3 Direction of Trade - Exports ............................ 15
Chart 2.4 Direction of Trade - Imports ............................ 16
Chart 2.5 Employment by Sector (September 1991) .17
Chart 2.6 Formal Sector Employment, 1984 to 1991 .18
Chart 2.7 Annual Rate of Inflation (percent) .25

Chart 4.1 Pula Exchange Rates, 1985 - 1992 .52
Chart 4.2 Real Interest Rates, 1981 to 1991 .... ..................... 55



PREFACE

This report was undertaken at the request of the Botswana authorities in
recognition of the importance that Industrial development plays in the nation's sevmth National
Development Plan (NDP 7). A greater focus on industrial development has been occasioned by
the recognition that the diamond sector is unlikely to provide the stimulus to growth that it has
done over the past twenty years - as well as the need to generate employment opportunities for
Botswana's growing labor force and the need to diversify the economic base of the country.

This report has been undertaken on a fully collaborative basis with the
Government of Botswana. Work on the report has been undertaken on an equal basis betveen
a World Bank team which visited Botswana twice from February 24 to March 6, 1992 and from
October 18 to 31, 1992, in conjunction with a Botswana counterpart team.

The work of the two teams has been guided and fully reviewed by a Reference
Group within Botswana chaired by Mr. Tumelo (Deputy Secretary, Economic Affairs in the
Ministry of Finance and Development Planning), with members representing a wide range of

terests within Botswana including, the Ministry of Finance and Development Planning, the
Minstry of Commerce and Industry, the Trade and Investment Promotion Agency, and the
private sector through their representative bodies - the Botswana Confederation of Commerce,
Industry and Manpower (BOCCIM) and the Botswana Chamber of Commerce and Industry
(BCCI).

The World Bank team was comprised of Simon Bell (task manager), Rend Bonnet
(World Bank country economist for Botswana), and Caroline Doggart, Refael Benvenisti and
Charles Krakoff (consultants).

The Botswana counterpart team was comprised of Lebani Cephas, Armand
Boucher and Ed Edwards (Ministry of Finance and Development Planning), Thabologo Ndzinge
and Fergus Chambers (Ministry of Commerce and Industry) and Tony Jordan (private sector
representative).

This work was undertaken within the Industry and Energy Operations Division
of the Southern African Departnent of the World Bank. Mr. David Cook (AF61E) and Mr.
Stephen Denning (AF6DR) are the managing Division Chief and Department Director,
respectively. Mr. Ali Mansoor (AFTEF) was the lead advisor and Mr. Pedro Belli (AFilIE) was
the peer reviewer for the study. Ms. Adriana Arriagada and Ms. Noemi Dacanay provided
secretarial support for the work.



BOTSWANA
OPPORTUNITIS FOR INDUSTRIAL DEVELOPMENT IN BOTSWANA

RXECUTIVE SUMMARY

1. Introdudion. In the period since independence in 1966, economic growth has been
maintained at consistently high levels. Whereas Botswana was classified as one of the leat
developAd countries in the world twenty flve years ago, by 1992, it was one of the richest
countries in Sub-Saharan Africa with a per capita national income of almost $3,000- about even
with that of its large neighbor, the Republic of South Africa. The growth of GDP over this
period averaged between 9 and 10 percent per annum.

2. The major impetus for this rapid development came from the discovery of diamonds in
the period immediately after independence. Diamonds rapidly replaced beef and copper/nickel
as the major source of export earnings. In addition, the Government's partnership in the De
Beers Botswana Mining Company Ltd. (Debswana), has generated large fiscal revenues in the
form of taxes, royalties and dividend payments which have led to ongoing Government budget
surpluses and the accumulation of substantial public sector savings. At the same dme, foreign
exchange reserves have grown rapidly and are equivalent to about two years of import cover or
16 months of imports of goods and services.

3. The transformation has ineed been dramatic. Botswana changed from essentially acatte
herding and runal based economy, dependent upon external sources of assistance, to a financWly
strong middle income country with an increasing dependence on diamond exports and diamond
revenues. Whereas only 4 percent of the total population lived in urban centers at independence,
by 1990 this had increased to 30 percent. Since independence, the number of university
graduates has increased from 22 to 3,100; the amount of tarred roads has increased from 20
kilometers to 2,664 kilometers; the number of workers in fornal employment has increased fom
14,000 to 222,700. Schooling, health care and the provision of other public services has
improved dramatically. The country's infrastructure, which was hardly developed at all during
the period when Bechuanaland was a protectorate of the British Government, has improved
ignificantly, with a road system linking the main urban centers, and the extension of dependable

water, electricity and telecommunications services to many parts of the country.

4. With one of the consistently fastest rates of growth in the world, coupled with sound
mam-economic management by the Government, the transformation which has taken place has
been on a scale not seen in many countries. Economic transformation has brought with it a
fundamental social transformation, as Batswana have coped with the change from being
pastoralists and catte herders to participants in a strong, dynamic modern economy. This rapid,
and fumdamental transition in economic and social conditions, is an importat bawckdp to
understanding the process and pattern of development in Botswana as well as its future d!vecton.

5. In spite of the very rapid growth over this period, income distribution remains highly
sklewed. Tne fruits of economic growth and social transition have been disproportionately shared
among the citizens of Botswana. For example, during the current drought, many rural Batswana
have survived on food hand outs from the Govermnent and the international donor community,
and life remains difficult and extremely traditional, without the trappings of modem life.
However, as indicated in the seventh National Development Plan (NDP 7), Government trausfrs
have been utilized to re-dress the problems caused by the pattern of income distribution. As a
result, health fiaclities are widely available and utilized throughout Botswana, free educaton up
to (and including) secondary level h9s produced one of the highest rates of literacy in Sub-
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Saharan Africa, and road, rail and telecommunications links now make access to remote rural
areas much easier. Nonetheless, as also Indicated in the plan, it remains important to ensure "that
all Batswana have access to the basic amenities of life consonant with human dignity' and share
in the fruits of development.

6. Botswana's achievements have appeared even more impressive as they have taken place
within a region of the world which has generally experienced prolonged economic stagnation.
Growth in many of the neighboring countries of the Southern Africa region has either languished
or fallen in real terms, with resultant hardship in those countries. Botswana's experience is
consequently unique within the region.

7. However, in the early 1990s, several developments are likely to change the direction of
Botswana's future development. First among the changes, is the projection in NDP 7, that during
the first half of the 1990s, the Government budget will move nlom a cash surplus to a cash deficit
position. The NDP 7 plan period is expected to be a transition period during which the growth
in earnings from the diamond sector is expected to taper off - with a concomitant impact upon
the growth in Government revenues from this source. Although similar projections for a
transition were made in the previous plan period (NDP 6), a stronger case is made in NDP 7 for
ftis eventuality and the recent decision by Debswana to stockpile diamonds (from September
1992) lends greater credence to this view. The world wide economic recession has also taken
its toll on the economy generally, outside of the diamond sector, with a slowdown in business
activity during 1992.

8. The second change is the rapid economic and political developments which are taking
place in the Southern African region - with imminent political change in the Republic of South
Africa, a newly independent Namibia on Botswana's western border, and with other countries
in the region pursuing structural adjustment programs which are substantially altering their
economies and potentially their trading relationships. The most important change, in this regard,
is taking place in South Africa, providing an uncertain future for the Southern Africa Customs
Union (SACU) - the oldest customs union in the world - which has inextricably linked Botswana
to the economies of Lesotho, Swaziland and RSA since 1910. In addition, there are changes in
world wide relationships which have led to the establishment of a North American Free Trade
Agreement and closer links between the countries of Europe through the European Community.
Such developments are likely to lead to changes in trading relationships for Botswana, in ways
which are still unclear.

9. Lan, the sheer magnitude of the change that has taken place in Botswana over the past
twenty six years has meant that Botswana now has a substantially more complex and sophisticated
economy. Government policies need to adjust accordingly. Whereas Botswana was pre-occupied
in the post independence period with providing basic infrastructure and basic social services to
its growing population, and developing Government institutions to oversee and assist in the
management of various aspects of the economy - by the 1990s monetary policy, fiscal policy,
and the entire role of Govenument have become substantially more complex.

10. These three fundamental developments have lent a greater sense of urgency to two
concerns to which the Government has, for some years, been sensitive. The first of these is a
need to create employment opportunities for its population - and the second, is the need to
diversify the economic base away from its growing reliance upon the diamond sector. These
concerns involve a careful balance between generating employment opportunities in both rural
and urban areas, and ensuring that rural development takes place at a rate that will avoid
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excessiv rural-urban migration. Despite the rapid urbanization which has taken place since
Independence, the Government has so far been successfsl in generating employment opportunities
for a growing workfbrce and for additional rural itmnigrants to urban areas - while lso
signiffcantly reducing overal levels of unemployment.

11. Ihe Government views the development of the industrial sector (manufacturing and
service sectors), as an important answer to these twin objectives of employment creation and
economic diversification. Prominence has been given In NDP 7 to the development of industry,
and this report constitutes an important element in the debate as to how to reate susinable
economic opportunities in this sector. Botswana has the luxury of financial resources to assist
In ameliorating the disadvantages which do exist in promoting industrial development - whUe
amplifying its advantages. This report focuses on how Botswana can best utilize its fincial
resources, in combination with its other advantages, to ensure the development of a sustainable
industrial base.

12. R80waa's Iadal &mdtww. In line with overall rapid growth In the economy, the
industrial sector (manufig, construction, commerce, financial and business services) in
Botswana has also experienced rapid growth - with the growth rate for these sectors averaging
about 8.7 percent per annum in real terms over 1982 to 1991.

'- In the overall economy, employment has grown roughly In proportion to GDP. From
19b2 to 1991, total formal employment grew from 100,200 to 222,700 - 9.2 percent per annum -
- compared to real GDP growth of 8.1 percent per annum over this same period. Employment
in the industrial sectr has grown faster than in the economy as a whole - increasing at an annal
average rate of 11.7 percent per annum. Over 1982 to 1991, total employment in this sector
grew from 43,100 to 117,000. Highest growth rates were experienced in mnfaci (15.3
pcent per annum) and finance and business services (12.3 percent per annum).

14. Botswana has a minimum wage which has eight differing categories and five different
minimum wage levels. Average wages have been increasing rapidly. Although from 1980 to
1986 there was a decline in real earnings in many sectors, between 1986 and 1991 there was very
rapid growth, reflecting better condidons in the diamond sector - real increases over this period
range from 5.7 percent to 12.9 percent. This demonstrates the strong connecton between wage
levels and the growth of the mineral resource driven economy. It also has important implications
for the development of labor intensive industries. With one of the highest levels of per capita
national income In Africa, it will be difficult to keep wages sufficiendy low to compete with other
counties in the region in ttracding labor intensive manufacturing industry.

15. Although it is difficult to quantify, evidence from some manufacturing industries apprs
to confirm the generally held view that levels of productivity are low by the standrds of both
the region and the world as a whole. This has been a general concern of Government and
investors alike which has been so pronounced that the Government has established a National
Productivity Center to address this particular problem in both the public and the private sectors.
Low levels of labor productivity mean that Botswana's comparative advantage in labor Intemive
activities is furer eroded. Consequendy, realigning wages and productivity Is of vita concern
to policy makers.

16. The Governme has attewmted to promote citizen involvement in industril development,
by reeing certan actvites for Batswana - manufacture of school uniforms, school furiture,



- iv -

burglar bars, protective clothing, cement and baked bricks, and the milling of sorghum and the
bakdng of bread The Government is also committed to rural industrial development and considers
industrialization an important component of its rural development strategy. In this regard,
tourism has been identified as an industry with potential to contribute to rural development and
employment creation - nearly 70 percent of employees in tourism are located in rural areas and
40 percent of all jobs in the north west of Botswana are linked to tourism.

17. Unfortunately, the available data on the industrial sector do not provide a comprehensive
picture of the sector. It is therefore important that Botswana should conduct an industrial census
so that future policy decisions pertaining to the sector are based on a more solid understanding
of the composition of sub-sectors involved in industry, sub-sectoral employment levels,
profitability of differing types of industry, and so on. All the evidence, nonetheless, points to
strong growth over the past decade in most areas of industrial activity.

18. Up to the present, industrial sector growth has largely been based on domestic sales
rather than production for export. If predictions made in NDP 7 are correct, and the growth in
domestic demand halves over the first half of the 1990s, then the industrial sector will need to
look to other markets to promote growth. The easier domestic markets have been addressed and,
with rapid increases in income over this period, consumers are developing more sophisticated
demands. Consequendy, the stimulus which gave rise to industrial growth in Botswana in the
1980s may no longer be present. This implies a need to re-examine industrial promotion policies
to ensure that they assist the development of more outward looking, export-oriented industries;
the further development of service oriented industries; the identification of additional niche
markets; and higher quality production.

19. Future industri development policies need to focus on achieving higher levels of
productivity, lower labor intensity in production, higher skilled employees, and better quality
products - in order to meet competitive pressures in domestic and international markets. Given
Botswana's current level of development and per capita national income, it may also be more
appropriate to try to move quickly up the industrial development ladder toward the production
of higher value, better quality products. With wages inevitably driven upwards by the enclave
diamond sector, Botswana may find it increasingly difficult to compete in the production of low
value, high labor content products.

20. In addition, the available data indicate that formal sector employment has been growing
faster than the increase in the labor force, implying a reduction in the unemployment rate. This
is likely to have been offet, to some extent, in 1992, by the effects of the international recession
on business activity in Botswana. However, as unemployment levels have been declining, then
the pressure to focus on the employment of large numbers of unskilled workers may be less
intense, and more emphasis can alternatively be placed on increasing, skills, quality and
productivity - implying a commensurate change in emphasis in industrial development policies.

21. Nonetheless, in order to assist the authorities to make better informed policy decisions
with respect to industial development strategies, wage levels and employment, it will be
necessary to develop better and more timely information on labor market activity. Currently
unemployment data are only collected sporadically, information on productivity is mainly
anecdotal, and the interrelationships between the formal, informal and traditional agricultural
sectors are not well known. A better understanding of these relationships, based upon more
accurate data will be important. For example, current trends indicate a significant decline in
unemployment rates over the 1980s - however, the ability of the economy to maintain
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unemployment at current levels will depend upon numerous factors including overall economic
growth, rural-urban migration, Government policy towards rural areas and informal activities,
and movement between informal and formal employment. Although the economy Is unlikely to
continue generating jobs at the rate of ten percent per annum as it has done over the recent past,
a lower rate of growth in employment may still lead to further reductions in the overall rate of
unemployment. A better understanding of the dynamics between these various markets is
therefore important to assist policy makers choose the most appropriate policies.

22. Internaional TWe and Foreign Investment. Botswana's trading relationships have
largely been influenced by its long standing membership in the Southern African Customs Union
(SACU) - and to a lesser extent by its relationship with Zimbabwe. SACU has allowed for a
common external tariff, duty free access within the customs union area and rights of transit across
RSA territory for the five participating members of the agreement - South Africa, Botswana,
Swaziland, Lesotho and - more recently - Namibia.

23. SACU was renegotiated in 1969 to take into account the 'price raising effects",
"industrial polarizing effects" aid "loss of fiscal discretion' caused by the agreement on the
smaller members of the union. This renegotiation, led to a dramatic increase in Botswana's
customs union receipts from R3 million in 1967 to R50 million in 1975 - an increase from about
20 percent to 50 percent of Government's total revenues.

24. All the participating members involved in SACU became discontented with the agreement
during the latter part of the 1970s and attempts were made again to alter the agreement - but no
satisfactory conclusions were reached and the agreement remained unchanged throughout the
1980s. Botswana, Lesotho, Namibia and Swaziland (the BLNS countries) essentially contended
that they were still inadequately compensated by South Africa for membership in the customs
union. They were also concerned about the serious time lags in the distribution of revenue,
which accrue to South Africa, and are not paid out in full for two years. Last, they were
concerned that membership of SACU polarized industrial development in South Africa to the
detriment of the BLNS countries.

25. The future of SACU remains unclear. The current South African Government has
indicated that SACU is becoming financially unaffordable and that it would like a change in the
arrangements. Meanwhile, the ANC has indicated that the Government should not make major
economic policy decisions prior to its involvement in such processes. Despite the on-going
uncertainty over the agreement, during the 1992/93 financial year, Botswana is estimated to
receive R1,300 million -24 percent of total revenues - from this source. This represents the
Government's second most important source of income after the diamond sector.

26. Tle other major trade agreement of note is the Botswana/Zimbabwe Trade Agreement.
However, in the early 1980s, this agreement also became strained with the relocation of many
Zimbabwean companies to Botswana, immediately after Zimbabwean independence, targeting
exports back into the Zimbabwean market. In addition, some Botswana manufacturers felt that
they were injured by dumping from Zimbabwe. The recent major devalua$ion of the Zimbabwe
dollar, as a consequence of the structural adjustment program in that country, has substandally
impaired Botswana's ability to export to that market.

27. Other important trade arrangements include the Lom6 Convention - which provides
Botswana with a libera beef quota, at higher than otherwise obtainable prices - and the
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Generalized System of Preferences. Botswana is not a member of GATT or PTA - but
participates actively in SADC.

28. Over the 1980s, Botswana's exports were increasingly dominated by diamonds -
accounting for 80 percent of exports in 1990 compared to 60 percent in 1980. On the other
hand, most imports come from South Africa under SACU. African imports (mainly from South
Africa) accounted for 86 percent of Botswana's imports in 1989, while more than 80 percent of
its exports were directed outside of Africa. Hence, Botswana has become a major source of hard
currency for the region as a whole. This may mean that Botswana can exert an influence on the
future direction of regional trade and related economic relationships larger than Its economic size
might suggest.

29. External sources of capital have also played an important role in Botswana's growth -
in terms of both foreign investment and external aid. Most foreign investment comes from South
Africa as a consequence of the close links between the two economies and the attractiveness of
the Botswana setting. Most of this foreign investment has been in mining - mainly from nglo-
American and De Beers. Non-mining foreign investment has also mainly come from South
Africa and has been attracted by subsidy and tax breaks under the Financial Assistance Policy
(PAP) scheme and other promotion programs.

30. A comparison of Botswana with other countries in the region indicates that Botswana has
been particularly successful in attracting foreign investment. With less than 1.5 percent of the
SADC region's population, it produces 9 percent of the combined GDP (1989) and has attracted
52 percent of the incoming direct foreign investment (over 1985-89). Meanwhile, there has been
strong dis-investment from the South African economy.

31. The future political and economic situation in the region, and its impact on trading
relationships, remains unclear. Many possible outcomes can be contemplated - regional
fiagmentation, continuation of the two subgroupings SACU and SADC, gradual full regional
integration, or an amalgamation of SADC and SACU. Whatever the ultimate outcome, It is clear
that Botswana must strive to meet, at least, the test of regional competitiveness, and ideally, the
more strenuous test of international competitiveness. Consequently, Botswana's industi
development policies should be based upon promoting productive efficiency rather than protected,
or otherwise subsidized, inefficiency.

32. Advantages nd Codnaints to Industridal Development in Botwana. Botswana has
many advantages for foreign investors, many of which are possibly not well known to investors
from outside of the region. These include: democracy, stability and security; access to markets -
- SACU, SADCC, Lome, GSP; responsible fiscal policy which has led to the accumulation of
substantial Government surpluses; effective monetary policy which includes effective exchange
rate management and minimal controls over foreign exchange transactions; reliable utility
services; a Government which is committed to increasing the quality of human capital at a rapid
rate; and freedom to produce, market and finance. It is necessary for Botswana to build upon
these advantages - which are certainly not insubstantial - in aggressively promoting industrW
development.

33. There are also, however, many constraints - although the Government has already taken
some measures to address these problems following the recommendations of the Revised Incomes
Policy of 1990. A common complaint of industrialists operating in Botswana is the high cost of
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utllities. Power, Is at least twice as expensive as in Zimbabwe and South Africa; Botswana's
water prices are 10 times those of Zimbabwe and 2h times those of South Africa;
telecommunications differentials are up to twice those in neighboring countries. Against this,
however, one must consider the reliability of supply in Botswana and the lower increases in
prices which have been experienced in Botswana in the recent past. Bad policy with respect to
the pricing of utilities in some neighboring countries is having an adverse impact which is likely
to increase prices much faster than In Botswana, with inevitable industrial dislocation.

34. Nonetheless, the utility parastatals should strive to increase efficiencies within their
organizations and to adopt, wherever possible, a more pragmatic approach to the importation of
utilities. For example, the region is a surplus power producer, with South Africa, Zimbabwe,
Zambia and Mozambique, all having the potential capacity to export relatively cheaper electricity
into the Botswana market. These possibilities should be aggressively investigated as a means of
meeting future increases in domestic demand and reducing average utility costs.

35. A further constraint is the high level of wages combined with a low level of productivity -
- which has reduced Botswana's attractiveness as a potential investment market. Although every
attempt must be made to bring wage levels more into line with productivity, while simultaneously
tying to increase overall levels of productivity, wage levels are likely to continue to be driven
by Botswana's relatively high per capita national income - resulting in higher wage levels than
would otherwise be the case in an economy without such a historically healthy natural resource
sector.

36. The availability of land for industrial development and housing has also acted as a major
consaint on the development of the sector. The Government has attempted to address this
problem by embarking on an ambitious Accelerated Land Servicing Program in 1987. Although
this has had a positive impact on site availability, present indications are that the supply of
industrial sites will continue to fall far short of demand over the foreseeable future unless further
positive steps are taken to redress this imbalance.

37. The regulatory framework has also acted as a constraining influence. Problems exist with
respect to (a) work and residence permits for expatriates, (b) industrial and commercial licenses,
(c) land board regulations, and (d) the employment act and labor policy. Although attempts are
being made to rectify these problems, and although important advances have been made
throughout 1991 and 1992 in terms of streamlining procedures and removing some controls, this
remains a continuing, albeit declining, constraint.

38. In addition, long term finance is generally perceived by the private sector to be a
constaint, although this may in part reflect a long period of negative real interest rates.
Commercial banks are relatively long term lenders compared to similar institutions in neighboring
countries and the Botswana Development Corporation and the Botswana Building Society are also
important providers of long term finance in the economy. Nonetheless, in recognition of the fact
that this may remain a constraint even after interest rates are raised to more appropriate levels,
the Government has recently embarked on a review of its development finance institutions and
the availability of long term finance, in conjunction with the World Bank, to examine ways in
which delivery mechanisms can be improved. The availability of short term trade finance and
working capital is not a constraint in the current environment of high excess liquidity in the
banking system.
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39. Last, citizen investors face particular constraints which impede their greater involvement
in the industrial sector. These constraints include: (a) lack of entrepreneurial, technical and
business skills, (b) limited access to finance, (c) limited access to land and basic infrastructure,
and (d) a lack of identified markets.

40. Investaent Promotion Poicies. The major institutional players in the industrial sector
include the employers association, the Botswana Confederation of Commerce, Industry and
Manpower (BOCCIM); the Botswana Federation of Trade Unions, which represens twelve of
the sixteen existing unions; and the Ministry of Commerce and Industry, which has the dual role
of promoting and regulating industrial development. Dialogue between the private and public
sectors is important in supporting industrial development and, as Botswana is a relatively small
country, this should not be difficult. Two recent private sector conferences have been important
in assisting in this process and should be encouraged. In addition, private sector representatives
are often included in Government reference groups dealing with economic issues.

41. Botswana's current system of industrial incentives includes:

(a) the Financial Assistance Policy (FAP), which was introduced in 1982 for new
and expanding businesses - providing a series of subsidies based on labor
employed, sales, assistance for initial capital investment, and skills training

(P) the Selebi-Phikwe special incentive package - which supplements FAP subsidies
with corporate tax concessions and withholding tax exemptions - for investments
in the Selebi-Phikwe region which export 100 percent of their output outside the
SADC and SACU regions

(c) a local preference scheme

(d) exclusive licenses

(e) infant industry licenses

42. The most important of these schemes, having the biggest impact upon the development
of the sector, have been the PAP and the Selebi-Phikwe program. FAP provides different
incentives to small scale investors, on the one hand, and medium and large scale investors, on
the other. Assistance to medium and large scale enterprises is in the form of a wide range of
grants and tax holidays spread over the first five years of a project's operation and is open to
citizens and non-citizens alike. Several of the grants (specifically the labor grant and the capital
grant) are directly related to the number of personnel employed - the labor grant reimburses 80
percent of wages paid to unskilled and setni-skilled workers in the first two years, falling to 60,
40 and 20 percent in the following three years, while the capital grant provides an additional
P1,000 per job created by foreign owned companies, and P1,500 per job created in a fully citizen
owned company. The sales augmentation grant and training grants are not based upon
employment, but rather on the level of sales and training needs respectively. In addition to the
above incentives, the Selebi-Phikwe promotional program provides for a company tax rate of 15
percent for the first twenty years of operation, and a ten year exemption from withholding tax
on dividends paid to non-residents - for large companies locating in the Selebi-Phikwe region
and producing for the export market. In addition to the above, these two incentive programs
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provide additional assistance to companies which are located in rural areas and which are owned
and managed by women entrepreneurs.

43. The PAP has been an economically sound promotion policy, based upon assisting
companies overcome initial disadvantages of operating in the Botswana market. The scheme has
beer based on assistance over a five year period, with a reduction in financial support toward the
end of the period as the company assumes greater financial viability and capacity to stand on its
own feet. Estimates indicate that FAP has helped to create around 1 1,500 permanent jobs and
has helped to encourage local entrepreneurs move into industrial activities - although the failure
rate has been quite high for the small scale Batswana sector (in common with similar schemes
in other countries).

44. There are, however, many problems with PAP and the Government has become
increasingly concerned with some aspects of its operation. Disbursements under the scheme have
been increasing at 65 percent per annum - rising from P0.3 million in 1982 to P20.3 million in
1990 - while commitments have been increasing at an even faster rate recently, rising from P15
million in 1990 to P38 million in 1991. In addition, there have been numerous instances of
abuse, demonstrated failure to achieve competitive levels of productivity after the expiration of
the five year labor grant, and a tendency for an uncompetitive cost structure to remain after
subsidies are removed.

45. The extent to which FAP is creating sustainable industries is an important issue for policy
makers. A major focus of the program is to diversify the economic base so that Botswana will
have activities, other than diamond production, which will support economic development in the
future when diamonds are less likely to provide the engine of growth that they have done in the
past. If PAP creates industries which can only survive on continued Government support, then
they will have effectively not assisted in diversifying the economic base as their continued
operation will be dependent upon Government revenues which, in turn, come mainly from the
diamond sector. Reliance on the diamond sector will have consequently been reinforced rather
than reduced. The ultmate development of sustainable, self supporting industries, is therefore
an important plank of Government policy. The extent to which the FAP and Selebi-Phlkwe
programs are achieving this objective is increasingly being questioned.

46. There is also some concern that companies receiving FAP will leave Botswana once their
FAP grants have expired - and it is specifically in the labor intensive industries targeted by FAP
that the potential for this kind of mobility is the greatest. However, this must inevitably be
weighed against the valuable experience that such enterprises can provide to an unskilled work
force - if only for a limited period.

47. It is further questionable, whether Government policies should be subsidizing, as opp'sed
to encouraging, investment (especially medium and large scale investments) in rural areas - and
whether this encourages uneconomic investment decisions. FAP may well be encouraging
activities in which Botswana has an inherent competitive disadvantage.

48. Although the experience with the Selebi-Phikwe project has been considerably more
limited, many of the same criticisms apply. Several companies have closed down as a result of
an inability to compete in a more difficult economic environment. Employment levels have also
fallen substantially from their 1991 highs.
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49. These schemes have also bred a class of "rent seekers" - and some well known cases of
fraud and corruption. As many of the recipients of assistance under FAP and the Selebi-Phikwe
InWiative are provided assistance on a case-by-case basis, the scope for significant problems is
considerable. The cases of fraud are well known within Botswana and the Instances of pressure
from industrialists on the Government, for continued additional assistance, have been in evidence
during the difficult economic period of the early 1990s.

50. Given the progress achieved in creating employment opportunities and the overall
constraints of the Botswana market, industrial policy now needs to be tailored more to provide
sufficient incentives to all types of industrial activity, rather than specifically skewing
development in favor of labor-intensive manufacturing. The available unemployment data suggest
that the unemployment problem is declining over time - although under-employment inevitably
continm -. to exist on a significant scale in rural areas. The Government will need to ensure the
continued development of manufacturing employment opportunities to absorb the growth of the
unskldled labor force and continued rural-urban migration, however, it should now be possible
to do so without specifically focussing on labor intensive activities. Growth should come from
a broader range of industrial activides - including more skill intensive manufacturing industries,
service industries, down stream processing, and other niche market activities.

51. In addition, Botswana should move from a discretionary, case-by-case system of
incentives, to a more transparent and more easily manageable system. Such a system will not
have the disadvantage of skewing industrial development in a particular direction to the detriment
of other sub-sectors, and will not be open to the types of abuse experienced by the current
programs.

52. Consequendy, the recommendations made in this report have been premised upon two
important principles. The flrs: is that Botswana should reconsider its current policies of
encouraging industrial development to favor specifically labor intensive manufacturing industry.
This is relevant given the declining need to absorb large numbers of unskilled individuals into
the labor force. It will also be increasingly important to develop better quality labor, with greater
skills, as the economy advances within the ranks of the middle income countries. The second,
is that promotion policies should move away from case-by-case provision of incentives to a more
transparent and uniform system which provides automatic benefits to the entire industrial sector.

53. These changes in policy should, however, be undertaken within the context of a better
understanding of the industrial sector and the dynamics of the labor market as indicated above
(see paras 17 and 21). For example, should policy makers consider that unemployment levels
will increase substantially in the near future, it may wish to provide a more targeted system of
industrial incentives which continued to focus on the development of labor intensive industrial
activities. However, if the economy continues to grow at a rate which is sufficient to absorb new
entrants without leading to a substantial increase in unemployment, then it would be more
appropriate to provide a system of incentives which applied to a broader range of industrial
activities.

54. Within the existing framework of lower unemployment it may well be possible for the
authorities to consider abolishing most of the current FAP incentives for medium and large scale
enterprises (the capital grant, labor grant, sales augmentation grant, and tax holiday) while
retaining the training grant and extending incentives to a broader range of enterprises. Continued
assistance for training is considered important, given the need to both disseminate and elevate
skills amongst Batswana employees. Given the potential abuse of the training grant, however,
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it is recommended that the Government should closely monitor the application of this grant to
ensure that it contributes to improved efficiency.

55. PAP could be retained in its current form, for small scale activities of Batswana
enteprises. A continuation of FAP assistance to this sector is necessary to further assist
Batswana entrepreneurs in the industrial sector. To widen the net of investors that would be
covered by this assistance, it is recommended that the upper limit on size be increased to take
account of inflationary trends since the limit was last revised, and possibly increasing the level
furher to provide assistance to the smaller of the former medium scale grouping. However,
given the high rate of failure of small scale FAP, it will be very important that the Government
monitor and evaluate this program more carefully than it has done in the past.

56. Medium and large scale enterprises might instead be assisted by an incentive package
which seeks to introduce a more flexible system of wages, increase labor productivity, develop
higher skilled jobs, and provide for a lower rate of corporate income tax - all of which are
discussed in greater detai below. If these changes were implemented, it would also be
appropriate to re-examine the need for the special Selebi-Phikwe incentive package in its present
form.

57. The Government may, however, wish to wait until the forthcoming FAP evaluation is
completed before it makes final decisions on redesigning or abolishing FAP. Nonetheless, it may
be possible to use the recommendations made in this report in preparing the terms of reference
for the evaluation.

58. I7e Exabling Eronment. Botswana's current industrial development environment -
and the 1988 Industri Development Act - seeks to "supervise" industrial development. This
has tended to create a class of rent seekers rather than developing an efficient and competitive
class of industrialists. Rather than supervising development, the Govermnent needs to replace
existing policies with more transparent mechanisms of assistance and to manage industrial
development utilizing "management by exception" techniques. Current policies are too
interventionist (i.e. non-transparent and not applied 'across the board").

59. An appropriate tax framework could be established to provide incentives to potentially
sustainable industrial activities. Currently, Botswana has relatively high effective tax rates but
with many exceptions - which has resulted in a low average rate of taxation. It would be
preferable to remove all exemptions from established tax policy and to determine a lower overall
rate of corporate (and personal) tax. It should even be possible to reduce corporate tax rates
while increasing overall tax revenues by eliminating exemptions, increasing the efficiency of tax
revenue collections, and extending the coverage of broadly based consumption taxes. The only
exception to this would be the mining sector which is already governed by separate tax
arangements which suit the nature of this particular industry.

60. Low rates of corporate Uation have been used in many other countries as a method of
providing industrial incentives. As Botswana currendy does not have a fiscal constraint, it has
less need to raise corporate tax revenues from the non-mining sector. The authorities could
therefore easily apply a lower non-distortionary tax to all non-mining sectors of the economy.
Nonetheless, given the need to widen the tax base, and the fact that the early 1990s is projected
to be a transition period from budget surpluses to budget deficits, Botswana should consider lower
rates of corporate taxation within the context of a full taxation commission review and in
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conjunction with information on public revenue projections. However, as the tax authorities are
already corsidering further reductions in Income tax rates - independently of industrial promotion
policy - it may be possible to reduce rates, to some extent, before a ull commission reviewed
tax policy more generally.

61. Policy with respect to the availability of industrial land will also need to be reviewed as
a malter of utmost urgency. Limited access to land has acted as an important deterrent to
industrial development. Government efforts to speed up land development through the
Accelerated Land Services Program, are not likely to be sufficient to meet the existing industrial
sector demand.

62. Given the considerable importance attached to land in traditional Botswana culture, it may
be necessary to deal with industrial land in a special way -- different from the way In which land
is dealt with for residential and commercial purposes. Consideration should be given to allowing
foreign investors to own, or lease long term, industrial land. Moreover, industrial land needs
to be developed with a much longer planning horizon - ideally over a 20 year period. Land
could then be developed rapidly to meet the existing excess demand. It is also important that
undeveloped industrial land be taxed by local authorities at a much higher rate than developed
land so as to encourage development for industrial purposes rather than encouraging individuals
to hold onto land for purely speculative purposes. Last, a Land for Industry Committee should
be established - or created from existing committees dealing with land issues - comprising high
level representatives from relevant ministries, to oversee the planning process for industrial land.

63. The FAP labor grant was designed to compensate manufacturers for low levels of labor
productivity in Botswana. However, the available evidence indicates that the time required to
achieve internationally acceptable levels of productivity is longer than the five year period over
which FAP labor grants are paid. Although grants could be extended for a longer duration to
ensure that productivity does increase sufficiently over the period of support, it is alternatively
suggested that substantive progress should be made toward bringing the level of wages and the
level of productivity into a more appropriate balance.

64. With respect to wages, a first best solution would be to abolish the minimum wage system
which establishes an arbitrary floor for wages above the market clearing rate. This may,
however, be difficult to achieve politically. Alternatively, the Government could consider: (a)
collapsing the current minimum wage system of eight different employment categories and five
different "minimum" wages, into a single true 'minimum" wage; (b) manufacturing wages could
be exempt from minimum wage legislation as rural workers and domestic help now are; and/or
(c) real minimum wage levels could be allowed to erode faster.

65. The extent to which real wage levels will actually decline will depend upon several
factors including the level of unemployment and the extent to which workers are prepared to
substitute their leisure for lower rates of remuneration. Although unemployment is relatively low
by developing country standards, there is still a sufficiently large pool to exert downward
pressure on wages. In addition, in a rapidly growing economy with a highly segmented labor
market, the unemployed will almost certainly be unskilled workers. The evidence from markets
which are not regulated by minimum wages legislation (rural workers and domestics) also
supports the view that there is some potential for reducing wage levels. On the other hand,
anecdotal evidence from some formal sector employers indicates that there is a threshold level
of wages below which workers are unprepared to work. Consequently, the extent to which real
wage reductions can be achieved, may be limited in the current context. Nonetheless, it would
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certa3mly be preferable to have a more flexiblc system of wages rather than contnuing with a
rigid system of minimum wages. In the event tnat unemployment rates did increase substantially
beyond their current low levels, It may be possible, with a more flexible system, to achieve
higher real reductions In wage levels. A better understanding of labor market dynamics as
enunciated above, would assist in bringing greater clarity and understanding to this debate.

66. Efforts will also be needed to increase the productivity of Batswana workers. Schemes
to improve productivity, such as the greater utilization of piece rate systems, should be vigorously
pursued. Current restrictions which only permit payment on a piece rate basis over and above
the minimum wage, should be amended. The Productivity Center should also be supported in
its efforts to investigate and develop ways to increase productivity. Nonetheless, the biggest
increases in productivity are likely to come from continued on-the-job training of workers and
better supervision and management by overseers. Increases in productivity, are therefore likely
to be realized only over the medium term.

67. To enhance the efficiency of the financial system and its provision of both the working
capital and long term finance requirements of the industrial sector, it is necessary that interest
rates move to positive real levels. Positive real lending rates will provide a clearer indication of
the effective demand for capital, while reversing the previous policy which has, by maintaining
negative real interest rates, tended to encourage inefficient investment and to distort capital
ntensity/labor Intensity choices. Lending by commercial banks at negative real rates of interest
has also encouraged excessive consumption. A move to positive lending rates will be important
to generate additional household and business savings, and to promote the development of
properly and efficiently functioning money and capital markets - leading to private sector
mechanisms for the further development of long term financing requirements.

68. The commercial banking system currently provides some finance for periods up to five,
and sometimes even ten, years. By the standards of most countries of the region, this is a
reasonably good record. Commercial banks, with a tradition of financing short term trade
credits, are unlikely to be further involved in long term lending, if such lending is based on their
current short term structure of deposits. These institutions mainly provide working capital needs
- generally on overdraft - but as these are normally rolled over, they also serve as a longer term
source of funding.

69. The domestic development finance institutions also assist in meeting the long term
financing needs af industry. The most successful, and most prominent of these, has been the
Botswana Development Corporation - which has evolved into an important source of long term
equity and loan capital in the economy. Stock Brokers Botswana also provides an intermediation
fumction which has the potential to provide significant additional long term financial resources to
industry. Private, and possibly public, pension and insurance funds may also develop into
important sources of longer term capital.

70. Nonetheless, it wUI be important to improve the operation of the existing development
finance institutions to enhance their capacity to channel long term funds to the economy. The
Government of Botswana and the World Bank are currently reviewing the operations of these
institutions and considering the development of more efficient delivery mechanisms. It may well
be possible to provide a more effective method of channelling the savings of the Government to
support the long term financing needs of both the public and private sectors through a more
appropriately designed and managed on-lending institution.
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71. Small and medium scaleo ial development is flnanced by own funds", some
commercial bank leding, and the Finmcial Assistance Policy. In addition, some resources are
available through Tawdelo, which provides a comprehensive range of financial and non-financial
services to the SME sector. Given the difficulties involved in interfacing the formal flnancidal
system with the fnmcing requirements of the SME sector, it is recommended that Tswelelo and
FAP should continue to servce the flnancing needs of this sector.

72. It is importat tat the current moves to further relax the regulatory environment fbt the
employment of expariate personnel be carried through. Past procedures have been very
cumbersome - involving four Government agencies - Labor, Immigration, Security and
Commerce. Although the system is gradually being streamlined, it could benefit from the
introduction of positive lists of occupations which ensured very easy access for required
professions.

73. As indicated, Government should continue to resist pressures to subsidize utility prices,
but should sure tat the parastatal utility companies operate as efficiendy as possible. This may
involve the establishment of a parastal monitoring unit in the Ministry of Finance and
Development Planning which, it is understood, is currently under consideration. In addition,
Government needs to adopt a more pragmatic approach to the importation of utilities, where
possible. With several cheap producers in the region, and a move to greater SADC inter-regional
coopration, it should be possible to reduce increases in electricity prices by importing power to
meet future increases in demand. Although the importation of water resources may be more
problematic, possibilities for greater regional cooperation exist in the area of telecommunications.

74. To ensure a successful industrial development policy with the fullest possible participation
by extemal foreign investors, it will be important to develop more effective investment promotion
activites. These are curreatly provided through the Trade and Investment Promotion Agency
(nPA). However, the current status of the agency within the Ministry of Commerce and
Industry has conferred certain important disadvantages which have impacted on its ability to
perform this role as it should. It is recommended that investment in Botswana should be
promoted by an independent, well managed, promotion agency with a clear strategy, through an
organization with a proper ins_tional structure.

75. Given the connts of such an agency operating within th.. MCI, this almost certainly
means that TIPA should be made an independent parastatal organization. Given the fact that it
is unlikely to have independent sources of funds, at least initially, it will almost certainly have
to rely upon the Government for financing, although every effort should be made to solicit
alternative funding sources - including international bi-lateral donor agencies. Ultimately, the
agency should aim to develop greater financial independence from Government - financing its
activities, as much as possible, on the basis of fee payments.

76. Should the Goverment be unprepared to make TIPA an independent parastatal then,
at the very least, it shoud be provided substantially greater autonomy within the confines of
MCI, to ensure that it can perform its promotional activities to fillest advantage.

77. Investment promotion should be targeted at those countries which are most likely to come
to Botswana. Regional investors - particularly from South Africa and Zimbabwe - are the most
important investors currently operating in Botswana and for this reason are probably likely to
continue to be the most important investors for the future. However, investors from other
countries should also be solicited. The most important markets in this regard are the newly
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industrializing countries of Asa (the NIC's). Europe, the United States of America and Jaa
may also be a source of some limited anounts of foreign investment.

78. Oppoudtaesbfor lnshent in Botwaa. The basic premise of this report has been
that all types of Industri development should be promoted and encouraged in a non-
discriminatory and transparent manner. Every effort should be made to encourage all types of
industries be they more labor-intensive manufacturing industries; other manufacturing industries
which are not necessarily labor Intensive; service industries; or down-stream processing. Many
of these are likely to involve the development of niche markets. Incentives should be provided
to all of these activities, and others, on an equal basis.

79. The need for manufacturing Industry to provide employment opportunities for unskilled
entrants to the labor force will continue for some years to come. Nonetheless, an equally
important strategy of industrial development policy should be to encourage a movement up-
market in terms of skills, product quality and overall productivity, more suited to a middle
income level developing country. Continued emphasis on education, vocational training, and
skills enhancement - by both the public and the private sectors - will be important in this regard.
Hence, maufacuring industries of all types, not only labor-intensive ones, should be
encouraged.

80. Equaly important wUi be the development of service industries. Over the recent past,
some of the fastest growing components of the industrial sector have been the service sectors.
It is highly likely that they will continue to grow at a relatively faster rate. Incentive mechanisms
should equally aim to encourage such industries. The report points to the possible development
of the following types of service industries: on-line transactions; postal re-expediting; computer
programming; medical services; financl services; off-shore banking; and grain storage. This
list is not exhaustive, nor does it necessarily represent those service industries which may
ultimately be best suited to development within Botswana. Consequently, further in-depth expert
review of individual possibilities is recommended. Given non-discriminatory incentives and a
supportative enabling environment, the private sector itself should be able to identify promising
opportunities as they surface.

81. The development of down-stream processing is also an activity which should be
encouraged. The experience with diamond cutting and jewellery manufacturing has shown that
companies may find attractive and potentially profitable opportunities in these areas. Although
the possibilities may be limited (as has been demonstrated by some of these activities) they should
be encouraged with equal vigor in common with other industrial activities. The focus of attention
for down-tream processing, has been hides and skin; salt and soda ash; uncut diamonds; semi-
precious stones; timber; raw silk; game products; cattle bones; tallow; indigenous fruits;
handicrafts; and, cotton.

82. Last, the continued development of tourism will be important, especially for the rural
areas of Botswana. The recent approval of the Government Tourism Policy is an important step
in this direction.

83. Conclusions, Priorites and Transon Strategies. Movement to a new system of
industrial incentives will require the development of a transition strategy. For example, current
PAP recipients, and investors operating at Selebi-Phikwe must continue to receive the benefits
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which have been promised. It will also be necessary to establish sorne date in the fture, aRer
which no &urther new befts will be provided under the existing arrangements - to allow for
business people who have been planning on the basis of receiving FAP and/or developing at
Selebi-Phikwe to follow through on their plans. It should not be necessary to make this transition
peried longer than twelve months. This would imply that large- and medium-scale FAP
recipients would remain in the present system for a six year period (a one year transition plus the
five years of PAP benefits), after the decision to move to an alternative incentive structure.

84. During such a transition period, priority should be given to addressing the "enabling
environment" Issues discussed above. Most importantly, the Government should give priority
to pursuing actions that will enhance the productivity of labor - such as introducing piece rate
systems on a wider basis, addressing the industrial land issue as a matter of urgency, and moving
forwd on the various regulatory constraints which adversely impact upon industrial
development. At the same time, the Government will need to be diligent in pursuing a policy
which seeks to bring minimum wages more into line with productivity.

8S. Over the twelve month transition period the Government should also devote its
attention to designing the details of the most appropriate incentive structure - reviewing the
extent to which it can reduce the corporate tax rate, within the confines of fiscal policy.



CHAPrER 1

INTRODUCTION

A. PURPOSE OF THE STUDY

1.1 The seventh National Development Plan (NDP 7) establishes the framework and
priorities for development and recurrent budget expenditures over the six year period from 1991
to 1997. This plan explicitly assumes that industrial, trade and commercial policies, and the legal
framework for business operations, will be conducive to the development of the private sector.
This report reviews these areas of policy and makes recommendations to facilitate the
achievement of the relevant development strategies contained in the Plan.

B. THE STRATEGIC CONSIDERATIONS

1.2 The first twenty five years of development in Botswana were largely dedicated
to creating the physical and administrative infrastructure of nationhood. At independence, very
little infrastructure existed and Botswana was classified as one of the Least Developed Countries
in the world. A quarter of a century later, it ranks as a middle income country. Although
continued development of physical and administrative infrastructure will be necessary, socWa and
economic development has reached a juncture where other broad strategic considerations -
especially concerning industrial development - are important.

1.3 The first set of considerations involves fundamental changes in Botswaas
elationships with the rest of the world. Changing political and military relationships in Europe

and the Middle East will have repercussions for Botswana - as for other developing countries.
New regional trade arrangements in Europe and North America will have implications for access
to those market areas. Most important, the new environment in the Southern Africa region Is
likely to produce fundamental changes in Botswana's economic relationships with its neighbors.
Ihese new external factors are likely to substantially alter the development patterns of the past
twenty five years.

1.4 The second set of considerations arises from the rapid growth of Botswana's
economy and the increasing wealth and complexity of the society and economy which this wealth
has conferred. Mineral sector wealth has made possible a shift, from an agrarian, to an indusial
and commercial society. This shift is important, as livestock and arable agriculture are unlikely
to be able to support broader economic growth. Industrial growth, including services, Is
therefore necessary.

1.5 The growth and deepening of the fmancial system will require active management
of money and capital markets and foreign currency relationships. The greater range of goods and
services available will raise issues of product and service standards, consumer protection, and
credit regulations. As the business services sector expands, intellectual property matters, such
as patents, trademarks, industrial design and copyright protection, will become important. In
addition, the rapid growth of wealth is raising issues of income distrbution which, if not
addressed, may endanger peace and social stability. NDP 7 responds to this Issue by placi
priority on the need to extend employment and the benefits of economic growth beyond the
resource sectors, and has placed emphasis on diversification into secondary and service industries.
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Employment creation, diversiflcation, rural development programs, and the encouragement of
small industries and the informal sector, will help ameliorate the problem of income distribution.

C. TIE FIRS QUARTER CENTURY

1.6 Botswana can build on a solid base of accomplishment achieved over the past
twenty five years. At independence, the new nation inherited very litde in the way of economic
or social infrastructure on which to build a modern state. Almost 70 percent of the country is
covered by desert and the climate is arid or semi-arid. Average rainfall varies from 650mm in
the north-east to less than 250mm in the south-west, and is highly variable from year to year.
Hence, agdcutura activides, both pastoral and horticultural, are very unstable. Similarly, the
supply of water to support population centers and economic actvities is crucially important. At
independence, the population was a little over 540,000 and nearly 96 percent rural. The
dominant activity was raising catte.

1.7 By the early 1990s the country had been transformed. The population had grown
to an estimated 1,340,000. The average population growth rate, has been around 3.4 percent per
anum from independence to 1991. However, over 30 percent of tke populadon now lives in
urban communies. Life expectancy increased from 48 years to over 60 years. Primary school
enrolment rose from 72,000 in 1966 to 283,500 in 1990. Secondary school enrolment rose by
an average of 16 percent per amnm from 1965 to 1990, reaching 56,800 students in the latter
year. Students registered at universities increased from 22 in 1965 to 3,100 in 1989/90. These
imprcvements in the demographic characeristics of the population were accompanied by
substantial increases in per capita income which rose from P537 in 1965 to an esfimated P5,950
in 1991 (measured in 1991/92 prices).

1.8 The improvement in the physical infrastructure of the country is equally striking.
With only 20 kilometers of tarred road in 1965 - mainly in Gaborone - by 1990 this had reached
2,664 kilometers of trunk roads. Production of electricity increased from 5 million kwh in 1965
to 845 million kwh in 1989. The telephone system has been modernized and extended to provide
most of the country with service, and intenational connections have been developed using
satellite facilities. Potable water is available in all sizable population centers. The rail system
has been re-equipped and expanded to serve new mining project. More recently, an accelerated
program to increase the supply of housing and serviced sites for industry and commerce has been
initiated to meet high demand in rapidly growing urban centers.

1.9 Although underemployment continues to be a major problem, there has been a
very large increase in employment in the formal sector. Excluding those employed abroad,
formal employment rose from 14,000 in 1965 to 222,700 in 1991 - the latter figure representing
almost 50 percent of the labor force in that year. Most of the remainder of the labor force is
engaged in informal actvities in rural and urban areas. About 17,000 people work in the South
African mines and it is highly likely that many of these workers will return to Botswana.
Although these reurnees will bring skills and established work habits, they will also place
additional strain on the local employment market.

1.10 Table 1.1 provides some comparative economic and social data for the two years,
1965 and 1990.
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Table 11: Selected Eononic and Socil Indicators

Uit 1965' )9O

Population ~ ~ ~~~~~~ anumbe 540,000 1,340000

Papuktlsrowth pecnp.. 3.7 3.4

Usban Population pern 4 30

LiA Expectay yeas 48 60+

Prmry School Earod nt number 72000 283,500

Univiy Sudents number 22 3,100

per capt nme const. 1991192pula P537 P5,9S5

Tarrd wed kIomet 20 2.64

Elctricity ptoducin 11 kWh 5 845

Form sector Empauloyn number 14,000 222,700

May not alwas repaoeat stated year exacdy - but om year eit side.
Sow.: Goverame of Bowawa.

D. THE ROLE OF THE DLAMOND IDUSTRY

1.11 The substantial improvement in incomes, socW services, infrastructure and
employment since independence were primarily supported by income from the mining sector.
Although copper, nickel, coal and beef made significant contributions - diamonds were the
dominant factor.1 The revenues flowing directly to the Government from diamond mining have
increased dramatically, despite the recession in the intermational diamond market which
necessitated a measure of stockpiling in the period 1982 to 1985 (and again in 1992). In 1988/89
the mining sector accounted for over 50 percent of GDP.

1.12 Through a series of agreements, Government is assured of a high proportion of
the profits arising from diamond mining - receiving royalties and taxes as well as dividends on
its 50 percent shareholding in the Debswana Diamond Company. Since 1982/83 these revenues
have permitted the Goverment to support strong growth in expenditures on infrastucture, health
and education, and an expansion of Government services - while stltl achieving budgetary
surpluses in most years. Diamond exports have ensured a healthy balance of payments, with a
healthy foreign exchange reserve position and low levels of foreign borrowing. Botswana's debt
servicing burden is relatively small and the economy is in a strong position to continue to finance
its future development requirements.

' Diamonds wo dsoved shoz* after indIa and mining began at O&pa in 1971.
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E. THE NEED FOR DIVERSIFICATION

1.13 The need for diversification stems direcfly from the concentration of economic
activity and income In resource industies. Diamond mining, non-ferrous metals, and beef
farming, are the three major sources of foreign exchange - although soda ash exports may
become a major source of future revenue. Unfortunately, none of these industries is labor
intensive, and thus the economic structure presents a major problem of employment creation and
income distribution. Productive opportunities are needed to absorb savings from the mineral
sector - to avoid their use in conspicuous consumption, inflating wages and costs, and their use
in invesunents with low rates of return. The need to find alternative productive opportunities has
been a fundamental objective of economic and industrial policy in Botswana since shordy after
independence. This is the premise underlying the Government's rural development strategy, its
programs for small and medium scale enterprises, and Its encouragement of the informal sector.
It is also a basic premise for the reservation policy under which certain activities are reserved for
Botswana citizens.

1.14 The need for diversification of the economy is not a new objective. Nonetheless,
the rapid growth of mineral income - especially during NDP 6- and the prospect that this
growth cannot be maintained, has imparted a new sense of urgency. Political and social pressures
for a better income distribution are growing - aggravated by concern about rural-urban
migration. This places a higher priority on the National Settlement Policy to allocate
infrastructure to areas with genuine promise for industrial development. Equally important, the
diversification of the economy into new secondary industries and services will itself be partly
dependent upon the widening of the domestic market for the products produced by these sectors.
Although the market in Botswana will seldJm, if ever, be adequate to support new secondary
industries and services by itself, a strong and growing domestic market is, nonetheless, an
important requirement for the survival and success of such enterprises.

F. THE REGIONAL ENVIRONMENT

1.15 A dominating factor in the future evolution of Botswana's economy will be the
changes taking place in the Southern Africa region. Political developments in the Republic of
South Africa will have the most important repercussions. Whether the evolution is turbulent or
relatively well controlled will itself be important to Botswana. Similarly, the direction of change
will also be critical. If the task of restrcturing employment and spending patterns in RSA causes
the next government to turn inward, and become highly protective, it will be difficult to achieve
industrial diversification in Botswana. If the new government, alternatively, follows a more open
policy, then new possibilities arise, as well as new competitive challenges. It is not clear which
alternative will occur but, in either case, Botswana will be required to respond promptly and
appropriately.

1.16 Ihe economic relationship with RSA has been organized primarily by the
Southern African Customs Union Agreement (SACUA). This arrangement, begun in 1910, has
had advantages and disadvantages for Botswana. I has simplified the administrative burden of
collecting customs revenues, and has been a major and dependable source of Government
revemnes. It has also significantly determined Botswana's international commercial and industrW
polices, since the larger partner has effectively determined changes in these policies. Although
there are provisions permitting the smaller members of SACUA to provide temporary protection
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for new "Infant' industries serving the domestic market, in practice it has been difficult to use
these provisions to any significant extent. With a changing geo-political situation in the region,
the SACU arrangement may no longer be the most suitable vehicle for facilitating regional trade
and industrial arrangements. Such arrangements may be more appropriately accommodated under
alternative regional trading arrangenents. A review of SACUA, commenced several years ago,
is currently in a state of semi-suspension until political evolution in RSA has been more clearly
resolved.

1.17 Other changes within the region are also Important - including the movement,
by many countries, away from command economies to market based systems. This may also
change the nature of their economic and trading relationships with Botswana. Although Botswana
has a market oriented economy, the emergence of other regional market directed economies will
bring changes in the form of modifications in comparative advantage. It will be important to be
able to adapt quickly to changes in market prices and competitive relationships that a regional
market system is likely to produce. This is a new environment to which the private sector and
public policy makers in Botswana will have to adjust.

G. TIRE EVOLTION OF INDUSTRIAL POLICY IN BOTSWANA

1.18 l&e 1960s. During the first years of Independence Botswana made little effort
to attract foreign investors in the industrial sector as Government attention was focused on more
pressing development needs - including the provision of basic physical and social infrastructure.
Consequently, resources allocated to the development of industry were limited. This made
Botswana a less auractive market for foreign investors than its neighbors. The limited local
market, low raw material base, high cost of utilities, shortages of skilled manpower and
inadequate educational and recreational facilities, restricted the establishment of industries other
than mining.

1.19 The Industrial Development Act of 1968 was approved to ensure that investors
had objectives compatible with Botswana's long-term development goals. The Act provided for
the formulation of protective measures aimed at supporting local industry in accordance with the
infnt industry provision of the SACU agreement. The Act also provided the legislative
framework for the licensing and regulation of industial investment in the manufacturing sector.

1.20 In addition, the Customs Union agreement, signed in 1910, which incorporated
Botswana, Lesotho, Swaziland and the Republic of South Africa, was renegotiated in 1969.2 The
revised agreement provided a new basis for revenue sharing and introduced a variety of measures
that could be used to ensure the effective participation of smaller countries in the growth of the
regional economy. It made provisions for the protection of new industries serving domestic
markets - from competition from other producers within the Customs Union - for a linited 8
year period. Customs duties increased from one-fifth to almost one-half of Botswana's domestic
revenues between 1968/69 and 1969n0. After 1969, the SACU agreement became a major
factor in the detemination of Botswana's industrial policy.

2 N9abjoind SACUA folowin ift iepdedn in 1990.
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1.21 l&e 1970s. During this period attention began to shift within Government toward
more active measures to promote the diversification of the economy - from beef and minerals -
- and to encourage the creation of employment opportuities in industry. In order to address the
issue of diversification more effectively, emphasis was placed on institution building. Various
institutions were established to implement industrial policies including financial institutions such
as the Botswana Development Corporation (BDC) and the central bank - the Bank of Botswana
(BoB).

1.22 The Ministry of Commerce and Industry, which has portfolio responsibility for
the formulation of industrial policy and the promotion and regulation of industry and trade, also
strengthened its institutional capacity by creating the Botswana Enterprise Development Unit
(BEDU), the Rural Industri Officer Cadre, and the Business Advisory Services (BAS) - in the
mid to late 1970s - with responsibility for the development and promotion of small scale
industry. Ihese institutions were merged into one unit in 1987 - Integrated Field Services, IFS -
- to streamline their activities and promote better coordination.

1.23 7he 1980s. Industrial development in the 1980s was charactaized by new
industrial policies and a significant change of attitude toward the private sector by Government
A detailed study of employment policies (Lipton 1978), of policy initiatives and strategies
(Financial Assistance Policy 1982), the National Policy on Economic Opportunities (1982), and
the Industrial Development Policy (1984) demonstrated the increased attention which Government
was paying to the development of the industrial sector.

1.24 In 1982 the Government introduced a new approach to industrial development
with the F7nancil Ass:ance Policy (FAP). FAP is a program of assistance to industry aimed
at supporting new and expanding productive enterprises that create employment - in the form
of grants. The grants are limited to five years, and decline over this period for medium and large
scale projects. For small scale projects the grants are provided on a one-off basis. The package,
which is designed to expand economic activities and diversify the economy, constitutes a major
plank of the Government's industrial development effort. FAP grants assist investors by
providing additional cash flow in the early years of a project; subsidizing the use of unskilled and
semi-skilled citizen labor during the first five years of a project; and providing a cash subsidy on
the basis of total sales.

1.25 By 1985, the manufacturing sector provided 12.6 per cent of total wage
employment in the private and parastatal sector, compared to 7.4 per cent in 1975. However,
most man ng activities were concentrsed In urban areas. In 1988, special incentives were
given to companies establishing in the Selebi-Phikwe region to promote employment and exports
from that region. A further special incentive package was introduced for the area in 1989. To
qualify for the incentives, manufacturers must locate in Selebi-Phikwe, export 100 percent of
their output outside of the SACU region, employ over 400 Batswana within two years, and invest
at least 25 percent of fixed and permanent working capital as equity. In return, investors qualify
for FAP incentives, receive a nominal corporate tax of 15 percent for the first 20 years of the
project, and are exempt from withholding tax on dividends for 10 years.

1.26 Ihe direction and character of recent industrial development in Botswana was
estlished by the Industrkl Devwopment Policy, Government Paper No. 2 of 1984. The aim
of the policy is to ensure that the industrialization process promotes job creation. It also
promotes a beter spatial distribution of income earning opportunities, and increased participation
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by Batswana in business activities. ITe legal backing for the implementation of the industrial
policy is the Induial Deelopment Act, enacted in 1968, and amended in 1988. This Act
provides the legislative framework for licensing and regulation of industrial investment in the
manufacturing sector. The Act requires all industrial enterprises with ten or more employees,
or an energy consumption of at least 25 horsepower or 18.7 kilowatts for machinery employed,
to apply for a license to operate.

1.27 One of the recomnmendations of the Presidental Commission on Economkc
Opponwakes (1982) was to encourage the creation of economic opportunities for Batswana and
encouage their participation in commercial, manufactring and construction services.
Consequently, certain industrial and commercial sectors have been reserved for citizens3 so that
the long-term goal of an industrial and commercial sector principally owned and managed by
citizen-owned companies can be achieved.

1.28 A Local Preference Scheme was first Introduced in 1976, and modified in 1986.
Under this scheme, local suppliers may qualify for contract awards from Government institions
as long as they are within a fixed premium over the lowest foreign bid. The original preference
was a maimum of 12.5 percent of sales. It now gives local manufacurers a maximum
perence rate of 40 percent of value added4 locally on purchases by the Central Government,
local authorities, and parstata bodies.

1.29 Through the Revised National Polcy on Incomes, Employment, Prices and
Profis, Paper No. 1 of 1990, the Govermnent recommended eliminating controls on prices, with
the Government striving to create conditions conducive for competitive pricing rather than fixing
margins. To this end the Government will eliminate restrictive licensing practices - except to
safeguard the public interest and to ensure that monopolies are not created. Furthermore, through
consumer councils, the Government will aim to increase consumer awareness of market
conditions and the forces of supply and demand as factors that Influence pricing policies of
private organizations.

1.30 The Revised Incomes Policy has mandated changes to the Industrial Development
Act of 1988 and the Trade and Liquor Act of 1986. The changes involve the automatic granting
of industrial licenses once planning permission - required under planning, zoning, health or other
regulations - has been approved. Licensing authorities will no longer be expected to make
commercial judgements on applications and l;censing will no longer be open to objections by
competitors. It is expected that these changes will increase competition. The Revised Incomes
Policy also provides that, any wage above the Government mandatd minimum wage applicable
to formal sector employment, be determined by market forces and collective bargaining.

1.31 During NDP 7, development efforts will focus on broadening the industrial and
commercial base through the diversification of economic activities. Rural development wil also
depend to a great extent on the diversification of the economy. The Government will emphasize
diversification through creating a better enabling environment for prvate sector development,

s Forempba, manadung of school unforms and school fdrntue, bgr bars, proective cloung, cnet, babd
brik, miig of srgm and bakin of brad.

TSo prem is with repect to Baw value added. Noncitizas adding vdaue oawan aatma no pranan
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attracting investment and promoting exports, strengtiening intersectoral linkages and encouraging
the informal sector. Further, the Government will promote the applicafion of science and
technology innovations, relax constraints on constuction, and strive to Improve indusial
relations.

H. THE PURPOSE OF AN INDUSTRIAL POLICY

1.32 27he Objedive. An industrial policy is one of several policies which Government
employs to steer the economy in desired directions. Such a policy must have an overall set of
objectives against which it can be judged. The fimdamental thrust of economic policies as set out
in NDP 7 are:

(a) Sustained Development. The key to sustainability has been identified as
diversification from the current narrow base. The Government aims to achieve
this by investing the wealth from mineral exploitation in viable productivc.
activities that collectively can become the engine of economic growth - to
replace the diamond sector.

(b) Rapid Economic Growth. As the rate of growth of the minerals sector slows, it
will become increasingly important to transform the nation's mineral wealth into
productive capital fonnation in the rest of the economy.

(c) Economiclndependence. This requires diversificationofproduction and markets,
so that the effect of adverse developments in any single product or market is
reduced. This must, however, take into account the economic cost of
diversification. A diversification strategy which seriously compromises other
objectives - should not be adopted.

(d) Social Justice. The ultimate aim of development is to improve quality of life.
Hence all groups and regions should share in the benefits of development.'

1.33 lhe Role ofPolicy. The purpose of an industial policy, however, should not be
to promote industrialization for its own sake. An appropriate industrW policy can contribute to
Botswana's development objectives - while an inappropriate industrial policy can thwart those
intenions. Varied success in other developing countries, with respect to industrialization, apdy
illustrates this point. Hence it is important to distinguish between policies which promote an
"appropriate* from an "inappropriate" industrial policy.

1.34 Intervention by Government can contribute to achieving its primary objectives in
several ways. For this reason, Goverment's industrial policy thrust should focus on the
following:

s Benefit which acowe to foeies a not comnideed padt of the objective. It will be necea to pay forignes
for thw sevies hidch they contribute to Bo_wana, but came shuld be taken not to pay mwot th tho value of thoir
afes.
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(a) fIng the stcture ofproducton towards coparadVe advntage. To the extent
that incentives bias industrialization in the direction of Botswana's comparative
advantage the diversification of the economy wil be in productive activities
which are viable in the long run, and are capable of taking over as the engine of
sustained economic growth.

Alternatively, if a set of industries is established which are permanently
dependent on subsidies derived from the mineral sector then, when the mineral
sector ceases to generate surpluses, the economy may wither. Hence,
diversification must be sustainable.

(Q) Increase productvty and efficency In the use of resources. Industrialization
policy can contribute to the objectives of NDP 7 by ensuring that the incentives
for use of the nation's resources reflect their true cost to Botswana. Decision
makers should face real costs when deciding where to invest and which
technologies to employ.

(c) Ofet Distortions. Closely related to (b) is the role of policy in off-setting
ongoing distortions in the economy. For example, if the Government decided to
set a minimum wage above the value of the product of labor, this would result
in less than optimal efficiency in the use of labor. Ideally the reasons for the
distortion and its appropriate size should be examined to minimize its impact.
I the distortion nevertheless remains, it may be possible to offset the extra cost
of the distortion by a subsidy. However, this will, of course, be a second best
solution.

(d) Break Constrahins. One of the most effective ways in which Govermnent
industrialization policy can contribute to the nation's objectives is to break down
consairnts which prevent the economy from achieving what could otherwise be
accomplished. The constraints found in many developing countries - foreign
exchange and savings - are not problematic in Botswana. The continued focus
on breaking other constraints, however, is a productive role for industrial
policy.7

(e) Stmulate the process of economic growth. Policy can accelerate economic
growth by directly affecting the growth process. An important contributor to
economic growth is the accumulation of capital, both physical and human. The
accumulation of such capital should primarily be addressed by Botswana's overall
planning and macroeconomic policies.

6 The mos ficiaet policy intewvendon is omle which deals direedy wit the distortion and does not introduce any side
effecb. T'is, for example, a trade tax or subsidy might be used to deal with a labor maniet disttion, but such an
_toeato is hi inefficient bemu ther is no necesary relainship between the deg=e to which the labor make

disofion is offset and the siz, of the tiade tax or subsidy, and the trade distotion has well klown real cosu to the
oo .mw

7 in focuing on consint, however, it is impoant to mnber that the beneficiaries must ultimately be Batwa.
Sometim forig inveto point to 'constaints" which are primarily designed to affect the distibution of beat
bwen } _w and foreigners.
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Industrial policy itself can affect two other major determ ns of economic
growth: "learng by doing' and entrepreneurial "rewards". 'Me learning by
doing phenomenon has been identiffied as crucial in many developing countries
as it takes time for both management and workers to become filly effective at
their tasks. ndusi policy can promote this by focussing Its assistance on
infnt industries. The role of the entrepreneur in identifying profitable
opportunities and committing the resources to make that opportunity bear fruit
is central to the process of economic growth. Industrial policy can contribute by
ensuring that the rewards go to those who bear the risks of productive enterprise,
and not to those who attempt to seek special favors from Government.

I. SVARY

1.35 By the start of NDP 7, in 1991, Botswana's economic environment had altered
remarkably since Independence. World markets have become much more competitive and the
countries of the Southern Africa region are becoming more market oriented. Changes in the
Republic of South Africa raise the possibility both of increased instability in a very large
neighboring market, and of new growth and outward looking expansion and competidveness.
Within Botswana, good progress has been made in establishing the basic infrstrucre for
economic development; the financial system has deepened and provides a much wider variety
of services, and savings and investment instruments; and industrial policy is moving away from
its early protective and regulated mode to become more competitive and market oriented. In this
more complex, competitive and rapidly changing envirownent, it is essential that Botswana has
an appropriate set of economic and industrial policies to achieve the objectives of NDP 7. TIs
report reviews existng and possible future trade and industrial policies - making
recommendations for changes which might be appropriate for the challenges ahead.



CHAPTR 2

SURVEY OF MOMSAPAS CONTMPRAR IN-USA1 SllUCSlt

A. STRUCTURE OF OUTPUT AND TRADE

2.1 Botswanaes economy has experienced continuous strong growth since
independence. In the most recent year for which complete GDP data are avaiable, 1987/88 to
1988189 the average annual rate of growth was 9.95 percent in real terms (see chart 2.1). As
indicated, this growth stems largely from the minerals sector - particularly diamond mining -
which accounted for around 45 percent of GDP In 1989/90 (see chart 2.2). The mining sector
also accounts for a large share of Government revenues. This has enabled the Government to
provide infrastructure and a range of investment incentives without recourse to significant foreign
borrowing.

2.2 The industrial sector (manufacturing, construction, commerce, financial and
business services) bas also experienced rapid growth. Between 1982 and 1991, the average
annual growth rate for these sectors was 8.7 percent in real terms. The highest was finance and
business services (12.1 percent per annum), followed by construction (10.3 percent), commerce
(8.8 percent) and manuiacturing (5.2 percent).

2.3 A detailed assessment of the manufacturing sector is difficult to make due to a
lack of data about sub-sectors. Although some indication of growth patterns can be obtained
from licensing data (see Annex 1, tables 13 and 14) - little follow-up on licenses has taken place
so there is no cerainty that the performance of the firms has followed their licensing plans.
Nevertheless the pattern of licenses suggests that the most rapid expansion was in textiles
(including clothing), dairy and agro-industries, building materials, metal products and chemical
and rubber industries. Solid but more moderate growth rates are indicated for plastics, electrical
products, wood products and meat products. It is also noteworthy that traditional lines of
manufacturing activity, tanning and leather works and handicrafts, appear to have experienced
only modest growth.

2.4 The manufacturig sector still accounts for a relatively small proportion of GDP
(about 4 percent). 'his share rose to nearly 8 percent in the early 1980s but declined to its
1979/80 share as diamond output grew rapidly. Nonetheless, the manufacturing sector grew
relatively rapidly over the past decade, permitting the sector to diversify away from a heavy
dependence on the Botswana Meat Commission into a variety of other products. The growth has
been in response to an expanding domestic market (51 percent), export markets (23 percent), and
Import substitution (26 percent). The non-BMC manufacturing equivalents are: domestic demand
54 percent, exports 8 percent and import substitution 38 percent.

2.5 These data are important as they indicate that a large proportion of industrial
growth has been attributable to domestic sales (74 percent of the total - and 92 percent of non-
BMC related growth). If predictions in NDP 7 prove correct, that the growth in domestic
demand will roughly halve over the plan period, then a major shift in growth toward exports will
be necessay, if current rates of industrialization are to be maintained. These issues are taken
up in greater detail in chapter 3.
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2.6 Charts 2.3 and 2.4 provide information on trade between Botswana and major
tg parus in 1989. Ihe Common Customs Area - mainly the Republic of South Aftica -

- is Botswana's main source of imports, followed by Zimbabwe and the United Kingdom. Over
the period 1980 to 1989, imports from the CCA rose from P466.6 million to P2,235.5 mfllion,
those from other African countries (mostly Zimbabwe) rose from P36.1 million to P208.9 million
and those from the United ingdom rose from P7.3 million to P175.8 million.

2.7 ITe major desdnation for exports over this period (for which diamonds accounted
for about 80 percent) was Europe (mainly Switzerland), followed by the RSA, other Africa
(mostly Zimbabwe) and the United Kingdomn. Over 1980 to 1989, exports to Switzerland rose
from P239.5 million to P3,354.8 million, those to the CCA increased from P25.9 million to
P112.3 million, those to other African countries increased from P32.9 million to P224.1 million,
and exports to the United Kingdom rose from P8.3 million to P11.5 million, but fluctuated as
high as P59.6 million in 1986. The prominence of Switzerland is a result of diamond exports -
- which are mainly consigned to that country.

2.8 Ihe data show that from 1980 to 1989, Botswana's major export markets were
outside the regon while most imports came from South Africa and the SADC region.

B. EMPWYMET, UNENM1P YMENT, WAGES, PRODUCT1VIY AND PRICES

2.9 Fha plyment wad UnaepoWywent. A major concern of the Government has been
to create employment oppotumnies for a growing labor force. Of the two major economic
sectors, the mineral sector is capital intensive, and employs relatively few people, while the
agricuturia sector is growing very slowly. New job creation in the formal and informal sectors
is therefore a high priority.

2.10 Ihe Government is the largest single employer (see chart 2.5), but its role in
promoting private sector income-eaing opportunities is also important. It has sought to promote
private sector activities by first, establishing a favorable investment climate for private initiatives.
Second, education, training and extension services have been provided to enhance the
employability of the labor force and increase worker productivity. Third, social and economic
infrastructure has been provided to encourage the efficient utilization of resources. Finally,
policies have been adopted to ensure that the relative factor costs of production reflect their
relative scarcities so that labor intensive sectors and technologies are not penalized by subsidized
capital and infrastructure.

2.11 Despite constraints to employment growth in the mineral and agricultural sectors,
economic opportunities have grown rapidly and formal employment has been growing roughly
in proportion to gross domestic product (see chart 2.6). From August 1982 to March 1991,
formal sector employment grew from 100,200 to 222,700 - an annual rate of 9.2 percent per
annum compared to a real GDP growth rate of 8.1 percent per annum. All sectors experienced
increases in employment although growth in some was only modest.
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2.12 Although the labor force is dominandy male, the participation rate of women has
increased, especially over the last two years. The participation rate of women in fornal
employment reached 34 percent In 1991 - which was above the world average and high by Sub-
Saharan standards. Non-citizen employment has also increased substantily, from 5,100 in
September 1985 to 11,380 in March 1991. Most of this increase occurred after 1986 as the
economy's rate of growth accelerated and requiremenu for skilled manpower expanded rapidly.
The mber of Batswana working In South African mines declined from 21,000 in September
1986 to 17,400 in March 1989. It is possible that many of these will return to Botswana In the
near future, thereby placing an additional strain on the local employment market.

2.13 Employment in the industri sector grew at an annual rate of 11.7 percent from
August 1982 to March 1991, rising from 43,100 to 117,000 - representing over half of total
formal sector employment. Employment in the public sector has been growing at a slower rate
of 7.9 percent per annum compared to 9.9 percent per annum in the private and parastata' sectors
over the same period. The major growth areas for employment in the industrial sector since 1981
have been m uring (15.3 percent per annum), construction (10.6 percent), commerce (10.6
percent) and finance and business services (12.3 percent). It is the Government's intedon to
pursue investment, price and wage policies that will maintain and firther increase employment
in these sectors.

2.14 Unfortnately, reliable unemployment data are not collected in Bot swana on a
regular basis. It is therefore difficult to track recent developments. Nonetheless, the growth in
formal sector employment Is known to have averaged around 10 percent per annum dtroughout
most of the 1980s - with lower growth in the early 1980s and faser growth in the second half
of the decade. The rate of growth in the population has been 3.4 percent - which is well below
the rate of growth of the labor force. However, the rate of urbanization, as a consequence of
rural-urban migration has also been very rapid. Estimates of the size of the labor force, based
upon a 1984/85 Labor Force Survey, indicate an estimated labor force of around 428,000
workers in 1991 (see table 2.1).

2.15 A recent study "Mcro and Snldl-Scale Entetprises In Batswana found that
between 53,000 and 88,000 workers were employed in the small and medium scae sector -
unaccounted for in the formal sector employment figures. These entepris were mainly in rural
areas (69 percent) and are mainly involved in trade and m activities. In addidon,
estimates, based upon the 1981 Census, indicate that more than 150,000 workers are employed
in traditional agriculturd activities. In contrast to workers in small and medium scale enterprises
- who typically work 11.5 months per year, and 27.9 days per month - workers in traditional
agricuture experience substantial fluctuations in work patterns. Long periods of under-
employment are followed by intense periods of activity, in response to seasonal activlty in the
sector.

2.16 During 1991, total formal sector employment is known to have reached 220,000.
in combination with (an estiated) 70,000 workers in the informal sector and, at least, 150,000
worbks in traditional agriculture - Botswana's estimated labor force of 428,000 was close to
fully employed.

2.17 Tne available unemployment data over the 1980s also supports the position that
the unemployment problem has been declining over the decade. Data from the 1981 Census
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indicates that, in that year, unemployment was 20 percent. If discouraged workers are excluded
from this estimate (workers who are no longer seeking work but who are stUl unemployed), the
unemployment rate was 14 percent. The next available data is from the Labor Force Survey in
1984/85, which indicated that by the middle of the decade, total unemployment had increased to
25 percent, and the rate excluding discouraged workers had risen to 16 percent. Tbis increase
was a consequence of an on-going drought, and the effects of the world recession - which
impacted on diamond sales. The most recent estimates, which are from the 1991 Population
Census, indicate that the unemployment rate had fallen significantly to around 14 percent by
1991.

Table 2.1: Population, Labor Force, Employment, and Unenployment Trends
1984 to 2001

1984 1986 1991 1996 2001

Populatio (dofhaco) 1,049,000 1,128,000 1,334,000 1,567,000 1,821,000

Wu* Sap qpdtlon 506,000 544,000 651,000 792,000 968,000

BiansStd labor fotrm 368,000 393,000 428,000 503,000 618,000
(1564 yea.a)

Fonud scta employment 110,000 130,000 207,400 298,000 398,000

Avrega ml gsewtb 8.7 123 6.2 6.0

Eulimated trintiosnd agrdchm 121,500 153,500

EBoiatedInfrmal em5plymn 43,400 47,000

TOWd emtploye"ss 274,900 330,500

EbUatedd uanploymat 93,100 62,500

Utnamplaymaitaa 25.3 15.9

Forma sstodhbor feoraeerio 29.9 33.1 48.4 59.2 64.4

Sowuxm T. Nyamatdzbo, The Ihbman Factor How cmv DnowIk ana n5urtw thot edmm E Adequat, Appupdar*y Zhoind
antivad Labor Force, paper prpaid for the 1991 PFrnltown Confarms. on Pdvat Sectr Devdopment.

2.18 Hence, a clear picture emerges of high rates of unemployment at the beginning
of the 198OB, which contimued to rise throughout the first half of the decade, but which fell
steeply by the early 1990s. By 1991, employers were reporting shortages of unskilled workers,
although this undoubtedly, in part, reflects stuctural and frictional employment problems. This
situation is known to have reversed somewhat In 1992, with the impact of the international
recession. Lay-offs have been reported, and the construction boom has slowed down
considerably - ivitably leading to an incrase in the unemployment rate in 1992.

2.19 Althoug it is difficult to be precise, given the lack of available data, it seems
clear that the absorption of large numbers of unskilled workers is not as pressing a concern, as
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it was in the early 1980s. There will certainly be an on-going need to create employment
opportunities for unskilled workers, but it may well be possible for policy makers to extend their
vision of the development of the industrial sector more broadly, to include the encouragement of
a wider range of activities, rather than focussing as much on the development of labor-intensive
manufacturing industry as has been necessary in the past.

2.20 Wages. The original Incomes Policy of 1972 adopted a clear position of wage
restraint in the labor market. The aims of Government intervention, with respect to wages, were
to promote the objectives of rural development and employment creation, and to limit
monopsonistic pricing in labor markets and monopolisti pricing in product and housing markets.
Structural limitations - such as the small size of the market, and underdeveloped infrastructure -
- having restricted the effectiveness of competition.

2.21 However, as the economy has grown and diversified, Botswana has been
transformed from predominandy rural-based into a rapidly growing modern economy. Areas
where market failures are likely to cause problems have now diminished. Hence, at the end of
the 1980s, it became appropriate to review the policy and its implementation mechanisms again.'
This review culminated in Government Paper No.1 of 1990, lhe Revised National Policy on
Incomes, Employment, Prices and Profits, which oudined revised policies in five broad areas.

2.22 It was decided to allow relative wages between urban and rural areas, and salaries
among Government, parastatals and the prvate ector, to primarily reflect market forces.
Parastatals are allowed some wage freedom within broad limits set by Government. The salary
structure within the Government was also decompressed in order to retain qualified executive
personnel. The modified wages and salaries structure now rewards greater responsibility and
offers auractive incentves to develop professional and technical manpower. Higher rewards
should also induce students to choose vocational, technical and professional courses of study -
thus increasing the supply of scarce skills.

2.23 The minimum wage system establishes differentials according to major industries
and occupations. These wages are only applicable to employees in the formal sector. The
overriding need in the urban and rural informal sectors is to create income-earning opporunities,
many of which will be for self-employed and casual workers. As informal sector employment
is often of low productivity, the application of a minimum wage - which would be largely
unenforceable - could unnecessarily limit job creation.

2.24 The Government has also agreed to use the Poverty Datum Line (PDL) as a new
guideline, among other factors, in determining minimum wages. In order to develop an
appropriate relationship between the minimum wage and the PDL, the PDL must be adjusted for
direct cash income and the number of wage earners in a household. The minimum wage derived
on this basis is also adjusted for cost of living changes.

2.25 Minimum wages vary by industry and occupation (see table 2.2). As at May
1991, the highest minimum wage was P1.03 per hour. Minimum wages have increased steadily
from 1980 to 1991, largely to adjust for changes in the cost of living. For the construction,

hMm Nadona Paky onas hInco Encymm, Pftw and PrA bad pwdy ben wewed and mvird in 1976
and 1982/83.
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manui~acturg, hotel, garage and motor trades, the minimum wage increased fom 36 thebe per
hour to P1.03 per hour - an average annual increase of 10 percent. For the wholesale and real
trades it increased from 36 thebe2 per hour to 97 thebe per hour in May 1991, an increase of 9.4
percent per annum. This compares with nightwatchmen for whom the minimum wage increased
from 26 thebe per hour to 81 thebe per hour, an increase of 10.8 percent per annum. Normal
working hours are 8 to 9 hours a day - or about 45 hours a week. Hours worked over and
above normal working hours on a rest day or a paid public holiday are charged at double the
basic wage.

Table 2.2: Minimum Hourly Wage Rates
(thebe per hour)

190 98 199 1 M

bu f8, Con_,m 8Epbnio at QuwfU 36 S6 103

l,Sevhce & RepairdTs 36 S6 103

Wholesale Distrbuive Tmdes 36 So 97

Reid Didibutive Trades 36 49 91

eztd Cating & Entrt.en Tade 36 56 103

Gare, MotorTrade & Roed Transpod 36 56 103

Reel & Wholesae, Night Watchn 26 37 81

Nght watchmn (xci. Reail and Wholsa) 26 43 8S

Sxow: Minity of Finanoo and Davdopmet Planing, Botawan.

2.26 Average real wages have been increasing rapidly over the period 1980 to 1991.
The highest annual growth rates were recorded in the formal agriculturaw sector (4.0 percent),
followed by mining and quarrying (3.4 percent), education (2.2 percent) and electricity and water
(2.1 percent). However, from 1980 to 1986 there was a decline In rea earnings for many sectors.
Rea earnings increased from 1986 onwards, reflecting growth in diamond revenues and the end
of the drought. Most of the rapid increase from 1986 to 1991 occurred in the formal
agricultura sector (12.9 percent), water and electricity (7.6 percent), construction (5.7 percent),
transport and communication (11.8 percent) and local government (7.2 percent).

2.27 The average annual monthly real cash earnings of citzens employed in the private
and parasatals sectors grew by 1.3 percent compared to a decline of 1.3 percent for non-citizens
over 1980 to 1991. Ibis led to a modest narrowing of the gap between citizen and non-cizen
eanings - although eanings of non-dtizens remained much higher due to the technical and
professional nature of these employees. Expatriate recruitment and remuneration has always been

Xw 10obo equa ono pa.
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a source of concern among Batswana as inducement allowances and other benefits offered to
expatriates have tended to boost their overall compensation Lu Zuve compensation levels of
chien worken doing the same job. Nonetheless, some inducement is necessary to recruit
expatriates in areas where skllls are in short supply.

2.28 Recendy, the Government abolished the previously used system for determining
expatriate benefits (based upon the British Overseas Services Aid Scheme (OSAS)) - and
expatriate salary packages in Government and parastats are to be rationalized. De-compressed
saary scales at senior and management levels should provide sufficient attraction to engage most
expatie without the need for extra supplementation. Depending on the type of expatriate skill
required, Government and parastatals will be free to negotiate the level of inducement
supplments, subject to certain limitations.

2.29 Pmwdcvky. There is concern over the low, and possibly declining, levels of
labor productivity in the private and public sectors. Given the central role of productivity in
fiture economic development, Government intends to establish a National Productivity Center
ta will focus on improving productivity. There has not been, as yet, any serious attempt to
collect disaggregad data on labor productivity in all sectors of the economy. Changes in
poductivity levels can only be crudely ascertained by dividing sectoral output by number of
employees.

2.30 Taking the crude measures as calculated for five sectors -manufacring,
conuction, commerce, finance and business services - the later three sectors have a much
hiher and more rapidly growing productivitythan manufacturing and construction. In the latter
sectrs, the trend has been more or less constant. As already noted, these measures should be
treated with caution.

2.31 LaborMaret Infonnatien. It will be important for the authorities in Botswana
to develop a better understanding of the dynamics of the labor market, as well as increasing the
robustness of labor market data. For example, the available data indicate that the growth of
employment in maufrig has been twice as fast as the growth of output in the same sector,
which intuitively seems unlikely. IThe cause for this apparent distortion is not understood,
although it may well be related to industrialists over-stating employment levels because of the
connection between Government grants under the PAP program and employment levels in
manufacturing. In addition, the data suggest possible 'over-employment' in Botswana, when one
takes employment in the informal and traditional agricultural sectors into account - again a result
which does not seem likely. The quality, and frequency of data related to unemployment and
productivity, also requires urgent upgrading. Better quality, and more timely information on
labor market issues wil assist policy makers in adopting the most appropriate policy decisions
with respect to wages and employment.

2.32 In addition, changing economic circumstances and lower rates of growth in the
economy generally, may mean that unskilled labor is not as rapidly absorbed in the future as it
has been in the recent past. Rates of rural-urban migration may be faster or slower than what
they have been durig the 1980s. Skldl levels of workers in the manufacturing sector may be
increasing at a pace which permits the growth of more sophisticated manufacturing activities.
Developmen such as these will also impact upon policy decisions with respect to employment.
To assist policy makers in making the most appropriate decisions, it will therefore be necessary
to develop a better understanding of the charactsics of the four main segments of the labor
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force -the formal employment sector, the informal sector, traditional agriculture, the
unemployed - their dynamics over time, and the interactions between them.

2.33 Cost of Living. As noted in NDP 7,

"While there were significant fluctuations, the average increase over the period
September 1985 to December 1990 was 10.4 percen. The rate of infation began
increasing in 1988, and peaked at 12.5 percent in June 1989, at which point the Pula was
revalued by 5 percent against other currencies. Subsequently, the rate of inflation
subsided until the Gulf conflict erupted, whereupon it increased from about 10 percent
to 12.8 percent per annum at the end of 1990".

From December, 1990 to December 1991,the change In the cost of living index was 12.6 percent
(see chart 2.7).

2.34 Imported inflation - especially from South Africa and Zimbabwe- is the primary
actor increasing the cost of living. The depreciation of the pula against other currencies in 1990
and 1991 also contributed to the Increase. The use of the exchange ate alone has proved
inadequate to curb inflation. In order to keep prices from rising rapidly, fiscal policy and
containment of domestic resource costs will be used, particularly through improvements in the
productivity of workers and local producers. Movement to positive real rates of interest will also
dampen the demand for credit with a concomitant beneficial impact upon inflation.

2.35 Ihere have been some changes announced by the Central Statistics Office (CSO)
regarding the cost of living (COL) Index as measured by changes in consumer price indices.
First, a new COL index has been introduced with a new base, replacing the old series. Second,
the weighting system has been revised, based on later expenditure data contained In the 1985186
Household Income and Expenditure Survey. Last, the basket of goods and services has been
revised and extended from 152 to 235 items?

2.36 Food has been assigned a lower weight in the new basket - only 27 percent of
average incomes are estimated to be spent on food items, compared to 37 percent in the old
basket. On the other hand, the proportion of income spent on drink and tobacco has increase
three fold. Simflarly, a greater proportion of expenditre is now allocated for housing and
household operations, medical care and transport - compared to clothing and footwear. These
changes reflect the growth of incomes in the last six years which has led to a shift from basic
necessities toward goods and services that could be considered luxuries.

TAb 12 in aue I sos rai weighs of sub ps in the COL bast wh Septemr 19 ad Noembe
1991 as bas, specey.
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C. THE INDUSrRIAL SECTOR

2.37 Company Fonnaon. Company formation has been very rapid in Botswana,
pardcularly over the past two years (see table 2.3). The Companies Act of 1959 goverms
company formation. This legislation distinguishes between private, public and extenal companies
- the most common form being the private company. This Act is now being amended and
updated to ensure that books of account are mainined in Botswana, that there is a resident
auditor, and that reporting requirements are improved.

2.38 Industral Propefly LegsWaon covers laws regarding copyrights, patents, desig
protection and trade marks. Under these laws an investor or trader - whether a Botswana citz
or not - is obliged to first apply for and be issued a patent or industrial design or trade mark
regstration in the United Kingdom or South Africa. Only then may they be registered in
Botswana The local legislation simply extends the protection provided in those countries. New
legislation is being developed to permit the original registration of intellectual property in
Botswana and to bring the coverage into line with international standards.

Table 2.3: Nmnber of Newly Registered Companies

Year Number

19&5 862

1986 1,55 .

1989 1,101

1989 1,370

1990 1,856

1991 2,212

1992 (up to 13th Marcb) 444

TOTAL 8.800

Now: A breakdown of regisated companies by sub-sector is *ot available. Esdmaes finm the Ceni Staistis Offie
Inic that manufaturing firm aconted for 15 -20 penort of newly ed compnes duwing NDP 6.
Sourw: NDP 7.

2.39 Ma4wfadu_g Sector. The Ministry of Commerce and Industry has the primary
responsibility for policies and programs affecting the manufacturing sector - the only major
program for which it is not responsible is the FAP program for large scale business. The
Ministry administers the Industril Development Act of 1968 and the Infint Industry Protection
clause of the Southern African Customs Union Agreement. The Ministry also inspects
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manufactur industries to ensure that licenses are used for their nended purpose. It also
ches gainst illegal macng prices. TheIndustrialDewdopnentAct of 1968has been
the main tool for regulating industrial development in Botswana. During NDP 6 and prior to
1988 all maufacturers with more than twenty-five horse power of installed equipment were
required to have a m ng license.

2.40 The Act was comprehensively reviewed in 1988 and extensively modified. The
main dhange was the establishment of an independent Nadonal IndusrilLacenslng Authoriy with
membership appointed by the Minister of Commerce and Industry. The Authority is responsible
for the Issuance of licenses to manufacture any product for sale at any place in Botswana and,
where necessary, the suspension or cancellation of such licenses. It also reviews and advises on
Industrial development policy and is responsible for the inspection of industrial enterprises to
ensure that they comply with regulations made under the Act and the labor law. It also collects
information required to monitor industrial development.

2.41 The 1988 Act required all locally-owned manufiauring enterprises employing ten
or more people and/or using 20 kw or more of any form of energy, to obtain an industrial license
from the Ministry of Commerce and Industry. All non-itizens require such a license,
irrespective of the number of employees or the horse power of their machinery. The applicant
must be specific in the description of the product to be manufactured and should a manufacturer
wish to extend the product range, or introduce a new product, a new license is required.

2.42 The 1988 Act permitted the granting of an exclusive license in special
cirumstances - thus preventing the establishment of any competition. Such licenses were
granted for a maximum period of four years but can be extended for an additional four years.
Thiree companies were given such a license during NDP 6. Tbis policy is currently being
reviewed.

2.43 In order to promote the active participation of citizens in industrial development,
the Govermnent implemented an industrial reservation policy. A number of industries, which
require relatively simple technological skills and low levels of capital, were reserved for citizens.
These include the manufacure of school uniforms and school furniture, burglar bars, protective
clothing, cement and baked bricks, and the milling of sorghum and the baking of bread. The
rapid increase in the number of citizens operating in these enterprises reflects growth in local
entrepreneurial talent (table 13, annex 1).

2.44 Despite increased participation by citizens in industrial development - the
ownership of formal sector enterprises remains concentrated in foreign companies. Local
ownership is fairly limited ad is usually in the small scale sector. Ihe constraints citizens face
include: lack of capital; competition from imported products; and a lack of entrepreneurial skills
(see chapter 4). Most major manufacturing firms are wholly or partially foreign-owned. Where
joint ventures do exist, they are frequently between foreign investors and the Botswana
Development Corporation. Foreign investment is needed to provide employment and technology
- and to train Batswana for positions at all levels of technical and management expertise. Over
time, it is expected that the relative share of citizen owners and entrepreneurs in the workplace
should gradually increase.

2.45 During NDP 6 the number of companies licensed increased steadily. Investors
were drawn by the favorable investment climate and liberal licensing procedures. They tended
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to locate in regions with better infrastructure, larger markets and good transport links. Ibis has
meant that manufacturing firms are highly concentrated in urban areas. Tbere are very few
industries in the semi-arid areas of central and westen Botswana. Similarly, the north west, with
forest and agricultural resources, has undeveloped potental because of long distances to markets
and inadequate infrastructural support.

2.46 The l dig Sector. The 7)ade and Liquor Act 1986, requires that individuals
who engage in any trading activity must operate with a license. Trading licenses and liquor
licenses are differentiated in the Act. As in the case of manufacturing licenses, some activities
are reserved for citizens - including fresh produce, general dealers, butcheries, bars and bottle
stores. The National Licensing Authority, MCI is responsible for the issue and renewal of
licenses for agents, hotel liquor, auctioneers, drillers, exporter/importers, and external
representatives. Local Authorities, which are located at city, district and town council offices,
issue and renew licenses for dry cleaners, filling stations, fresh produce, pharmacists,
garage/workshops, general trading, hair dressers, motor dealers, travel agents and other local
businesses.

2.47 Information on the patterns of licenses is given in tables 16 to 19 in Annex 1.
Certain licenses issued - especially from 1987 to 1989 - have not been renewed and it is
assumed that these businesses are no longer operating (of a total of 145 licenses issued by the
National Licensing Authority, only 124 are operational).

D. RURAL INDUSTRIAL DEVELOPMENT

2.48 The Government is committed to rural development and considers
industrialization to be an important component of its rural development strategy. In the past, the
rural strategy concentrated on the provision of basic infrastructure such as education, water
supplies, health posts and clinics, and the provision of transport and communications links.
Substantial mineral revenue enabled the Government to provide these services fairly rapidly.
More recently, rural development strategy has focused on low income levels in rural areas, and
the need to create additional income earning opportunities for rural dwellers.

2.49 The Government aims to promote development in all parts of the country and to
avoid excessive concentration of industries in urban areas. Industrial and commercial
development is encouraged in large villages through the activities of the Integrated Field Services
(IFS), youth brigades and non-government organizations. The IFS, a division in MCI, focuses
on entrepreneurship, technical and business training, and provides marketing assistance. It also
implements and monitors the small-scale Financial Assistance Policy.

2.50 The creation of income earning opportunities in rural areas is being assisted by
a number of initiatives including:

(a) Strengthening the institutional capabilities of the IFS stations and establishing new
stations.

Ob) Channelling funds to Rural Industries Promotions (RIP) for development and the
adaptation of appropriate technology.
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(c) Extending FAP to certain service industries.

(d) Constructing more factory shells.

(e) Identifying foreign and domestic marketing opportunites.

(M) Promotig ruralurban economic linkages.

E. CONCLUSIONS

2.51 During the last half of the 1980s Botswana's economy grew and diversified
rapidly. While many African countries experienced a decline in manufacturing output, and low
capacity utilization, Botswana enjoyed rapid growth and high capacity utilizadon. This was In
response to rapidly growing incomes, strong domestic demand and the availability of foreign
exchange to purchase imported raw materials and consumer goods. A wide range of
manufacturing firms were able to operate at high capacity levels throughout the period - with the
major contain on furher development being a shortage of serviced factory space.

2.52 In the early 1990s, however, several important developments have taken place
whih wil impact upon fiture growth. Tle first of these is a lower rate of growth in the
domestic market anticipated over the NDP 7 plan period. The second is the exten
environment. With easily available foreign exchange and a strong currency, the Botswana market
is open to foreign competitve pressures which are particularly severe from large regional
economies such as South Africa and Zimbabwe. In the broader international sphere, rapid
increases in maufacturing productivity are combining with new trading arrangements, and new
sources of supply from Asia and Eastern Europe, to create highly competitive markets.

2.53 With a small intnal market, many firms in Botswana are rapidly reaching the
stage where they need international sales if they are to expand firther. The required standards
of competitiveness are therefore those of the regional and international markets and not those of
the relatively easy and affluent domestic market in Botswana. The pressure to increase
productivity and competitiveness is consequendy increasing.

2.54 The next stage of industial growth will probably, therefore, be more difficult.
The first stage of industrial expansion, carried by a wave of high income from the resource
industies, responded primarily to domestic demand and to domestic requirements for labor
intensive employment of unskilled labor at relatively high wage rates. Ihe next stage will require
industry with higher productivity, lower labor intensity, and higher skilled employees - if it is
to meet the competitive pressures in domestic and international markets. 'he challenge therefore,
is to define a pattern of development - and corresponding policies - that will respond to both
the need for competitiveness and the need to employ an unskilled labor force.



CHAPrER 3

RN13ATIONAL TAE AN OEGNmaam u2cAnmOR
ROMMANA2S EMNDUSlAL DEVELO1M= SIETEG

A. INTRODUCTION

3.1 Botaw's trading relationships within the region have been largely Influenced
by its long-sding membership in the Southern Africa Customs Union (SACU) and, to a lesser
exent, its involvement In a bilateral trade agreement with Zimbabwe. Botswana's participation
in the Lomn Convention and other prefeXrial export arrangements as well as SADC regional
development cooperation programs, have also been significant. These and other institutional
arrangements affecting Botw s international trading relationships are reviewed in this chapter.
This is followed by a review of foreign investment in Botswana

3.2 Subsequent sections appraise the outlook for Botswana's regional economic
rela s based on recent and prospective developments with respect to the SACU Agreement
(SACUA) and other factors likely to affect the regional environment for international trade and
foreign investment. Some stadstical comparisons are made between Botswana and other countries
in the Southern African region. While the substance and timing of changes in the framework for
regional economic interactions cawt be predicted with much confidence at this early stage in
the adjustment process, it is nevertheless clear that Botswana's economy will be substantially
affected - paticulary with respect to its industrial development potential. The concluding
section summaizes the implications for formulation of Botswana's future industrial development
strategy and indicates some aspects of economic research and policy analysis that need to be
addressed.

B. REVIEW OF INTERNATIONAL TRADE

3.3 Botswana's international trading relationships have been shaped to a considerable
extent by SACUA, which links Boswana, Lesotho, Namibia, Swaziland and South Africa in a
customs union. Extena trading reationships, particularly those with countries in the Southern
African region, have been shaped by the provisions of the customs union agreement. Of
particuar importance are the conmon enal tariff and excise tax schedules which, under the
current agreement, are set by RSA.

3.4 B HdefHi,,ry ofSACUA. The current status and future prospects of SACUA can
best be understood in a historical context. Since its inception in 1910 (when the Union of South
Africa was initially established, and when Botswana, Lesotho and Swaziland were separate
protectorates) this agreement has provided for a common external tariff structure, for duty-free
movement of goods within the CU area, and for rights of transit across RSA teritory for
imported goods consigned to the other three smaller, land-locked members. Furthermore, It was
originally provided that revenue to the Goveroments of Botswana, Lesotho, and Swaziland would
be based on their respective historical contrbutions to total regional imports (which, for Botswana
in 1910, was estmated at 0.28 percent, and subsequendy amended to 0.31 percent in 1965).

3.5 When the Bechuanaland Protectorate became the independent nation of Botswana
in 1966, the highest priority for the new Government was an adequate and reliable source of
revenue. As the formula for determining revenue to be paid to the BLS was, by then, grossly
out of line with the imports attable to the national markets, in the latter part of the 1960s,
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Botswana, Lesotho and Swaziland, called for a re-negodation of SACUA. The governing
document was amended In 1969, with the rest that large increases wee achieved in the rvenue
eceived by the BLS countries. The new formula remained based on their rpective amnual dwe

of imports. Furthermore, RSA agWeed to provide compensation to the BLS for certain fe of
the customs union.

3.6 The specific effects of SACUA, recognized as warranng o ion fom
RSA, in addition to the up-dating of the staistical basis for computing revenue, included:

(a) the "price-raising effect" on imports into the BLS countries cased by the
common tadff (as set by RSA), and the pmotection thereby affrded to RSA
producers from international price competition;

(b) the -Industrial polaization effect" resulting from the tendency of industries
serving the entire CU market to be located in RSA; and,

(c) the "loss of fisca discretionw on the part of the BLS, due to the fac tat RSA
retained the power to set tariff and excise tax rates for the entire CU.

Ihe 'compensation factor" that was agreed upon in 1969 - as an offset for these ffects - was
42 percent of the "revenue share". As a result the BLS country revenue base was multiplied by
1.42.

3.7 There were other disadvantages of SACUA for the BLS counties which were not
explicitly taken into account in the 1969 amrangement. The most significant of these were:

(a) A serious time lag in the distribution of the revenue. This is due to dte
procedures involved in collecting, prsenting and agreeing on the pertient
import staistics, which causes the payments to be ddayed initially for two years
and then subject to further adjustments in the ensuing two years. The result
entals, in effect, an interest-free loan to RSA for the duration of the lag.

(b) The scope for the BLS countries to provide protection for their "ifant industies"
is limited. Narrowly defined eligibility criteria and the provision that all duties
colected revert to the RSA Treasmy made this industrial promotion technique
extremely expensive for the BLS.

3.8 Nevertheless, compared to the previous formula, the 1969 formda provided
Botswana with rapid revenue growth during the 1970s and 1980s, because the new provisions
fortuitously became effective just before the import-intsive contuction boom Iniated by
Shashe, Orapa and other smaller mining projects in the early 1970s. The result was a drmatc
increase in Botswana's receipts from the revenue pool - from R3 million in 1967 to RSO million
in 1975 - or from about 20 percent to 50 percent of Goverment's total revenues for these years.

3.9 A firther significant change in the revenue formula occurred in 1977 when the
"stabilization factor" was introduced. Payments to the BLS had fluctuated substantily as a result
of adjustments in RSA's external tariff and excise tax policies with respect to certin imports suhb
as petroleum. These variations around a mean of 20 percent of imports, were dampened, and
constrained by a 17 percent lower boundary and a 23 percent upper boundary. Ihis proved to
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be important for Botswana because the 17 percent lower boundary rate has been applicable to the
calculaton of its revenue for most years since the stabilization adjustment was agreed upon.

3.10 During the latter part of the 1970s all involved parties became dissatisfied with
the revenue formula for various reasons, and a decision was taken at the 1980 meeting of the
Customs Union Commission (the governing administrative entity) to establish a study group to
review the appropriateness of the formula and its administration. The resulting recommendations
called for technical modifications in the statistical estimating procedures, for marginal adjustments
in the calculation of the compensation and stabilization factors and, more generally, for
simpliflcation of the formula. The BLS countries proposed acceptance of the Study Group's
recommenfdations at the 1982 Commission meeting, but RSA declined to agree and eventually
decided, in 1984, to refer them to its own review committee, chaired by Professor McCarthy of
Stellenbosch University.

3.11 The resulting McCarthy committee report, issued in 1986, acknowledged the
legitimacy of some of the BLS complaints about the revenue formula and certain other aspects
of SACUA - such as the time lags in the payment of revenue to the BLS countries which resulted
in interest-free loans to RSA, and the import substitution industrialization policies of RSA causing
polarization of industries serving the regional markets from within RSA. The main focus of the
report, however, was on the rationale for changing the formula in ways that would be
advantaeous from RSA's point of view. Specifically, it ignored the price-raising effect of RSA's
tariff on BLS purchases from RSA and the rest of the world, and argued that the compensation
and stabilization adjustment factors were unjustified. Instead, it proposed a 'clean formula'
which would simply divide up the customs revenue collected on imports from the rest of the
world. The BLS countries unanimously rejected the recommendations contained in the McCarthy
Report at the 1986 Commission meeting. In 1988 the BLS agreed, with RSA, to establish
another SACUA renegotiation study group. This group, comprised of representatives from the
four partner states, met several times during the remainder of the decade, without making any
progress toward definition of the negotiable issues.

3.12 The result was that SACUA remained unchanged throughout the 1980s while
dissatisfacon with it continued to increase. RSA remained concerned over the required revenue
payments and Botswana was concerned about the inadequacy of the compensation.

3.13 Post-1990 SACUA developments are discussed later in this chapter - following
a review of other institutional arrangements governing Botswana's international economic
relationships during the 1980s.

3.14 BswanafZ _babwe Trade Agreement. The Customs Agreement between the
Federation of Rhodesia and Nyasaland, the Bechuanaland Protectorate and Swaziland - which
originally came into force in 1956 - was the forerunner of the present-day trade agreement
between the Republic of Botswana and the Republic of Zimbabwe (BIZTA). While this bilateral
afrangement was premised on mutual recognition of the benefits to be derived from free trade,
following the achievement of independence by Zimbabwe in 1980, several developments
generated friction in the trading relationship between the two countries.

3.15 Of particular importance was the relocation to Botswana of some Zimbabwean
manufacturing enterprises - motivated by the severity of Zimbabwean foreign exchange controls
and the easier access to imported inputs in Botswana. The stresses in the relationship became
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more pronounced as Zimbabwe experienced increasingly severe balance-of-payments difficulties
(causing the Zimbabwean authorities to impose import quotas and tighten local contet
requirements on goods imported from Botswana); and, as several manufacturers in Botswana
perceived that they were injured by the *dumping" practices of some Zimbabwean enterptises.

3.16 After several years of protracted negotiations, a new agreement was finally signed
in October, 1988. The provisions of the amended document, and especially their administration,
reflected reservations on the part of both contracting parties. In particular, Zimbabwe has
continued to seek ways to prevent Botswana's SACUA affiliation from serving as a vehicle for
RSA goods circumventing the more restrictive provisions of the RSA/Zimbabwe trade agreement.
On the other hand, Botswana has continued to object to Zimbabwean impediments to its exports -
- occasionally resorting to retaliatory measures.

3.17 The current version of the BIZTA provides that trade in goods, certified to have
been produced within the two countries, is generally to be free of customs duties and quantitative
import or export restrictions. However, in order to qualify for such treatment, there are many
specific qualifications and exceptions dealing with 'rules of origin' and related documentation
procedures, as well as limitations on transport facilities and ports of entry. As a result, the net
effect of the agreement may not be substantial. Furthermore, definitions of 'local content",
"manufacturing processes", "direct labor costs", and so on, have generated administrative
difficulties and on-going disputes.

3.18 Recently the Government of Zimbabwe has embarked upon a structural
adjustment program which calls for trade liberalization and general economic deregulation. Ihe
initial macroeconomic policy reforms have been manifested in a significant real devaluation of
the Zimbabwe dollar. This has made it difficult for Botswana to sell in Zimbabwe, and increased
Zimbabw&'s competitive advantage in the Botswana market.

3.19 Oter Instuonal Arrngements. Since 1975, Botswana's exports have been
eligible for preferential treatment under the Lom6 Convention - a treaty between 69 African,
Caribbean and Pacific (ACP) countries and the European Economic Community (EEC) for
virually tariff-free access by the ACP countries to the European market based upon negodated
quotas. Throughout this period Botswana has been favored with a particularly liberal beef quota
(presently 18,916 tonnes per annum until the year 2000), which it has never managed to fil.
Over the past two years nearly 60 percent of the beef quota has been filled, resuldng in
approximately P140 million per annum in export receipts from this source. Not all beef produced
in Botswana is eligible for sale in the EEC market - due to the risk of foot and mouth disea
in some parts of the country. About P40 million is sold elsewhere, including some to RSA at
SACU prices which are somewhat above world prices but less than the EEC price.

3.20 Botswana also benefits from the Generalized System of Preferences (GSP), a tariff
reduction facility offered by industrial countries to designated lesser developed counties on
limited quantities of specified LDC export products. Entitlements under this program have been
pardcularly useful to Botswana in recent years as an inducement to Asian investors, whose home
couny GSP quotas (especially for the U.S. market) are filled, to engage in textile production
for export under Botswana's othevise unutdlized quota. The most recent figures available show
that Botswana's textile exports to the United States amounted to nearly P1.5 million in 1988. The
Selebi-Phik-we Regional Development Program has made use of Botswana's textile import quota
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for the U.S. market In attrctig foegn investors - and also the preferential access for Botswana
nufacted goods in tIe EEC market under the Lome Convendon.

3.21 Bouan has so far elected not to join the General Agreement on Tariffs and
hade (GAIT), largely bese, as a party to SACUA, Botswana has no discretionary authority

over its tariffs. However, this position has recently been undergoing reconsideration and the
indications are that when the curent Uruguay round of GATI negotiations are concluded
Botsw will probably take the steps necessary for GA1T affiliation. The decision will be
influenced by an appraisal of the constrains GATT rules would impose on freedom to provide
subsies in connection with industrial employment creation programs such as the Selebi-Phlkwe
Regional Development program, relative to the benefits of ensuring MFN treatment in sales to
GAT7 members.

3.22 Botswana has also elected to remain outside of the Preferential Trade Agreement
(PTA), initialy formed in 1981, and presentiy encompassing most countries in Eastern and
Southern Africa. This is largdy because, as a party to SACUA, it could not adopt the regional
tading and reated foreiga investment policies on which the PTA is premised.1 Furthermore,
fom Botswaas perspective, PTA's rules of origin', which were designed to restrict trade with
flSA, would yield little if any advage for most of Botswana's exportable industrial poducts,
due to their high RSA import content. However, the PIA is presendy in the process of
modifyin its rules with respect to local content and foreign ownership which may change the
reqi iremes for affiliation. If this occurs, and a way is found to exempt SACU members from

e granting of prefeenti entry to PTA goods, Botswana will need to reevaluate the costs and
beneft of PTA membeship.

3.23 Botswna has been an active participant in the Southern Africa Development
Coordination Conference (SADCC) since its creation in 1980. The basic objective of this
asocaton of the ten *front line' states has been to reduce individual and collective economic
dependence on RSA, with the coordination of regional infrastructure development projects (and
reled exte ffnancial assistance) being the principal means employed for pursuing this
objective. While SADCC inidatives, until recently, had not focused on regional trading
rtionships, the 1992 summit changed the name of the organization to the Southern African
Deveopment Commnity (SADC). Further, the institltion's programs were redirected towards
a broadened conept of regional economic cooperation and integration - perhaps including RSA -
- with more emphasis on facilitation of iternational trade within the region.

iL ho and 8wlsw hjoined h PrA d havb gand a moa empton by PTA to tho eun
_t VWpuetid edgy to PrA umed ood -whih SACU does t paiL Tat Mpton his d to eple, and

L,oto id S _azn my moom have to chos between PA an SACU.



-35 -

Table 3.1: Imports, cI.f. Icn. duty
(pula mlllon and perent)

1980 1985 1986 1987 1988 1989 990

TOWal (ud mn;ila) 535 1,09S 1,331 1,S72 2,183 2,971 3,483

prct of GDP 61.4 45.5 47.4 42.0 403 49.8 54.0

Catooies (% of toal impos)

Vhicha & squlpmme 11.8 13.7 16.7 15.4 19.2 15.7 0*.

Food & maes 1S.7 17.5 16.7 16.1 14.4 10.2 na.

Pad & cheals 20.9 19.6 17.8 17.0 14.7 14.1 .

Wood & MA. Produs 14.2 12.3 13.0 14.0 12.5 14.5 o.

Teils & Shoes 8.4 8.1 7.8 8.8 8.3 8.1 Ua.

Meoh. HIect. Product 16.4 17.0 2S.7 16.6 18.6 23.7 n.a.

OthewGoods 12.7 11.7 11.5 12.1 12.3 13i .

Saiwn: S*asticl Bulletin, Ju3A, 1991.

Table 3.2: Exports, f.o.b.
(pula millio and percent)

1980 198S 1986 197 1988 89 1990

ToIS (pusI Sllon) 390 1,386 1,622 2,666 2,681 3,712 3,342

percernof GDP 44.6 57.3 57.7 71.2 49.8 61.4 48.4

Cusede (% Of tota epa)

DIabmnds 60.4 75.6 74.2 84.4 73.8 77.1 78.2

CcPPeftlol 20.7 1.6 7.5 4.4 13.8 11.6 7.7

modSW admd MeaPducts 7.2 7.0 7.4 3.1 4.2 3.8 3.9

Anhuiafi}Gdes 0.8 1.0 0.8 03 0.5 0.2 0.0

Teailes 4.0 2.1 2.7 2.2 2.2 1.0 10.2

Ckher oods 6.S 5.6 7.5 5A 5J 2.6 0.0

Soewe: Stteisleal Bunlledin lune, 1991.
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3.24 Botrwa's lntendonad T and Payment in he 980s. As shown in tables
3.1 and 3.2, the ratio of Imports to GDP has declined during the past decade - from 61 percent
in 1980 to 54 percent in 1990 - while the export to GDP ratio has increased-from 45 percent
to 48 percent over the same period. There have been some changes over the period in the shares
of various categories of imports, with "vehicles and equipment" and "mechanical and electrical
products" showing significant increses. Much more pronounced has been the substantial
increase in the share of diamonds in total exports - from 60 percent in 1980 to almost 80 percent
in 1990 - with corresponding relative declines In all other export categories. The second and
third largest export commodities - copper/nickel matte and meat/meat products - which together
accounted for 28 percent of total export revenues in 1980, accounted for less than 12 percent in
1990.

3.25 Table 3.3 shows the main sources of Imports and destinations of exports over the
past decade. SACU countries - effectively, RSA - have been the main source of supply of
Botswana's imports throughout the period, although the share declined from 87 percent in 1980
to 79 percent in 1989 - with Europe accounting for most of the difference. There has been a
more pronounced change in the relative share of exports going to different desinaons, with
Europe's share increasing from 63 percent to 91 percent - reflecdng growth in diamond export
earnings - and the USA and RSA shares declining sharply.2

2 WSI in dt USA' don is Imuly attbb to the at that coppsdk1 waftt expotwon mAratd fim
th, to Norwy over dts pedod.
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Table 33: Directon of Trade

1980to
198 1986 1987 1988 1989 1990

I4MPRT 90URES LS; tod bmsorls)

RSA, other SACU 87.0 74.4 76.7 79.6 77.4 78.8

Zimbabwe 6.6 7.2 7.4 7.S 6.4 6.7

Odher Afic"e 0.1 03 0.2 0.2 0.6

Europe 2.S 12.4 8.7 9.1 10.2 12.5

U.S.A. 3.0 2.8 2.8 1.9 2.3 0.6

AllOther 0.8 3.0 4.2 1.8 3.0 1.4

EXPORT DESllNATIONS (S toal iorlls)

RSA, other SACU 6.6 S.6 5.6 4.2 5.4 3.0

Zimbabwe 3.1 3.0 5.2 3.9 6.9 6.0

O terAiicae 5.3 0.9 0.8 0.9 1.1

Europe 63.4 84.7 87.7 90.5 85.9 90.7

U.S.A. 21.0 S.3 0.2 0.2 0.3 0.1

A Odher 0.5 0.4 0.5 0.3 0.3 0.1

Numbers for Oer Africa in 1990 are subsuned into the "Zimbbwe" number.
Souvr. Statistical Buletin, low, 1991.

3.26 What is noteworthy, however, is the different focus of Botswana's imports and
exports. African sources of imports amounted to 95 percent and 86 percent respectively, in 1980
and 1989, while exports to African desinations amounted to only 15 percent and 9 percent, in
the same two years. Thus, Botswana has become a major source of hard currency earnings for
the region as a whole - enhancing Botswana's freedom to manoeuvre in the reformulation of
regional trade and related economic arrangements.

3.27 The balance of payments position over the past decade is shown in table 3.4 -
including goods ("visibles') and services (invisibles") and transfers3 . The substantial but
variable surpluses on current account over the past six years, together with the (mostly positive)
capital account balances, have resulted in a large cumullatve increase in foreign exchange reserves
- to over P7.7 billion by end 1991. While this favorable situation is prmarily attributable to the
export earnings of the diamond industry, of which Government commands a sizeable share, there
is also a less apparent but no less important relationship with Botswana's success in attracting
foreign investment into the mining and other sectors of the economy.

3 Customs union evaenues am haed as henfm in tho balce of paymeats accounbt.
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Table 3.4: Ratance of Payments
(pula million)

1980 1985 1986 1987 1988 1989 1990

VadleTasde Act. -45 445 459 13Z2 813 1I279 274

Setvi Account -11S -364 -346 -S01 -520 -718 -530

Not Trandbts 99 170 210 284 409 443 512

C>unwslJbqAnnrtom lar .61 251 323 1,607 1,222 2,117 786

PgIvat capIt 101 200 23S -168 -70 250 446

OinawarnS Capita -15 -14 17 27 14 -34 -54

aklnSecor 4 53 .45 -2 -11 12 -78

I{iloXadAutonactEbSanoe 91 239 207 -143 -67 228 315

NeotltnorOmw.ioa 13 11 37 -26 62 *69 7

alEnndin 42 501 566 1,437 1,217 2,7 11

Sow. Stei1l DUfl June, 1991.

C. REVIEW OF FOREIGN EWVESTlENT

3.28 Botswana's rapid rate of economic growth has depended, to a substanti degree,
on capital pvied from aternal sources. The mines were mainly developed by foeign
invest, although Governmont has financed a significant part of the related infrastructure
investment re_-emen - by borrowing abroad. Much of the remaig tment In the
private sector (with the principal exception of cattle ranching) has also been foreign fiaced,
owned and managed - although recenty there has been increasing citizen ivestment in trade and
transport.

3.29 Chages in tAt Sren of RteJra F _aacag.' At ndendence Botswa
was almost entirely dependent on British aid which, for the most part, was ted to purhase of
Briti goods. An impomt objective of Government, thered fre, was diversification of fin
aid sources. The success of the initiatives taken is evidenced by the fact the number of

4'Ths aentisa dawa hea=iy on C. Harvey and S.R. LewIs. Polit Chkel ad DnepwWuet hu$buwSceW te &sbweae,
1990, p_e 198209.
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donors providing more than Pt million in aid to Botswana, Increased from one over 1967-71 to
nine over 1977-82 - with the share of total foreign aid provided by the UK declining from 78
percent to 9 percent between these two periods. This achievement was assisted by the
attractiveness of the Shashe project, and various rural development programs, to a growing
number of international financial institutions and bilateral assistance agencies, as well as by
demonstration that Botwana was capable of managing aid-financed projects more efflciendy than
many other African countries. Even though the Government's financial position was greatly
strengthened during the 1980s, because of rapidly expanding diamond exports, Botswana
nevertheless continued to be unusually successful in attracting foreign donor agencies.

3.30 The sustained availability of foreign aid and the increasing strength of the balance
of payments has meant that Botswana has largely avoided the need to borrow extenally on
commerca terms - the principal exception being a US$45 million5 Euro-currency loan
negotiated in 1978 to finace the purchase of equity in the Jwaneng diamond mine, which was
not fully drawn and was repaid early. However, during the 1980s there have been substantial
amounts of long-term extal borrowing by Government and various parastatals, often at near
commercial interest rates, from the World Bank and various other multilateral development
finance institutions. Total public external debt outstanding increased from $155.6 million to
$565.5 million over 1980-1990, and the debt service ratio6 increased from 1.9 percent to 5.3
percent over this period.

3.31 Private foreign investment has always been welcomed, as a matter of official
policy, and the attraction offered foreign investors has generally taken the form of a well
managed and stable macro-economic environment rather than extraordinary financial inducements
or tax concessions.' The statistical infonnation available on the amounts, sources and allocation
of private foreign investm Is limited, however, and much of what is reflected in the capital
account of the balance of payments does not represent new capital inflows but rather reinvested
profits. Furthermore, the large mineral development projects - Shashe, Jwaneng and, more
recendy, Sua Pan - have accounted for the major share of total private foreign investment, and
also for significant shares of etrnally-financed public investment expenditures.

3.32 From the information which is available, however, the following can be deduced.
In every year but one (1987) there was a net inflow of private long term capital - including
reinvested earnings - the cumulative total amounting to P1,426 million over the l1-year period
1980-1990. Private short term capital movements were much more erratic, with negative net
amounts in S of the 11 years, and a net cumulative outflow of P42 million over 1980-1990.
Overall, therefore, the balance of payment accounts indicate that private foreign capital inflows
amounted to about P1.4 billion over the period. The relative shares of equity and debt capital
In the total amount of external financing brought to Botswana by foreign investors cannot be
determined from the available data, nor can the geographic sources be identified.

3.33 However, It is evident from casual observation that the largest single share of
direct private foreign investment in Botswana is from firms based in RSA - including national

Ule specified odewis aU S' amonts in 0i repoit an Unied Sates dollas.

Toa Govermet and Govomt-guannteed dobt sevice payments: toa exports of goods and sevioes.

7 Shieo 1982, the Finci Atance Pol&:y (PAP) has ban a gnific exception.
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companies and subsidiaries of multinational enterprises. While this is related to the fact that the
Botswana economy Is closely tied to RSA by SACUA, the principal explanation is that private
foreign investment is mainly in the mining sector of the economy, and it has been the large RSA-
based mining companies - most notably, the Anglo-American-DeBeers group - which have the
greatest knowledge and interest in Botswana's mineral endowment. In addition to having
outstanding technical, managerial and financial qualifications for conducting mining activities in
Botswana, linked to regional and international product markets, as well as considerable locational
advantages in managing such activities from their RSA headquarters, there is also the fact that
they are familiar with the geology of Botswana and, in several instances, had acquired long-term
leases on some of the most attractive sites before Botswana achieved political independence.

3.34 Despite the advantages that Anglo-American, DeBeers and other companies have
had as investors in the mineral sector, Botswana has still managed to negotiate mining concession
agreements and joint venture arrangements that compare well internationally. Furthermore, the
working relationships established with Government, on the one hand, and with local employees
and private sector suppliers, on the other hand, have mostly been constructive and mutually
beneficial. Compared with the experience of numerous other mineral dependent developing
countries, the economic and socio-political dividends that Botswana has been able to derive from
its relationships with foreign investors in the mining sector have been quite advantageous.

3.35 In addition to the large-scale mining sector investments from RSA, and
agricultural ventures of South Africans - some of which also have pre-independence origins -
a number of subsidiaries of RSA-chartered companies have been established in Botswana in the
areas of construction contracting, small-scale manufacturing, wholesale and retail trading, and
various services industries (banking and insurance, accountancy and management consultancy,
transportadon and tourism). Botswana has been attractive to these enterprises because of the
close proximity and profitable opporunities it has afforded, and also because of prolonged
economic depression and political uncertainty in RSA. Another factor has been Botswana's
liberal foreign exchange control regime.

3.36 While there has been relatively little external capital investment associated with
these non-mining ventures, the technology and management skldls they have made available to
Botswana have contributed significantly to the development processes in the private sector. It is
noteworthy, however, that very little of the non-agricultural commercial activities conducted by
RSA-based enterprises has been oriented towards production of exportable goods and services for
the RSA market - instead they have, for the most part, served as instrumentalities for facilitating
the export of RSA goods and services to the Botswana market or, in some iances, through
Botswana to other countries. A significant exception is the recent investment to develop soda ash
production facilities at Sua Pan, which is oriented primarily to the RSA market.

3.37 The other principal, but much less Important, source of foreign investment from
the Southern African region has been Zimbabwe. Most of this investment has taken much the
same form as the non-mining activities of RSA-based enterprises, and has been propelled by
similar motivations. Nonetheless, some Zimbabwean investors (and possibly a few Zambians)
have found Botswana a good base from which to export to their home country market - drawing
on the ready availability of inputs from RSA afforded under SACUA and the conducive policy
environment and well-functioning infrastructure facilities provided by Botswana.
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3.38 Along with other counties in the region, Botswana is currendy trying to attract
foreign Investors from Europe, North America and Asia. In addition to recent investment
promotion missions to preferred sources of foreign investment (such as Japan), and investigation
of successful investment promotion schemes in other countries (such as Mauritius), the
Government is a member of the Multnational Investment Guarantee Agency (MIGA), sponsored
by the World Bank, and is eligible for the Overseas Private Investment Corporation (OPIC)
insurance coverage, sponsored by the United States. It is also a member of other international
organizations intended to provide reassurance to potential foreign investors. Further efforts
required along these lines - including revision of existing national policies governing foreign
investment and intellectual property - are detailed in subsequent chapters.

3.39 Beneft and Costs of Foreign Investment. Botswana has obtained significant
net benefits from private foreign investment in the mineral sector. By relying on foreign equity
to finance a significant portion of large, risky projects, Botswana has been able to undertake
projects which would not otherwise have been possible. Some of these have been very profitable
- both for the investor and Botswana - and some not. The terms of the arrangements have
generally involved a return to the foreign investor on the risk capital, and a return to the
Government of Botswana for the mineral rights in the form of taxes plus dividends on equity.
In addition, Botswana has obtained access to the latest technology in mineral exploration and
exacion - again some of which has been successful and some not. Further, Botswana has
gained entry to inational markets on favorable terms for many of its mineral exports. On
balance, the strategy of sharing risks and returns has enabled Botswana to realize a positive net
benefit from foreign investment in the mineral sector.

3.40 Whether Botswana has obtained positive net benefits from foreign investment in
the industrial sector is less clear. Much of the foreign investment in the non-mineral sectors has
been attracted by subsidy and tax breaks under FAP and other promotional programs, including
infant industry protection under SACUA. Most of these arrangements are limited in time, and
founded on the infant industry concept. During the infant phase many have transferred to the
foreign investor most, if not all, of the returns that would otherwise have accrued to Botswana.8

Indeed, in some cases it is arguable that the net benefit to Botswana has been negative during the
infant phase. Ihis makes it important that, on the expiry of the infant phase, Botswana reap
sufficient benefits to justif1y the earlier benefits foregone. If, however, the promotion of foreign
investn attracts footloose industries which move on when the temporary assistance expires,
then the benefits to Botswana may be zero or even negative.9

3.41 Part of the rationale for promoting foreign investment in industry has been to
prepare the economy for the day when mineral revenues are no longer the engine of growth. The
long-term viability of the assisted industries is central to this objective of diversification.
Otherwise, the outcome is not sustainable. If supported new industries cannot stand on their own

"Some of the agment also had the effect of tanfering tax revenu fnmm the Botwnana teasuy to the treasury
of the inmesos horun county. Such *rvverse foreign aidr a when a tax concssn is granted to an investor but,
under double taxaion treaties, hd the tax been paid in Botswa it would have been creditable by the investor against
his tax liabiliq to his hom govrnment Such is the case under Botawna's double taxation treaties with the UK and
RsA, the two g4jor sources of forign invesent in Botawana.

9 Although it is recognized that even footloos indusries may provide mexternalO bnefts in the fonn of increased skIls,
a bettew disciplned wotk force, an so on.
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feet without assistance, when mineral revenues dry up, Botswans's ability to provide ogoinW
subsidies will also cease. lhen Botswana will have neither the diamonds nor the industry. In
addition, if a promotional progran creates an industry which is dependen on ongoing
Government assistance for its survival, that action creates a constituency which will put pressre
on Government to provide on-going subsidies at the end of the infiat period.

D. COMPARLSON OF COUNTRISF IN SOUTIHERN AFRICA

3.42 Botswana's future industrial development opportunities will be conditioned by the
broader regional economic context, with respect to both international trade and foreign
investment. A statistical profile of the national economies in the Southern African region is given
in table 3.5. As this table illustrates, Botswana is an important player in the Southeem African
economic league. With 1.5 percent of the SADCC country population Botswana produces nearly
9 percent of the combined GDP of the region and, in recent years, it has atrcted over 52
percent of the incoming direct foreign investment. The structure of the Botswana economy,
however, is significandy different from Zambia, Zimbabwe and RSA. For example, Botswanaes
industrial sector represents a substandally smaller share of GDP - less than five percent
compared with around twenty five percent for the other three.10

3.43 If RSA and Zimbabwe adopt, and successfully implement, the prescriptions being
proposed by the World Bank and the IMF (supported by other sources of extal fnancing), they
will become more open to international competition. While this is likely to reduce the relative
size of their import-substitution industries, it will also mean that Botswana should expect to face
intnational price and productivity standards to a substanily greater extent than in the past.
Botswana's industries would then be required to compete with the more industrialized counties
in the region for markets and investment and also withstand broader international competitive
pressures transmitted via the more open economies of these two large neighbors.

3.44 The potentially rapid changes in the economies of Botswana's neighbors implies
that Botswana must ensure that its industrial development strategies, as well as its international
trade and foreign investment promotion policies, reflect the evolving competitive opportunities,
within the Southern Africa region and the internadonal economy. This will need to be done with
reference to prospective changes - not only in the circumstances of individual countries - but
also in the institutional framework within which regional economic competition will be conducted
in future. It is important for Botswana to anticipate what adjustments may be required in order
to establish and sustain mutually beneficial economic relations with RSA and Zimbabwe.
Therefore, an important aspect of Botswana's future industrial development strategy will be the
development of capacity to monitor and appraise developments in the economies of neighboring
countries, as well as refining its capacity to influence, through negotiations, the course of events
with respect to changes in the institutional framework for its regional economic relations.

'0 Wl nufactuing, as a peet of GDP, may be one-sixth of tha of Zimbabwe nd Zambia, nmafactring ODP
per capita in Bdowa is mom than half t in ths countries. Hec, te gp may not be s agat as uggeted by table
3.5.
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Table 35: Southem African Country Comparisons

ONPper Mamaf Dina
P_atlao GDP capit 4"Ift Dapat Ineatasa

1989 S bn.) tollbr (% GD>P) (S bUI) Oo_
(MuonM) 1989 199 1989 1989 19859

Aqohl 10.0 7.7 ... 4 3.0 -273

Boutwan 1.3 2.5 2,040 4 13 354.2

Leaodko 1. 0.3 330 14 0.1 37.5

WI 8.8 1.4 200 9 0.5 1.0

mmbq 15.7 1.1 80 n. 0.1 1.7

Ntnibb 1.8 1.7 ... 5.e a .

Swarjhd 0.8 0.8 810 o.. 0.5 M923

TagmaI 273 2.S 110 4 0.4 10.1

Zambia 83 4.7 420 24 IA 128.8

1ZiAbwe 9.7 53 640 25 1.6 -20.1

SADCCToa 85.7 28.0 m - - 678.0

Rpotbof SoulhAMaa 35.0 80.4 2,530 24 23.8 453.0

Sire UN, Wd Bank, DP, OECD an SA Sta c data, as rowd by C. Soaman and C. Tbompon
in sodam A wrn 4pw*& Eanoudc Ropumm efa Frre SoA aioa=, Afica Relooy Drfi Pape.
No. 4, Dmbew, 1991, puhod by do UN.

EI RECEPI AND PROSEClW SACUA DEVEWPMNITS

3.45 With respect to recent developments with SACU, it was not until early 1991 that
the BLNS members of the renegotiation study group (Nanibia had become a member of SACUA
in its own right in 1990) were able to formulate their proposals for presentation to RSA. Ihese
Included a revival of some of the same technical revisions of the revenue-haring formula that
had been rjected by RSA in 1980, and also called for incrased compensation for the price
raising and Industa polarization efects. The BLNS also proposed payment of interest by RSA
on their lagged revenue shar; enlarged scope for protection of agricuturl producers and
manufacturing industries against price competition from RSA; and, better mechanisms for
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paricipation in decision-making widh regard to the level and strucre of tariffs levied on Imports
from outside the CU area and with respect to RSA's industrial development policies.1

3.46 RSA responded to these combined proposals in April, 1991 by informing the
BLNS counties of its unilateral decision to suspend the terms of referce for the study group.
Ihe rationale for, and implications of, this decision were stated by RSA as follows:

"An in-depth analysis of the very comprehensive proposals has revealed that, viewed
against the industrial development needs of the customs union area as a whole, the 1969
Customs Union Agreement has become an out-dated instrument for economic cooperation
in the area. Furthermore, cosmetic amendments .... will not address the real underlying
problems faced in particular by the less developed members of the Union. The divergent
development needs of the contracting parties therefore require a collective reflection on
the most appropriate forms of economic cooperation which will ensure opdmum
economic development in the region. Such forms may even extend beyond the current
boundaries of the Union".

This statement was accompanied by the announcement of a unilaterai decision to suspend
indefinitely the terms of reference of the Study Group pending the outcome of the collektve
rfections, and by a proposal that in the meantime, -the Agreement in its present form should
continue to be applied."

3.47 The RSA position was subsequently explained more fully in a formal statement
presented at an extraordinary meeting of the Customs Union Commission convened in Swaziland
in June, 1991. The following excerpts capture the essence of the message conveyed at that time:

-RSA understands that the BLNS countries .... are .... striving.... to establish a financial
situation for themselves which does not leave them in a worse position than under
independent circumstances outside the Customs Union. It is also clear that .... [RSA's
CU partnersl .... regard their industral development situation within the Customs Union
as unsatisfactory and therefore wish to obtain increased protection against South African
industrial development."

"On the other hand, South Africa has come to the conclusion that:

(a) the Customs Union, even in its present form, is becoming financially
unaffordable: and,

(b) that it .... (musti .... aspire to greater freedom in respect of industrial
development."

3.48 Other points contained in the statement can be summarized as follows:

11 Ret iareh has indaed dtat the cosbet mtio of SACUA for Bolwan (and, by axtenson, for Lesotho,
Namii and Swazland) is nmch lss fvablo tan prevously assmed, lare1y because doffth pie rang fct. So
1. Claik Lei, The Stadi Wee Ecoonndu of a SoU CoQmhP Menbnnhl In a Catonu UnAi Ioaw4w in the
Sot&e 4flc awtom Union, Woid Devopawt, Vol. 20, No.7 (July 1992). Tr ane differences of opinion about
the uplicaons of the resuts of this eonmr aalyis for owaws tegic options and negodatn srategies



-45 -

(a) RSA has concluded that accommodation of the differing tade and industri
objectives of the SACU members is impossible within the existing Customs
Union Agreement.

(b) Serious attention must be given to the creation of a 'looser type of economic
cooperation with broader regional participation .

(c) RSA has formed a multidisciplinar task force to study options, and Its findings
will be used as the basis for submitting proposals to the BLNS countries for their
consideration 'in the near fiture'.

3.49 Over a year has passed since RSA made this commitment to provide the BLNS
countries with the results of their task force deliberations. During this period there have been
momentus political developments in RSA as well as elsewhere in the Southern African region,
including growing insistence on the part of the ANC that major economic policy decisions should
be defred until such time as all interested parties in RSA can play a proper role In the decision-
making processes. In short, there is currendy litde prospect that any significant changes in
SACUA, and related domestic RSA trade and industrial development policies, will be proposed
by the present Government. Such proposals are likely to be postponed until a transitional
Government is in place - or until a new, post-apartheid Government is installed, and has had
time to formulate its own economic policy agenda.

3.50 The ANC has, however, recentiy indicated that it favors a Southern African
Development Community based on balance, equity and mutual benefit", and is opposed to a role
for South Africa as a 'power point for growth'.'2 Te PAC, for its part, favors "redress to
deal in a corrective manner, with initial resource, trade, development level imbalances,
maldistributional effects of economic co-operation and Integration, etc..""

3.51 In the meandme the existing SACUA arrangements are continuing to function as
they have since the 1969 re-negotiation and the subsequent amendments in the 1970s - and
present indications are that they will continue to do so for some time. The disadvantages incurred
by the BLNS couties remain and Botswana is in a difficult position. lTe revenue generated
from the CU is about one quarter of Government's revenues and would be difficult to replace
quickly. Yet the uncertaty about the nature of the future regional trading relations makes it
undesirable to commit to a strategy which may be unsuited for the eventual outcome. More
specifically, the distributions to be received by Botswana in quarterly installments during FY
1992193, with respect to the esdmated entitlements from revenues paid into the pool during FY
1990/91 and adjusted by actual data for FY 1989/90, amount to R1,300 million - 24 percent of
total estimated revenues for FY 1992/93 - compared to RSOO million for Lesotho and R400
million for Swaziland. Botswana's revenue has been augmented by the large import requirements
of the soda ash production facllities as well as the construction boom elsewhere in the public and
private sectors.

12 SemtuGeml of th ANC to dto anual wmmik of SADCC, 17 August I992.

u Pnidet's qech to SADCC mtuia, 17 August 1992.
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F. OUTLOOK FOR JOTSWANA'S REGIONAL ECONOMIC RELATIONS

3.52 It is clear that Botswana must prepare for the adjustments which will be required
In its trade, fiscal and industrial policies as a result of the impending major modification or
outright rVplacement of the existing SACUA with some, as yet unkmown, alternative regional
arrangement. Prest indications are, however, that there will be sufficient time for these
prearations to proceed without undue haste and in an orderly manner. Thus, while there Is no
immediate crisis, and whilo Botswana Is relatively well positioned to adjust to whatever changes
may be in prospect for the regional economic enviromment there are difficult ptoblems to be
resolved in attempting to devise an appropriate strategy and to analyze the related policy
alternaves. This uncertainty, in turn, impinges on future Industrialization possibilities.

3.53 Not only is there uncertaty about the likely course of RSA initiatives on SACU,
but it also remains to be seen what effect the on-going structural adjustment of the Zimbabwean
economy will have on Botswana/Zimbabwe trade. RSA, probably in conjunction with major
chages in SACUA, may also liberalize its trade. If so, this would imply that Botswana should
base its strategic planning on the assumption that, before long, competiton from Zimbabwe and
RSA will be closer to world market prices than at present. While this wIll be of considerable
benefit to Botswana's consumers, it is likely to place compedtive pressures on producers seing
in domestic and regional markets.

3.54 Ihe degeme of uncainty about the future course of events in these areas is well
illustrated by the recent proliferation of 'post-apartheid Southern Africa' studies and symposia.
While nmerms individuals and institutions are actively engaged in this sub-field of 'futuist'
spclation, and the vestd interests of inwnational institutions, national govemments and
spokesmen for various Ideologies are well represented, a consensus of sorts is emerging regarding
the range of plausible outcomes. Without pretending to capture the details of either the processes
tiat would be involved, or the results that would be achieved, the main competing scenardoso
for future economic cooperation in Southern Africa can be differentiated as follows:"

(a) regional frmation, in which each country would adopt a 'go it alone
strategy seeking to establish bilateral economic linkages both within and outside
the region;

(b) the persistce of two sub-groupings roughly comprising the existng regional
division on which SADCC and SACU are based, but with some overlapping (as
already exists) and perhaps some marginal shifting of membership;

(c) gradual movement toward fill regional economic integration based on
interntionallydetermined market forces guiding trade and investment flows,
organized within either a region-wide customs union, free-trade area or common
market framework;

14 MadpIe fwm C. Stona_ and C. Th1 mn, Soaudw*e ca *aer Apaih; Economfc Reperdom ofa Fre
S"oh 4 , API' Rmcvi likln P#pr. No. 4, December, 1991, publied by the UN.
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(d) an amalgamaon of SADCC (after RSA affiaion) and SACU, with coordinaon
of regiona development along SADCC lines and compe n along SACU or
simiat lines pehaps with some linkage to the PTA).

Another possibiity, of course, is t the present unsettled political conditions in RSA will
continue or pehas worsen, preventing initiation of movement along any of the lines indicatd
above, for an indefinitely long period.

3.55 Although Botswana may not be in a position to exercise a mqJor influence on the
ultimate choice among these or other alternatives, efforts must be made to determi BotSwaas
nationa interest and to proceed to seek ways to fiirther that interest. An appropriately stuctured
regional trading arrangement could also be in the national interest of all counties of the regio.

3.56 hbere are, of course, numerous sub-sets of scenarios that can be postulated
regading the course of events that might lead from the existing SACUA and SADCC
arrangements. For example, it is conceivable that RSA wil strive to keep the BLNS countries
within the SACUA net while seeking to expand that net to encompass other countries in the
region. Under this scenario, SACUA membership might be offered to Zimbabwe and other
SADCC countries sequentially, in combination with gradual reductions of the common exter
tariffs and compensation levels, and in association with specialngenme for protctng key
industries and making allowances for group decision-making. It is env e that this would
bring about a gradual evolution of SACU into an expanding Southern African economic
community at a pace keyed to RSA's capacky to adjust to its own inern structural adjustme
requirements. While this is only one of many possible scenatios - and not necessarilff the most
likely one - it serves to illustrate the relevance of political economy hypoheses and of time-
phasing considerations.

3.57 In any case, it is clear that there is need for additional work on the evaluation of
Botswa's options, based on sound theoretical principles and smatic policy anllysis which
take both economic and political fators into account. Such work should be oriented prmarly
toward formulation of a strategy for pursuing national interests including, where reeva,
industrial development objectives, within alternative institutonal frameworks.

G. IMUvCATIONS FOR BOTS WANA'S INDUSTRIAL DEVELOPMENT
STRATEGY

3.58 The principal implication to be drawn from the present status of economic
research and political discussion is that Botswana should premise its industrial development
strategy, for the foreseeable future, on the assumption that, whatever potential opportities may
be identified for consideration, they will need to be capable of passing, at the very least, the test
of regional competitiveness and, ideally, the more strenuous test of international ompetitiveness.
For the immediate future, sights will have to be set higher for those activities which must sell in
international markets (minerals) than for those activities which sell in regional markets (consumer
goods). However, as noted, the prospect that regional producers will liberalize their trade
regimes suggests that ultimately all producers will have to pass the intenatioal test. Tbis
implies, in turn, that comparative advantage should be the cornerstone of trade and
industrialization policy.
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3.59 Ihis does not, however, mean that there is no room for Goverment enupport
Indu promodon policies. Quite the contrary - there is an important role for policy. The
appropriate role for Government should be primarily that of providing the "enabling
environment' necessary to encourage the requisite entrepreneurship and profit-oriented decision-
making within the private sector - by both domestic and foreign investors. Whatever the role
Govremment undertakes to play, the guiding principle should be that Botswana's industrial
development is premised on productive efficiency rather than on protected or otherwise subsidized
inefficiency, and that it must be firmly rooted in the nation's true comparative advantage.

3.60 t should also be recognized that there exists an inherent link between the
Industialization strategy appropriate for Botswana and the institutional framework for
Inernational trading relations within which Botswana's industries will be required to compete.
In other words, the country's intational trading policies and domestic industrialization policies
are integrally linked. Both the institutional arrangements underlying trade policy and the
comparative advantage underlying industrial policy must serve the country's long term national
intests. Botswana therefore should develop a pro-active strategy for advocating the new
arrangements it would prefer within those fora and councils which will be most influential In
determining the outcome of the on-going deliberations.

H. CONCLSIONS

3.61 Botswana should seek to clarify its industrial development opportunities by taking
action along three separate but interrelated lines. First, a concerted effort should be made during
the perod immediately ahead to exercise an effective voice in the formulation of the new rules
for regional economic competition. Second, more attention should be paid to understanding the
industria development problems and policies of other countries in the region, and to anticipating
opporunities for more productive and mutually rewarding economic interactions. Last, the
preparations necessary to compete more effectively should be commenced without delay - based
on a proper regime for "getting into condition" for vigorous pursuit of the country's industrial
development objectives within the prospective new regional competition.

3.62 It is the basic recommendation of this chapter, therefore, that the policy agenda
should be oriented towards the establishment of greater clarity regarding where Botswana's
national interest lies with respect to:

(a) future institutional arrangements governing intemational trade and foreign
investment;

(b) the economic relationships to be developed with the other countries comprising
the Southern African region; and,

(c) the domestic economic policy framework required to guide progress towards the
country's industrial development objectives.



CHAPTER 4

INDTUUIRAL DEVLOPMENT IN BOTSYWANA:
ADVANTAES AND CONST-RAlNT

4.1 Botswana has certain natural advantages and disadvantages with respect to the
promotion of industrial development. These define the basic setting within which industrW
development must take place. Industrial strategy and policies should take fill advantage of
naural endowments, while ensuring that natural handicaps are not magnified. Such strategies,
and the policies for their implementation, may also establish opportunities for development that
would not otherwise exist, or impede development by creating unnecessary obstacles to progress.
While a knowledge of natural advantages and constraints is essential to the identification of
industrial development opporunities, there is little that an industrial strategy can do to change
them. This chapter therefore focuses on those advantages and constraints that an improved
industrial strategy can enhance in the former case and diminish in the later.

A. ADVANTAGES

4.2 Democmay, Stabll and Secary. Botswana has a long democratic tradition
which confers certain advantages. Issues are widely discussed and openly debated at both local
and national levels before policy decisions are taken. This approach enhances the implementation
of policies because they have widespread support before their adoption. The firm adherence to
democratic principles has resulted in a politically stable nation since Independence in 1966.
While the Botswana Democratic Party has controlled the central Government and Parliament since
Independence, many of the local authorities have, at one time or another, been governed by
members of the opposition.

4.3 Respect for the law ensures that legislation in Botswana is fairly and strictly
enforced. The police force, supplemented by private security agencies, provides reasonable
protection for people and property. The Botswana Defence Force has developed into a significant
instrument for national defence, and can assist police in emergencies. The security situation In
Botswana is firther enhanced by the fact that peaceful and democratic solutions are emerging In
response to difficult situations in neighboring countries in Southern Africa.

4.4 Aces to Mw*e*. Being landlocked, the cost of accessing distant markets may
be more expensive than in countries which have direct access to the sea. On the other hand,
however, Botswana has direct land access to a larger number of countries in Southern Africa than
most of its neighbors. This represents an opportunity whose full potential has yet to be realized.
Moreover, as peace, stability and democracy return to the region, the growth of demand in thse
regional markets should resume, and Botswana should ready itself to supply a share of this
enlarged market.

4.5 In addition, as indicated in chapter 3, Botswana benefits from favorable access
to the European Economic Community market through the Lom6 Convention - and to other
developed country markets through the Generalized System of Preferences.

4.6 Responskile Fiscal Polic. It has been a long standing objective of Government
to reserve its mineral revenues for investment in viable development projects. While the division
between development and recurrent expenditure in the budget does not correspond precisely to
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investnt and consumption spening, the disdnction does provide a rough indication of the
succes Govment has had in achieving this objective.

4.7 Table 4.1 shows that in 9 of the past 11 years, Government's non-mineral
revemne (which is not independent of mineral revenues), has exceeded its recurrent expenditure
and provided a recurrent surplus to help finance developmet expenditue. That surplus, together
with Government's mineral revenue and foreign grants, has exceeded Government's development
expenditure in 10 of the 11 years. Indeed, the overall surpluses achieved have enabled
Goverment to accumulate substaial cash balances over the decade.

Table 4.1: Consolidated Cash low Budget of the Central Government
(pula million)
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4.8 noese positive cash balances and the related accumulation of foreign exchange
reserves are less an explicit inten of Government than a reflection of tihe Inability to identify
domestic Ime opportunWies in both the public and private sectors that promise rates of
retn equal or greater t tose obtained from investing abroad. However, the expecation
i8 that cash bWlancs and foreig exchange reserves will be drawn down as viable investment
opportuniies are dni ne Botswana that can be implemented effectively and will contnbtes
to sustainable dweopmenl

4.9 As ni ted in table 4.1, the recurrent surplus has declined over the last two
yeas. Projecdons in NDP 7 show that an incresing share of recurrent expenditure wil need



to be finnced by drawing on mineral revene. According t those projections, by 1996197, ovet
80 percet of mineral revenue will be required t finance 48 percent of recurrent expenditure.
NDP 7 is essentially a transition period from rapid growth of mineral revenue to a period of more
modest growth. Toward the end of this plan period, development spending will be declining, but
recurnt expenditure will continue to rise - reflecting the large development expenditures
incurred during the last half of NDP 6 and the first half of NDP 7. It s expected that NDP 8
will see a resumption of growth of development expenditure as the growth of recumrt
expenditure subsides.

4.10 Efficive Monet Poliy. Responsible fiscal and economic policies have
contributed to the nation's healthy foreign exchange position. Foreign exchange reserves were
P7,707 million at the end of 1991 - equal to about 18 monfts of impots of goods and services.
Ihe effective management of these reserves, the exchange rate and interest rates, by the central
bank - the Bank of Botswana - has also strengthened the foreign exchage position.

4.11 Exchange rate management has focused on maaining relative stability of the
pula with respect to the rand and other major currencies. Occasional adjustments In the exchange
rate have been made to reduce the impact of inflation in South Africa on inflation in Botswana,
but over the last two years this policy has been modified to encourage non-traditional expors.
Hence, the burden for controlling inflation has fallen more heavily on the management of interest
rates and the contaiment of domestic resource costs through fiscal policy, wages policy, and
improved productivity. Nevertheless, it is expected that domestic inflation will more closely
reflect the inflation rate in South Africa than it has In the past. Chart 4.1 depicts quartery
movements in key exchange rates over the last 7 years. The two 5 percent devaluationm tat took
place in August 1990 and September 1991 are easily identiffable. Ihe sharp rise in the exhag
rate between the Zimbabwe dollar and the pula reflects the structural adjustment program being
undertaken in that country.

4.12 Controls over foreign exchange transactions are minimal, and are used more to
gather information than to limit movement of currencies. Exchange is made through authorized
dealers. Both permnent and temporary residents may transfer their assets upon emigration, but
transfers in excess of P150,000 may be phased over three years. Permanent residents are not
allowed to use foreign exchange facilities for investment abroad, and resident travelers abroad
are limited to P500 in local currenc and the equivalent of P1,000 In fbreign currencies. Export
proceeds must be remitted through an authorized dealer within 6 months of the date of export.
}nsurance cover cannot be taken with non-resident companies. Local borrowing by a nom-resident
company is limited to P300,000 plus 4 times the level of its equty - but for manulcIng
concerns the Bank of Botswana may allow up to 8 times equity. Foreig borrowing by resdents
requires the approval of the central bank. In all, the foreign exchange regime In Botswana i8 the
most Liberal in Southern Africa, and offers investors an opportnity, unique in the region, to
move their capital about with relative freedom. Consideration is currendy being given to farther
lIberaization.
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4.13 Policy with respect to interest rates has not been as effective as it could have been
in terms of promoting domestic saving and the efficient allocation of loanable funds. Table 4.2
shows nomina and real interest rates over an 11 year period in terms of the prime lending rate
and the 88 day deposit rate. Chart 4.2 graphs the real deposit and real prime lending rate. As
indicated by the chart, both of these rates have been negative for a number of years, in real
terms. Given that positive real rates of interest have prevailed in South Africa and the OECD
countries over this period, there is an incentive to move funds out of Botswana for investment
elsewhere.

Table 4.2: Noinal and Real Interest Rates

1981 IM 1983 1984 1985 1986 1987 I988 1989 1990 1991

Prm Rate 11.0 14.5 13.0 11.5 1.5 10.0 10.0 7.5 8.0 9.0 12.5

88 days deposit 9.0 12.5 11.0 9.0 9.0 7.8 7.8 5.5 5.5 7.8 10.9

IndmatlnRate 14.6 12.7 8.3 6.5 10.4 lo8 8.1 10.4 11.3 12.0 12.6

Real Pdtl atef -3.6 1.8 4.7 5.0 1.1 .0.8 1.9 -2.9 -3.3 -3.0 -0.1

Rel Deposit Raw -S.6 40.2 2.7 2.5 -1.4 -3.1 40.3 -4.9 -5.8 -4.3 -1.7

Soww: Bank of BDowaa ual Repots and unpublihdwd data

4.14 Negative real interest rates were undoubtedly a factor in the rapid rise in the share
of commercial bank lending going to households, primarily for consumption purposes. Between
end 1986 and end 1991, outstanding credit to households increased from 18 percent to 32 percent
of total commercial bank credit.

4.15 Over the last two years, real interest rates have become less negative. By March
1992, the nominal prime rate had risen to 13.5 percent and the 88 day deposit rate to 11.9
percent. However, more recently, the inflation rate has risen to 14.6 percent, thereby making
these higher nominal rates more negative in real terms. Since May 1991, the mechanism for
effecting changes in interest rates has involved the issue of Bank of Botswana certificates, which
have virtualy replaced a central bank call facility previously offered to certain large depositors.
Seven auctions were held in 1991, and the amount outstanding at the end of the year was P771.8
million - with commercial banks holding 44 percent.

4.16 RAp Devedopment of HwRn Resources. Education and training are central
to the Government's development strategy. This Is reflected in the fact that education accounts
for 20 percent of the Government's recurrent expenditure - a larger share than any other activity.
A set of policy prescriptions for education were prepared by the National Commission on
Education appointed in 1975. These formed the basis for the National Policy on Education
adopted in 1977. The wide range of educational program and activities relating to primary,
secondary, vocational and technical education, teacher training, non-formal education, curriculum
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development and evaluaton and higher educadon undertaken by dte Ministry of Education Sin
then were based on this Policy. By 1991, about 90 percent of all primary school agp children
attended school (more precise data will emerge from the 1991 Census and the 1992 Litracy
Survey). Access at junior secondary school level had reached 85 percent of young people in the
catchment age group.

4.17 A second National Commission on Education was appointed in 1992 to review
the present system with particular reference to secondary education in the light of the country's
present and future economic and social changes. The 1992 Commission will be particularly
concerned with the structure of secondary education in terms of length and content and Its
relevance to higher education during the next 15 to 25 years.

4.18 The goal of the Governmentes education policy is to provide nine years basic
education to all Batswana. Since 1988, the curriculum is divided into a basic 7 years primary
and 2 years junior secondary, followed by 3 years secondary schooling for qualifying pupils. The
Primary School Leaving Examination (PSLE) is taken at the end of the primary level; Junior
Certificate Examination (ICE) at the end of junior secondary; and Cambridge Overseas School
Cerdficate (COSC) at the end of senior secondary. The first two examinations are local, while
the COSC is a UK examination.

4;19 Primary school leavers who are not admitted to junior secondary schools may
apply to the Brigades for vocational training or to a Primary Teacher Training College after at
least two yeas working as an unqualified teacher. Options for junior secondary school leavers
include vocadonal and teacher training, secretarial or commerci training. Senior secondary
school leavers may go on to technical courses at the Polytechnic, degree courses at the Univerity
of Botswana or a variety of specialized training schools (agricuture, secondary school teaching,
nursing, administraon and commerce).

4.20 Apprenticeships and industrial taining courses are available for a range of
designaed trades. The list is shorter for apprenticeships than it is for industrial training; the
former includes among others, auto-mechanics, carpentersljoiners, plumbers and pipefitters,
refrigeration, ir conditioning and borehole mechanics. Applicants must be at least 15 years old.
Employers who participate in the apprenticeship scheme give up to 4 years training at the
completion of which the apprentice must pass a test to obtain the relevant Nadonal Craft
Certificate. Having qualified, the former apprentice may be bonded for up to 4 years to the
entebpse where the apprenticeship was served, or be free to seek employment elsewhere.
Industrial Training schemes give part-time training only; participants may choose to take the
National Craft Cerdficate test at the end of a course. There is a wide choice of skills.

4.21 Hence, although education and skill levels may be at a lower level than many of
the other countries in the region, there has been a substantial effort to redress this issue. Indeed,
whereas resources for education and training are being curtailed in many of the neighboring
countries, as they come to grips with fiscal imbalances, Botswana has, by contrast, increasingly
been able to fund the education and training requirements of its population.
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4.22 Freedoms to Produce, Market and FYnance. As described, Government bas
recently taken a number of steps to reduce burdensome regulations and restrictions on entry
imposed through licensing. The intent is to promote competition and consumer awareness as the
primary means of ensuring fair trade, reasonable prices and quality goods and services. For most
producers serving the domestic market, import parity prices provide effective competition. For
those competing in foeeign markets for sales, competition, wages policy and increases in
productivity should contain factor prices and the prices of intermediate inputs at reasonable levels.

4.23 A new financial sector development strategy has recently been initiated by
Government in recognition of the expanding capacity of the private sector to satisfy a growing
proportion of the demand for long and short term capital. This strategy entails: (1)
progressively reducing the Government provision of parastatal finance, (2) narrowing the gap
between Government and private sector lending rates,' (3) promoting competition among
commercial banks by encouraging new entrants, (4) reviewing the mandates and performance of
development finance institutions, (5) promoting efficient money and capital markets through a
realistic interest rate structure, progressive privatization and the extension of financing
opportunities open to the private sector, (6) adhering to opportunity cost criteria in the investment
of Government funds, (7) improving the management of external assets and liabilities, and (8)
fostering the development of the stock market.

4.24 Infivsttue and UIltty Serices. As indicated in Chapter 1, the social and
physical infrastructure in Botswana has expanded rapidly since Independence. Road, rail and air
facilities serve much of the country and are modern and well maintained in the more densely
setded areas. Primary health care and basic education have been extended throughout the country
and most major centers have more advanced facilities. The nation is served by a university ha
is rapidly expanding in enrollments and quality. Major utility services, such as power, water and
telecommunications are now widely available, and the services are reliable, accessible and well
maintained, with service records that are the envy of many nations in Africa.

4.25 The above advantages have created an enabling environment that is superior to
most in the Southern Africa region. This environment does not seek to artificially equalize costs
with those in competing nations, but rather provide a favorable atmosphere in which foreign and
domestic entrepreneurs can prufitably invest in those activities in which Botswana has a genuine
comparative advantage.

B. CONSTRAINTS

4.26 The basis for improving industrial development policy must lie in strengthening
Botswana's advantages while easmg the constraints that inhibit more rapid industrial development.
The discussion of constraints in this section attempts to identify the scope that realistically exists
for relaxing apparent constraints. It should be noted, however, that Government has already
taken some measures to address these constraints to development following the recommendations
of the Revised Incomes Policy of 1990.

S ll Clowmni end fu to ceamin patata hugh two special fiunds - te Public Debt Service Pund (PDSP)
and tho Reveu Stabilization Fund (RSF) - at rates of interet which have tadiionaly been seveal poits bdow odir
donatic n watets.
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4.27 Utili Costs. Many existing and prospective enterprises in Botswana complain
about the high cost of utility services. Given the distances over which such services must be
delivered and the cost of distribution networks that must serve sparsely settled rural areas - and
the consequent limited economies of scale that can be achieved - it is understandable that utility
costs in Botswana exceed the costs prevailing in more densely settled neighboring countries with
less costly access to sources of supply.

4.28 Comparisons with costs in neighboring countries are difficult to make for a
variety of reasons. It is Government policy in Botswana that prices for services in excess of
basic needs should be based upon full cost recovery. If prices are subsidized elsewhere,
comparisons will reflect the relative costs to customers, but not the relative costs of production.
Moreover, rate schedules for power, water and telecommunications may differ among countries,
and the quality and reliability of service may also vary. Finally, restating charges in a common
currency using official exchange rates may EO,"# yield realistic comparisons. In these
circumstances, the best that can be done is to comnpare costs to typical consumers of utility
services.

4.29 Power. A small business consumer of electricity in Botswana, charged on the
-Business I Tariff", might consume 1,700 kilowatt hours per month at a total cost (April 1992)
of about P450. A similar consumer in Zimbabwe would pay the equivalent of about P100 and
in South Africa about P230. A medium to large business consumer of electricity in Botswana,
charged on the *Business II Tariff", might consume about 17,000 kilowatt hours per month at
a total cost of P4,040, with some variation depending on load factors. Similar consumers in
Zimbabwe and South Africa would pay the equivalent of P900 and P1,850, respectively. Hence,
variations in cost among these countries do not differ substantially by market size. The cost of
power in Botswana is about 4'h times the cost in Zimbabwe and about 2 times the cost in South
Africa. There is some evidence that, recently, costs in South Africa have been rising more
rapidly than costs in Botswana.

4.30 Surveys in selected industrialized countries reveal several cases where unit
electricity costs to industrial and commercial users are about half comparable costs in Botswana
(US, UK, France, Holland, and Sweden); some where costs are even lower (Canada and
Australia); and some where costs are 70 to 80 percent of costs in Botswana (Germany, Italy,
Belgium, and Ireland). Clearly, firms that rely heavily on power as an input are at a serious
disadvantage if they choose to locate in Botswana.

4.31 Water. Current figures show that the cost of water for industrial users in
Botswana is substantially higher than in neighboring countries, with the differentials being greater
at higher average levels of consumption. Large users in Botswana pay about 10 times the cost
in Zimbabwe, about 5 times the cost in Bophuthatswana, and about 2'h times the cost in South
Africa. Moreover, when costs rise in Botswana by about 70 percent (in real terms) to cover the
cost of new supplies via the north-south carrier, these differentials will increase further.

4.32 Telecommunwcadons. Telephone calls exhibit similar differentials. While it costs
P15.60 to make a 10 minute, subscriber-dialled, full rate phone call from Gaborone to
Johannesburg, the equivalent cost to place the same call in the opposite direction is about P5.50.
The same call to Nairobi costs P54.Su from Gaborone and P40.60 from Johannesburg. Placing
a similar call to London costs P70.60 from Gaborone and P40.60 from Johannesburg. The cost
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for a 10 minute call to New York City from Gaborone is P8M.70, while from Johannesburg the
cost is P40.60.

4.33 The effect of these diffeentials in utilty costs on the total operat costs of
businesses located in Botswana depends on how large a proportion of total costs can be attributed
to utilities. Evidence from Selebi-Phikwe suggests that power repreents no more than I to 2
percent of total costs for the manufacturing firms curently operating there. A recent study on
'Water Use and Affordability- found that, for major consumers, water costs were less than 1
percent of total costs. Even with these low levels of usage, differentials in utDity costs might
raise total operating costs in Botswana by 2 percent, which is not negligible for profit-seeking
business firms.

4.34 Utility costs are clearly higher in Botswana than in neighboring countries. While
some reductions in the apparent differentials may be possible through closer surveillance of
efficiency and cost-ctting measures by parasta boards, and possibly by applying more realistic
methods of accounting for capital costs, very litde can be done to reduce the real costs of
producing utility services in Botswana, and these are clearly higher than in either Zimbabwe or
South Africa.

4.35 The inevitable conclusion is that businesses requiring large inputs of utility
services to conduct their operations may not choose to locate in Botswana. The high cost of
utility services should guide new and expanding businesses in the direction of activities, such as
financial, business and tourism services, in which utility costs are a negligible part of the total
cost of operation.

4.36 Long Tenn Finaw. There have been many allegations of a shortage of long
term finance. The Bank of Botswana, in a study conducted in 1988, estimated that 15 percent
of the total demand for long term (in excess of one year) finance over the following four years
would not be satisfied. Estimates of the demand for mortgage finance that will arise following
the implementation of the Government's Accelerated Land Servicing Program have also sugesWed
that established sources of long term finance will fall short of needs.

4.37 These estimates of a serious shortfall in long term finance were made at a time
when real deposit and lending rates were negative. Another survey conducted by the Bank of
Botswana in 1987, for example, which elicited responses from only 66 of the 200 businesses
contacted, did not ask respondents what interest rate they had in mind when estimating their need
for long term finance. At rates higher than those prevailing at the time of the survey, many
respondents would undoubtedly have reduced their estimated demand for long term funds. The
provision of commercial, industrial and housing sites alone will not lead to industri and
residential development - as this is also dependent on the interest rates charged on longer term,
and mortgage, finance.

4.38 Nevertheless, concerns expressed about the reluctance of commercial banks to
lead long term may be soundly based when the maturity structure of commercial bank lending
in Botswana is compared with maturity strucures in other more developed countries. It should
be noted, however, that lending by regional commercial banks tends to be very short term. Many
countries in the region are undergoing structr reform programs, which do not lend themselves
to the growth of longer term markets in fnancial instruments. Table 4.3 shows the maturiy
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ditribution of commercial bank lending in Botwana over the last six years by both number and
value of loans.

Table 4.3: Maturity DistibutIon of Commerial Bank Loan by Number and Value

1986 1987 19U1 1919 t990 1991

Numbwof Leans (%)

U_de 12 amais 51.1 58.3 55.9 55.9 53.1 49.6

1 to ye5S 47.4 39.8 42.5 42.5 43.3 44.4

OvaS yeam 1.4 1.9 1.6 1.6 3.2 6.0

V, of La= (%)

Under 12 nl a 54.1 53.5 53.1 553 60.2 56.1

1 to 5 yea 39.6 39.5 39.7 35.9 323 34.2

Over 5 yes 6.3 7.0 7.3 8.8 7.6 9.6

Notw: Column totb may no add to 100 persmt due to rounsding.
swcv: Boak of Bota, Annul Repols and unpubishd dat.

4.39 There is evidence that the maturity distribution has been lengthening, but the
incease in long term loans has come about mainly at the expense of medium term loans.
Moreover, a Housing Finance Survey conducted by the Bank of Botswana, at the end of 1988,
Indicated that 33 percent of medium and long term loans were housing loans, and half of these
were to fnance staff housing.

4.40 Domestic saving has largely been Government saving. Until other forms of
domestic saving and more efficient capital markets are developed, the principal source of long
term finance will be Government savings channelled through parastatals. Table 4.4 shows the
principal institutions enpged in lending in Botswana.

4.41 Lending by institutions other than commercial banks has grown more rapidly than
lending by commercial banks, albeit from a much smaller initial base. Whereas loans by these
Istitutions accounted for only 25.4 percent of total domestic loans in 1984, they represented 40.1
percent in 1991. As much of this lending is long term, it is reasonable to conclude that the
maturity distribution of domestic credit in Botswana, as a whole, has been increasing. If equity
provided by the Botswana Development Corporation is included as long term financing, the
percentages are 28.4 and 42.7, respectively.

4.42 Most of these lending institutions, other than the commercial bankcs, have received
financing from Government - primaily through the Public Debt Service Fund (PDSF). Loans
from this fund .and the Revenue Stabilization Fund (RSF) are also available to other parastatals,
and tie city and town councils. Total PDSF/RSF loans outstanding amounted to P217.8 million
in 1984 and P702.4 million in 1990.
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4.43 External borrowing is also an important source of finance, particularly for non-
financial parastatals. The total outstnding debt channelled to or through Government amounted
to P549.2 million at the end of September, 1991. The major sectors benefitting from this foreip
borrowing are energy (P103.7 million), education and training (P99.3 million), transport (P97.4
million) and water (P65.8 million).

4.44 Sources of long term finance for major projects, corporations and institutions do
not appear to be an important factor inhibiting development. The availability of long term
finance for small and medium scale enterprises and households may be a continuing, If
diminishing, problem; but how much of the apparent excess demand is a reflection of an
inappropriate structure of interest rates and how much is evidence of immature capital markets
and risk averse lending agencies cannot be determined until positive real interest rates are
achieved.

4.45 Nonetheless, there remains a general perception within Botswana that long term
finance Is an important constraint on industrial development. Unfortunately, commercial banks
are unlikely to lend much beyond the terms currently available - and, in fact, by the sandards
of the region, Botswana's commercial banks are relatively long term lending institutions. Should
a high demand for long term financing remain, even when interest rates become positive in real
terms, then the Government will need to consider alternative mechanisms for providing such
financing. One concept, being considered by Government, is the establishment of a fund to
chanmel term credit from Government to industry, and other sectors, for productive purposes.
The Government of Botswana has also recently requested the World Bank to work with it to re-
examine the role of the development finance institutions in Botswana and the provision of longer
term finance through these institutions. This work will hopefully shed some light on how
additional long term financial resources can be made available for viable enterprises, at positive
real rates of interest.

4.46 Shont tenu Jhance. Short term working capital, including pre- and post-
shipment credit is available through the commercial banking system at market rates of interest.
Although there has been some debate within Botswana concerning pre- and post-shipment credit,
this debate appears to center around the cost of such finance rather than its availability. In light
of the move towards positive real rates of interest within the economy generally, any move to
create a subsidized window for such activities would subvert the main thrust of financial sector
reform. Export credit insurance is also available through local insurance companies.

4.47 Wages Policy and Productivit. As noted in chapter 2, there is increasing
concern over productivity levels in both the private and public sectors of the economy. From a
policy point of view, however, productivity must be seen in relation to the cost of labor. If
increases in productivity and inflation are fully reflected in higher labor costs, Botswana's
international competitive position is not improved. The use of the exchange rate as a means of
promoting non-traditional exports can be made virtually ineffective if wages and other domestic
resource costs are adjusted to reflect the consequent Increase in import prices.

4.48 Govermment is the largest employer in the country. Its decisions on wages and
salaries, therefore, tend to set guidelines for similar decisions in the private sector. Recent data
indicate that real monthly wages for citizens employed in the private and parastatal sectors
increased at an average annual rate of 0.17 percent between August 1980 and March 1986, but
by 2.5 percent per annum between March 1986 and March 1991. Real wages of non-citizens in
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the private and parasl sectors decreased in both periods at anual rates of 0.44 percent and
2.26 percent respectively. Real wages of Central and Local Government employees increased
by about 2.6 percent in the latter period (data are not available for the earlier period).

4.49 Ihe recent rise in real wages is in sharp contrast to crude measures of changes
In productivity (see table 4.5). GDP in 1985/86 prices amounted to P15,500 per formal sector
employee in 1980/81, reahed P19,600 In 1985/86 and fell to P17,100 in 1990191. Eliminating
the special sectors of agriculturs, mining, social services and Government, GDP per employee
increased from P12,400 in 1980/81 to P13,100 in 1985186, and then fell to P10,300 in 1990/91.

4.50 Relating changes in GDP produced outside of agriculture, mining, social services
and Government to changes in employment reveals that the change in GDP per additional worker
amounted to P16,300 between 1980/81 and 1985/86, but to only P8,000 between 1985186 and
1990/91. It seems possible that recent increases in real wages have exceeded increases in
productivity, and have contributed to the rising rate of domestic inflation and a weakening
competitive position in international markets. However, these data should be treated with
caution, as changes in these ratios may reflect other changes in the economy such as changes in
the structure of production f*om capital to more labor intensive modes of production.

4.51 Nonetheless, the increase in Government wages and salaries that took effect on
April 1, 1992 was limited to 10 percent - about 2.5 percent below the inflation rate in 1991 -
thereby increasing Botswana's competitive position. This increase, together with normal creep,
should maintain the level of real wages within Government. A continuation of this policy, if
reflected in private sector wages, should bring the change in real wages for the economy as a
whole, closer to the present rate of increase in productivity.

4.52 Load and Hea*sg IssWS. One of the biggest constraints to fiuther industrial
development in Botswana is the shortage of serviced industrial and commercial plots. Although
this affects all investors in Botswana, it is thought to have a bigger impact on smaller local
investors. Ihe Ministry of Commerce and Industry, Tswelelo and some local authorities have
attempted to alleviate the problem by providing factory shells for small and medium scale
enterprises. The Botswana Development Corporation also provides factory shells - although the
rents are considered high, especially by small local investors. Moreover, when serviced land
becomes available, it is frequently purchased and held for speculative purposes. Such speculative
activity confirms the scarcity of this important resource and the economic rents which can be
obtained.

4.S3 In order to address the problem of serviced land for industrial, commercial and
residenti purposes, Government embarked on an ambitious P500 million Accelerated Land
Servicing Program (ALSP) in 1987. The program is intended to eliminate the backlog in the
supply of serviced urban land - by the end of 1994. A related objective of the program is to
establish the urban foundation for the growth of the manufacturing and service industries, which
will provide employment opportunities for a rapidly growing population while supporting
diversification of the national economy's productive base.
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Table 4.: GDPEunployment Ratios, 1980/81, 19MI6, and 1990I/1
GDP (1985186 prices)/Forial Sector Enploymt

2, Mining530.3 1_133.9 -,533.0 60'.6 399.1
3. Manurfauing 100.6 124.2 198.7 23.6 t74.S
4. Watr & Eledcity 28.1 57.7 91.3 29.6 33.6
5. Conatructiod 116.4 f6.0 201.9 -20.4 lOi9
6. Trade, Hotels & Reataants 265.8 319.9 539.2 54.1 219.3
7. Tlranqpoa 283 66.5 136.2 38.2 0.7
8. FinanciWa&DBusiumServices 48.5 97.6 157.7 0.1 60.1
9. Gonena Govenwme 199.8 325.7 642.0 125.9 316.3
10. Socid NW Personal Services 35.0 66.7 98.1 31.7 31.4
GDP atMrud kehim 1,521.1 2,420.6 3,813.6 909.5 3,393.0
GDP: Sec 3, 4, 5, 6, 7 6 8 587.7 761.9 1,325.0 174.2 563.1

FIORMAL SECTIDR EVW TN

1. Agricutum 4,800 3,5s0 6,700 .1,300 3.200
2. Mining 7,300 7.500 7,800 200 300
3. .MantAtchning 6,400 10,4o0 26.000 4,200 15,400
4. Water & Electricity 1,600 2,000 2,500 400 Soo
S. conatcon 15.200 12,000 33,800 .3.200 21,600
6. Trade, Hotes & Rtauan.u 15,300 20,400 41,000 5,100 20A600
7. Tlranepor 3,900 s,700 9,100 1,800 3,400
8. rnwial & DUAnea Servies 4,90 7,300 16,200 2,400 6,900
9. Geonalo Governmen 32,600 49,000 68,500 16,400 19,500
10. Social and Pesnal Servies 5,400 s5,50 11,100 too S5,60
34?, cxc SOF 97,400 123.00 222,700 26,100 99,200
EMP: Sec 3, 4,5,6,7& 8 47,300 58,000 128,600 10,700 70,600

C;DP Eml.)ncl r EMVIPLOYEEC
1. Agriculture 32,979 37,829 32,104 19,923 25,96
2. Minins 72,644 151,187 196,S38 3,018,000 1,330,33
3. Manufacturig 15,719 11,717 7,642 5,619 4,835
4. Water & Eectckity 17,563 28,850 36,520 74,000 67,200
5. Conadtnaoa 7,658 8,000 5,973 6,375 4,858
6. Trade, Hoels & etauranta 17,373 15,681 13,151 10,608 10,646
7. Troanport 7,256 11,667 14,967 21,122 20,500
8. inancal d&a DuunmSerdevic 9,898 13,370 9,735 20,458 6,753
). General Governmntu 6,129 6,647 9,372 7,677 16,221
10. Sc andPenonal Srvies 6,481 12,127 6,828 317,0O0 5,607
TOTYAL ECONOMY 15,514 19,600 17,124 34,847 14,042
SECFORS: Sec 3,4, 5, 6, 7 & 8 12,425 13,136 10,300 16,280 7,976

Saurce: Central Staities Office and Mbnbtry of Funmce and Dlevelopoat Planing.

4.54 The program will provide serviced land in six urban areas for over 31,000
residential housing units, over 400 commercial plots, 641 industra plots (of which 114 will be
rail served), and central business district sites In three urban centers. Sites for schools,
community centers, health ficilities, recreational amenities, playgrounds and parks wUi also be
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developed. Tbe scope of the program entails provision of new primary, secondary and tertiary
inftucture including roads, drains, sewage systems, water and power reticulation as well as
the upgrade of existing systems. While Government has been solely responsible for land
development, the private sector is expected to be inVolved in servicing about 20 percent of the
land under tdis program.

4.55 The allocation of plots on State land is the responsibility of the Department of
Surveys and Lands (DSL) - tnbal and freehold land is also available. Table 4.6 shows the
number of plots allocated by the department from 1986 to 1991. The table reveals sharp
fluctations in the number of plots allocated. According to DSL, applications received by
December 1990 under the ALSP amount to 40,000 residential, 6,000 commercial and 4,000
industial plots. A comparison of applications with the number of plots to be provided under the
ALSP reveals a continuing shortage. However, it is not known how much of this demand is real
and effective.

Table 4.6: Land Allocation by the Departnent of Surveys and Lands
1986187-1990191

Lawd U. 86187 198718 199 199M 10 1990191 TOAL

RedeWal 643 94 90 1,461 3 2,291
Commaruia ISO 46 4 56 S 261

dlat 194 30 101 90 42 457
Mu-pUpMo 0 10 6 19 6 41

TOTAL 987 180 201 1,626 56 3,050

Smw: D _peim of Suves ed Lands.

4.56 To help maintain up-to-date information, Govermnent has begun computerizing
all land records and land management procedures. Information on institutional and district
housing is also being computerized. However, this will take time as the program is still
encountering bottle necks.

4.57 The principal suppliers of housing are - the Botswana Housing Corporation
(BHC), the Self-Help Housing Agency (SHHA) and private individuals. Institutional and district
housing are also provided by Government. Nonetheless, BHC is the dominant provider of
housing in urban areas. Botswana's housing market is highly segmented and those who have
access to BHC rented housing enjoy a considerable housing subsidy. On the other hand, those
without such access have to seek rented housing at market prices. For higher cost housing, the
free market is relatively small, and constraints on supply have tended to increase rents far beyond
BHC levels and significandy above the long-run supply price of housing.

4.58 The BHC is making a contribution towards relieving the current housing shortage,
through the construction of housing units and the servicing of land as Goverment agent for
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ALSP. 'he Corporation is making an effort to sell a signiicant portion of its housing stock to
citizens through two programs: the Tenant Purchase Scheme, under which buyers must continue
to live in their houses; and outright sales to the public. Steps are being taken to define the future
role of BHC in the housing market, and ensure that it can contribute to the development of the
housing market with decreased recourse to Government assistance and without undermining
private sector initiatives.

4.59 Reguatory Framework Issues. Regulatory constraints on industrial development
have long been recognized in Botswana. Regulatory issues fll into four main areas: provisions
under the Non-Citizens Act which require that foreigners hold valid work and residence permits
for Botswana; licensing issues through the Licensing Boards in the Ministry of Commerce and
lndustry; regulations for obtaining land trough the land boards; and restrictions on employment
under the Employment Act. With a need for expatriate skills to service a rapidly growing
economy, these regulations have an important impact on investors. 'he demands of strong
economic growth and a limited supply of citizens with requisite skills Implies that additional
expatriate assisance will be necessary over the medium term.

4.60 Work and Residence Permis. Some streamlining procedures have been adopted
with respect to work and residence permits which include: matching work permits to the period
of a worker's contract; exempting expatriates in parastatals from applying for work and residence
permits; increasing the maximum duration of a residence permit from three to five years; making
permanent residence available to persons resident for ten or more years; providing six month
waivers for expatriates so that they can commence working while waiting for a work permit; and,
providing potential investors with longer term visitor permits (three months).

4.61 Major administrative changes in the processing of work and residence permits -
including computerization and staff training - have also been initiated. To reduce the bacldog
in immigration and work permit allocations, Regional Immigration Selection Boards are being
established in Lobatse, Gaborone, Selebi-Phikwe and Francistown.

4.62 However, there is on-going concern over the slowness of the bureaucracy
surrounding the work and residence permit system for expatriates in Botswana. The regulatory
environment remains highly restrictive. Hence, despite a commitment by Government to
encourage investment and employment creation in the industrial sector, at the implementation
stage much of this encouragement is lost in bureaucratic controls. Extensive recommendations
were made in the Revised National Policy on Incomes, Employment, Prices and Profits (March
1990) to address some of these problems. The Regulations Review Committee is charged with
the responsibility of monitoring the implementation of these recommendations.

4.63 One problem involves "waivers". Waivers require periodic renewal and, as i
result, applicants are always uncertain whether the waivers will be renewed or permits will be
eventually issued. Some inprovements are being made, however. Whereas waivers were being
issued for three months, they are now issued for not less than six months. It is hoped that
processing of applications for work and residence permits will take the Regional Immigration
Selection Boards less than six months from the date of submission. However, serious
consideration is being given to the introduction of indefinite waivers. Once the Regional
Immigration Selection Boards are established - hopefully by the end of 1992 - priority in
processing of work and residence permits will be given to critical occupations. In anticipation
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of these delop , and the greater decentralization of thi funcion, the current board has
adopted new measum to adicate a backlog of about ten thousand applications.

4.64 Induwsl nd Commerckil Licenses. Licenses will be granted automatically by
the Licensing Authorities once planming, zoning, health and other regulations are satisfied.
Authorities will not make commercial judgemenu on applications and existing license holders will
not be allowed to block new applications. The aim of these changes is to ensure that licensing
procedures ar quicker and more certain.

4.65 Land Board Regsdadons. Regulations in obtaining land through the various land
boards adds a fiuther layer of regulation and bureaucracy to an already cumbersome process.
Even though the 1990 Incomes Policy Paper recommends an improvement in the efficiency of
the d _amet responsible for the allocation of land, the implementation of the proposal may
remain problemai.

4.66 7he Emplym Act and Labor Poliy. It has been Government policy to
enourage the participation of employers and employees in formulating policies on labor issues.
This Is reflected in the composItion of the Labor Advisory Board, the National Employment,
Ma3power ad bIcomes Council (NEMIC), the Minimum Wages Advisory Board and other
bodies. Governm also considers it an important responsibility to maiintain industrial peace
between employers and employees. Its role is to assist the process of collective bargaining,
encourage the fomaton of representative organizations and, as a last resort, act as arbiter.

4.67 This policy has been reasonably successful and Botswana has enjoyed a relatively
high dege of industral peaco. Government has involved itself directly in the maintenance of
adequate leves of wages, indusvrW labor protection, industri safety and other aspects of labor
pwrction. Mnagement ines are represented by the Botswana Cofetderation of Commerce,
Industry and Manpower (DOCCIM). The Botswana Chamber of Commerce and Industry (BCCI)
has also been established to represent the interests of small locally owned businesses. The
inteests of labor are represented by the Botswana Federation of Trade Unions (BFTU).

4.68 It is felt that impediments exist within the Employment Act which do not permit
effcdve collectivo baining. Conequeny, amendments to the Employment of Non-Citizens
Act, the Employment Act, the Trade Disputes Act and the Trade Unions and Employers'
Organizatios Act are being dicussed in Parlianent with a view to removing constraint; to
collecive bargaining.

4.69 Sholn, Hoewng ad Health Faclfkes for Foeign Invesors. Schooling,
housing and health fclities in Botswana are all recognized as inadequate to cater for a rapidly
grwing popuation. This has made it even more difficult to recruit expatriate skills when such
servic are in short supply.

4.70 Government recogni that private English medium schools have an important
role, since thi avaabity is a consideration in attracting invstous and skilled expatriates to
Botswana. lhes schools are required to be self-financing but, in line with the recommendations
of the Prideal Commission on the Review of Incomes Policy, Governent will make land
availablecfor the establmt of private schools and will provide curriculum materials and
professonal advice.
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4.71 As regards housing, Governmentes objective is to ensure that every citzen has
access to safe and sanitary housing. The emphasis wDI be on the provision of an adequate
number of serviced residential plots for sale to the public. This is an appropriate solution to
achieve levels of private residential housing that are affordable to middle and higher income
citizen. The Government's strategy is designed to ultimately move toward equilibrium in the
markets for housing and serviced land, while ensuring that citizens have access to affordable
housing.

4.72 PRaf,ar Isswes for CN'wzn Investors. Citizen investors face more serious
constraints than foreign investors. Some of the more important constraints include: lack of
entrepreneurial, technical and business skills; limited access to finance, land and basic
infrastructure; lack of identified markets; and, competition from imported products.

4.73 Lack of entrepreneurwal, technical and business sklls. Entrepreneurship is still
underdeveloped in Botswana. This has impacted on the ability of local businessmen to establish
and run profitable enterprises. Government, has tried to address this problem by reserving
crtain activities for citizen entrepreneurs and providing them with marketing assistance and
consultancy services. 'Te Ministry of Conunerce and Industry, through its Integrated Field
Services (IFS), provides extension services to these investors. Lack of technical, business and
management skills are also an important restriction on the development of successful local
businesses.

4.74 limted access toJfnance. It is often difficult for local investors to secure finance
from lending institutions because they have not established banking relationships or a business
track record. Many citizens also fail to secure financing due to poor project preparation prior
to submitting proposals to financiers. They are also frequently not able to offer adequate seurity
on loans. The situation is even worse for women married in community of property because,
under existing laws, they are considered legal minors and therefore canmt borrow in their own
right. Tbis is an important impediment for a potentially large pool of local entrepreneurs.
Government has tried to offer subsidies through programs such as FAP and the Smal Borrowers
Fund (operated by the NDB) to alleviate this problem.

4.75 Access to Wnd and basic ifrasructure. Ihe inadequacy of basic inraucture,
especially in rural areas, is also a limiting factor in sustaining viable business enterprises. In
addition, rural enterprises face high transportation costs for raw materia supplies, which have
to be transported from urban areas. Access to, and availability of, serviced land can also be
problematic for small local investors - and the cost of plots is very high.

4.76 Lack of dentfledmarkets. This can also be a problem for local investors because
potential markets are far away, and communication is often difficult. Moreover, transport
problems reduce the reliability of delivery to distant markets.

4.77 I lirpekmendag and Monlo rg C4xcfty ef¢ovenuneat. In many Ines,
the slow progress that has been made in recent years in overcoming the several constraints tat
have been identified in this chapter can be traced to the gap that has developed between the
implementation and monitoring capacity of Government and the increasing scale and complexity
of Government activities. Many decisions that have been taken by Goverment with respect to
policies, projects and the opeations of parastatals, and publicly announced, have been slow to
be implemented, and the monitoring procedures of Government seem to have been lax in
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identifying delays In implementation. Moving toward automatic, uniform and transparent systems
of incentives should reduce the burden now placed on the implementation capacity of
Government. Nonetheless, it is recommended that a thorough review of the Government's
monitoring procedures should be undertaken.

C. CONCLUSIONS AND RECOMMENDATIONS

4.78 This discussion of the advantages and constraints confronting domestic and
foreign Investors, contemplating the initiation or expansion of business in Botswana, indicates that
there is scope for improving Botswana's industrial development policy. Clearly, Botswana must
build upon its existing advantages of stability, responsible economic policy (both fiscal and
monetary), rapid human resource development, efficient and well maintained infrastructure and
utility services, and the freedoms to produce, market and finance. Any attempts to erode these
advantages must be resisted and every effort made to build further upon these.

4.79 Similarly, efforts should be made to ameliorate, as much as possible, the
disadvantages which exist. For example, high utility costs must be closely monitored, and efforts
made, through closer surveillance of efficiency and cost-cutting measures by parastatal boards,
to help reduce the real costs of producing utility services in Botswana. In addition, businesses
requiring large inputs of utility services in order to conduct their operations may not wish to
locate in Botswana. The high cost of utility services should guide new and expanding businesses
in the direction of activities - such as financial, business and tourism services - in which utility
costs are a negligible part of the total costs of operation.

4.80 In the absence of positive real rates of interest, it is difficult to judge the extent
to which a shortage of long term finance may be inhibiting industrial development. It appears
to be less of a problem for larger firms than for small and medium scale enterprises and
households, and the severity of the constraint is thought to be diminishing. Nevertheless,
authorities in Botswana should move towards a more appropriate structure of interest rates - with
positive real lending rates - so that the real demand for long term finance can be determined.
Currently unsatisfied demand for long term financial resources may, in part, reflect negative rates
on lending rather than immature capital markets and risk averse lending agencies. Ongoing
work, involving the Government and the World Bank, on the development finance Institutions,
may assist in developing these institutions as more effective medium and long term financiers
within the economy. Other options, such as the establishment of an on-lending fund for long
term lending, may also warrant further examination.

4.81 It is important that real wage increases do not get out of line with increases in
productivity. As a major wage setter within the economy, the Government should ensure that
slary increases for civil servants are not above the level of price inflation - and preferably at
a lower level to take account of normal creep within the salary structure and to achieve some
reduction In real wages, pending significant increases in productivity.

4.82 Land and housing continue to be a constraint on industrial development in
Botswana. It appears that they will remain a constaint even after the ALSP has been fully
implemened. It wil therefore be necessary for Government to continue, on an on-going basis,
to ensure that serviced land is made available for residential, commercial and industral purposes.
Ihis process may be accelerated by the greater involvement of private sector developers. It will
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also be important for BHC to move out of the housing rental business and to redefine its role in
a substantially deregulated market in which the Government is no longer a major landlord.

4.83 Despite some favorable developments, the regulatory framework in Botswana
could be improved further. Of particular concern is: the slowness of the bureaucracy
surrounding work and residence permits for expatriates; the continued inadequate operation of
the waiver system; the priority processing of work and residence permits for "critical
occupations"; and, a lack of efficiency in the departments responsible for the allocation of land.
These issues must be urgently resolved if the Government is to seriously encourage investment
in the industrial sector. In addition, there is a need to monitor the industrial and commercial
licensing system, which has recently been streamlined, and ensure that the redrafted Employment
Act meets the needs of a pro-active industrialization policy.

4.84 As they are an important segment of the potential pool of investors, yet facing
particular difficulties, the Government should continue to support the activities of citizen
investors. This support should not come from restricting markets and the activities of foreign
investors, but rather through intensified programs to help develop entrepreneurial, technical and
business skills and the preparation of projects for financing. Continued assistance through the
provision of small scale factory shells may also be appropriate.



CHAPFER 5

INVESMENT PROMO ION PO-LICES

A. POIUCY FRAMEWORK

5.1 The Government of Botswana is contmitted to playing a supportative role in an economy
that is essentially private sector driven. Policy measures relating to the development of the industri
sector are intended to create an enabling environment for private enterprise development. From the 1966
Transitional Plan for Social and Economic Development, published at independence in 1966, to the
current NDP 7, the guiding principle has been to encourage private initiatives within general confis laid
down by Government. Among the seven main policies identified in NDP 7 for the development of
industry and trade, the recognition of the private sector's role comes first, followed by related policy
elements of varying importance, as followvs:

(a) create a more enabling environment for private sector development;

(b) attract investment and promote exports;

(c) strengthen intersectoral linkages;

(d) encourage the informal sector;

(e) improve the application of science and technology innovations;

(t) relax construction constraints;

(g) improve industrial relations.

5.2 The strategy for industrial development as defined in the current plan differs little from
its predecessors. It provides continuity, and scope for adjustment and improvement where there is a
perceived need for such measures. The main policy elements for encouraging private sector growth In
the Seventh Plan period include - sound economic management, a less restrictive regulatory regime,
investment and export incentives, employment incentives, and human resources development.

5.3 Sound Ecwnomic Management. The Government of Botswana has pursued prudent
macroeconomic policies which have allowed manufacturing and agriculture to grow, notwithstding the
overwhelming importance of the mining sector. In particular, macroeconomic management has ensured
that the real exchange rate has not risen in response to large balance of payments surpluses generated by
mineral revenues. Expenditure levels have been maintained well below income, and a long run of budget
surpluses has led to a build up of Government cash balances. Two special funds were created in 1972/73
- the Revenue Stabilization Fund (RSF) and the Public Debt Service Fund (PDSF). ITe RSF operates
as a buffer between year to year fluctuations in revenue and long term public expenditure requirements.
The PDSF invests in domestic projects which should yield a flow of interest and principal repayments
to match Botswana's debt service obligations abroad. Both the RSF and the PDSF fund local
development finance instiutions.
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5.4 Exchange rate policy has been used to influence the domestic infladon rate and to
maintain the competitveness of domestic enterprises producing tradeable goods. Devaluation of the pula
over the recent past has helped to Improve the competitiveness of manufactured exports and keep prices
of locally produced goods in line with those of competing imports. However, for social reasons, the
Government is cautious about measures likely to increase import prices - not only is the economy highly
import-dependent, but the share of imports in the consumption basket of the poorest groups is relatively
large because many basic food stuffs are imported. The distributional implications of exchange rate
policy have meant that the authorities have tried to keep a close link between wage rate policy and
movements in the exchange rate.

5.5 Management of the exchange rate is complicated by the fact ihat the main exports -
minerals and beef - are dollar denominated while most imports and manufactured exports are priced in
rand or Zimbabwe dollars. This makes Botswana particularly sensitive to cross exchange rate
movements. Real exchange rates between the pula and the rand, and the pula and the Zimbabwe dollar
(calculated at the nominal rate of exchange, adjusted for inflation in the two countries) fluctuated within
relatively narrow limits until recently. Since 1990 the rapid depreciation of the Zimbabwe dollar, in
conjunction with that country's adjustment program, has made it very difficult for producers in Botswana
to sell competitively to Zimbabwe - previously an important market for manufactured exports. The
appreciation of the pula against the rand has been more gradual.

5.6 Since 1972, Botswana has adhered to an incomespolicy which has helped to maintain the
competitive position of local producers by limiting increases in wages. A revised National Policy on
Incomes, Employment, Prices and Profits was introduced in 1990 which does away with some of the
more restrictive aspects of the previous policy, allowing free and direct wage negotiations between
employees and employers in the private sector. Parastatals have also been given greater flexibility in
determining wages and grading structures. Changes in Government salary levels include the
decompression of senior management salaries and higher initial pay for those with particular professiona
or technical skills, in the hope of stemming the outflow of senior and skilled employees to the private
sector. Mmnimum wages are established for unskilled workers in retail and wholesale trades,
manufacturing and certain services. Minimum wage regulations do not apply to agricultural workers or
domestic workers. Current policy is particularly concerned with improvements in labor force
performance and future wage increases are likely to be more closely linked to higher levels of
productivity.

5.7 The Government has also used money and cradit policies in its management of the
economy. As part of a more active interest rate management program, issues of Bank of Botswana
Certificates were introduced in 1991 to support efforts to move interest rates to positive real levels. Ihe
changes are expected to encourage higher domestic savings as account holders move out of current
deposits into longer term, interest bearing assets. Exchange control rules governing domestic borrowing
by foreign-owned companies in Botswana have also been relaxed, to stimulate demand for credit. These
regulations are now more favorable than in most countries in the region.

5.8 Fewer Restdicons. Although the macroeconomic environment for private enterprise Is
considered favorable, the business community sees Botswana's regulatory system as unnecessarily
restrictive. The most criticized regulations involve access to land for business and housing purposes, the
employment of foreigners, and industrial licensing procedures (see chapter 4). A 1982 Presidential
Commission on Economic Opportunities and a 1990 Presidential Commission for the Review of the
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Incomes Policy both addressed, inter alia, the impact of unnecessary regulations on Botswana's faster
economic development. The 1990 Commission's report was the basis for a White Paper which became
the Revised National Policy on Incomes, Employment, Prices and Profits. It was approved in 1990 and
14d to the resuscitation of the Regulations Review Committee (RRC). The RRC prepared a blueprint for
legal and administrative changes required to implement the proposed reforms. Overcoming entrenched
civil service regulatory attitudes, however, remains one of the most intractable problems.

5.9 Investment and Expoul Incentives. Botswana's business environment offers key
advantages which are important to foreign investors. Political stability, the proven commitment to good
governance, sound economic management, a relatively stable currency, an open door policy towards
foreign participation in the economy and the provision of a level playing field for domestic/foreign and
private/public investment make Botswana a more attractive proposition in the global investment market
than could be achieved with an incentive package alone.

5.10 A specific investment promotion policy was introduced in 1982 with the introduction of
the Financial Assistance Policy. FAP was designed to assist new businesses and the expansion of existing
businesses which produce or process goods for import substitution or export. Applicants are divided into
small, medium or large scale, depending on the proposed level of Investment. Small scale projects are
restricted to citizens. All financial assistance is in the form of grants, if the conditions attached to the
assistance are met. The two main types of assistance for medium and large scale enterprises are:

(a) Automatic Financial Assistance (AFA) in the form of reimbursements;

(b) Case by Case Financial Assistance (CFA) in the form of grants which are part of taxable
income;

Other assistanne programs include:

(c) The Selebi-Phikwe Special Incentive Package to promote export manufacturing projects
in this region. In addition to reimbursements and grants available under the AFA and
CFA systems, qualifying investors may be granted corporate tax concessions and
withholding tax exemption on dividends paid from after tax profits. One of the
preconditions for the Special Incentive Package is that 100 per cent of the project's output
is exported outside the Southern African region (SADCC and SACUA).

(d) The Local Preference Scheme for manufacturers resident in Botswana. This scheme
takes the form of a 40 per cent price advantage on local (Batswana) value added when
tendering for sales to the Government, local authorities and parastatal companies, subject
to fairly strict local content ratio requirements.

(e) Exclusive licenses may be granted for a specific product, for a specific area in Botswana,
or for the whole country if demand for the proposed product is limited.

(1) Infant industry tariff protection may be granted under the provisions of the Southern
African Customs Union Agreement (SACUA) to enable new industries to compete wIth
producers in the Common Customs Area, provided that the higher tariff duty is levied
equally on goods produced in other SACUA countries or imported directly or indirecdy
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from outside the Common Customs Area. New industry tarift protection may be granted
for four years, extendable once only, for a further four year period.

Under the tem of the FAP White Paper (1982), investors may only benefit from one of three major
ncentive schemes, FAP, local preference or tariff protection, at any one time.

(g) Whilst most of the above incentives are particularly designed to promote labor-intensive
activities, capital-intensive projects can benefit from discretionary incentives granted in
the form of Development Approval Orders and Tax Agreements under the Income Tax
Act. The benefits of these incentives are felt only when enterprises begin to make
profits.

5.11 Botswana's network of trade agreements makes up for some of the disadvantages of being
a small landlocked country in a mostly low income, low growth region. These include: membership of
the Southern African Customs Union (SACU); a bilateral trade agreement with Zimbabwe; a 1956
agreement covering trade with Malawi; the Southern African Development Community (SADC); and the
Preferential Trade Area (PTA) in which Botswana is an observer. Particular export advanuges are also
available under the terms of the Lome Convention for ACP States; Botswana is covered by the
Generalized System of Preferences (GSP); and it is associated through RSA and SACUA with the General
Agreement on Tariffs and Trade (GATI).

B. iNSlfTUTMONAL FRAMEWORK

5.12 Government and the private sector are considered to be equal partners in providing an
institutional framework for development of the industrial sector - as indicated in NDP 7. Policy making
is also increasingly becoming part of a dialogue between the private and public sectors. What has made
this possible is the emergence of an articulate private sector counterpart to the Government, in the form
of the Botswana Confederation of Commerce, Industry and Manpower (BOCCIM) - which represents
private sector and some parastatal interests. From a small talking shop, it has grown into a reasonably
well staffed, pro-active organization lobbying for private enterprise interests. Financed by membership
subscriptions related to number of employees, BOCCIM now has over 1,000 affiliated organizations.
BOCCIM advises employers on collective bargaining and other labor related matters and represents its
members in tripartite bodies such as the National Employment, Manpower and Incomes Council.
BOCCIM operates a small business division - for businesses with ten or fewer employees - which had
500 members at end-1990. It also operates a counselling scheme under which member firms can receive
assistance from established member enterprises. In addition, the Botswana Chamber of Commerce and
Industry (BCCI), was established in 1990 to represent the interests of small, mainly Batswana-owned,
businesses.

5.13 The interests of organized labor are represented by the Botswana Federation of Trade
Unions (BFTU) to which twelve of the sixteen existing unions are affiliated. Union membership
represents about 20 percent of the private sector work force. The trade union movement suffers from
a lack of experienced Batswana negotiators. Strikes have become more frequent since 1989, particularly
in the public sector. Ihis is partly due to the inadequate collective bargaining machinery established
under the Employment Act of 1982, and other shortcomings of the 1982 Trade Disputes Act and the 1983
Trade Unions and Employers' Organizations Act. Suggested amendments to all three laws have been put
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forward and these are currently under consideration by Parliament. A plan to set up an industrial court
to arbitrate on labor-related grievances and disputes is also at an advanced stage of discussion.

5.14 The main public sector institution concerned with industrial policy formulation, investment
promotion and trade policy is the Ministry of Conmmerce and Industry (MCI). Two MCI departments
are particularly important in their interaction with the private sector and in promoting investment. First,
the Department of Industrial Affairs provides support services through its administration of FAP and the
Loca Preference Scheme, as well as being responsible for the Integrated Field Services; it also plays
a key regulatory role in ensuring compliance with the Industrial Development Act. Second, the
Department of Trade and Investment Promotion, whose role is self-explanatory.

5.15 The dual role of the MCI can, and does, lead to conflicts of interest within the Miisaty.
The difficulties encountered in reconciling MCI's role as a regulator (licensing authority), and a promotor
(attracting investors, involvement in some of the committees which approve PAP projects), lead to delays
which discourage foreign investors and are potentially harmful to small scale investment.

5.16 Somewhat removed, the Selebi-Phikwe Regional Development Program (SPRDP) is
managed by a special project unit funded by the Ministry of Finance and Development Planning with a
World Bank loan. Selebi-Phikwe is a copper-nickel mining town with a limited life determined by ore
splies. The Govermnent wishes to ensure the town's economic viability once the life of the mine has
come to an end. Hence, the SPRDP was established in 1988 to promote investment in non-mining
activities. The incentives available for industrialization are the same as those offered elsewhere in
Botswana plus special tax breaks for wholly export oriented enterprises.

5.17 Other public sector support organizations for private enterprise development deal with
small scale and rural industries, technology adaptation, and financing. These include:

(a) Integrated Feld Services, part of MCI's Department of Industrial Affairs, which provides
technical and management training and marketing assistance to promote citizen-owned
small and medium scale production. IFS offers consultancy services and training to local
traders and is the agency responsible for coordinating the activities of small business
extension agencies. It offers training and other types of assistance to rural producers.

Lb) Rural Industries Promotons is concerned with the dissemination of appropriate
technology in rural areas. It operates the Rural Industries Innovation Center in Kanye
and the Pioneer Rural Industries Center in Palapye.

(c) The Brigades are private sector and community-owned trusts. They provide technical
training for small scale industrial and commercial activities in rural areas. The Brigades
Development Center (BRIDECj, reporting to the Ministry of Education, offers auditing
and business management services to Brigades.

vd) The Botswana Technology Center (BTechC) is a parastatal organization reporting to
MFDP. It advises private and public sector entities on appropriate technology choices.

(e) The Industrial Exension Coordinating Commitee (IECC) acts as a coordinating agency
for the agencies and financial institutions listed here.
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(f) lhe hduser Development Advisory Commitee defines and formulates industial
policies, objectives and strategies. Members include MCI, MFDP, MMRWA, MOH and
MLGLH.

(g) lbe Bouwana Dewlopment Corporation (BDC), established in 1970, provided an
imporant frs step on the road to a coherent system of industrial development support
services. It provides loan and equity finance to new and expanding firms. Through its
subsidiary, Tswelelo, it assists small citizen-owned enterprises. Another subsidiary,
Botswanacrat, purchases and promotes production of handicrafts in ural areas. BDC
is Botswana's largest development finance institution.

(h) lbe Natonal Development Bank (NDB) is also a parastatal development finac
institution. It provides long and short term loans to industry, trade and agriculture.

5.18 Finally, Botswana's public utility companies produce reliable supplies of electricity, water
and telm ications services. Prices to consumers are not subsidized,1 thus avoiding distortions in
demand and inadequate returns on investments. Such distortions, particularly on energy use, are apparent
elsewhere in the developing world where they have had economically crippling effects. Nevertheless,
producers in Botswana feel themselves at a disadvantage in terms of utility costs compared with
subsidized and lower cost sources of supply in neighboring countries, and consequently press for price
reductions. While the utilities' operations must be closely monitored to ensure efficiency, the
Government would be sacrificing long term viability for a short term, marginal, reduction in
manuftcturing costs if utility subsidies were introduced. In the case of energy and water, artificia1ly low
prices also encourage waste whilst discouraging investment in new and more efficient ways of using these
resources. Ctainly neighboring countries' subsidization schemes for utility prices will have to be phased
out -wi inflationary consequences - as governments realize that low prices may undermine a utility
company's financial viability and hence its ability to maintain, let alone increase, supply. Such policies
are clearly not sustinable over the longer term.

C. PRIVATE/PUBLIC SECTOR DIALOGUE

5.19 Botswana is a small country in which relations between the private and public sectors
should be part of everyday life. However, there are few formal, established mechanisms for
private/public sector dialogue. Two recent conferences on private sector development, sponsored by
IIOCCIM, have provided an opportunity to bridge this gap. The second conference took place in
September 1991, in Francistown, and brought together representatives from the private, parastal and
Government sectors to discuss the respective roles of the private and public sector in Botswana's
development. l'e list of recommendations made at the end of the conference covered most of the issues
on which the private sector has been trying to persuade the Government to act. They were also referred

Althouh it is mpotnt to note that Govemnment eqity ietons io thes utility pamadtats, a subsidized l, from th
PDSF and RVSP, do provid me demt of subsidy to these instituioms.
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to in the 1992 Budget Speech' wben the Government committed itself to a further review of the
recommendations and the formulation of an appropriate action progrm. NEMIC was to be responsible
for the follow up. The recommendations concern two investment envirownent issues which have surficed
repeatedly In reviews of Government investment promotion policies in the rect past. These are:

(a) the need to provide serviced industrial land and residential housing;

(b) the need to orientate education and training towards technical, professional and
management skills.

5.20 Other recommendations reflect specific aspects of the early 1992 political and economic
environment and include, inter alia: redeploying the 'peace dividend" due to the changed conditions in
the Southern African region, from the Botswana Defence Force to the police; rooting out corruption
wherever it exists; promptly implementing national policies; and, establishing mechanisms for more
effective high level contacts between the private sector and Government.

5.21 In the 1992 Budget Speech, the Minister for Finance and Development Planning stated
again that the promotion of the private sector was essential to diversification and national development,
and stressed the need to raise productivity and efficiency in the civil service. The intention to treat the
private sector as 'the engine for future growth in Botswana' certainly exists - delivering effective support
and elimiating unnecessary restrictions, however, remains a slow process in the face of bureaucraic
inertia.

5.22 In paranii with efforts to improve the adminis ve framework for private sector
operations in Botswana the Budget foresaw a need to redouble efforts to attact foreign investment. Here
again an enabling enviromnent, efficient public sector performace and freedom from unnecessary
regulations are recognized as essential preconditions. Behind the drive to attract foreign capital lies the
Government's perceived inability to provide all the resources for additional investment from mineral
revenues. Other sources of domestic savings will be explored Qence the rise in interest rates to
encourage household savings), but additional foreign investment, and the modern technologies and
technical skills that accompany it, are key objectives in the formulation of Botswana's investment
promotion strategy

D. CURRENT INDUSTRIAL DEVELOPMENT STRATEGY: A ClUTICAL REVIEW

5.23 The industrial sector has grown rapidly - employment has been created in the sector and
the economy has become more diversified. With support from such Government programs as FAP there
has also been an increase in the number of cidzen-owned productive enterprises. Investment promotion
policies have been even-handed in their influence on the orientation of industries; both import
substitution and export sectors have benefited. A lack of protection has encouraged internationally
competitive manufacturers - an essential development given the small size of the domestic market.

5.24 Free access to South Africa's much larger and richer market has benefited Botswana's

2 Budige Speeh, Pcbmauy 10, 1992, TAM 52.
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manufacturing sector in the past, and is a vital element in determining its future potential. Unlike
manufacuring industries in other parts of Sub-Saharan Africa, inputs and outputs have not beo
subsidized by the rest of the economy. Although FAP has encouraged labor-intensive production, the
availability of foreign exchange and low interest rates also favored capital-intensive Investments, Including
unrestricted imports of know-how and state-of-the-art technology. While industry in most African
countries suffered from low rates of capacity utilization, Botswana's enteprises faced the umnsual problem
of acute land shortages for expansion.

5.25 The initial conclusion is that the commitment to private sectr driven industrial
development is a success. Howe-rer, there are several issues which will need to be addressed in designing
the industrial investment strategy for the 1990s. Most important, will be the extent to which the
development of labor Intensive manufacturing industry for its impact upon generating large mbers of
unskilled jobs, should continue to be the prime focus of policy makers. This will depend upon
developments in the labor markets and the ability of the economy to continue to absorb new entrants into
the labor force and immigrants from rural areas. To assist policy makers in selecting the best set of
incentives for industry, and the extent to which they should be focussed on large volume, low skill
employment creation or alternatively the scope that exists to move towards higher value, higher
productivity, and high quality production, will depend upon a better understanding of these markets.
Although it is unlikely that Botswana will be able to consistently generate new employment oppornties
at the rate that it hJs done over the 1980s, it is not known what level of employment creation wi1' be
necessary to absorb all new entrants while leaving rates of unemployment at their current relatively low
levels. Better and more timely data on wages, employment, unemployment and productivity in all
segments of the labor market (both formal and informal) will be required, to allow a more comprehensive
analysis of labor market trends and the subsequent adoption of the most appropriate policies. In the
absence of better information in this regard, the following analysis is based on the premise that, even at
lower rates of employment growth, Botswana should be able to maintain unemployment at relatively low
levels, and will therefore be able to adapt incentive policies accordingly. Nonetheless, a more fuller
substntiation, through more detailed analysis based on data not currently available, would be useful.

5.26 FInacia Asitance Policy. Botswana introduced Its Financial Assistance Policy (PAP)
in 1982, intending to:

(a) create sustainable employment for unskilled workers;

(b) produce goods for export or to substitute for imports;

(c) diversify the economy to lessen dependence on large scale mining, beef exports, and
growth of the public sector;

(d) improve citizen skill levels through training;

(e) promote infant industries.

Given the emphasis on employment generation, FAP incentives were structured to encourage greater
employment of unskilled and semi-skilled workers. The FAP Capital Grant, for example, is based on
the number of actual or projected employees, and the FAP Labor Grant on wages paid to unskilled and
semi-skilled workers. FAP also seeks to achieve geographical diversification of Industry by offering
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greater incentives to those comdes locating in rural areas or in the Selebi-Phikws region.

S.27 The Fiancial Assistance Policy with respect to medium and large scale enterprises Is a
well designed scheme based upon sound economic criteria of providing inital financial support to assist
companies overcome disadvantages arising from operating In the Botswana market. The financial
support, which is largely based on employment levels, is designed to gradually phase out over the five
year period of assistance, as the company matres and begins to operate on a more financially self
sustning basis. FAP hu indeed served to generate employment for unskilled personnel and has helped
to diversify the economic base. In many respects it has, therefore, been successfll In achieving the goals
which k was designed to address. However, in other respects, the opeation of FAP has not been as
effective as originally expected. Increasingly, the Government is beginning to question the efficiency of
a scheme with disbursemw.ts which are Increasing at 65 percent per annum; leading to oudays of P20.3
mfllion in 1990/91; is the subject of fraud and corruption; and has promoted industries of questionable
sustainability. Increasingly, there is also a need to consider a broader system of incentives for all
Industries in which Botswana may have a comparative advantage to compete and thereby generate
employment - in a sustinable manner.

5.28 From 1982 through fiscal year 1990/91 the program had disbursed P69.6 million and had
committed P238.7 milione, contributing to the creation of some 20,000 jobs. Medium and large-scale

"AP projects registered projected new employment of 26,435 from 1982 through 1991, and actual new
employment of 12,631, of which about 10,400, or 80 percent, were in manufacturing and the remainder
in agriculture. Small-scale PAP projects showed projected creation of 9,138 new jobs during the same
period, of which 6,500, or 70 percent, were in manufacturing and about 2,600 in agriculture. Due to
inadequate monitoring of small-scale projects, te actual number of jobs created is unknown. Largely
as a resut of the Selebi-Phikwe initiative, there was an acceleration in PAP commitments after 1989.
From P21.7 mIllion in 1990, commitments for medium and large scale projects increased to P57.6 million
in 1991. Commitments for large-scale projects in Selebi-Phikwe grew from P2.8 million in 1990 to
P27.4 million In 1991.'

5.29 Conclusions on employment creation attributable to FAP should be treated with caution,
and should be examined in the context of overall growth in employment in the economy. As table 5.1
shows, there are significant differences between projected employment, actual employment and sustained
employment. As discussed below, an estimated 50 percent of small-scale FAP recipients have failed,
reducing net employment creation from small-scale FAP to around 4,000 to 5,000 jobs from 1982 to
1991. While the failure rate for medium- and large-scale companies is far lower than 50 percent,
evidence of reduction in employment levels in such companies following expiry of the FAP grants,
combined with a failure rate of 10 to 15 percent (the figure obtained in the 1988 FAP evaluation, cited
below), indicate that the actual, net increase in employment from medium- and large-scale FA
companies is between 8,000 and 9,000 during 1982 to 1991. Combined with small-scale projects, the
total, continued increase in employment attributable to FAP is probably not more than 14,000, or 1,400
per year. By contrast, overall fornal sector employment grew from 97,400 in 1981 to 228,900 in 1991.

' PAPcmtmntaaforthfufivyehofgrtpayablx; hw, committ trough 1991 eflet expectddibune
thaugh 1996 OAn ijt aledy appwov.

4 Mihiy oif Fian and Debpmet Plannin, SOtaW4Ma, unpublished fgues, 1992.
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The private and parasttal sectors accounted for the bulk of this new job ceaion, incresing by 92,700
jobs to 157,500 between 1981 and 1991. FAP-assisted industrial companis accounted for possibly
11,500 (12 percent) of the increae In non-Govetament jobs over this period. Since many small-scale
industrial projects, such as bakeries or carpontry, are not claified as manufig industies, FAP-
assisted companies accounted for around 50 percent of the jobs created In the manuf sector, in
which employment grew by 20,000 jobs from 1981 to 1991.

Table 5.1: Projected, Actual and Sustained FAP Job Creation
1982 to 1991

Projece Actuabs . re,a_I
jIofea created aet PAP

SmU-scale 6fndu6ria 6,536 6O3 3,0

SmalH-scalea8 (aVkulwre) 2,602 2,62 130

CPA (manuScmts)ug 1S,018 6,654 4,990

CPA (agsicue) 4,910 2,29.5 1,721

APA 6,507 3,682 3,300

INDUS1WAL: MedtLte 21,S25 10,336 8,290

SmaMtscae 6,536 6,536 3,250

IOTAL WDUSTRIAL 28,601 16,872 11,540

TOTAL ~~~~~~ ~ ~~~~~~~35,573 21,769 14,46t

* AcUl s opposed to pjetd, smal-scale PAP job ;ation is unkwn.
Sowre: Minisry of Finance and Develop 1en laning.

5.30 Formal secoor employment growth in almost every one of the past ten years has exceeded
10 percent, far outpacing the rate of population growth. Growth in the private and parastatal sectors has
averaged over 13 percent annually over the past ten years. While unemployment and underemployment
continue as problems, all evidence suggests that the rate of unemployment is declining and that jobs are
being created at a higher rate than the rate of growth of the labor force. This calls into question the need
for a policy, such as FAP, that subsidizes employment creation.

5.31 Although Small-Scale FAPs actual contnbution to employment growth is unknown, there
is little doubt that the program has had a positive effect or. job creation and development of economic
opportunities, especially in rural areas. By the end of 1991, 1,708 industrial and 1,172 agricultural
projects - 85 percent of them in rural areas - had received FAP small-scale assistance. The cumulative
total FAP contribution to these projects was P11.6 million. FAP small-scale assistance during 1982 to
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1991 supported the creation of some 3,250 industrial and 1,300 agricultural jobs. Projects were
concentrated in kritting and sewing, carpentry, bakeries, brick-making, and metal working.

S.32 It is difficult to determine how many of these projects ultmately survived. The 1988
evaluation of small-scale FAP, conducted by the Ministry of Finance and Development Planning (MFDP),
reported that, of a total of 747 small-scale FAP projects approved from 1982 to 1986, 142 failed or
otherwise ceased operations. That report cautioned, however, and anecdotal evidence suggests, that the
actual failure rate is likely to be much higher, and that some 50 percent of small scale enterprises fail.
ITis estimate is supported by the 1988 evaluation of the whole FAP programn, which suggested that 40
to 50 percent of small-scale FAP recipients fail. Although this may appear high, a 50 percent success
rae among entrepreneurs with litfle or no prior business experience and a work force with minimal wage-
earning experience is impressive. Furthermore, the evaluation report suggested that this was lower than
the failure rate for non-FAP small-scale enterprises, and less than the failure rate fbr small-scale
enterprises in other countries. While small-scale FAP clearly will not provide the sole solution to
Botswana's unemployment problems, it is providing necessary assistance to entrepreneurs and workers,
some of whom otherwise might have few opportunities in the formal sector. When combined with the
thnical assistance provided by Integrated Field Services to small-scale enterprises, small-scale PAP
appears to make a useful contribution to future industrial development.

5.33 Small-scale PAP is at present restricted to those companies whose total fixed investment
does not exceed P25,000.° It may be appropriate tr raise this limit again. Inflationary effects indicate
tat the P25,000 in 1985 would be worth about P60,000 today. Raising the limit to this level, or even
higher wil, however, require changes in the way small-scale PAP is administered. WhUe the present
system requires a sponsor's contribution of only five percent of the total capital investment, allowing
people to obtain up to P60,000 in unsecured and unaccountable grants would be an invitation to wholesale
corruption. Raising the limit would therefore require more stringent qualification criteria and an increase
in the iponsor's required contribution. For companies with total fixed investment exceeding P25,000,
for example, the required sponsor's contribution could be raised to 10 percent or even as high as 25
percent. In addition, for companies at the higher end of the small-scale range, FAP rules could state that
PAP grants could form no more than 50 percent of the total project co.t, obliging project promoters to
seek funds from commercial banks or other sources, thereby reducing the scope for fraud or poor project
conception and management. These changes to FAP will entail a more rigorous concentration of effort
to evaluate, assess, audit and monitor small-scale FAP projects, both as a means of evaluating the success
of the program and as a way to avoid larger losses through an enlarged program.

5.34 FAP ass.Istance to medium-scale (total investment between P25,000 and P900,000) and
large-scale (total investment greater than P900,000) enterprises provides a wider range of grants and tax
holidays, spread over the first five years of a project's operation, than is the case with small-scale FAP.
It is intended to assist entrepreneurs who are assumed to have greater resources of capital and greater
technical and managerial ability than those receiving small-scale FAP. Open to citizens and non-citizens

' Blao te* Pbada AsAtanc Polkc: PAP nd as Rok n Bowaw Buss Delopenw, Mist of Pinn an
Devlpmt Planng, 1988.

6 in 1M, hX wa rised from P10,000 to P2S,000 to take accourt of iaon and to correpond more clse with Nationa
Deepmet an lEmits for small borrowers.
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alike, medium and large-scale FAP is, at least in part, an incentive to foreign businesses to invest In
Botswana rather than in other countries. As such, It must be evaluated In comparison to other countries
offering a combination of financial and tax incentives and economic and business conditions that compete
directly with those Botswana has to offer. In common with the small-scale program, medium and large-
;cale FAP offers greater incentives to projects in rural areas and the Selebi-Phikwe region, and calculates
grants based on total employment and wages paid to unskilled and semi-skilled workers, as well as on
domestic value added.

5.35 The case in favor of medium- and large-scale FAP is not as persuasive as for small-scale
FAP. Concerns include:

(a) Potential for abuse, especially with the FAR capital grant;

(b) Demonstrated failure of companies to achieve competitive levels of labor productivity
before expiration of the FAP labor grant;

(c) Evidence that many companies reduce the number of people they employ once the FAP
grants have expired;

(d) Lack of long-term benefits from the Sales Augmentation Grant (SAG), and the Inability
of a short-term benefit such as the SAG to redress what may be a permanent or long-tem
cost disadvantage for Botswana businesses;

(e) Evidence that rapid employment growth has taken place in sectors which have not
qualified for FAP assistance, both reducing the acuteness of the unemployment problem
and calling into question a program whose primary purpose it is to subsidize employment
in labor-intensive manufacturing industries;

(f) Potential conflict between FAP's purpose of stimulating job creation and its purpose of
assisting infant industries (the possibility that, by encouraging over-employment PAP
delays or prevents companies from developing internationally competitive technology and
labor productivity).

5.36 The 1988 evaluation of FAP, reviewing the first five years of the program, conducted
a survey of 71 small, medium and large-scale FAP recipients, seeking to identify the extent to which PAP
grants had stimulated employment creation. Of 39 medium and large-scale FAP recipients, 15 (38
percent), reported that FAP incentives had caused them to employ more people than they otherwise would
have done, or to have undertaken investments they otherwise would not have made.7 645 jobs out of
a total of 2,341 employed, or 28 percent, were said by the respondents to be the direct result of FAP
incentives. This may have resulted in temporary over-enployment rather than long-term incs In
sustained employment. An estimated 65 to 70 percent of FAP medium and large-scale recipients,
although they continue to operate after the subsidies have expired, do so with some reduction in their
work force. It is reortedly a common practice for companies to begin shedding workers at a modest
rate after the third year of FAP grants (usually the point at which companies are evaluated to determine

op. dL., pp. C-7 to C-8.
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whether they must reimburse a portion of the capital grant if actual employment Is lower than thfi figure
on which the capital grt was based), and to accelerate their retrenchment after the fifth year.' Precie
figures on the extent to which this occurs are difficult to obtain, since the Internal Audit Department of
MFDP lacks the resources to carry out regular and random audits of companies, and conducts no audits
once the PAP grants have expired. Ibe 1988 FAP evaluation, however, cites one example ot a company
employing 103 workers which, once PAP grants expired, dismissed 73 and claimed to be able to operate
with the remaining 30 workers with no loss of production capacity.9 The 1988 evaluation also suggests
tbat this is not an Isolated case, although it presents little in the way of detailed evidence. Whatever
changes are made in PAP incentives, there is a clear need for more detailed auditing of projects, brth
during and after the period in which grants are paid out, so that the effectiveness of the program can be
evaluated more accuately.

5.37 Perhaps no other element of the FAP program is so readily subject to fraud and misrepre-
sentation as the Capital Gram. Since In most cases the suppliers of capit't equipment are located outside
Botswana, the potential for over-invoicing (shipment of machinery of lesser value than that indicated on
the invoice), and other abuses is enormous, potentially involving colltusion between the company in
Botswana and the overseas equipment suppliers. Although Government can demand repayment of the
appropa portion of the FAP capital grant if the project fails to meet projected employment levels, ihis
does not protect against companies that willfilly misrepresent the facts in order to obtain fraudulent FAP
assistae. e existence of several well-documented and well-publicized cases of FAP fraud indicates
that the proportion of risk to benefit with FAP capital grant assistance is high, and the potential for abuse
great. Since by far the largest FAP capital grants have been paid to well-capitalized foreign investors
who could, presmably, find adequate capital to Invest in a viable project, the rationale for contiuing
the FAP capital grant in its present form is unclear. There remains, however, a need for some form of
assistance to companies which possess good marketing plans and good management, yet lack the capital
to start up on their own or even to qualify with respect to the capital requirements of BDC and the
commercial bank. According to FAP auditors, some 10 percent of medium and large-scale FAP
recipients fail into ftis category. One response to this problem could be the establishment, by existing
financial Institions, of a ventr capital fund.

5.38 The Labor Gram component of FAP, which reimburses companies for a portion of wages
paid to unskilled and semi-skilled workers over their first five years of operation or expansion (80 percent
in the first two years, then 60 percent, 40 percent and 20 percent, in years 3 through five, respectively)
was intended to compensate for the low productivity of Botswana workers, the expectation being that by
the time the grants expired the workers would have received sufficient training and experience to become
competitive with workers In other countries. In addition, it was expected that the Labor Grant would
induce some companies to adopt more labor-intensive manufacturing methods.

5.39 Wages in Botswan, while not excessively high by Southern African stadards, exceed
those in other countres, particularly in Asia, that are receiving large inward flows of investment. In
Indonesia, for example, average hourly wages are less than half those in Botswana, while the basic level
of sklis and productivity is considerably higher (see table 5.2). In other countries, such as Vietnam, the

s Pema imi , MPDP Chief b Aud;or, 1992.

9op. dt., p. 50.
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wagelproductivity comparison Is even more to Botswana's disadvantage. This difference does not appear
to bave been reduced, even in companies that have received the fill range of FAP grants over a five-year
period. One textile and garment factory reported that its workers in Botswana could produce about 7
pairs of jeans per worker per day. The comparable figure for workers in southern China is 24, while
in Zimbabwe and South Afnica it is 14. These comparisons work to Botswana's disadvantage In virtually
all industries. Botswana bricklayers, for example, are less than one-fourth as productive as their
counterparts in South Africa, and as little as flve percent as productive as bricklayers in Europe or the
Far East. As to the adoption of labor-intensive manufacturing technology, the 1988 PAP evaluation
pointed out, "Standard industry practices, quality needs, or production scale [most] often dictate the
technology used. Only rarely does the firm have a real choice between labor- and capital-intensive
production technology which FAP's temporarily lowering of net labor costs will affect. On the contrary,
as FAP also lowers capital costs, it might stimulate more capital-intensive technology."10 The FAP
Labor Grant, therefore, fails to accomplish its principal objectives. It appears to have contributed only
marginally to the creation of stable, long-term employment for large numbers of Batswana. It has had
only modest effects on increasing the productivity of Botswana workers. And, to the limited extent that
it has induced companies to employ, at least temporarily, more workers than they need, It has subsidized
inefficient and more costly manufacturing processes. The FAP Labor Grant should, therefore, be
abolished. If some form of labor subsidy is still considered essential, it may be preferable to introduce
a system of tax credits for employment of semi-skilled and unskilled workers.

Table 5.2: Botwana's Comparative Manufacturing Wages and Productivity

Houdy Wage ProdtilonTs Uri Labr Cost
C4untry (amnt nusty) (F-shs)

US$ mnuts per uit USS

Botaa 0.62 213 0.22

South Afica 1.61 6.0 0.16

Pltips 0.67 S.0 0.06

Indonesa 0.25 S.0 0.02

Tiland 0.92 S.00 0.08

* BiaEo.
Source Loho, Wadd Badd, Naional Cloting Fedenation of South Africa.

5.40 Ihe Saes Augmenaton Grant (SAG), which pays companies an amount equivalent to
eigbt percent of gross sales in the first two years, and six percent, four percent and two percent in years
three, four and five, respectively, is often justified implicitly as a compensation for the high cost of
utlities, land, construedon and transport in Botswana, since it Increases wih sales volume in the same
manner as most direct costs and some overheads do. It also is represented as a sort of export incentive,
compensating exporters for the high cost of inland transport to South African ports and for the

t qp.cp .,pp. 6364
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exceptionally high wharfage charges assessed. Its official justification, however, is to help companies
break into new markets by subsidizing their sales In their early years of operation while they seek to
develop those markets. With the possible exception of land and construction costs, the cost disadvantages
addressed by the Sales Augmentation Grant will persist after the grants have expired. Even construction
costs, which are passed on in the form of higher rents charged for Industrial buildings, have an effect
long after the five-year grant period. While some companies may, in fact, need assistance in identifying
and penetrating new markets, it is by no means clear that all SAG recipients do, nor is it clear that the
SAG has provided any direct assistance in doing so. To the extent, therefore, that the Sales
Augmentation Grant is meant to counteract a specific set of disadvantages, it cannot bejudged successful.
To the extent that it is simply a relatively unfocussed and generalized subsidy to all manufacturers, It is
hard to justify. Consequently, there seems to be no compelling reason for retaining the Sales
Augmentation Grant in its present form or in any more focussed adaptation.

5.41 The FAP Training Grant provides for reimburronent of 50 percent of off-site training
expenses incurred during the first five years of operation. In a skills short enviromnent, such as
Botswana, a grant of this kind has substantial merit. There have been suggestions that the training grant
be expanded to include on-site training as well, or that 100 percent of the cost be reimbursed by
Government. In most industries, on-the-job training has proved to be far more effective in training large
numbers of people in the skills and processes required by an individual company, many of which skills
are also transferable to other manufacturing processes. There is a need, therefore, for Government
assistance to be more flexible with regard to on-site training, in spite of the obvious difficulties in
distinguishing between on-the-job training and normal production, and in identifying which costs and
activities might be eligible for reimbursement. The current FAP Training Grant, however, permits
reimbursement of on-site training costs, provided that the firm convincingly separates and substantiates
the claimed costs. This provision of PAP does not appear to have been significantly abused. However,
if FAP were to cover 100 percent of off-site training costs, then companies would not be subject to any
cost discipline of their own and might send too many workers to training courses of questionable value.
By continuing to bear some portion of the cost of training, FAP recipients will be encouraged to select
the most cost-effective forms of training and to send only those workers most likely to benefit. Certain
features of the existing Training Grant should, however, be changed:

(a) All formal sector companies should be eligible for the Training Grant. This should
include service sector companies and companies already in operation. However, training
grants should be targeted to supporting activities which contribute to a demonstrated
improvement in efficiency.

(b) The revised Training Grant scheme should extend for 10 years from its date of inception,
and should apply to all companies claiming the grants until the scheme expires.
Government should undertake a mid-term and a final review to determine whether the
program should be extended and how successful it has been. If it is extended, all
companies, including those receiving grants under the initial scheme, should be eligible
to continme receiving the grants.

(c) The current requirement that training outside Botswana, on-site training, and training
costing more than P2,S00 per trainee per year must obtain special permission for PAP
reimbursement should be eliminated. Government should establish clear regulations as
to the costs and activities that may be covered. A company in doubt as to the eligibility
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of certain expenses may seek an advance ruling from the FAP authorities; otherwise,
approval should be automatic, and claims subject to audit.

(d) The Training Grant may be lncreased to cover up to 75 percent of training costs.

(e) Since worker productivity is as much a function of management and supervisory skills
as of the skills endowment of workers, training of citizen management and supervisory
staff should also be eligible for the FAP Training Grant.

(f) A cap should be placed on eligible training costs, relative to workers' wages (for
example, the tota training grants payable to a company should not exceed some
proportion of its total wages paid to unskilled and semi-skilled workers. This proportion,
depending on available resources and a more rigorous analysis of the program's costs and
benefits, might be between 25 and 50 percent).

5.42 The 1988 PAP evaluation, based on its survey of both FAP and non-FAP companies,
concluded that 'most firms' major problem is the inability to identify a competitive market segment, often
because of fierce competition from South African firms, but also because of insufficient marketing
management skills or a flawed initial business plan.' This is a problem that FAP does not address, but
which could be addressed in any revision of the program. Establishment of a mechanism by which
c'umpanies could obtain partial funding for market research and marketing strategy consultancies, as well
as . -stance in drafting terms of reference for such studies, could be a significanw benefit to Botswana
compani3, particularly those with an export orientation". Most likely under the administration of
TIPA, such a program could fund between 50 and 75 percent of the cost of a market study, requiring co-
payment of at least 25 percent by the company itself, and could help to identify appropriate consultants
and help in preparing terms of reference. This program could also obtain assistance from the Africa
Project Development Faciity (APDF), African Management Services Corporation (AMSCO) and other
donor-funded entities that assist companies in developing countries to conduct market and feasibility
studies.

5.43 The 1988 PAP evaluation concluded that Automatic PAP (AFA) failed to fulfill the
purpose of the overall FAP program and should be abolished. Among the reasons for this conclusion
were:

(a) AFA beneficiaries had been mainly non-citizens;

(b) AFA approval procedures made no provision for evaluation of projecs to separate viable
from unviable projects, or those supporting national development goals from those that
do not;

(c) AFA, because it offers tax holidays, supports those firms that can make profits from the
outset, rather than providing necessary support to firms that otherwise might fail without
PAP support.

z Howwoer, cu would need to be tain to avoid abus of suoh a faciity through potetial "over invoicing" of uch wo*
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5.44 As the Botswana economy grows, however, and investment increases, a case-by-case
system becomes far more difficult to operate and to monitor. Hence, any system that provides for
automatic and transparent procedures is preferable. It is instructive that, as of 1988, no AFA projects
were known to have failed. This is due, in large part, to the tendency of more clearly prefitable projects
to seek AFA grants, while companies whose ultimate viability remained questionable woud tend to seek
CFA subsidies. Also, actual employment from AFA projects through 1991 amounted to 57 percent of
the number of jobs projected, while CPA projects created only 41 percent of projected jobs.# A system
providing its main benefits in the form of targeted tax incentives, while not immune to abuse, is
nonetheless more secure than a program that pays direct cash grants. Such a system also avoids
providing incentives to companies with a high likelihood of failure.

5.45 The following changes to the FAP program are consequently proposed. Government
may, however, wish to wait until the forthcoming FAP evaluation is completed, and may use some of
these recommendations in preparing the terms of reference for the evaluation.

(a) Elimination of the Capital Grant, Labor Grant, Sales Augmentation Grant, and Tax
Holidays for medium- and large-scale enterprises. These programs will have to be
phased out so that companies which invested in projects with the promise of certain
benefits will not find these benefits abruptly revoked;

(b) To compensate for elimination of the Labor Grant, Government should consider
eliminating the minimum wage or, alternatively, allowing inflation to erode the real value
of the statutory minimum wage (if a minimum wage is to be retained, differing rates for
different industries and job categories should be abolished);

(c) If some form of labor subsidy is still considered essential, the Government should
consider replacing the Labor Grant with a tax credit for employment of semi-skilled and
unskilled workers;

(d) In place of Tax Holidays, Government should institute the lowest possible rates of
personal and corporate income tax consistent with the revenue requirements of
Government;

(e) Establishment of a fund, possibly, under TIPA administration, to help companies Identify
and develop market opportunities through the retention of qualified consultants with
knowledge of specific markets. Such a program should require payment of a portion of
the cost of such studies by the sponsoring company - and care would need to be taken
to avoid "over-invoicing" for such work;

(t) Government should encourage the development of venture capital facilities to help
entrepreneurs whose projects are viable but who lack adequate capital;

(g) Retention of a modified Training Grant. the main features of which should be: (1) a 10-
year program covering all existing and new medium- and large-scale enterprises, subject

a MFDP, FPinanial Awiao Policy sttit, 1992.
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to Goverment evaluadon and possible renewal on expiry of the Initial 10-year period;
(ii) covering up to 75 percent of allowable training costs rather than 50 percent; (iii)
extending coverage to citizen supervisory and management personnel; (iv) automatic
approval of benefits, provided adequate substantiating evidence is provided; (v) coverage
of defined on-site training activities. Grants should be given to support training that will
contribute to improved efficiency;

(h) Retention of FAP benefits for small-scale enterprises. While the threshold on total fixed
investment should be raised to include more enterprises, corresponding increases in the
amount of FAP grants payable should be reviewed carefully;

(i) Extension of all remaining FAP benefits to the services sector;

() Elimination of regional and gender biases in FAP;

(k) Upgrading of the evaluation, monitoring, and audit functions. Companies in the medium-
and large-scale sectors should be required to submit audited accounts and copies of
income tax returns on a regular (quarterly, semi-annual, or annual) basis. A program of
random audits of FAP recipients should be undertaken. Follow-up of FAP recipients for
at least five years after the expiry of FAP benefits should be undertaken to ensure that
reliable and accurate assessments of the program can be undertaken;

i.) Adoption, wherever possible, of automatic, as opposed to case-by-case, procedures for
approval of FAP benefits.

5.46 The adoption of such a program, however, should be undertaken within the context of
a better understanding of labor markets in Botswana and the likely developments in these segmented
markets over the 1990s (as indicated earlier in this chapter). The above recommendations are, in part,
premised on a continuation of conditions prevailing during the 1980s which saw unemployment rates
decline ad labor shortages develop in some areas, by the beginning of the 1990s. The future capacity
of the economy to continue generating new employment opportunities at a rate of 10 percent per annum,
as it has done over the past decade, is not known - but does not seem likely. It is also unknown whether
future growth in employment, even if it is below 10 percent per annum, will be sufficient to absorb a
growing workforce and in-coming rural migrants so that unemployment rates do not increase significantly
from their current levels. Should economic conditions deteriorate markedly such that employment growth
fails to a significantly lower level or should rural migration accelerate, bringing large numbers of
unskilled laborers to the urban areas in search of employment, then the Government may wish to continue
with a more targeted incentive system based upon generating employment in labor intensive
manufacturing industry. To assist policy makers make more informed decisions in this regard, the quality
and dmeliness of labor market data will need to improve (employment, unemployment, productivity, and
wages data - in all segments of the labor market, formal and informal), and policy decisions should be
made on the basis of a better understanding of the dynamics of labor market relationships for both the
present and the future. Final decisions on the future of PAP should be made in the light of the above
issues relating to the labor market and within the context of the FAP review scheduled for 1993.

5.47 A descriptive section on PAP is included as Annex 2 to this report and a statistical data
base on PAP is included as Annex 3.
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5.48 Selebi-Phikwe Reglonal Development Project. In spite of its appeal to investors, an
assessment of the Selebi-Phlke Regional Development Project (SPRDP) should address the extent to
which Government should promote - through subsidies or other means - investment in specific regions
of the country, and the extent to which such efforts are likely to succeed. There is litde question that,
without the promotional activities of SPRDP few, if any, of the companies establishing projects in Selebi-
Phikwe would have done so. Apart from the benefits resulting from a well-conceived and executed
promotional strategy it is difficult to attribute investment in Selebi-Phikwe to any incentives uniquely
available there. Seven of the eight companies that set up factories in Selebi-Phikwe with the assistance
of SPRDP did so before the Special Incentive Package (SIP) was enacted. As table 5.3 shows, of 56
companies visiting Selebi-Phikwe since the project's inception, 42 of them were from South Africa,
Zimbabwe, and Botswana. Of the six companies that have so far received SPRDP assistance, five of
them have been established by investors with strong connections to Zimbabwe, and have been oriented
towards the Zimbabwe, South Africa, and Botswana markets, as has been the case for most industrial
companies established in Selebi-Phikwe before the SPRDP was established. Only one company receiving
SPRDP assistance is a large, labor-intensive manufacturing company oriented toward markets outside
Southern Africa. The difficulties this company has experienced, and its subsequent reorientation to the
South African market, indicate that the natural focus of manufacturing companies in Selebi-Phikwe and,
possibly, in Botswana as a whole, is the regional rather than the world market. Since the SIP for Selebi-
Phikwe specifically excludes exports to Southern African countries from the major tax benefits, this
experience calls into question the orientation of the SIP towards extra-regional exports, as well as its
overall ability to attract investment.

5.49 SPRDP has had to begin by educating potential foreign investors about Botswana before
highlighting Selebi-Phikwe's unique advantages. As a result, SPRDP has had an impact on foreign
investment in Botswana as a whole. Although precise figures are unavailable, some companies initially
attracted by SPRDP have ultimately invested in other parts of Botswana. The apparent success of SPRDP
in promoting investment in Botswana as a whole as well as in Selebi-Phikwe suggests that many
organizational and operational features of SPRDP may be appropriate as a model for a national investment
promotion strategy.

Table 5.3: Origins of Prospective Investors Visiting Selebi-Pblkwe

CoU Of Origin Nunbzof Visza

South Afiia 18

Zimbabw 14

Botawna 10

Hong/Kong 6

Other 7

Source: Mfinistry of Finance and Dvklpnmnt Planning.
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5.50 This apparent success also indicates that, as generous as the Special Incentive Package
for Selebi-Phlkwe may be (the only company currently benefiting from the SIP, with employment of 550
Batswana, expects to receive P12.3 million over a five-year period), it may not be sufficient to induce
companies to invest in Selebi-Phikwe rather than In other regions where, although the financial incentives
may be less generous, other factors are more advantageous. An evaluation of SPRDP conducted in
19923 concluded that for the large-scale export-oriented firms the SIP was designed to attract, "Selebi-
Phikwe as a location has several disadvantages which provide a disincentive for investment there," and
cited higher transport costs, distance from the seat of Government, lack of financial and
commercial/industrial services, and general quality of life for expatriates as the most important factors.
In a general critique of the SIP and FAP, the report states, "There is much more to attracting inward
investment than the value of incentives; the success of Mauritius shows that rapid growth is possible
without offering high levels of grants to incoming firms. The lesson of Mauritius is that the overall
investment climate is much more important than the value of incentives. "I This is as true for Botswana
as a whole as it is for any regional set of incentives.

5.51 If the SIP and FAP programs are substantially eliminated, Selebi-Phikwe will have no
special advantages. It does not necessarily follow, however, that further investment will go elsewhere
in Botswana. The advantage to investors of having a facility such as the SPRDP, which not only tries
to attract investors, but actively assists them through every stage of project implementation, is clear.
Other attractions specific to Selebi-Phikwe include relatively lower costs, and greater availability of, such
crucial inputs as land, constuction services, and factory buildings, as well as greater proximity to
Zimbabwe which, despite poor current market conditions, promises to be an important market for
Botswana companies over the long term.

5.52 To the extent, therefore, that Government can influence companies' investment decisions
with respect to location, it does so best by providing infrastructure in areas in which it wishes to
encourage investment as well as by assisting or carrying out promotional campaigns geared towards
investment in a particular region. Otherwise, it is not clear that Government can or should, by means
of subsidies or other incentives, try to influence companies' locational decisions. To the extent that such
incentives may succeed, they may also result in a distortion of investment decisions with consequences
that Government may ultimately be called upon to mitigate.

5.53 Table 5.4 provides information on the employment created in the Selebi-Phikwe region
under the SPRDP. Although the data are adversely impacted by the effects of the international recession
in the latter year, the overall picture is one of only moderate employment growth. Since inception, the
program has created just over 1,000 permanent jobs, which have been concentrated in three companies.

a Maendebo Developmen, Reiew f die Se*i-PhUw Reiond Pmton hrognamm Daft Finl Report, Mmtstiy of
Finance and Developmn Planning, August 1992.

'4 iW, per. 4.103.
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Table 5.4: Investments and Job-Creation In Selebi-Phlkwe
to 1992

Co-aIW 1999 1990 1991 12 tl lobI
Cretedd

Seemac 315 - - 4S 360

PFoam 20 4 -24

Spor_so - 850 -300 550

Mtbb Ptoducts 42 SO 58 - 150

MDT 13 - - -13

Gantron 18S - - -18S

P DahloEflnt ISO - -ISO

Baikat 53 -53 -

TOrAL 725 9S7 -14S -477 1.060

Sow: Ministy of Finawe and Deve"_pxet Plauing.

5.54 BoLwaw Development CoiporAtion (BDQ. 'he Botswana Development Corporation
Limited (BDC) has operated in Botswana with considerable autonomy. Perhaps because its Board of
Directors includes representatives of the private sector and external funding agencies, BDC has not been
subjected to, or has managed to avoid, pressures from Government to support particular projects. While
BDC has been criticized for being too strict in its lending policies, it is almost universally praised for
evaluating projects on sound economic and commercial, rather than political, grounds.

5.55 Criticisms have been levelled against BDC concerning its dominant position in the
Botswana economy. Many of these criticisms are justified. As table 4.4 shows, the total BDC loan
portfolio represents 6.6 per cent of commercial bank and non-bank credit. With the inclusion of BDC's
equity investments, it represents 10.6 per cent of the total. This is a significant share of the economy,
which may be exceeded by the influence BDC exerts on developments throughout the formal sector -
excluding the mining and beef industries. This is undoubtedly a consequence of BDC's central role in
the development and diversification of industry in Botswana. When BDC was established Botswana had
virhtly no other industries apart from diamonds and beef. Subsequent diversificatior into other
industries owes a great deal to BDC's effectiveness as a catalyst as well as to the financi resources at
its disposal. With no tradition of trading or other entrepreneurial activity, Botswana's industrial
development would have been much more difficult to achieve without the presence of BDC. Nonetheless,
what was an inevitable dominance of the industrial sector by BDC in the early years of industrial
development is no longer necessary or desirable.
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5.56 It ls also alleged that BDC seeks excessive control and that it tries to protect it
investments by withholding support from new enterprises that might offer competition. There are many
cases, however, In which BDC has supported new investments in industries in which it has already
invested through other companies. Indeed, BDC risks being criticized for blocking new investment if
it fas to support a company that might compete with an existing BDC Investment but might, on the other
hand, be criticized for seeking to establish a monopoly should it support several companies in the same
industry. Still, irrspective of their merit, many of these perceptions persist, with the consequence that
BDC might be in danger of being penalized for its success.

5.57 Many Batswana are sensitive to foreign dominance of Botswana's economy. BDC,
however, has made it possible to avoid 100 per cent foreign ownership of the industrial sector, flrst by
seving as a proxy for direct pardcipation by individual citizens and, second, by creating the vehicles for
wider citizen stock ownership through the Sechaba Investment Trust and Stockbrokers Botswana. BDC
was also Instrumental in broadening the share ownership in Financial Services Company and Botswan
Insurance Holdings, and in successfully listing shares of both companies on the Botswana share market.

5.58 BDC justifies its retention of controlling shares in profitable enterprises by arguing that
these companies generate the cash flow that it requires to lend or invest in new projects. BDC argues
that divestment of profitable enterprises would reduce its funds available for loans or investment and
would increase its dependence on direct equity and loan contributions, thereby reducing its opetional
autonomy. However, BDC has always had substantial autonomy even though when it was established
it was almost entirely dependent on Government funds. In addition, there is no evidence that in divesting
islf of profitable holdings BDC would beeome more highly dependent on Government fumds. BDC
ought to be able to obtain a price for its holdings that reflects the value of expected future income they
would generate. It is true that, given the relatively small size of the Botswana share market, divestment
of some of BDC's large holdings would need to be undertaken gradually, so as not to disrupt the market.

5.59 The charge that BDC is too strict in Its lending and investment policies is only party
justified. Current policies are largely a correction of earlier laxity which resulted in considerable losses
from failed companies. Furthermore, given that in 1990/91, BDC showed an income statement loss
provision in excess of Pl1 million, it could be argued that its investment and lending policies should be
more stnct rather than more lenient.

5.60 BDC's requirement that project promoters contribute at least 25 per cent of total project
cost, as a means of ensuring a genuine commitment, sometimes presents problems for projects that are
viable, but for which the promoter does not have adequate funds to invest. This is especially true for
projects where a company must build its own factory shell because those available do not meet its
requiemen. This raises the overall capital cost and increases the contribution required from the
promoter. Conversely, in projects where the fixed investment is low but working capital requirements
are high, a company may find it impossible to provide the collateral required by BDC. Although
ensuring a high level of investor contribution is obviously important to ensure a commitment by the
investor to the proposed project, it is also necessary to maintain a flexible approach to this basically sound
requirement.

5.61 Also at issue is BDC's role in providing serviced land and industrial buildings. There
is evidence of a lack of understanding on the part of BDC as to what the market wants. BDC strategy
has been to buy and develop serviced land, erect industrial units and lease them to clients. As, In most
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cases, factory shells are built long befbre tenants are identified, it Is inevitable that they do not always
meet all individual tenant requirements."' Many investors would prefer to buy and develop land and
factory space to their own specifications and are convinced that this would be less costly In the long run
than renting from BDC. Since BDC's industrial property developments have been financially
disappointing, and are not liked by industrial investors, BDC should gradually withdraw from this market
and release land owned by, or reserved for, BDC onto the open market. This may, however, require
reform in land allocation policies to allow non-citizen private companies to obtain land on which they can
then develop industrial buildings and estates.

5.62 Criticism, even though some of it is unjustified, can ultimately result in political pressures
to change BDC. In the interest of avoiding such an outcome, and In response to the inevitable and
desirable changes in BDC's role that will accompany the maturation of Botswana's economy, BDC
should:

(a) Continue and accelerate the spin-off of BDC-owned companies into Sechaba Investment
Trust (Srl), through direct sale of shares, or by public issues. Although the price BDC
receives should reflect the expected future income stream from the companies involved,
such divestments should nonetheless be carefully planned in consideration of the likely
market response. It is noted that during 1992, BDC investments in four companies are
in various stages of being spun off, and that certain investment holdings continue to be
reduced through sale of shares;

(b) Pursue its current 1990-1995 Strategic Plan goal of equity and loan investments in the
order of 35 to 65 per cent. Equity investment in new projects should be limited to 49
per cent and reduced as quicldy as continued project viability will allow. BDC's goal
should be to retain no more than 30 per cent of the equity in any subsidiary or affiliate
company, and to divest itself of all holdings in companies that can achieve adequate
capitalization without BDC participation;

(c) Explore means of improving flexibility in reducing equity contribution and collateral
requirements, given the basic requirements of project viability and significant sponsor
involvement. Reduction of collateral requirements and the practice of lending against a
company's expected future cash flow (a common practice in many countries) may require
more rigorous project assessment practices, which BDC should undertake to develop.

5.63 Duty Drawback System. Botswana, like most countries, provides a mechanism by which
exporters can be exempted from, or refunded, the import duties they pay on raw materials for goods
ultimately exported. Botswana uses a dwy drawback system in combination with bonded warehouses.
Most exporters establish a bonded warehouse on their premises. Raw materials are imported under bond
and placed in the warehouse. When materials are removed from the warehouse and placed in production,
the company pays the appropriate duty. When the finished goods are subsequendy exported, the company
applies to the Customs Department for reimbursement of the duties. Companies without a bonded
warehouse on their premises simply pay the duty when the goods are imported and apply for the
drawback upon export. This system appears to work fairly smoothly, with the drawback refund normally

1S BDC will build, and ba builk, to user's speaifiaons, wham these can be aazewind.



-93 -

paid within two to three months of application. It might be possible to shorten this period significanty.

5.64 Duty exemptions may not be feasible in Botswana, since they may violate terms of the
SACU agreement. It will require considerable study before Botswana can determine whether it should
designate EPZs and if so, where. Another alternative might be a bonded warehouse system, which has
been used in other countries. A study in the Philippines concluded that bonded warehouses Involved an
average cost of only 1.74 per cent of the import value. Under this scheme, the company inports its raw
materials in bond. For those goods it exports, no duties are paid. For those goods released into the local
(or SACU) market, Import duties are paid at the time of shipment. This reduces the cost to the exporter
and also reduces the cost to Government of administering the scheme. Given the advantages to
exporters, and the potential for attracting additional investors, bonded warehouse facilities can be made
available to eligible industrialists producing for export.

5.65 Local Preference Scheme. As indicated elsewhere in this report, a local preference
scheme was Introduced in 1976 to give local producers preference in the supply of goods for Government
contracts. Contracts are awarded to local producers as long as the contract price is within a fixed
premium of the lowest fureign bid. This scheme was modified in 1986 and the preference changed from
being based on sales (with a preference of 12.5 percent) to local value added (with a preference of 40
percent). This scheme was introduced to support the development of citizen activity in commercial,
manufactuiing and construction activities. Unfortunately a detailed analysis of the effectiveness of the
local preference scheme was not undertaken within the context of this report and it may well be usefiu
to commission an independent study to review how successful the scheme has been In achieving its
objectives.

5.66 However, certain observations are possible on the impact of the scheme. Firstly,
providing local preference (even based upon local value added) means that these goods are likely to be
produced less efficiently and at a higher price. On the other hand, the introduction of the scheme was
an implicit recognition of the higher cost of local production and was an attempt to address this problen.
In addition, the preference is based upon local value added, and is therefore relatively limited given the
need to import much of the raw materials required for industrial production. Tne shift from a sales based
preference to one based upon local value added has reduced the distortionary effect of the scheme. It
may therefore be a cost worth bearing to assist the development of indigenous entrepreneurs. A possible
modification to the scheme may well be to gradually reduce the level of preference provided on local
value added by a set percent each year. However, the adoption of such a policy would necessarily have
to be based upon a detaied examination of the impact of the scheme to date.

E. INVESTMENT PROMOTION POLICIES IN THE REGION

5.67 Investment incentives for the private sector in Sub-Saharan Africa play an important role
in the region's industrialization programs. In most cases incentives offer a form of compensation for the
disadvantages that investors perceive to exist in particular locations: tax concessions in high tax
countries; export earning retention facilities where there are foreign exchange restrictions; protection
through trade and industrial licensing policies in small, low purchasing-power markets; credit and equity
participation through development finance institutions; and concessionary irterest rates to compensate for
high cost and shortages of capital. Initially investment codes were mainly oriented towards large scale
foreign enterprises - subsequently benefits were made available to domestic, especially small scale,
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enteprises. Ihe incentive structures favored capital-Intensive investments while the high wage structure,
rigid labor laws and political pressure to expand employment, discouraged labor-intensive technliquest .

5.68 Botswana's incentive system, operating as it does in a relatively distortion-free
environment, has been clearly targeted to encourage particular investments. The experience of investment
promotion policies in neighboring countries is less relevant to Botswana's circumstances as their
incentives reflect an overriding need to boost foreign exchange earnings - almost at any cost. In
Lesotho, Mozambique, Namibia, Swaziland, Zambia and Zimbabwe, incentives concentrate on export
industries. Tax reductions and lengthy tax holidays (costly in terms of revenue foregone), import duty
exemptions, foreign exchange retention schemes, subsidized land and labor, and credit at concessionary
interest rates are all offered. Among these the only item which would materially improve the existing
Investment environment in Botswana relates to land. Even then there is no need for subsidized industri
space as access to a free market for land would be sufficient.

5.69 Mauritius is the one country in the region which resembles Botswana in tenns of
population size and an open and growing economy - where the experience of incentives offers relevan
lessons. Mauritius succeeded In attracing a large number of textile and garment manufacturers with its
Export Processing Zone (EPZ) incentives. It has become a major tourism destination for the affluent long
haul market. Recently, legislation was introduced to attract offshore banking and other foreign exchange
earning services. The response to the latter has been slow, partly because of the perceived obstacle of
rigid central bank controls. lhere appears to be a good case for Botswana to look at the Mauritian
system with a view to adopting certain key elements of the island's incentives. For example, export
industries in Botswana would benefit if corporate tax reductions were expanded from Selebl-Phikwe to
the entire country. Tax concessions for offshore financial and other services, accompanied by the
necessary changes in foreign exchange control and banking regulations, would also give Botswana a head
start in the international services sector."'

5.70 Finally, incentives for private investment in the tourism sector, and an enabling
administative framework, could form the basis for expansion In an industry which has a big employment
multiplier effect in rural areas. Tourism is also known to be an important channel for attracting industrial
investment, as demonstated by such diverse countries as Mauritius, Barbados, the Bahamas, Madeira and
Malta. Certainly, increasing Botswana-awareness abroad will be achieved faster and on a wider scale
by attracting more tourists than by TIPA promotion activities. Whatever new incentives are adopted,
if Botswana does not resolve the major bottlenecks of land shortages and immigration and other
regulatory restrictions, it will not be able to hold its own in the region in competng for foreign
investment

'6 Wodd Bak Techaical Paper No 2|5, Inhr*Ifn Sin $A ara.Jftca.

17 Whea Miis has been ess tn ese sful developing offshore baing and foreign oxohungp setvices, this has been
put occasilone by it sdowne to elimate controls on these activities. In addition, Botwa is likely to have a higher chh n
of succssm in sch atv as a result of its poximity to RSA and its abilit to thereform act as a conduit for investmat into and
out of that coy.
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F. FJNANCING NDUMIAL DEVEOPMENT

5.71 The credit environment in Botswana is far more favorable to Investors than it is In most
of Sub-Saharan Africa. The banks are highly liquid, interest rates are negative In real terms, there has
been no crowding out by the public sector" and the provisions for foreign companies borrowing in
Botswana are liberal. Nevertheless, the commercial banking sector has made only a minor contribudon
to financing industrial development, mainly in the form of short term working capital. At end-November
1991 outstanding commercial bank credit to manufacturing industries accounted for 12 per cent of total
commercia bank credit and amounted to P127 million.19 This compares with a share of 8 per cent and
a total credit value of P23 million five years earlier. BDC commitments to industrial enterprises at end-
May 1991 amounted to P60 million - 30 per cent of its investment portfolio. Currently, Investment in
the manufacturing sector amounts to about P150 million a year (P124 million in 1989I90)X. Assuming
that commercial bank credit finces P50 million (similar to the 1991 year-on-year increases in loans to
industry) and BDC expands its own lending to the sector by a planned PS million a yeaz, up to P1O0
million, or two thirds of the total, would be left for financing by own funds, reinvested profits and
feign capital.

5.72 Long term lending by the commercial banks, particularly for large scale industrial
projects, has grown very little, for several reasons. One is that the commercial banks are inhibited by
the short term maturity structure of their deposits. At end-November 1991, 86 per cent of deposits had
a maturity of less than 30 days. Deposits for 12 months or more accounted for less than 4 per cent of
the total - down from 5 per cent four years earlier. There is hope that recent interest rate adjustments
will eventually increase longer term deposits. The banks' relatively small capital base is another reason
why large industrial loans are difficult, as exposure to any one borrower may not exceed 25 per cent of
bank capital. Since the commercial banks' combined capital at end-1991 was only P153 million they
could support combined loans to any one entity to a maximum of P38 milion. This compares with loans
outstanding from the Government's PDSFIRSF lending programs of P91 milion and P45 million to the
power and water corporations, respectively'. Finally, there is a lack of experise among the banks in
the assessment of long term risks, while prudent banking practices inevitably involve a cetain risk
aversion.

5.73 Foreign capaW is a key factor in the development of Botswana's industrial sector. The
favorable investment climate and unobtrusive foreign exchange controls attracted foreign investors,
initially into the mining sector, and subsequently into a wide range of manufacturng enterprises. Net
annual inflows of private direct investment have risen rapidly, from US$6 million in 1970, to US$59

" Mm crowding out tha has ta place has ben t Govenmt, thugh ks o m londing progmam to the p_mats, crowdin
ou the bank frm leing to thse instuto, as dt Govenme lendng funds have boen on mo atraci tems than
commernia bunk haling.

19 Bank of Bowa Review, Vol6, No 1t, Table 1.10.

X Miity of Commrce and IUSy.

21 BDC Five-Year Statgic Pbn, p4 9, and May 1991 Income Stamet.

22 NDP 7, Table 6.3.
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milion In 1985 and US$129 million in 1989. The net foreign private capital inflow into Botswana in
1989 was five times larger than the comparable total for MauritiusaP. Preliminary estimates for 1990
indicate firthe growth, to some US$200 million in net private long term capital receiptse. Even if
manufacturing accounted for only one tenth of this net inflow it would contribute P40 million to the
esdmaed PIOO million current anual level of industial investment not met by domestic fiancial
insttutions.

5.74 Diversification of the financial sector is one of the Government's priorities for the NDP7
period, among wbich broadening and strengthening the operations of the stock exchange features
prominendy. In early 1992, ten companies were registered on the Botswana Share Market (BSM). The
volume of shares traded has grwn rapidly, while the Index rose even faster. Total market capitalization
in June 1991 reached P460 million, two and a half times more than at the start of operations in June
1989. About two thirds of trading business has come from institutional investors. Foreign investors,
again many institutional, account for some 15 per cent of BSM turnover. Further listings are essential
to diversify the range of stocks available. The 1991/92 budget introduced tax incentives to encourage
companies to go public and offer their shares for quotation on the BSM. The 1992/93 Budget Speech
also mendoned BDC efforts to make more shares available to the public by divesting itself of more of
its holdings to the Sechaba Investment Trust. Sechaba is a quoted company in which BDC has a direct
holding and management role. Given the upbeat performance of the BSM and the high level of liquidity,
there is scope for larger domestic companies and foreign companies' local subsidiaries to be listed on the
stockr exchange. BDC has played an important role in building up and diversifying Botswana's financial
swor by its backing of the BSM, by underwriting the creation of the first brokerage house, Stockbrokers
Botswana Ltd, and by establishing the Financial Services Company (FSC), which includes factoring and
invoice discounting among services offered. FSC, in turn, has a holding in French Bank Corporate
Finance (Botswana) Ltd - a corporate finance and merchant banking company which contibutes to the
diversification of Botswana's financial intermediation services.

5.75 Sma1l and Medium Scale Enterprises (SMEs). Although commercial bank lending to
industrial SMEs is relatively insignificant, there is evidence that this may be a demand problem rather
than one of credit availability. In 1990, a BOCCIM survey of SMEs25 showed that 90 per cent of the
respondents had been provided credit in the preceding two years; 70 per cent of the credit came from
commercial banks; and the average loan amounted to P92,000. The loans were mainly for working
capital and the purchase of vehicles. The implication is that commercial '%anks will provide credit to
SMEs, if there is an acceptable business plan and the application is for a short term loan. Longer term
fiace available to SMEs is mainly provided by Tswelelo and NDB. However, faced with financial
difficulties, NDB is unlikely to make a significant contribution to SME financing needs in the near future.

5.76 Tswelelo's role is to provide a comprehensive range of financial and non-financial
services to small czen-owned enterprises which do not have access to commercial bank credit. After
early losses, Tswelelo now has a portfolio which is well above average for SME credit facilities in Africa.

2' Woad Developmnt Bank Repwt 1991, Table 15.

24 Bank of Botwa Bullin, Vol 9, No 2, Tabl 4.4.

25 SMEs defind as ow0g assn of less than P250,000 - excluding land and buildings.
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Loans to manufacturing enterprises account for about 20 per cent of total loans outstanding, but for only
8 per cent of arrears. Two thirds of the loans were for P25,000 or less. After financW restructuing
in the context of a five-year development plan, Tswelelo is favorably placed to expand Its support
activities to SMEs.

5.77 The FAP case by case scheme, as it applies to SMEs, offers capital grants for the creation
of jobs and the acquisition of fixed assets, the latter payable before a project Is started. To qualify as a
small scale proje,4 the entrepreneur must be a citizen and the capital investment may not exceed P2S,000.
A medium scale project would have a fixed capital investment of between P25,000 and P900,000 and
FAP assistance would be granted to both citizen and foreign investors. The 1988 FAP evaluadon
indicated that potential grdnt recipients are inclined to make over-optimistic projections and the project
failure rate is high. Inadequate auditing, monitoring and supervision of projects have also caused
problems for the implementation of the FAP program. As indicated above, if the program is to be
expanded to include a higher limit, then substantially more rigorous evaluation, monitoring and
supervision will be crucial.

G. CONCLUSIONS AND RECOMMENDATIONS

5.78 Tle existing investment promotion policy framework encourages a form of industrial
development that is private sector-led and relatively free of distortions. Investment is relatively unbiased
in terms of ownership, capital or labor intensity, domestic or foreign market orientation. Botswana offers
important attractions to long-term investors in the form of access to factors of production, including
serviced land, local capital and foreign exchange. Problems do exist, however, in the form of low labor
productivity, difficulties encountered in securing land and housing and in cutting through the barriers of
immigration, residence permit and licensing regulations - and these loom large in an environment that
is otherwise favorable to industrial investment. Incentives, particularly FAP, are designed to encourage
citizen entrepreneurship, labor intensive production and export industries, by giving them a financial
advantage over other types of investments for a limited period of time. However, there is some doubt
about the efficiency of this scheme, and its economic benefit/cost ratio - although this will need to be
evaluated more rigorously in the context of the third FAP review scheduled for 1993.

5.79 As industrial policy will continue to be driven, at least in part, by employment concerns,
it is recommended that data and information related to labor markets should be collected on a more
regular basis and in a more timely fashion. In addition, the capacity to analyze changing conditions and
dynamics within the labor market and different segments of the labor market should be developed. A
better understanding of the impact of lower economic growth, faster rural-urban migration, quicker skdlls
development, and so on, will be important in making policy prescriptions relating to industrial incentive
schemes as well as policies on wages, employment and productivity. In the absence of more solid data
and analysis on labor markets, the following recommendations are premised on a continuing ability of
the economy to absorb the new entrants into the workforce, as well as additional rural-urban migrants,
without adversely impacting on unemployment to any large degree.

5.80 It is important that the amendments proposed to the Employment Act (1982), Trade
Disputes Act (1982) and Trade Union's and Employers' Organizations Act (1983), curreny before
Parliament, be approved and brought into effect as quickly as possible so as to provide an adequate
collective bargaining machinery for employees and employers. In addition, the plan to establish an
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industrial court to arbitrae on labor related grievances and disputes should be carried through to
completion as rapidly as possible.

5.81 Industrial development will be gready assisted by an on-going dialogue between
Government and the private sector. This should be relatively easy in a country as small as Botswana.
The Initiation of the Francistown seminars by BOCCIN has been an important step in this direction.
However, the Government should take a more pro-active stance In ensuring that lines of communication
between the public and private sectors are maintained. Specifically, any outstanding recommendations
made at the Francistown seminars should be analyzed by the Government, and if appropriate, pursued
as a matter of urgency.

5.82 Foreign investment will remain an Important source of investment in Botswana for the
financial and technical resources which it delivers. Govermnent policies will need to continue recognizing
the importance of this source of capital investment. Nonetheless, domestic financial resources will also
become increasingly more Important. Ihe recent development of the stock market is an important step
in this direction and recent moves to encourage companies to go public are to be applauded. Equally
important wilt be the ability of the banking system to mobilize resources from the household sector, an
ability which will be crucially linked to the rate of return on this form of saving. Hence, the move to
increase deposit rates to make them positive in real termns should be accelerated.

5.83 As the generation of high numbers of low-skilled jobs does not appear to be the pressing
problem that it has been in the past, it is recommended that the FAP capital grant, labor grant, sales
au;-gmentation grant and tax holiday be eliminated for automatic fmancial assistance and case-by-case
financial assistance. ITese schemes permit potential abuse and fraud, do not necessarily lead to increases
in labor productivity within the scheme's time frame, and may well lead to the development of
uncompetitive companies after the expiration of the benefits package. It is also questionable whether FAP
should be trying to promote medium and large scale investments in rural areas, and whether FAP should
have a labor intensive bias. The development of an efficient industrial sector with a potential for long
term viablilty will be enhanced by encouraging industries to establish themselves In the most economically
attactive locations, uninfluenced by subsidized distortions.

5.84 To compensate for the elimination of the labor grant, the Government should eliminate
the minimum wage or seek to erode its real value at a faster rate to bring wages and productivity more
into line with other countries competing for foreign investment. This issue is discussed in greater detail
in chapter 6. If some form of labor subsidy is considered necessary, it would be preferable to replace
the labor grant with a tax credit for employment of semi-skilled and unskilled workers.

5.85 Low general rates of corporate tax for all corporations operating In Botswana (also
discussed in greater detail in chapter 6) should replace exisdng tax holidays and case-by-case tax
arrangements. This should form the main component of the Government's industrial incentive program,
to replace the Financial Assistance Policy.

5.86 FAP beeft should only remain for small scale enterprises - the definition of which
should be adjusted upward, possibly to include all companies with total fixed investment of a level up to
P100,000 (and periodically revised h. light of inflationary trends). Although there is no particular
rationale for a cut off level of P100,000, it should be increased to at least the inflation adjusted level of
P60,000 - and possibly slightly higher If medium-scale FAP assistance is no longer to be provided. Ihe
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actual level could, however, be analyzed in greater detail in the context of the 1993 FAP Review. Given
the high failure rate on small scale PAP projects, evaluation, monitoring and follow up work woud need
to be substantially enhanced within the Government - possibly by diverting personnel previously involved
on medium- and large-scale FAP projects. FAP beneflts should also accrue to the small scale servlce
sector.

5.87 The FAP training grant should be retained, but substantially modifled to support training
that will contribute to Improved efficiency. Given the obvious need to improve skill levels in Botswana,
it is recommended that the grat should be extended to all enterprises (including services) and should
cover up to 75 percent of allowable training costs. Given the importance of management supervision In
incresing labor productivity, the training grants should be extended to cover the training of citizen
supervisory and management persomel. As much as possible, training grants should be provided on an
automatic basis and, where possible, should also be extended to cover defined on-site training activities.
However, as training subsidies can also be wasteful, it will be important for the Government to carefilly
monitor these to ensure that they are cost effective in terms of increased worker productivity.

5.88 In addition, the Government should: (a) establish a fund; possibly under TIPA
administration, to help companies identify and development market opportunities; (b) encourage the
development of venture capital facilities; (c) and eliminate regional and gender biases in FAP.

5.89 Many of the promotional features of the Selebi-Phikwe Regional Development Project
should be extended to the entire Botswana economy to provide a "national investment promotion
strategy". These benefits should apply country-wide and be provided in perpetuity.

5.90 With respect to the Botswana Development Corporation, it is recommended that it should:
(a) accelerate the spin-off of its companies either into the Sechaba Investment Trust, through direct sales
of shares by Stockbrokers Botswana, or by public issues; (b) it should pursue its strategic plan goal of
equity and loan investments in the order of 35 to 65 percent; equity investments in new projects should
be limited to 49 percent and reduced as quicldy as possible thereafter; (c) explore ways of improving
flexibility in reducing equity contribution and collateral requirements, given the basic requirements of
project viability and significant sponsor involvement.

5.91 Given the advantages to exporters, and the potential for attracting additional investors,
a bonded warehouse scheme should be permitted for any company which may request such services.
Under such an arrangement, duty is only payable on those inputs which are placed in bond and
subsequently used in the production of goods sold in the local (SACU) market. Duties would become
payable at the time of shipment of the finished good.

5.92 During this period of financial difficulty for the National Development Bank, Tswelelo
should be developed as the chief source of financing for the small and medium scale sector. Tswelelo's
past track record has improved considerably and further efforts should be made to bolster Its strengthened
position. Over time, after the restructuring of the NDB, further support from this source may be
forthcoming. Nonetheless, financial support for SMEs in Botswana has been reasonably good within a
wider African context.



CHAPTER 6

TE ENABLINQ ENVIRONMENT

6.1 Rapid growth in Botswana during the 1980s has been supported by sound
macroeconomic policies. As NDP 7 pursues most of the objectives in NDP 6, there will be only
minor changes in macroeconomic and sector policies in the 1990s. These changes will come as
a result of changes in the international and regional environment that promote competition and
reduce confrontation and protection (see chapter 3). Other policy changes will result from the
new level of development and sophistication of the Botswana economy and the need to address
some of the more pressing constraints in some sectors.

6.2 During NDP 7, the Goverment will adopt more efficient methods of intervention
into certain sensitive areas such as foreign ownership, the control of land and the use of foreign
labor. A major problem in some areas is the continued use of a case-by-case regulatory approach
to investment, land, and expatriate workers. This approach is inefficient, highly discretionary,
and rarely subject to transparent criteria of approval. It also constrains the capacity of the
Government to achieve stated objectives, overloading official systems and diverting the attention
of adminisrs from areas where regulatory functions are needed. The main function of the
system is to provide guidance and exert control. The guidance function has always played a
minor role in Botswana as the Goverrnent has used market mechanisms to guide private sector
activities. In a new environment, the control function will need to be modified to adjust to new
circumstances and goals.

6.3 Increasingly, developing countries in Africa and Asia are moving to a system of
management by exception, concentrating the efforts of the administration in sensitive areas and
liberalizing in other areas. This approach utilizes concepts such as the negave list which enables
streamlining of administrative procedures while freeing Government personnel to concentrate on
more important activities. Thus industrial licensing can be streamlined through the introduction
of negative lists. Activities that appear on the negative list would continue to need licenses and
permits - the others would only need to register for statistical purposes. Industrial activities on
a negative list could include those that produce harmful products or bi-products, industries which
are particularly polluting, or reserved activities. Some developing countries are opting for virtual
abandonment of the industrial license (Malawi and Sri Lanka). The same concept can be useful
to regulate the use of foreign workers. Certain skills and professions can be placed on a negative
list and the rest granted automatic permits - or alternatively, a small positive list can be devised
for occupations within which expatriates would obtain virtually automatic permits (possibly
engineers, doctors, accountants, and so on). With respect to land, agricultural, residential and
commercial land could remain on a negative list barring it from direct allocation to foreigners.
However, land for industry should be excluded from ownership limitations and cumbersome
allocation and regulation procedures.

A. THE OVERALL MACROECONOMIC ENVIRONMENT

6.4 Over the NDP 7 period, there is expected to be a substantially reduced
accumulation of external reserves as a result of slower growth of diamond export earnings
combined with growing imports. In addition, Botswana may lose some of its competitveness in
regional markets as a result of internal inflationary pressures and depreciation of its regional
market partners currencies (as is already occurring in Zimbabwe). To prevent domestic
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inflationary pressures from undermining profitability and external competitiveness, there will be
a continued need to emphasize prudent fiscal and monetary policies, as well as efforts to improve
productivity and efficiency. It is important to ensure international competitiveness, so as to
facilitate the diversification of the economy and promote foreign investment. A major issue has
been, and will continue to be, the relationship between the exchange rate and industrial
development. A healthy foreign exchange position has exerted an upward Influence on the pula
and has thereby helped to reduce inflationary pressures arising from imported inflation. On the
other hand, a strong currency places competitive pressures on the development of manufacturing
industries. Exchange rate policy in Botswana has always had to balance between these twin
objectives of reducing the impact of imported inflation and encouraging industrial development.
At the current time, and in line with the industrial policy objectives enunciated in NDP 7, the
encouragement of industry has a more prominent focus in the minds of policy makers.

6.5 The introduction of positive real interest rates (for both deposits and lending) and
the creation of a competitive environment in the local capital market, will further contribute
toward the drive for improved efficiency and the creation of a competitive environment. Some
of the more important policy changes will include increasing flnancial sector competition, re-
evaluating DFI policies and operations, and encouraging banks to increase the availability of long
term finance.

6.6 A slowing down in the growth of the diamond sector, in combination with
expansionary budgetary policies, has contributed to a recent deterioration in the fiscal position
of the Government. In these circumstances, improvements in,fiscalpolicy should be considered,
including: reform of both direct and indirect taxes (broadening the tax base, lowering rates, and
imroducing a VAT tax); atnainment of full cost recovery in parastatal operations; and, gradual
ad selective parastatal privatization. The parastatal sector is the recipient of substantial resources
through the developrmt budget, soft loans through the Public Debt Service Fund (PDSF), and
direct subsidies. In some cases this sector competes with the private sector - most notably in
services and real estate.

B. TAXATION POLICIES

6.7 Tax rates are not unduly out of line with the corporate tax rates of neighboring
countries which are competing with Bowswana for foreign direct investment - although, as shown
in table 6.1, Zambia, Tanzania, Kenya, Swaziland and Transkei all have lower corporate rates,
and Lesotho has lower rates on manuf&ctuing. As shown in table 6.2, corporate tax rates in
foreign direct investment source countries are, for the main part, lower than in Botswana -
although not substantially so. However, as tax rates are one of the important determinants in an
investor's decision to inmest, Botswana may need to consider lowering rates to make them even
more competitive than those of other countries competing for foreign investment.

6.8 In addition to low corporate tax rates, many countries offer extra income tax
inccntves to inve%ors. These tax incentives can take two basic forms: either a low rate of
corporate tax (and/or low rates of withholding tax on dividends) for certain sectors (farming,
manufacturing, exports, and so on), or specific tax incentives in the form of tax holidays or other
tax facilities (investment and capital allowances, research and development and training cost
allowances). Botswana already offers some of these additional benefits. These incentives are
curredy being given on a discredonary case-by-case basis in Botswana, and include:
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Table 6.1: Corporate Income Tax In Competing Countries
for Foreign Direct Investment

(prent) Spea Ratn

Zambi 35.0 Epoda aw Fan - iS pee
Zimbabwe 42.5
Matawi 40.0
Tawanla 35.0
Kenya 3S.0
Botwana 40.0 ariAg- 0 perent
Swazind 37.5
Lewho 45.0 Fanning- 0%, Manutaclug- IS pecet
South Africa 48.0 T-nske-35 pSer
Namlbia 42.0

Sbwce: Enut ad Yong, 1992. The rte for Zambia is 1993/94.

Table 6.2: Corporate Income Tax In Source Countries
for Foreign Direct Investment

Geneal
(peacent) Spcal Rane

Sth Aica 48,0 Tax AV_emen wit Bouwa
United Ringdom 35.0 Tax Agrement BoWwana
Uand State of Amed 34.0
Geran 50.0

Fanc 34.0
Japan 37.5
Koa 34.0
TIwan 25.0

SIkgp 30.0
HongKong 17.5
MalakyIa 35.0
Indoni 35.0
Thbalnd 30.0
hippines 35.0

5Sor Etn and Young, 1992.
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(a) The Minister of Finance and Development Planning (MFDP) can grant far
reaching tax incentives by the Issue of a Development Approval Order (DAO)Y.
The Order specifies the types and rates of additional tax incentives for a specific
project. The DAO has legal validity only after being approved by resolution of
the National Assembly.

(b) The MFDP can create an individual tax regime for any person through a Tax
Agreement. The tax agreement (created under Section 55 of the Income Tax
Act), may vary the provisions of the Tax Act in any manner (creating, for
example, a tax holiday) but must be ratified by an Act of Parliament. The
Selebi-Phikwe Tax Agreement, covering tax concessions in this location, is a case
in point. In addition, there are four other agreements with foreign investors -
all in mining activities.

(c) Parastatals are also granted special tax regimes. They are either exempted
(Botswana Telecommunication Corporation and the development finance
institutions) or have special tax arrangements (Botswana Development
Corporation and the Botswana Meat Commission). The special tax regime for
the BDC group of companies (all companies with BDC equity participation)
involves a special allowance that permits losses from any of its member
companies to be written off against profits of any other member of the group
(within 6 years after the end of the tax year).

(d) The MFDP can exempt certain kinds of income from withholding tax on
dividends and on technical assistance fees. These exemptions are given on a
case-by-case basis to certain corporations and shareholders.

6.9 In addition to these tax incentives, under the Income Tax Act, the Financial
Assistance Policy (FAP) provides for a tax holiday under the Automatic Financial Assistance
(AFA) program. TIhis incentive (reimbursements of business taxes) also involves project
evaluation and project approval criteria.

6.10 All tax systems introduce elements of distortion. Nonetheless, an importa
element in designing an appropriate tax structure is to make it as efficient as possible and to
reduce the amount of distortion which is introduced. Tax policy Interventions are generally
designed to strengthen or weaken: externalities - such as research and development and training
investments; risk and uncertaity - such as the situation in the Southern African region;
unemployment and inadequate growth; and imperfect competition. Specific tax incentives are
used to provide lower rates on certain sectors, and to provide for investment and capital
allowances. Tax holidays, although popular among investment promoters, are generally less
desirale as their overall impact on investment decisions depends on issues such as: the existenc
of a tax treaty, with a tax sharing clause, with the investor's home country; the availability of
allowances and carry forward provisions; the size of the depreciable assets of the beneficiary
firm; the expected flow of income in the first years of operation; and so on.

I Secao 53 of the Fouh Schedue of the Incne Tax Act. Only four Ordeiu have been isued up to 1990.
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6.11 The revenue structure of Government in Botswana is dominated by receipts from
the mining sector (see table 6.3). TDe impact of mineral revenue on total Government revenue
is so large (54 percent of total revenue and grants) that it dwarfs the size of other revenue
sources. Non-mineral income tax is only 8 percent of total revenue, and corporate income tax
only 4 percent. The fiscal and taxation policies of NDP 7 are designed to maildy pursue NDP6's
objectives. However, the current system is largely based on a case-by-case approach, which
results in a non transparent system with questionable objectives and limited coordination with the
objectives of the industrial development strategy. The recommendation of this report is that the
current case-by-case approach to tax incentives should be replaced by a comprehensive, simple,
and uniform system of incentives for growth. The change could either take the form of a
comprehensive tax reform that would re-examine the direct and indirect tax systems and their
management, or a more limited re-assessment of some of the current specific type income tax
arrangements and the introduction of new alternative incentives. Whatever decision is taken in
this regard, it is highly recommended that the current system be replaced by a more uniform and
transparent system of incentives.

Table 6.3: Tax revenue by Type
(pula million)

Propy 1980 1982 194 1 192 199

Mriee 101 99 376 842 1,307 21005

cutmpool 102 114 IS6 192 293 478
Nowiie income tax 38 S8 87 121 16S 290

PMepety I I I 1 2 3
MD&" vehicles I 1 2 2 3 I

usiness ioemes 1 1 1 1 2 8

Salestax 0 2 5 13 17 S9

Odher 0 3 1 2 0 0

Toa tax revenue 244 279 629 1,177 1,989 2,844

Total evenue and Stub 307 394 803 1,S48 2,556 3,741

Souce: Extemal Trado Stistics, 1989. CSO, 3overnmt of Botawan, 1992, pp 44.

6.12 It is recommended that corporate and personal tax rates should be reduced to a
substantially lower rate so that industries would be attracted by the low tax environment in
Botswana. This measure would send a positive signal to investors in the Southern African region.
it is understood that the tax authorities are currently considering reducing rates to 30 percen.
it is estimated that such a move would lead to a reduction in Government revemne of
approximately P60 million. A reduction of the tax rate to 30 percent would make investment in
Botswana more attive than investment in neighboring countries (see table 6.1). An even
lower corporate tax rate would be more attractive, and it should be noted that several countries
in the region have established tax rates as low as 15 percent for non-traditional epots and
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nufacting. It is recommended that any action on reducing tax rates should be implemented
in conjunction with the elimntion of the FAP incentive program to medium and large scale
fims - as outlined in chapter 5 - which would represent a reduction in expenditure by the
Government.

6.13 Although even lower uniform rates may be desirable, this may conflict with other
Government fiscal objectives, especially in the current transition period from a surplus
Governmentbudgetpositionto adeficit budgetposition. Consequently the Government may wish
to consider alternative second best options. It is emphasized, however, that these truly are
3second-best' solutions and go against the basic principle of a low uniform and transparent
system of incentives for all - as argued in other sections of this report. These include:

(a) a reduction in the corporate tax rate for manufacturing and/or non-traditional
exports2 to 15 percent - resulting in a reduction in tax revenue of around P17
million' - and the elimination of FAP and other special tax incentives.

(b) it would also be possible to combine a lower overall rate with the option
enunciated above.

Table 6.4: Companies Tax Assessment for the Year 1990/91, by Sector
Excluding Mining

(pula million)

-3ecuon Tax Due Percent

Tradig 108.1 72.5
Finance 7.7 5.2
Agrnulu 0.4 03
n m&cturlng 9.8 6.6

ConUucton 2.5 1.7

Traportatio 2.2 1.5
Other serices 17.9 12.1
AD s eai companie 0.8 0.1

AR Companie 149A 100.0

Sowre: Departmnt of Taxes reports.

2 Th reduced tax rawt would bo on the forign currency iome of non-traditional exports to outside the SACU ma*t -
- excluding diamonds, copper, nk and products based on cattle farming.

2 The revuo loIs on manufacuring is estimaed at 62 percent of the total tax due fron manufacturing (se table 6.4).
Total nonaditiol ewports, including ourism, to non-SACU markets, is esdimated at P450 million (see table 6.5). If
am asosoas a pofit margin of 1O percent on export value, total profit is approximately P45 million. The reduced tax
rate firm 40 pecent to 15 pweent will decrease tax revenue ftrm P18 million to P6.75 million - a revenue loss of just
over Pl1 IIon.D
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6.14 The above estimates of revenue reduction, actually overestimate the net revenue
effect to the Government as there will be a revenue gain from the elimination of the FAP and
other tax incentives. The cost of the urrent tax incentives (DAO, tax agreements, and special
tax incentives to certain investors) is not known except for the FAP tax holiday cost (the refind)
which is about PI million. In addition, Government expenditure would be reduced by the extent
of the grants currently made to medium and large scale FAP projects - which in 1991/92 were
around P40 million (although these would also have to continue where existing commitments had
been made). In addition, the introduction of the new reduced rates could be associated with the
introduction of a value added tax (VAT) - which would help to compensate for any net reduction
in income tax revenue.

Table 6.5: Value of Major Exports
(Units of Account million)

1987 1989

Dlamods 2,738 3,722

copper, n*ic Sm 144 611

Moa and mat products 102 166

HideS dins 9 21

Oter goods 237 349

Total 3,231 4,870

aSrc. CSO, Gaov=rxt of Bowwarts.

C. POLICIES RELATING TO WAGES, PRODUCTIVITY AND EMPLOYMENT

6.15 Current mniaumn wage rates in manufacturing are considered, by some local and
foreign investors, to be an inhibiting factor to further industrial development. This issue may
increase in importance with increased competition in both the domestic market (reduced
protection in SACU) and the export market for labor intensive products. Although minimum
wages in urban areas in South Africa are higher than in Botswana - in some regions (including
some of the homelands) the reported non unionized wages are about one half the Botswana rates.
The rates in countries such as Malawi and Tanzania are even lower (about P80 to P100). Labor
rates in South and Far East Asian countries are about the same as the Malawi rates. The current
policy is to compensate for the high labor cost constraint on export oriented manufacturing by
the provision of labor subsidies and other incentives under PAP. There, nonetheless, remains
an urgent need to address the issue of the minimum wage, if the Government is to seriously
address the issue of un-skilled employment.

6.16 As discussed in chapter 5, the FAP Labor Gram is intended to compensate
manufacturers for the low productivity of Botswana workers for a five-year period, after which
the workers are expected to have approached competitive levels of productivity. However, the
time required to achieve regionally and/or internationally acceptable levels of productivity appears
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to be longer than the time frame provided by the FAP assistance. Two solutions are possible.
The first, to extend FAP labor grants for a longer period, is unjustified as there is no Indication
how long it might take for Botswana to increase its labor productivity to internationally
competitive levels.

6.17 Other alternatives are for Govermnent to either eliminate the minimum wage or
to move aggressively to reduce its real level. Botswana's high wage rates and low levels of
productivity are disincentives to investment. In the absence of a minimum wage, it is likely that
wage rates would move closer to a market clearing level - as they have done for rur workers
and domestics where minimum wages do not apply. Such action could result in wages that are
below the poverty datum line. If this did occur, the Government could chose to provide direct
income support to top up the differential for employed persons. FAP, in fact, provides defacto
tncome support for individuals fortunate enough to have a job. By eliminating FAP and the
mimum wage, Government would remove a significant source of Botswana's competitive
disadvantage, while removing the bias that exists in its income support policies in favor of people
already employed.

6.18 The extent to which wages were flexible downwards will depend upon several
factors. The lower the rate of unemployment, the more likely that wages will be sticky in a
downward direction. Although unemployment is estimated to be relatively low by developing
county standards (at arounid 14 percent in the 1991 Census), there is still a sufficient pool of
unemployed workers which would serve to exert downward pressure on wages. In addition, in
a higbly segmented labor market, such as Botswana's the unemployed are likely to be unskilled
laborers who would earn the minimum wage. In a high growth economy, individuals with even
a rudimentary level of skldls are likely to be in high demand, and at higher levels of education
and training, there is an acute shortage of workers, necessitating the utilization of expatriate
skills. Nonetheless, there will also be a certain trade-off between salary levels and alternative
activities (including leisure) beyond which wages will not fall. Hence, although the extent to
which wages would decline in the absence of a legislated minimum wage, is unkmown, the
continued existence of unemployed workers with low skill levels, argues for some amount of
downward flexibility - as do the lower wage rates paid to those occupationil classifications which
are currendy not covered by the minimum wages legislation.

6.19 Given the inevitable political problems that would be associated with eliminating
the miimum wage, the authorities may wish to pursue other "second-best" policies which would
reduce real wage levels - and thereby increase competitiveness - while leaving the minimum
wage in tact. One such option would be the collapse of the current minimum wage structure
from a system of eight categories and four different minimum wage levels (see table 2.1), to a
single true minimu wage at the lowest level determined by the above categories.4 This could
lead to a potential wage reduction from P1.03 per hour, paid to some categories of minimum
wage earners, to 81 thebe - a reduction of 21 percent. Another option could be to exclude wage
earners in manufactring industry from the minimum wage requirements - in exactly the same
manner that agricultural workers and domestic workers are currently excluded from coverage.
As a precedent has already been set in this regard, extending this exclusion may be easier to

4 lhis would nan using t curase minimum wage of SI thebe per hour - payable to night wacluhm - as the basis
for all minimm wages in Botswna. No other minimum wages would be defined.
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achieve than eliminating the minimum wage entirely.5 Last, the Government should be even
more diligent in ensuring that the real value of minimum wages is eroded by cost of living
increases - so as to achieve more competitive salaries in the industrial sector.

6.20 PirodcWvly. Non-unionized wages in neighboring countries are reported to be
substantially below the minimum wage in force in Botswana, and are certainly lower when
weighted by relative productivity. However, minimum wages not only affect wage levels - they
also make it difficult for employers to relate remuneration to productivity. Piece rates are a
common method used to relate workers' Incomes directly to their productivity, but this method
of payment is seldom used in Botswana. It is understood that the use of piece rates, that may
result in some workers receiving less than the minimum wage, requires special dispensation from
the Commissioner of Labor, and that even then the dispensation Is limited to an initial training
period.

6.21 While an artificially high wage structure is of obvious concern to foreign
investors, and the development of the industrial sector, this cannot be examined in isolation from
productivity. It would, therefore, be preferable to act on both wage levels and productivity to
ensure a more appropriate alignment between the two. This will involve reducing the real level
of wages while increasing productivity. Nonetheless, without ready access by employers to the
piece rate mechanism, in situations where it is appropriate, a powerful tool for stimuadng
productivity is lacking. Hence it is recommended that, in addition to reducing the real level of
wages, that the Government should encourage piece rates in appropriate settings by leaving the
establishment of such rates to the collective bargaining process.

6.22 The Government enmpoyment poUlcy aims to increase employment
opportunities for indigenous workers by both expanding total employment opportunities and
replacing expatriates by qualified Batswana. The policy also aims to control the growth of self
employed foreigners and foreign employers as part of an overall policy to encourage the growth
of Batswana owned businesses. This latter system is regulated by the work and residence permit
system for expatriates. Non-citizen employees and self employed non-citizens must apply for a
work permit and a residence permit from the Ministry of Labor and Home Affairs - the
Government sector is no longer subject to the same requirements.

6.23 The shortage of skilled workers, however, can be felt at all levels of industry.
Rapid growth in the economy and a lack of skills locally, has created an ongoing need for
workers to be imported on a temporary basis to fill a range of skilled, technical and managerial
vacancies, for which there are no suitable local candidates. Given the very high relocation costs,
companies wish to minimize their use of expatriate workers. Provided that the Govermnent
monitors the overall levels of foreign workers it should be possible to simplify and speed up the
granting of work and residence permits. A relatively open labor market will help to keep pay
scales for skilled workers (and production costs) at levels comparable to those prevailing in South
Africa, a major source of temporary immigrant skills.

' Te social argumens for gmainning minumum wages at a Govemment determd 'living level' appear to bo less
relevant in a ituaion where odier worsers are ahrady rceving lower salaries - and somehow mnaging to suive -

and this is sanctioned by the Government.

6 This discussion follows the findings of an ILO Report, Strengthening the Labor Depa_me and Enhwwmne of
Tinng for Loaliadon, Jauay 1987.
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6.24 The processing of work permit applications involves four Goverment agencies:
Labor, Immigration, Security and Conmnerce. The Training and Localization Unit of the
Ministry of Labor is involved In the evaluation of applications. Its evaluation process involves
ascertaining whether the vacancy had been properly advertised, that no suitable local candidates
were available, that the expatriate candidate possesses suitable qualifications, and so on. The
other Government agencies are responsible for ascertaining that the applicants will be Involved
in the activities appearing in their application, that their services are required according to
sectoral plans, and that they have no criminal record or subversive intentions. Botswana
employed about 7,000 non-citizens in 1990 - 2,300 in the public service and 4,700 in the
parastatal and private sector. A further 1,200 non-citizens were self employed or employers.
Their share of total employment In the formal sector was 3.4 percent and 3.6 percent (6.7 percent
in 1976) respectively of the total employment in the private and parastatal sectors. Self employed
non-citizens were estimated to represent about 30 percent of self employed persons or employers
in the urban sector, in 1985. Since then, the number of registered local businesses has increased
from about 4,800 in 1985 to 11,500 in 1990. The number of self employed and employers that
are non-citizens increased during this period by only 20 percent. It is therefore highly likely that
the percent of businesses owned by local investors has increased dramatically over this period.

6.25 These attempts to manage the labor market reflect a policy dating from the early
days of independence when Government was struggling with foreign domination in the market
for skilled workers. However, higher education is predicted to expand rapidly in the 1990s and
satisfy most of the demand, for certain skills, from local sources. Botswana's education planners
are aiming to establish an education system that is flexible enough to adjust to changing demands,
and to provide Batswana with an education which helps them to be adaptable within a changing
world. These developments will make it more complicated to manage the labor market in the
1990s.

6.26 The current labor permit allocation and regulation system have also been
criticized for their negative impact on efficiency and the flow of foreign investment. An
investment climate study found that difficulties in obtaining work and residence permits were
regarded by potential investors as one of the main obstacles to investment - although some local
observers saw this more a problem of perception than reality. However, even if this is a
perception problem it may have a real negative impact if it discourages potential foreign
investors. It is therefore advisable to move the current system toward a more targeted immigrant
labor control system similar to those used in more developed countries.

D. LAMD POUCIES

6.27 The iwd tenur system in Botswana is a sensitive issue - involving deep
traditional values. Current tribal and urban land systems - embodying the right of every
Motswana to the use of land - are considered superior to land tenure systems in other countries
which have created a class of landless, and therefore extremely poor, rural people. A related
problem is the perception that non-citizens have dominated the urban property development boom
in recent years. Meanwhile, in tribal areas there are difficulties in raising loans as land is
communally, and not individually owned, and is therefore not transferable. In these cases, land
cannot be used as collateral - unless the land is changed to a common law lease. Past studies
reveal that rural and urban Batswana feel strongly that land on which their homes are built should
be owned by the family and by future generations of the family and there is strong feeling among
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'traditionalists' on the Land Boards and in tribal authorities against any change in the land tenure
sy8m

6.28 Ite land tenure system and the institutions which support it can have a strong
influence on the pace and pattern of development - especially in the manufstcturing and service
sectors. The movement of Batswana from a traditional rural society to a modem urban society
will necessitate a re-evaluation of some of these old concepts. The modern urban Batswana have
different ways of life and different needs. New activities emerge that require large tracks of land
with well developed infrastructure. Traditionalists feel that the land tenure system requires close
supervision by the country's leaders - including ministers, tribal chiefs and land boards.
However, this is creaing a severe bottleneck with resulting scarcity in certain markets, increased
land prices, hardship for urban dwellers, and inhibited investment in manufacturing and services
which limit the growth of employment opportunities. Land for industrial and service activities
Is made artificially scarce in Botswana, its price is consequently very high (due to scarcity rents),
and the procedures for obtaining plots is long and cumbersome.

6.29 Hence, the shortage of serviced industrial plots is one of the biggest constraints
to further industrial developmert in Botswana. As land is maintained as an artificially scarce
commodity, it is frequently not used but held for speculative purposes - fiuther impeding
industrial development and driving up its price. Although the Government has embarked on the
Accelerated Land Servicing Program, current indications of demand and supply suggest that this
will not be sufficient to address the existing demands for industrial land. Land Board regulations
also add an additional layer of regulation and bureaucracy to an already cumbersome process

6.30 To deal with this problem, it is recommended that land for industry should be
dealt with completely separately from other types of land. The planning horizon for industrial
land should be extended to more than the current 20 year period. Large industrial zones should
be demarcated in all towns in all regions - in urban as well as in rural areas-and access should
not be limited to local investors but open to all. To assist the planning process it is recommended
that a Land for Industry Committee be established in the Department of Town and Regional
Planning (DTRP) in the Ministry of Local Government, Lands and Housing. Alternatively, the
Government could examine existing committees dealing with land issues and, if appropriate,
modify one of these to deal with the issues outlined herein. The committee would be in charge
of determining the long term demand for industrial land. The commitee should be comprised
of high level representatives from MFDP, DTRP, Department of Surveys, the Department of
Local Government and Development (MLGLH), and the Department of Industrial Affairs (MCI).
Ihe lind should be available on a long term lease of at least 50 years and the transfer of the lease
would be automatic if it is to another user for industrial purposes. Local taxes and land fees
should also be levied at a much higher rate on undeveloped industrial land so as to encourage
development for industrial purposb ather than having it remain idle for purely speculative
purposes.

6.31 The Goverment could also attach higher priorities within the Accelerated Land
Service Program to the development of industrial land. The situation seems more acute in
Gaborone where industrial land is in great shortage. Some of problems may be solved by
encouraging the development of industrial parks in neighboring towns. To avoid competition
from commercial users, industrial zones should be located more distant from the town center.
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E. UlIT Y PRICING POUCY

6.32 As noted in chapters 4 and 5, the cost of udies (water, power,
telecommunications and transportation) is very high in Botswana. All services are provided by
parastatals with the exception of trucking. High costs are a result of a policy of full cost
recovery, and cross-subsidization built into the rates to cover for low income consumers. These
high prices are also affected by a number of other factors Including: the efficiency of the
production and distribution of the services (capital and operating costs), the rate of depreciion
of capital equipment, and the "appropriate" rate of return established for the utility.

6.33 In addition, prices are affected by policy toward the importation of these services
from neighboring countries. If Botswana developed a more pragmatic approach toward the use
of low cost infrastructure services available from RSA and other neighboring countries it could
enhance the competitiveness of all user sectors. By locking into electricity grids and water
supplies from neighboring countries, rather than developing additional, high cost domestic
facilities, it may be possible to keep some utility costs from rising faster than they otherwise
would. There is, for example, a growing move within the SADC region to lock into neighboring
countries electricity grids to take advantage of lower cost, and sometimes, more reliable sources
of power.

F. PROMOTING FOREIGN INVESTMT

6.34 The decision of a foreign investor to invest in a certain country is mainly affected
by strategic considerations and perceptions of risk and return. The main strategic considerations
include access to markets, competitively priced natural resources, and the existence of a low cost
production base for export. Access to markets includes the domestic market, regional markets,
and markets with which the host country has preferential trade agreements. Perception of risk
involves an assessment of the political risk in the country of location and risk in the destination
market. Political risk can create push and pull effects which induce investors to move away from
one country as a result of an uncertain future - because of, for example, political unrest and
economic sanctions - to countries from which export markets can be more securely served.

6.35 Botswana's small domestic market offers limited opportunities to foreign investors
and existing possibilities are likely to be gradually exploited, in the near future, probably by local
interests with foreign technical partners or investors. In such cases, only minimal foreign
investment promotion efforts will be required since projects will be small, due to small market
size. Although some foreign investrnent promotion will be needed to help realize these
opportunities, most of this will be project oriented and will be undertaken by the development
finance institutions, and by the SME development institutions.

" For example, betwen Za a Zibabwe, between Zai ad neihorin outis, betw Soth Afa ad
Leaotbo, Monmbique and Swaziland. UADC is also undetAdng a power ieo tion s to inmvtigate fitber
how geneatd eloctricity in h region can be beter utilized by the region as a whole.
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6.36 The area for major foreign investment promotion effort is export oriented foreign
direct investment - including to the most important export destination, RSA. Research8 has
shown that promotion efforts can have an effect on foreign direct investment, particularly export-
oriented investments. These findings can be explained by imperfect information and the influence
of non rational elements - such as perceptions and biases - in the investment decision process.
An analysis of foreign direct investment trends in developing countries that have conducted
promotion has revealed a statistically significant relationship between promotion and the inflow
of foreign investment. Promotion is a significant variable explaining such investment trends.

6.37 An investment promotion program has three main elements:

(a) a strategy - the sectors, countries and investors to target and the investment
promotion techniques that will be used;

(b) an institutional structure - the structure and functions of the organization that
will develop and carry out the strategy, and the place of the organization within
the larger structure of Government;

(c) management- the philosophy that motivates the investment promotion staff and
measures their effectiveness.

6.38 Experience shows that the most successful investment promotion programs
rigorously target the sectors and countries where they seek foreign investors. Sector targets, of
course, have to be based on an analysis of sectors where the country has attractive investment
opportities as a result of its resource base, markets, location and other factors. Sector targets
also have to take into account the propensities of foreign investors and capabilities of local
investors. There are some sectors in which foreign investment is relatively rare. These and other
sectors may be reserved for local investors. Sectoral targets for foreign investors, on the other
had, do not necessarily exclude foreign investment in other sectors.

6.39 Country targets will be linked to sector targets. TIhe countries to be targeted
should be those where there are investors interested in the targeted sectors - investors looking
for alternative investment sites or additional sources of supply. Country targets also may take
into account special factors, such as trade agreements with the promoting country and historical
or political ties. All of these factors can influence the propensity of investors to respond to
promodonal efforts.

6.40 Investment promotion generally must be targeted at specific countries because of
limited resources. Botswana's promotion effort will bave neither the budget nor the manpower
to be active in investment generating efforts globally. Choosing appropriate country targets will
be as Important as selecting proper industry targets. Countries must be chosen where there is a
strong chance of finding potential investors. To evaluate the group of investors that are the
potential market for investment promotion efforts one must identify the potential export markets
and the origin of the investors that would be attracted to Botswana to serve these markets. The
major potential markets for export promotion efforts are identified as - South Africa, Europe

I MU8*g a Compy, Louis T. Wells Jr. and Alvin a. Wint, FIAS, IFC and MIGA. 1990.
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(under Lomd) and the United States (under the GSP agreement). The major sources of investors
are South Africa, the newly industrializing countries of Asia, Europe and the United States.

6.41 The interest of foreign investors in Botswana Is affected by the political situation
in RSA and the relationship between the two countries. In periods of instability in RSA there is
growing Interest in Botswana by RSA investors, and less interest by other investors - except NIC
investors who seem less affected by political circumstances.

6.42 Souh Afrlca is the dominant market in the region. With a high GDP, a well
developed industrial sector, and political uncertainty, it is likely to provide an important pool of
potential investors for Botswana. This should be Botswana's primary target market for foreign
Investment promotion. For most South African investors, Botswana is merely an extension of
the larger RSA market. Their alternatives for production to serve the SACU market are RSA
and the other members of the BLNS countries. South African investors are attracted to Botswana
by its political stability, its less militant labor force, its more relaxed foreign exchange regime,
and its preferential access to major world markets.

6.43 The concerns of the Newly Indusrialized Coumy (NIC) investors must be
evaluated in a different context. As production costs within Hong Kong, Taiwan and South
Korea rise, their manufacturing communities are aggressively seeking lower-cost production sites
and countries with trade preference agreements with their main world markets (the US and
Europe). A need to maintain competitiveness is the major driving force in the appearance of NIC
Investors in the BLNS countries. Their production strategies center around clothing and
footwear. In these products there are two distinct groups, high-end and low-end markets. The
high-end products demand fine quality and quick turn-around and the share of labor costs in the
product value is low. Thus, the European and US producers maintain domestic production for
these products. However, for the lower-end products the US and European producers or
marketers (under general label or private label) continue to establish direct sourcing arrangements
in lower-cost areas throughout the world. NIC producers, who have long established relations
with them, will continue to search for lower-cost production sites9 to serve them. This trend
does not necessarily cover only clothing and footwear but also other labor intensive products such
as toys, giftware, some hand tools, some electronic products, and so on.

6.44 The last group of investing countries includes Europe, the US and Jpan. Their
prime motivation for locating in the BLNS is the South African market. Some are still operating
in RSA, despite the difficult political and economic conditions, but they may consider moving
to the BLNS countries to overcome the difficulties arising from the reduced protection of the RSA
market and to reduce the risk of the expected difficult political transition period. For other
investors, political change and the lifting of sanctions, may prompt a renewed interest in locating
in the entire SACU region. However, this group will be difficult to approach as they are likely
to adopt a 'wait and see" policy until the situation is clear in RSA.

6.45 Investment promotion involves three types of activides. These include:

(a) programs to improve a country's image, witiin the investment community, as a
favorable location for investment (image building activities);

9 AMd also cuti wih unsend import quotas il the importng cowgties.
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O) efforts to directy generate investment (investment generating activities); and

(c) programs to provide services such as information, and assistance in obtaining
permits, to prospective and current investors (investor services).

6.46 Experience shows that the provision of services is the most cost effective
promotion activity. It involves mostly local costs and can generate immediate results from
investors coming to the country whether independently or as the result of other promotion efforts.
Image building, on the other hand, is extremely important for small countries that investors either
do not know or which are located in a region of conflict. Image building, however, can require
large amounts of money and it requires a long term commitment. Image building is useful only
If there is a good story to tell - there is no point in trying to build a favorable Image if the policy
environment is not right. Likewise, image building and investment generating activities make
no sense if a country has not developed the capacity to provide services to investors. These
efforts will be defeated by the reality of frustrated investors trying to implement their projects.

6.47 The central issue that governments face in structuring investment promotion
efforts revolve around the appropriate mix of private and public involvement in such efforts.
There are various reasons why the private sector has difficulties in establishing and funding such
operaions. First, investment promotion cannot be a profit making activity - it requires long
term efforts and the benefits arising from these efforts are also long term because of the lengthy
investment decision and implementation period. Second, to provide effective investor services
there is a need for close interaction with government institutions that provide permits and
incentives - an organization that is considered part of the system will probably be more effective
in obtaining these approvals. Third, investors do not feel comfortable revealing their project
details to people with business interests because of fear of competition or disclosure - they
sometimes prefer to deal with government officials that are expected to be objective, or are
monitored, and who are without business interests. On the other hand, the skills and level of
expertise needed to perform the investment promotion function are usually found in the private
sector. Promoters and good marketing people are scarce in developing countries and are hard
to retain on Government pay scales.

6.48 Indeed, neither the wholly public nor the wholly private approach to the
management of investment promotion is ideal. Regardless of the approach that is chosen, there
will be management issues with respect to how the inherent disadvantages of either approach are
to be overcome. In an attempt to overcome these disadvantages, governments may search for
organizational approaches that combine most effectively the skills and resources of both the public
and the private sectors.

6.49 Many governments avoid extreme approaches and, instead, choose an
intermediate approach by conducting investment promotion through a quasi-governmental
organization. These organizations, while reporting to the government, are not enmeshed within
the conventional government and civil-service structure. This separation from the conventional
apparatus of government gives these organizations more flexibility than governments normally
enjoy in carrying out the investment promotion function. At the same time these quasi-
govemmental organizations have an advantage over private organizations in conducting the tasks
of investment promotion that require close contact with the government since they are, in fact,
an autonomous part of the government.
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6.50 7h)de and Inveament Promotion Agency (TIPA). The Trade and Investment
Promotion Agency (TIPA), formally known as the Department of Trade and Investment
Promotion, has neither the resources nor the mandate to undertake its functions properly. TIPA
operates as a small department of the Ministry of Commerce and Industry (MCI) with a recurrent
budget of P1.9 million in 1992, about five per cent of the Ministry's total. The 1984 Industrial
Development Policy called for the establishment of TIPA, which it charged with the following
tasks:

(a) Provision of a 'one-stop' service to local and foreign investors to speed up the
establishment of productive activities;

(b) Provision of i&Oormation on investment opportunities;

(c) Provision of trade information;

(d) Maintaining an 'Industrial Land Register".

TIPA, were it to function as intended, would serve as a one-stop-shop where investors could
obtain all necessary information and approvals. An investor would be able to apply to TlPA for
visas and work permits, land, manufacturing licenses, and even to rely on TWPA's help in
obtaining financing for a project. While TIPA itself would not be empowered to grant all
necessary approvals, it would deal directly with the departnents, ministries, and other authorities
involved to obtain the necessary approvals. TIPA could act as the principal or sole intermediary
between an investor and Government. SPRDP, in fact, provides most of these functions for
investors in Selebi-Phikwe, providing initial information, coordinating site visits, securing land
or factory shells, guiding an investor through all the steps required for a project to be
implemented and, most important, acting as the investor's advocate in negotiations with other
Government, parasmtal and private sector bodies. TIPA, however, has not been able to perform
this function. The real difficulties for investors (decisions on immigration, work permits, land
allocations and licensing) remain with other departments, ministries and local authorities and must
all be negotiated separately. Hence, although TIPA genuinely tries to assist and support
investors, it cannot deliver what it promises. In addition, being subject to civil service pay scales
it has less freedom to offer higher salaries and thereby attract the best people. The hierarchy
within Government ministries not oniy prevents TWPA's director from taking decisions and acting
independently, but also prevents the kind of flexibility that would enable TIPA personnel to deal
directly and informally with the personnel in other departnents and ministries whose cooperation
is essential for investment decisions to be expedited.

6.51 TIPA could become a more effective trade and investment promotion facility,
providing the kind of one-stop services that investors require, if it were given significantly more
independence and resources. Ideally, TIPA would become an independent parastatal under the
tutelage of MCI, with a board of directors chaired by the Permanent Secretary of MCI and
comprising other Permanent Secretaries and representatives of the private sector and, possibly,
donor agencies. Ihis would give TIPA control over its own funds and the freedom to set and
carry out its own strategic plans. At the same time, the composition of its board of directors
would ensure Government oversight, as well as facilitating the kind of inter-ministerial
cooperation that is so important if TWPA is to succeed as a one-stop-shop. Ihe Mauritius Export
Development and Investment Authority (MEDIA), and Hong Kong's Trade Development Council
(TDC) are just two examples of successful and independent trade and investment promotion
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agencies which, nonetheless, are subject to some Government oversight. Malawi has recendy
established an investment promotion agency (MIPA) as an independent agency under the Office
of the President, with a mixed Government-private sector board of directors.

6.52 There is legItmate concern that an independent parastatal that is entirely
dependent on general Government revenues for its budget would be an anomaly and might violate
general standards for accountability. It should be possible, however, to obtain some donor
funding to cover a portion of TIPA's expenses and to provide ample technical assistance,
especially if it is given the independence and the mandate to undertake its job effectively.
USAID is supporting, or has supported, trade and investment promotion agencies in The Gambia,
Egypt, Ghana, and the Caribbean with both technical assistance and direct financial aid. The
Foreign Investment Advisory Service (FIAS) of the World Bank/IFC is currently supporting
technical assistance to the Malawi Investment Promotion Agency and has supported similar
agencies in other countries. World Bank support for SPRDP, although it is a regional, rather
than a national promotion facility, indicates that similar support might be available to support
TIPA. Although it may not be practical from the outset, at some point TIPA may be able to
generate revenues of Its own by charging fees for services or even by a small levy on exports.
Hong Kong's TDC is entirely supported by an 0.25 percent levy on exports, which companies
are willing to pay because of the value of TDC's services. Itere is no evidence that this has
functioned as an export disincentive.

6.53 If Government is unwilling to separate TIPA from the Minisbtry of Commerce and
Industry, then it should, at the very least, be prepared to give it substantially greater autonomy
wthin the conafines of MCI. This would involve a larger budgetary allocation with which to
perform its promotional functions, greater independence in developing strategic plans, and
enhanced capacity to recruit sufficient numbers of well-trained staff to undertake serious
promotional activities. Even with some reformulation within MCI, TIPA could operate better
as an industrial promotion agency. Nonetheless, its chances of success are likely to be
substantially increased if it is made an independent institution under the sponsorship, but not the
exclusive control, of MCI.

6.54 Overseas investment promotion activities involving a long-term presence should
be under the direct control of TIPA and devoted exclusively to the trade and investment
promotion function. As the review of SPRDP points out, "there have recently been problems in
the opertion of the Investment Promotion office [in Hong Kong]. Botswana's presence in Hong
Kong has been upgraded to diplomatic representation with consular status, under the Department
of Exten Affairs. Although trade and investment promotion work remain part of the brief, this
is now receiving much lower priority and it appears that much of the momentum built up under
the [investment promotion] consultancies has been lost. "10 Trade and investment promotion on
the one hand, and diplomatic responsibilities on the other, require different kinds of training,
orientation, personality, and priorities. Except in those countries where limited trade and
investment prospects may not justify the expense of maintaining a separate trade and investment
promotion presence, the two functions should be kept separate.

'° b.,par. 4.16.
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G. A NEW ROLE FOR THE MINISTRY OF COMMERCE AND INDUSTRY

6.55 As the functions of the Ministry of Conunerce and Industry move away from
issuing licenses asd monitoring their use, it will have to prepare itself to take on new roles. In
general, these will be more policy oriented and related to issues which affect the structure and
viability of the general industrial system. Issues will include new areas such as trade policy,
policies towards service industries, and intellectual property. It should also prepare Itself to enter
more positively into the debates on those policies which affect the whole enviroment within
which the business community operates. These include taxation policy, employment law and
regulations, educational training, public utilities pricing, immigration regulations and land
policies. It will have to continue to consult widely with the private sector and to monitor the
performance of industry. To facilitate this function, it should develop and maintain a more
extensive and coherent data base on the perfbrmance characteristics of industrial sub-sectors.

6.56 It will continue to devote considerable resources to existing policy areas such as
consumer protection and product standards. These are both key areas for the business
environment. Given the small market in Botswana, some consideration may have to be given to
competition policy and how this might best be achieved in the Botswana context. In general, the
Ministry should prepare itself to develop policies and legislation, and engage in the debates on
policies and legislation of other Ministries - that determine the framework within which the
private sector will operate.

6.57 The Ministry will continue to have some program administration functions,
especially in the small business and regional development sectors. It will also have to administer
legislation on standards and intellectual property, and will also have some general responsibilities
for investment and trade promotion. The Ministry, in other words, will have a very fill agenda -
- but with a new priority on policy issues.

H. THE INDUSTRIAL DEVELOPMENT STRATEGY

6.58 The industrial sector is expected" to achieve accelerated growth and contribute
to the attainment of national goals through: the creation of productive jobs for citizens, training
of citizens, increasing the value added accruing to Batswana, diversifying the productive sectors,
and dispersing industrial activites to rural areas. Industrial policy Is affeced by choices
concerning the degree and type of Government intervention, market and product emphasis,
emphasis in assistance between foreign and local, rural and urban, formal and informal and large
and small. The Government only influences and assists industry with general incentives and
services rather than detailed directives or controls - direct assistance otdy being used in its efforts
to promote the rural, informal and SME sectors.

6.59 The inward orientation of past strategies, however, needs to be furher curtailed.
This inward orientation, and the associated concern over Botswana's particular constraints, led
strategists to assign the public sector the leading - and sometimes, only - role in development.
Such policies included the use of subsidized capital for development; income tax incentives that
result in a very low effective income tax environment; the use of protective measures such as

" IndkoWtyD paWt Polky, GovJrmt pae No. 2 of 1984, Ocober 1984.
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industrial licensing and import regulation; immigration and labor control _msures to limit the
presence of foreign entrepreneurs, professionals and magers; and land ownership and use
control iaeasures against foreigners.

6.60 A new industrial policy will need to be based on th recognition of the evolving
regional and global environment and the need to promote competition, limit the effects of
protection and promote foreign imestment flows. It will also be necessary to tecognize the
growing sophistication of Botswana labor and its entrepreneurial base and its ability to play a
major role in the diversification process within the manufacturing and service sectors. Last,
macroeconomic policy will need to become even more supportive of the establishmcat of export
oriented activities through the removal of policy constraints rather than through the granting of
subsidies.

6.61 Past perceptions of constraints needs to be replaced by recognition of the current
and future strengths of the Botswana economy. Its closeness to major production and
consumption areas in RSA; its large investment In human resources that will increasingly provide
skilled workers at competitive prices; its foreign exchange policy dt ensures regional and
interational competitiveness and full convertability; its trade policy that will continue to provide
for free entry to the SACU market and to other regional and international makets as the future
direction of SACU changes; an export promotion policy that provides exporters with
internationally priced inputs and with export insurance and finance; an income tax policy that
provides for a low income tax for the manufacturing sector without administered tax incentives;
a policy to provide competitively priced irdtastructure services by opening these sectors furter
to low cost imports (mcluding energy, land transport, air tasport, telec caons and
construction); and its emerging competitive local capital market that is increasingly open to the
private sector for long term finance.

6.62 A new policy must acknowledge the need to assist the development of the local
entrepreneurial class. This assistance should take the form of education, tainig, provision of
technical and market information and financial assistance. Under the program of promotion
recommended in this report (see chapter 5), smaller scale Batswana entreneurs would be the
only category of entrepreneurs eligible for FAP assistance. The development of the informal
sector is also important and the Government and local authorities should give care&l
consideration to ways in which they could assist the further development of this sector. Foreign
investment should be promoted by the creation of a streamlined entry environment, by ready
access to industrial land, and by the provision of information and facilitadon services.

6.63 Genemal bwenves for he SME sector should continue to include a series of
general industrial incentives including FAP and the Local Prefrence Scheme (LPS) - to provide
important assistance to the development of Batswana entrepreneurs. This sector should also
continue to be supported by extension services provided by Integrated Field Services (WS) in
rural areas. FinancW assistance should be made available through Tswelelo, FAP and to a lesser
extent - until it has been restructred - the National Development Bank. Training should
continue tough the services of BEDU and other private and public institutions.

6.64 Inentivesmfmfor larger scae andforeign ivestos should be available through
the Trade and Investment Promotion Agency (PA) and its provision of a "one stops servic to
potenta investors. TIPA should provide information on trade, investment opportunities, the
availability of industrial land, wages and employment information, and industrW licensing
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reglations. Manpower training assistance should continue to be provided thtough the FAP
training grant to large, medium and small scale enterprises. Export promotion and participation
should Initially focus on the active use of existing trade agreements, adapting to new
arrangements as they develop. Utility prices should continue to be based upon full cost recovery,
with every effort made to increase the efficiency of the utility parastatals and enhance their access
to regonal sources of supply - where feasible. Land development policies should fully recognize
the pressing needs of industry and meet them to the full. Last, there is the need to coordinate
all of these with other policies.

6.65 Tne evolving policy environment and the need to develop a more neutral, yet
transparent, industrial promotion policy will necessitate the modifications in FAP recommended
in chapter S. 'Me introduction of a more flexible wage system, and continued Government focus
on skills development and training, will help reduce the need to compensate for high labor costs
with labor subsidies. The introduction of competition and cost reduction policies in Infrastructure
services and construction will reduce the need for protection and sales augmentation subsidies.
A new income tax policy of low tax rates and elimination of case by case tax holidays and special
treatment of certain groups of investors will create a competitive income tax enviromnent within
the region and eliminate the need for tax rebates. FAP will then become solely a system for
promoting SMEs.

6.66 Tle Industrial Development Act, 988 was enacted to spervise industri
development. This supervision was needed to rotect certain classes of investors against
competition - indigenous SME investors against all other investors, local investors against
foreign investors, and existing investors against new investors. In practice, except for the

manufactuing activities reserved for Botswana citizens12, protection is for existing investors
against new investors. The over-riding criteria for refusal of a license can be the presence of
over capcity in a product or in a certain location. The notion of the ability of the Government
to sipervse development by meauring demand and licensing production capacity to avoid over
capacity and wase of investment, is an archaic concept that by 1988 was fading in most
developing countries. Experience in other countries shows that it only leads to the creadon of
monopolies, inefficiencies, and a high cost environment - while promoting rent seekers rather
thn efficient and competitive investors. In mnst cases it does not protect local investors against
foreign investors but powerful existing ivesbrrs against weak new investors as, in most cases,
protecdon is given to existing foreign investors. The recent changes in the industrial licensing
procedures will do much to deregulate this market and allow for unfettered competition based
upon each private individual's own investment decisions.

L CONCLUSIONS AND RECOMMENDATIONS

6.67 It is highly recommended that the Government's management of industrial
development in Botswana should be based upon "management by exception" procedures. This
would permt the Government to concentrate its efforts in sensitive areas while liberalizing in
other areas. This method streamlines Government involvement by using the concept of the
negative list - which would limit the number of exceptions, permitting all other activities to

' lho pmuduction of school uniforms, school furniture, burglar ba, pmWeco clothn, cement and bad bemk,
Miin of shUm Ad baking of bmd.
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proceed unimpaired. This procedure could be used in the area of industrial licensing, regulation
of the employment of foreign workers, and in the provision of land for industrial development.

6.68 Future macroeconomic policies will need to ensure, and in fact intensify, the
provision of an enabling environment for industrial development. Specifically the Government
will need to intensify efforts to promote productivity and efficiency, ensure that deposit and
lending rates move to and remain at positive real levels, and improve fiscal policy specifically
as it applies to wages and taxes.

6.69 Specifically, tax policy should be overhauled to eliminate the large number of tax
exemptions, holidays and allowances which have been granted. Corporate tax levels should be
reduced to a lower level and, as much as possible, all exemptions removed. Given current high
levels of nominal taxation, combined with a very low effective tax rate, it should be possible to
Implement this program in such a manner that it actually increases tax receipts while providing
a powerful incentive to foreign investors to enter the Botswana market. The fiscal impact of any
tax incentives introduced to promote industrial development, will need to be carefully weighed
against the changing fiscal environment envisaged during the NDP 7 plan period - with a
projected transition from a budget surplus to a budget deficit situation.

6.70 Rather than fixing minimum wages at a level which makes Botswana
uncompetitive in terms of labor costs and productivity, and then providing a subsidy through FAP
to help reduce this distortion, a preferable policy would be to eliminate the minimum wage.
Allowing wages to be determined by market forces may well lead to higher overall levels of
employment. Current minimum wages merely protect the living standards of the currently
employed against the currently unemployed. Depending upon unemployment levels and the trade-
off between work and leisure time, wages may be sticky downwards. Nonetheless, the continued
existence of unemployed unskilled job seekers, and the existence of below minimum wages in
work categories currently exempt from minimum wages legislation, argues for some potential for
downward flexibility in wage levels. If such action is not possible for political reasons, then the
authorities should investigate alternative methods of reducing real wage levels in the industrial
sector. Such alternatives include the collapse of the minimum wage structure down to the
minimum wage established for night watchmen; exempting manufacturing industry from minimum
wage requirements as rural and domestic workers are currently exempted; and, passing on less
than the full cost of living increase to minimum wage earners to ensure the erosion of the real
level of salaries.

6.71 As increased productivity is also important in Botswana, it is recommended that
the authorities should put in place policies which facilitate the greater utilization of piece rate
systems. Piece rates can be an effective tool for more appropriately aligning wage levels with
overall levels of productivity. However, in the Botswana context, existing policy needs to be
changed, so that workers who do not perform to "average" levels of productivity, can be paid
below the existing minimum wage.

6.72 Work and residence permits for expatriates continue to be an impediment to
foreign investors. It is recommended that the Government move toward a more targeted
immigrant labor control system, similar to schemes used in more developed countries. Under
such schemes, positive occupation lists are used, and entry for individuals with qualifications
identified on that list, is reasonably free. Typically these are occupations which are in short
supply and high demand in the local economy.
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6.73 Industrial land should be dealt with in a completely separate manner from other
types of land in Botswana and there is an urgent need for planners to plan for industrial land
development well beyond the current 20 year planning horizon. Large Industrial zones should
be demarcated in urban areas and access to this land should be extended to all investors, both
local and foreign. It should be available to investors on the basis of, at least, a 50 year lease and
should be transferable for alternative industrial uses. Taxes on industrial land should be designed
in such a way that they encourage the development of the land for industrial purposes rather than
having it remain idle for purely speculative reasons. Under the existing ALSP, the Government
should also give higher priority to the development of industrial land - specifically in Gaborone.
To oversee land distribution and to assist in the planning process, it is further recommended that
a Land for Industry Committee be established (or created from existing committees) in the
Departnent of Town and Regional Planning in the MLGL with broad, high level representation
from relevant Government ministries.

6.74 In addition to encouraging greater efficiency in the utility parastatals, it is
recommended that Botswana should develop a more pragmatic approach toward the use of low
cost utility and infrastructure services available from South Africa and other neighboring
countries - wherever possible. Although this may not be possible for some utility services, it
is certainly possible with respect to transport facilities, power and telecommunications.

6.75 Attempts should not be made to subsidize utility costs to make them comparable
to levels in neighboring Southern African countries. In some cases, the prices in the neighboring
countries are themselves subsidized and unsustainable and will ultimately have to be 'freed' with
adverse implications for industrial development in those countries. In addition, subsidizing utility
costs in Botswana may well distort the pattern of industrial development towards a pattern of
production which is undesirable (i.e. high water utilization industrial production).

6.76 Investment promotion in Botswana will need to have a strategy, an institutional
structure, and good management. It should target sectors in which it wishes to actively promote
foreign investment and also regional markets from which it intends to draw foreign investment.
With respect to targeting of regional markets, it is recommended that South Africa, and possibly
other neighboring countries such as Zimbabwe, should be targeted for investment in Botswana.
Thereafter the newly industrializing countries of Asia should be a secondary target, followed by
investors from Europe, the US and Japan. Investmnent promotion should build Botswana's image,
direcdy attempt to generate more investment, and provide crucial investor services.

6.77 To assist in export promotion, the Trade and Investment Promotion Agency
(TIPA) should be removed from the Ministry of Commerce and Industry and reformulated as an
independent parastatal. It should be allowed to develop as a true 'one-stop" services center such
as the Mauritius Export Development and Investment Authority (MEDIA) and Hong Kong's
Trade Development Council (lDC). If this recommendation was unacceptable to Govermnent
then it should, at the very least, be provided with substantially greater autonomy within the
confines of the MCI.

6.78 Last, there is an important need for the Ministry of Commerce and Industry to
reexmine its future role with respect to industrial development. Whereas, in the past, the
Ministry has had responsibility for the two potentially conflicting objectives of licensing and
regulating industry and promoting and encouraging industry, in a new substantially deregulated
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enviromnout for industrial development, it should be the latter, rather than the former role which
assumes prominence within the 'new' MCI.



CHAPft 7

QTZP13M= MOR INESMEMM IN BA91

A. TIE CURlENT INVESiM ENVIRONMENT

7.1 Few developing countries have been as fortunate as Botswana enjoying over 25 years of
political stability and democratc rule. Botswana's political system, which Incorporates both the
traditional kgotla tribal gatherin and a modern democratic state, ensures that Government responds to
the people to a degree found in few other countries, thereby reducing the risk that opposition groups will
tesort to exta-parliamentary means to advance their causes. Regular parliamentary elections have kept
the Botswana Democratic Party in power since Independence. However, other partes participate freely
in these elections and are rrmesn in national and municipal governments. Botswana enjoys freedom
of the press, and experiences lively debate on a wide range of issues. Although there has been concern
in recent years about growing corruption, there is evidence that corruption Is sdll considered an aberration
that wil not be tolerated.

7.2 Since Independence Botswana has lived in an uneasy accommodation with South Africa.
While deploring its system of apartheid, Botswana's leaders have recognized that for economic, logistical
and secuity reasons they must maintain peaceful coexistence. Even during the period of greatest tension
between South Africa and the frontline states, the Southern African Customs Union was preserved and
serious military confrontation was avoided. During that period transport and telecommunication links,
electricity and water connections, and other essential areas remained undisturbed - even though, at times,
they may have been at risk. In the foreseeable future Botswana's location, across the border from RSA,
may again be seen as a comparative advantage over most other African countries.

7.3 Botswana has one of the worid's fastest-growing economies. The Government has used
ks diamond revenues well, building essential infrastructure and creating an open economy - while mainly
being successful in resistingpressures to increase its spending. While the public sector continues to grow
rapidly, and Government remains the largest employer, its spending has nonetheless grown more slowly
ta the economy as a whole. The strength of the pula has permitted Botswana to remove most foreign
exchange restrictions - and further liberalization is in prospect. This is a major competitive strength and
a key element of Botswana's potential to become a regional financial center.

7.4 Botswana has significant advantages in access to regional and world markets.
Membership in SACU has given Botswana free access to a wide range of consumer and capital goods
produced in South Africa while providing Botswana manufacturers duty-free and quota-free access to the
South African market, the richest in Africa, with over 35 million consumers. Zimbabwe has been
another major outlet for Botsw ncturers. Although current trade disputes and a fall in the value
of the Zimbabwe dollar have reduced the ability of Botswana companies to compete in this market, over
the long term, Zimbabwe is likely to once again become an important trading partner. Botswana also
enjoys preferential access to markets in Europe and North America - as a member of the Lome
Convention and under the Generalized System of Preferences. While these agreements are unlikely to
chage, closer ties between the EC and countries in Eastern and Central Europe on the one hand, and
between the United States, Canada and Mexico, on the other, will increase competition for Botswana
manufactures in those markets.
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D. DEVELOPMENT OF MANUFACTURING INDUSMRY

7.5 As the discussion of the political and economic environment indicates, Botswana, while
continuing to enjoy a number of advantages, will also find competition more difficult in many markets,
especially with respect to exports of manufactured goods. Botswana's strengths that give it a competitive
advantage include: (a) an open, liberal economy; (b) political stability; (c) commitment to private sector
driven development; (d) few exchange restrictions and a realistic exchange rate; (e) good infrastructure
and reliable telecommunications; (f) close links with the RSA economy; (g) unique wildlife end natural
attractions; (h) one of the highest literacy rates In sub-Saharan Africa; (i) rising levels of computer
literacy; 0) specialized agricultural potential (cotton); (k) diversified financial services, by regional
standards; and (I) a high savings rate' - which at 37 percent of GDP, is one of the highest in the world.

7.6 Its weaknesses include: (a) remoteness from major markets other than RSA; (b) high cost
of transport; (c) high cost of land, utilities, and construction; (d) high cost and low productivity of labor;
(e) shortage of skilled personnel and lack of vocational training: (f) lack of large-scale agricultural
potential; (g) lack of commercial/entrepreneurial orientation among the local population; and (h) a
persistence of regulatory disincentives to investment.

7.7 Botswana's industrial development strategies have tended to focus on the labor-intensive
manufucturing industries that every developing country has tried to encourage. It is understandable that
the Government would seek to develop such industries. Other countries, including Singapore, Taiwan,
Korea and, closer to home, Mauritius, have successfully pursued similar strategies.

7.8 As indicated in numerous policy statements and on-going development plans, a major aim
of Botswana's drive for industrial development is to generate employment for a pool of unskilled
individuals entering the labor market. Although it is unclear the extent to which unemployment is
currently a pressing problem, there will necessarily be an on-going need for the creation of unskilled
employment opportunities. The development of labor intensive manufacturing industry appears to offer
the best hope of creating large numbers of employment opportunities for unskilled personnel within the
economy. As a result, the continued promotion of such industries will remain an important imperative.
Botswana's success over the 1980s in generating rapidly growing employment opportmities in the
manufacturing sector, albeit from a low base, is evidence of the fact that it can have important
employment generating effects.

7.9 It will be important, however, that any such industries which are developed, be
sustainable over the longer term. The criticism in this report of the PAP scheme, is that it may well be
developing unsustainable manufacturing industries - which after the five year period of the scheme, will
have not grown up, and consequently will come back to Government requesting further support, with the
implicit threat that, without such support, they will lay off many employed workers. Examples of
structural adjustment problems, caused by the creation of inefficient industries, are in evidence all around
the world - in both developed as well as developing countries. Botswana should take care to avoid future
pain and realignment by supporting infant industries which never grow up. This report seeks to put
forward recommendations to ensure that this will not take place.

' Mainly pubL;c sector savings.
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7.10 The industries that Botswana has targeted most intensively, such as garments, are highly
sensitive to cost. Differences in manufacturing or transport cost of a few percent can mean the difference
between a profitable venture and one that fails. As these are Industries in which labor represents a large
portion of total cost, it is important that Botswana tackle the issues of wages and productivity addressed
in chapter 6. A streamlining of the incentive system to a country wide, low tax system, in wbich special
additional benefits are only granted to small scale Batswana entrepreneurs, is considered preferable to the
current system. This would need to be supported by the introduction of other recommendations made
in this report - Including the introduction of management by exception with respect to work permits and
residence permits, f*eeing up land markets, developing a more independent Investment promotion agency
- if the program is to be successful.

7.11 However, the diversification of Botswana's industrial sector into labor-intensive
manufacturing is but one of several options that offer opportunities within a generally enabling
environment for economic growth. Capital-intensive investment in the mining sector has been a key
factor in the country's growth during the last three decades. The infrstructure also exists to support
capital intensive projects in manufacturing. Botswana has a comparative advantage in such investment
over most Sub-Saharan and other labor-rich developing countries, and there is evidence that such
investment is already happening - in the textile industry, for example.

7.12 As they have not been publicized, the opportunities for capital intensive manufacuring
in Botswana will need to be actively promoted both in the region and further affeld. There is also no
need for special incentive programs for investors (such as FAP for labor intensive operations) as there
are no local constraints requiring compensation, although, institutional problems that affect all forms of
investment (access to land, work permits, and so on) need to be resolved as much as they do for other
types of investment. Botswana has the foreign exchange resources, the local financing capacity and both
local and expatriate experience in managing and executing projects involving large inputs of plant and
technologically advanced machinery. It is important for industrial development policy to not neglect
particular sectors, whatever the proposed mix of factors of production, but to keep the door open for all
legitimate investment. The decision as to what is sustainable and what is not can be left to individual
investors.

7.13 Botswana should also encourage the development of industries that build on its potential
advantages in finance, tourism, and other services. The tendency has been to think of these as mainly
domestic Industries. Other developing countries, however, have demonstrated the export potential of
a wide range of services, some of which have significant potential for development in Botswana. As
indicated in chapter 2, whereas the impetus for growth throughout the 1980s came from a surge in
domestic demand, NDP 7 foresees a possible halving in the growth of domestic demand over the plan
period. If these projections prove to be correct, employment creation in labor intensive manufacturing
industries may not be as rapid during the 1990s as it was in the 1980s. This makes it all the more
necessary to diversify industry and to encourage an even-handed approach to all investment, whether in
manufacturing, services or in the primary sectors - and whether labor intensive or capital intensive.
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C. OPPORTUNITIES FOR DEVELOPMENT OF SERVICE INDUSTRIES

7.14 On-Une Tranwscons. The relatively Isrge number of computer-literate and English-
speaking people available in Botswana provides a potential for the development of on-line transactions -
- such as airline reservations - at a competitive cost. Botswana's reliable telecommunicaions
infrastucture should make it possible to develop this industry, as several Caribbean countries and
Mauritius have done. Although the combination of good telecommunicadons, computer literacy, English
language and moderate wages is not unique, it does appear to be an area in which Botswana is potentially
competitive. Botswana could become an on-line center for the UK.2 This would probably require the
installation of dedicated satellite communication lines and fault-tolerant computer systems, at a significant
cost, but over time the cost of paying Botswana wages rather than European wages should make this an
economically viable industry.

7.15 Postal Re-expediting. Botswana, which has international postage rates a fraction of those
in Europe or North America, could become a center for bulk mailings, following similar developments
in Denmark and the Netherlands. Companies sending out large numbers of promodonal mailings or bills
could obtain significant savings by transporting the materials in bulk, via air freight, to Botswana, where
they would then be sorted and the appropriate postage affixed. Such operations are reladvely labor
intensive. While Botswana's cost advantage could be partially eroded the next time intenational postage
rates are negotiated, it is unlikely to disappear altogether. Starting from simple sorting and franking this
Industry could soon move to higher value added operations, such as generating and printing bills or other
statements of account.

7.16 Computer Programmig. Compared to its low level of skill and productivity in
manufacturing, Botswana's capabilities in computer operations are fairly well-developed. This advantage
can be increased by placing greater emphasis on computer training at the University, the Polytechnic, and
in secondary schools. Computer and software companies in Europe and North America, which require
millions of lines of computer code to be generated in developing or refining computer applications, could
use Botswana workers to perform much of this work, at a much lower cost than in their home countries.
Other countries, such as India and Ireland, have had considerable success in developing this industry.
Given its superior business environment, Botswana should be able to do likewise.

7.17 Medi"al Series. With the opening of a state-of-the-art hospital in 1992, Botswana will
be diversifying into another area of invisible exports - that of medical services. This hospital is one of
the most advanced in the region and is staffed by extremely good doctors. While it may take time to
attract large numbers of patients from the region, the regional demand for good quality medical services
is very large among the more affluent social groups and expatriate communities in Sub-Saharan Africa.
With the right kind of marketing, it should be possible to attract affluent patients, or those requiring
specialty treatment, to come to Botswana from neighboring countries.3 The demonstration effect of the
new hospital is important and would make it easier to interest international medical insurance groups in

2 In scwh cass, the actual pon to people i. say, Britain, who call up Br"is Aiways to nuak a ermation, is by someon in
oswa. TWis been done quie sWIeafy by som of the United States airlines - in Babadoes.

Sucsemes oeatebetwen lotherutries, ven in thiedeveloped world, where patiets wihb a patcuar iment maygoto a ospitl
in a nearby country because of ether tde reputation of that hospital in a particular type of teatmet, or simply because the home country does
not oflIr treatment in a paricsular aa of healing or surery.
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frther expansion in this sector. If there is to be any encouragement of medical research activities there
may also be a need for patent registration facilities in Botswana.

7.18 The availability of land and of immigration permits for expatriate staff are key factors
in the development of this sector. Mauritius provides a tax incentive for the operation of clinics by
levying ncome tax at 15 percent Instead of the standard rate of 35 percent. Botswana might consider
similar incentives, which only benefit profitable entities, and which would be less of a financial burden
than FAP.

7.19 FYndIa Servces: Botswana's open financial system, the strength of its currency, the
relative lack of exchange controls, as well as its political and economic stability and reliable
telecommunications, give it the potential to become a financial center, providing services both to other
counties in the region and to clients worldwide. For Botswana to become a recognized offshore financial
center would require further liberalization of financial regulations - at least for exclusively off-shore
oriented business. Specifically, it would require:

(a) removal of personal and corporate exchange controls
(b) allowing individuals and corporations to hold, and banks to provide, foreign-currency

account facilities
(c) removing all restrictions on offshore investment for off-shore annuity and other long-term

risk insurance business
(d) removing restrictions on foreign purchases of Botswana shares and unit trusts
(e) removing withholding tax on dividends paid offshore
(t) drafting regulations to prevent abuse of the banking system
(g) appointing an off-shore banking supervisor
(a) liberalizing work and residence regulations affecting essential expatriates working in the

off-shore sector.

7.20 Botswana has significant potential to become an insurance and reinsurance center for
Africa. The establishment in Botswana of the Information Trust Company credit rating service (formerly
a subsidiary of Dun & Bradstreet) will facilitate the availability of export credit insurance, and will also
give Botswana greater credibility in international markets. Since reinsurance rates are determined on
world markets, with complete foreign exchange liberalization, Botswana reinsurers will be able to
compete internationally. As this market is developed, foreign insurers and reinsurers will begin to set
up operations in Botswana. The technology and skills base available locally will undergo constant
improvement, which will, in turn, increase Botswana's competitive advantage. This has happened, for
example, in Bermuda, where over 1,300 insurance operations are now domiciled.

7.21 As a banking center, Botswana can become the financial capital of Southern Africa and
a conduit for the increased flow of investment into South Africa that has already begun as apartheid is
dismantled. Since there is litde likelihood that South Africa itself will lift exchange controls in the
foreseeable future, Botswana is ideally placed to become the banker to future development there, as well
as in the rest of the region as South African firms, now able to trade freely with and invest in other
African states, seek financing for expansion. With a freer financial and tax regime, companies investing
in South Africa may choose Botswana as their domicile, just as in Europe, many companies have
incorporated in Luxembourg. As its importance as a regional financial center grows, Botswana may
ultimately become a fully international financial center, similar to Luxembourg or the Channel Islands.
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Altematively, should conditions in South Africa remain unsettled or become more unsedled, Botswana
may become a conduit (or a parking place) for the outflow of capital from South Africa.

7.22 Either way, the potential benefits to Botswana are great. In Jersey, for example, for
every job created in the bankdng industry, a further eight jobs were created in other areas. Banking
expansion has important multiplier effects on employment in construction, communications, trade and
other commercial services.

7.23 Other fince-related services in which Botswana has potential include bank back-office
operations, such as cheque-clearing. Both South African and European banks may find the cost of
processing bank transactions significantly lower in Botswana. With regular direct flights from London
and Paris, Botswana could prove a low-cost location for this service which Caribbean islands, such as
Barbados and Jamaica, provide for the American banking market.

7.24 Off-Shore Rankng. Location, the availability of capital and foreign exchange and other
aspects of the investment environment favor the development of services which generate invisible export
earnings. Prominent among these activities as a potential growth sector In Botswana is offshore
banking.4 The main business of offshore banks, whatever their location, is to borrow money from non-
residents, the loan instrument being denominated in a foreign currency, for re-lending to other non-
residents, at a profit. There are prerequisites for a country that proposes to become an offshore banking
center, based on the experience of countries which have done so or failed to do so. It is essential that
offshore banking operations be free of foreign exchange controls and of withholding tax on bank earnings
from offshore business. There should be low, or no, reserve ratios on offshore liabilities. There must
be a good telecommunications network, skilled banking staff, and political stability. It also appears that
countries which operate effective banking controls and supervision stand a better chance to develop as
offshore financial centers than those which favor a free-for-all. Since control and supervision bodies of
the world's newer financial growth centers favor banks with a pedigree, it is the old, established banks
ta have been the moving force behind the overall growth in offshore banking. Mauritius is the only
African country to have made real attempts to provide the institutional framework for such activities.
However, in Mauritius the Government's control of offshore banking units (OBUs) includes the regulation
of liquidity ratios by the central bank, which is unusually restrictive. As a consequence, there has not
been much growth in the OBU sector after the initial registration of a handful of entities, mainly banks
already operating there. It is likely, however, that these controls will be relaxed.

7.25 Once the appropriate regulatory and fiscal environment for offshore banking operations
is in place there is scope for development of a number of other international financial and management
services including custody services, portfolio investment, insurance and holding company operations.
With Botswana's central location in the region, political stability and agreeable living conditions, it could
attract a host of other invisible export activities related to regional corporate headquarters, countertrade,
entrepot, distribution and sales companies, such as US Foreign Sales Corporations. As RSA opens up
to foreign investment, and there is a real prospect for the regeneration of Angola and Mozambique, the
time may well be right for Botswana to take this opportunity to establish itself as a secure base from
which to operate regional financial and management services.

4 MAo mentond in a report for MCI: Dwde and Invavem Pfromodon Consukancy, by L. James Eaton, March 1988.
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7.26 Setting the scene for development of offshore banking and other services will require
certain important regulatory and legislative measures to be taken after an in-depth review of all the issues.
Access to office space and housing will be an Important factor, as will a fundamental change in the
attitude toward temporary immigration of expatriate staff. Operating an offshore banking sector would
need a further relaxation in exchange controls or 2egislative provisions to allow offshore banks and other
offshore businesses to operate through exempt entities, not subject to exchange restrictions. lTere is no
tax on foreign sourced income, which is an important advantage for offshore operations with funds
coming in from abroad. However, the kind of turntable operations performed by offshore financial
institutions would require a matching removal of withholding tax on dividends, interest and royalties paid
out to non-residents. The tax treatment of offshore banks would have to include the introduction of
license fees instead of corporation tax. This provides a reliable and potentially important source of
revenue for the Government. A framework for offshore finance regulation and supervision would have
to be established. Technical assistance for such institutional changes would be available through the
Offshore Group of Banking Supervisors, formed by the world's 15 leading offshore finance centers, or
the Bank for International Settlements. Two decades of offshore business expansion around the world
coincided with two decades of legislative and regulatory trial and error. A new entrant, such as
Botswana, can now pick and choose from control systems elsewhere, the elements of which are most
suitable to Its particular operating environment.

7.27 Grain Storage. With its central location in the southern African region there is a case
to be made for the construction of storage facilities for a Strategic Regional Grain Reserve In Botswana.
The 1992 drought and consequent grain shortages in Zimbabwe, for example, illustrate the need for such
a facility established out of reach of local political pressures. The construction of storage facilities could
be financed by Botswana, while the aid community and participating Governments would finance the
stocks. Botswana would earn storage and management fees and would be responsible for the release of
supplies and ransport arrangements, as needed.

7.28 Such a project would require land for construction (derelict mining property could be
considered for adaptation - provided that access was adequate). There would be a need for technical
assistance in establishing management and control systems which were clearly independent from all
Governments, possibly by granting some form of diplomadc status. The operational methods adopted
by different buffer stock management schemes, including EC strategic oil supplies and farm surpluses
administration, could offer elements that could be adapted for this project.

7.29 S and 7hlnfifor the Development of the Service Sector. With respect to the
development of service industries, concerns have been raised about the education system's ability to
produce the skills required for the industries which could develop in Botswana during the 1990s and
beyond. Government policy during NDP 6 was to use scholarships to address areas of critical manpower
shortage. With the abolition of secondary school fees in 1989, scholarship awards became restricted to
higher education, mainly for University of Botswana students and students training abroad. Allocation
is based on the country's perceived manpower requirements, not on students' individual fmanci needs.
Government scholarships to students in local tertiary institutions increased to almost 98 percent of the
total number of students by 1990/91. Scholarship beneficiaries sign agreements to complete their specific
courses and to contribute S per cent of initial salaries for the same number of years as the courses taken.

7.30 Among the industrial development opportunities for Botswana suggested in this report are
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a range of business and financial services. Such industries rely on the availability of low and medium-
level data-processing and other computer-based skills. These are currently in short supply and therefore
command premium pay rates. Both the public and private sectors are now engaged in a program of
education and training which will relieve some of the worst bottlenecks.

7.31 Beginning in the early 1980s microcomputers found their way into secondary schools and
higher education institutions in Botswana. There was no national policy on computer education and
whatever took place was a result of the efforts of enthusiastic individuals. The University of Botswana
and the Polytechnic were the first institutions to establish computer laboratories and to run some
formalized courses. At the university, computer courses were gradually introduced as part of degree
courses; in Science, mainly programming; in Commerce and Education, the use of appropriate application
software. The Polytechnic commenced with basic computer awareness programs for students in the
Telecommunications course and later moved into computer-aided design and other more advanced
applications.

7.32 At secondary school level, students are exposed to computers through computer clubs.
There are no recent figures on the number of computers in secondary schools, but it Is known that In
1989 - 19 out of the 23 secondary schools had access to at least one computer, usually donated by local
businesses or obtained through parent/teacher fund raising. The result is a wide range of hardware and
software in schools with a consequent lack of coordination.

7.33 A few teachers have used computers as an aid in science and mathematics lessons. One
senior secondary school, Lotsane, introduced computer studies as an 0-level subject in 1986; a private
secondary school, Maru-a-Pula, has been offering a non-examinable course for all students since 1984,
focusing initially on Logo, but more recently on word-processing. Under an ADB-financed project all
23 secondary schools were given 5 computers each in 1992, plus printers and software as part of a Form
5 computer awareness program. In-service training is to be provided for 2 teachers per school. Students
will be issued with certificates to indicate which modules they covered.

7.34 There is also a whole range of, mainly private, organizations offering short courses on
software applications. In some cases diploma courses are offered, but of varying standards. The task
of Government will be to ensure uniformity and acceptable standards.

7.35 A Government Computer Bureau (GCB) has been set up, initially to address the public
sector's skills requirements in the face of an overall shortage and a continued drift of trained people ftom
the public to the private sector. It is now concerned both with training trainers and with training for the
country's needs as a whole. The GCB introduced its computer training program in conjunction with the
National Computing Center of the UK. The numbers of students leaving with a standard diploma from
GCB and associated programs will be about 40 a year from 1992193. The numbers leaving with higher
diplomas should reach 15-20 a year starting in 1993/94. In addition, the Botswana Istitute of
Administtion and Commerce runs a one-year computer studies course with an output of 20 or so
successful candidates per annum. The university started its 4-year computer science degree course in
1992 and also offers a 2-year diploma course. The combined education efforts of the private and public
sectors are expected to achieve a better-balanced skills market within the next 5 to 10 years.

7.36 A computer education turning point was reached in 1991. Parliament passed a resolution
filly supporting the introduction of computer education in schools and the Ministry of Finance and



- 131 -

Development Planning took the initiative to speed up computer education and training nationally, at all
levels.' A National Committee on Computer Education and Training with representation from relevant
traiinig insdtiuons, the Ministry of Education and the Ministry of Finance and Development Planning,
was established to advise Government on pre-and in-service needs in the field of computer education and
training. The specific terms of reference for this committee are to:

(a) Identify national computer training needs by carrying out research on both present and
planned computer applications and, from there, establish and monitor manpower
requirements.

(b) Draw up and oversee the implementation of a cohesive national training plan for both
pre-servce and in-service computer education. Ensure that course content mee nadonal
training needs.

(c) Advise on resources required for computer education and training.

7.37 The Committees main responsibility will be to oversee work that will lead to the
identification of Botswana's needs in terms of computing abilities, and to translate these needs intD a
natoa training plan. It will report to the Government Computer Steering Committee, an umbrella
organization, which has been dealing with the country's overall computerization program.

7.38 Condnued Government and private sector support for training and skills development
programs will be Important for the foreseeable future. Although the Government will have an important
lead role to play in this regard, it will also be necessary to harness the support of the private sector.
Hence, the continuation of expanded training grans under the FAP program, as recommended in chapter
J, is considered important, to encourage the private sector to be more actively involved in training
programs. The further development of private sector based technical education and training facilities
should also be encouraged.

D. DEVELWPMNT OF DOWNSTREAM PROCESSING INDUStlES

7.39 One answer to the lack of a competitive cost structure in manufacturing has historically
been to place greater emphasis on using raw materials available in Botswana. Every attempt should be
made to further develop such activities, where such action proves viable. The industries generally
considered for fiurer downstream processing, and the products that can be produced from them, include:

(a) Hides and skins, leading to production of leather and leather goods, including footwear;
(b) Salt and soda ash, leading to production of glass, detergents, table salt, and chemicals;
(c) Uncut diamonds, leading to production of cut diamonds and jewellery;
(d) Semi-precious stones, leading to polishing and jewellery production;
(e) Timber, leading to production of veneers, parquet flooring, and hardwood doors;
(t) Raw silk, leading to production of fabrics and clothing;
(g) Game, leading to production of meat, leather and leather goods;

D Dat fr thisuoi was pvided by Mc Madasme Nguaw, Mianisty of Edu¢aion, Botswa.
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(h) Cattle bone leading to production of buttons;
(i) Tallow, leading to production of soap and candles;
OJ) lndigenous fruits and veld products, leading to production of dried flowers, jams,

medicinal plants;
(k) Handicrafts, with potential for export of beads, carvings and baskets;
Q) Cotton.

7.40 7he leather industry, which Govemment, BMC and BDC have for years tried to develop,
has faced several problems including the low quality of Botswana hides, low-cost competition from
Argentina and Brazil, and a market structure that can keep the export price of Botswana wet-blue hides
higher than further processed crust or finished leather.

7.41 Game Sis and Meat Produts. Limits on shooting of local game, together with an
overabundance in Europe of game meat products from Eastern Europe, mean that game skins and meat
products will never be more than an attractive niche industry. A 1989 study concluded that an abattoir
devoted to game meat processing could never be viable. BGI Tanning in Francistown already employs
some 130 citizens in game-skin tanning, and is considering an expansion into tanning locally-produced
crocodile skins. Apart from this, there appears to be little prospect for further expansion.

7.42 lTmber supplies in Chobe Forest Reserves may be far lower than previously thought.
There is little prospect for expansion of the industry beyond the two companies currently operating.
Depending on the results of a timber census, currently in process, even the activities of these companies
may have to be curtailed.

7.43 Diamond Cutting and JeweUery Manufacturing. Two companies, with projected future
employment of 700, have recenly begun diamond-cutting operations in Botswana, with the possibility
of further expansion into jewellery-manufacturing. Together with the Oro-Bot jewellery manufacturing
Company - scheduled to begin operations in Selebi-Phikwe in late 1992 and expected to employ 1,500
people - these projects could be the start of the development of a jewellery industry which, as some
people trained in these projects start their own small companies, could grow significantly. It is
questionable, however, whether any further large-scale investments can be expected. While diamonds
are produced in Botswana, and gold in South Africa, prices for both commodities are set in world
markets, with no local cost advantage. Given the high value of the finished product, however, and the
relatively low proportion of fina value represented by direct labor, Botswana may be able to develop a
competitive advantage in jewellery production, provided that local workers can be trained in a reasonable
ime to reach required quality standards.

7.44 Soap. The availability of locally-produced tallow in Botswana gives local soap
manufi ers a slight cost advantage, although the quality of Botswana tallow is inferior to that of
imported tallow. Namibian tallow, moreover, is even cheaper than Botswana's. Any cost advantage is,
in any case, negated by the high cost of transport to markets in South Africa and Zimbabwe; the low cost
of Zimbabwean exports into Botswana due to the decline in the Zimbabwe dollar; smuggling of soap into
Btswana because of the 100 percent tariff protection; and the 20 percent tariff imposed by the PTA.

7.45 Veld produs and other hocultaurl products show some potential. There is a small,
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but attractive market in South Africa, Europe, and even North America, for such products as jams and
dried fruits produced from marotse melon or morula, as well as for herbal medicines from indigenous
plants. The cost of transport, as well as the cost of setting up production facilities that meet US and EC
health regulations, may, however, price Botswana products out of these markets. Nonetheless, with the
availability of regular direct flights from Botswana to Europe, it may become possible to cultivate and
export horticultural products such as cacmus plants, cut flowers or certain high-priced vegetables.
Developing this market may require more frequent air connections than are currently available, and may
also require flights to cities that are not currently served (e.g., to Amsterdam for house plants and cut
flowers). Nonetheless, these possibilities are worth further investigation.

7.46 Cofton is a crop that could be grown in commercial quantities in Botswana, at a
competitive cost. Lonrho is currently negotiating with BDC to take over management of Talana Farm
in the Tuli Block, to increase cotton yields. This in turn could give Botswana a cost advantage in the
production of textiles and, possibly, garments. If this project is successful, it could give Botswana a base
from which to promote further development of the textile and garment industry. Given the cost of
transport, however, the main potential market may be South Africa rather than Europe and North
America.

7.47 Lonrho is also investigating a potential project in which it would grow sugar cane under
irrigation in the Caprivi Strip for consumption by Namibia and Botswana. A sugar refinery would be
established adjacent to the sugar estates in the Caprivi. If this scheme was acceptable to Botswana, the
estate would be extended to include the cultivation, under irrigation, of cotton on the Botswana side of
the border. This cotton would be ginned in Kasane and would make Botswana self-sufficient in cotton.
In addition, cattle feed would be available as a by-product.

7.48 As this discussion indicates, there may well be some limited potential in the development
of down stream processing industries in Botswana. As the experience in diamond-cutting and jewellery-
manufacturing shows, companies may find attractive opportunities, even where local availability of raw
materials does not necessarily translate into a cost advantage for local manufacture. Hence, Botswana
should continue to promote these, and other, opportunities by creating an enabling environment for
investment in manufacturing and service industries generally.

E. DEVELOPMENT OF TOURISM

7.49 Tourism has been identified as an industry with potential to contribute to rural
development and employment creation. Nearly 70 percent of employees in this industry are located in
rural areas, and 40 percent of all formal sector jobs in the north-west of Botswana are linked to tourism.
As shown in table 7.1, employment in tourism and related activides increased by about 78 percent from
1984 to 1988 - 15.5 percent per annum.

7.50 The development of tourism has been largely through the initiative of the private sector
and non-government organizations, with the Government playing a supportive role - which it intends to
strengthen in the immediate futre. A new Tourism Policy was approved by Parliament in 1990 and a
new Tourism Development Act was passed in August 1992. These measures are designed to improve
earnings from tourism resources and to ensure that the development of the industry meets international
stwadards for quality - while using the resources on an environmentally sustainable basis. The following
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steps ae being taken to achieve these objectives:

(a) Emphasiing sp-mar*et tourism. The mix of tourists is being shifted away from casual
campers toward occupiers of permanent accommodation.

(b) Benefladng local people. 'De share of financial returns from tourism that accrue to
Batswana wUi be increased - especially to those living in the local communities where
wildlife resides.

(c) SustalnablUhy. Mesures are being taken to ensure that tourist activity is carried out In
ecologically sustainable ways.

Table 7.1: Employment In Tourism and Related Actvities
1984and 1988
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(d) Regudadon. The Tourism Development Act provides for systems of licensing and
grading of tourist operators which will ensure that standards are established and
maintained.

(e) Tourist Concessions. The terms of new concessions are being designed to provide
greater security of tenure to encourage investment and better management; to provide for
increased Batswana participation in tourist activities; and to improve revenues accrig
to the Government and local authorities.

(t) Tawton. The new Companies Act will ensure that companies opeting in Botawama
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comply fully with the taxation and accounting requirements of Botswana.

(g) LocalIzatJon. The Government wishes to increase Batswana participation in the tourism
industry as employees, investors, and operators. Licensing will establish localization
objectives for operators, and financial assistance will be made available for trahinng in
tourism skills. Consideration is being given to the provision of a FAP type program for
Batswana embarking on tourism ventures.

7.51 Instsitond Framework. In few other countries is there a greater risk that the
development of the country's tourism potential will destroy the main tourist attractions, than in Botswana.
The desert, the wildlife, and the Okavango are ecologically vulnerable. Ile experience in Botswana is
that naure is severely impaired if tourist density increases. As Government has identified, the challenge
is to increase the money spent by tourists without increasing their numbers.6

7.52 The new Tourism Policy proposes several measures that can increase tourist income,
whfle preserving the natural resources on which the industry depends. These include:

(a) increasing the length of concession leases and ensuring their transferability
(b) ending the ban on permanent structures
(c) awarding concessions through public bid, with bidders submitting development plans with

their bids
(d) establishing a system of licensing and grading of hotels, lodges and safari operations to

conform with the World Tourism Organization (WTO) standards for Africa.

7.53 By ending the ban on permanent structures and increasing the length and transferability
of concessions, tourism companies will have a greater incentive to invest in facilities, knowing that they
wil have the right to operate them long enough to earn a return and recover on their investment
Awarding concessions through public bid will result in higher revenues paid to Government and a
tendency to move up-market in developing tourist facilities, since high-quality and high-cost operations
will be able to afford higher lease rates.

7.54 By upgrading the Tourism Department from a unit to a fully-fledged Department in the
Ministry of Commerce, Government has sought to make it a more effective promotor of tourism. The
Tourism Department's responsibilities under the new policy will include marketing, collection of
staistics, licensing and inspection, training, and management services. The department's main problems
are similaf to those faced by TIPA. As a part of Government, staffed by members of the civil service,
it cannot become an effective promotion unit, especially since it also has regulatory responsibilities.
While the Tourism Department can, and should, continue to collect statistics and play a role in licensing
of tourit operations, the marketing and promotion function should be separate from the regulatory
function, a situation which already exists in practice.

7.55 The Hotel and Tourism Association of Botswana (HATAB) has become an effctive
otganizaton for promoting tourism with its annual Kgotla event in Gaborone and participation in overseas

z It is inteesg to now, howewr, that in Kenya, which also has a fragile eco-system, larg volumes of torist visit eacb year mekt
_ain &a majeo f1boxcag earnr for the economy.
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tourism fais. Since HATAB already consults with the Tourism Department, there is unlikely to be
excessive tension between them if HATAB takes over tourist marketing and promotion. Funds currently
allocated by Govermment for tourism promotion could be given to HATAB, as the executing agent.
HATAB, with the support of BOCCIM, is planning to open its own training center, which will have
support from Government and some technical cooperation with Namibian tourist organizadons. On. of
HATAB's functions is to lobby Government on behalf of the industry for changes in tourism policy.
Closer coordination between HATAB, BOCCIM and the Tourism Department should ensure that this
continues.

7.56 Annex 4 includes a short "think-piece" on the relationship between nature tourism and
the new Tourism Policy in Botswana.

F. CONCLUSIONS AND RECOMMENDATIONS

7.57 Botswana's current investment environment has much to recommend itto potential foreign
investors. Political stability and democracy are rare in Africa and yet Botswana offers both of these
attractions. It also has experienced continuous rapid growth, it has a high level of per capita national
Income and it is situated next door to one of the largest markets on the African continent, also with a high
level of per capita national income. It is also a member of several important trading agreements including
SACU and bilateral agreements with other neighbors - and has preferential access to European and North
American markets under Lome and GSP.

7.58 Current industrial development strategy has tended to focus on labor intensive
mnanufcturing industry. It is the contention of this report that, although this will remain an important
focus of attenion for generating employment opportunities for large numbers of unskilled laborers, that
this focus should now be somewhat broadened. In addition, the pressing need to generate large numbers
of unskilled job opportunities to reduce unemployment levels is now less evident. Consequendy, in
addition to promoting labor intensive manufacturing industries, efforts should also be made to promote
capital intensive manufacturing industries, service industries, niche markets, downstream processing
industries and any other industrial activities that will help to diversify and broaden the nation's economic
base.

7.59 Within the service sector, potential areas for development could include:-

(a) On line transactions, postal re-expediting, computer programming, medical
services and grain storage.

(b) Financial services to the region, Including banking services, insurance and re-
insurance services, and back office operations such as cheque clearing.

(c) Off-shore banking and the development of other international financial
management services including custody services, portfolio investment, insurance
and holding company operations.

7.60 To support the development of the service sector in Botswana it will be necessary for
education and training policies to focus on particular skills, notably computing skills, which may currently
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notbe available in adequate supply to meet the needs of this sector. Nonetheless, computer skills training
in Botswana has progressed relatively rapidly over the past decade.

7.61 Although the potential for the development of downstream processing activities may be
limited, all possibilities should be encouraged and pursued. Downstream processing activities for
Botswana include: (a) leather, (b) game skins and meat products, (c) timber products, (d) diamond
cutting and jeweliery manufacturing, (e) soap manufacturing, (f) veld products and horticutural products,
and (g) cotton. Within this group, diamond cutting/jewellery manufacturing, veld products and
horticultural products, and cotton, appear to have the best chances of making a substantial contribution
to the industrial development process.

7.62 'Me development of tourism - another service industry - Is an activity which should also
be encouraged. Tourism development confers special advantages, including the employment of people
in remote rural areas where other forms of employment are unlikely. To become an effective industry,
however, it will be necessary for the Department of Tourism to operate with a modicum of independence
from the Ministry of Commerce and Industry, so that it can effectively promote this sector. Close
coordination between HATAB, BOCCIM and the Tourism Department will also be important to ensure
at tourism development is to the benefit of all parties concerned.



CHAPTER 8

CONCLUSIONS. PRIORITIES AND TRANSMON SiATEGIES

8.1 The main conclusion of this study is that industrial development in Botswana has
been very rapid - and that it has been particularly successful in meeting the Government's twin
objectives of generating employment opportunities and diversifying the economic base. While
many African countries experienced a decline in manufacturing output, and low capacity
utilization, Botswana enjoyed rapid growth and high capacity utilization. This was In response
to rapidly growing incomes, strong domestic demand, the availability of foreign exchange to
purchase Imported raw materials, and a favorable political setting. A wide range of
manufacturing firms have b.en able to operate at high capacity - with the major constraint on
fuirer development beihn a shortage of serviced factory space.

8.2 In the 1990s, however, several important developments are taking place which
will impact upon future growth. The first of these is a lower rate of growth in the domestic
market anticipated over the NDP 7 plan period - including a transition from a surplus
Government budget to a deficit budget situation. The second is potentially dramatic changes in
the external environment. The future of the long established customs union agreement with South
Africa is unknown, and the future political and economic direction of countries in the region Is
in a state of flux. In the broader international sphere, rapid increases in manufactlring
productivity are combining with new trading arrangements, and new sources of supply from Asia
and Eastern Europe, to create highly competitive markets.

8.3 With a small internal market, many firms in Botswana are rapidly reaching the
stage where they need to access international markets if they are to continue to grow. The
required standards of competitiveness are therefore those of the regional and international markets
and not those of the relatively easy and affluent domestic market. The pressure to increase
productivity and competitiveness will consequently increase substantially.

8.4 The next stage of industrial growth will probably, therefore, be more difficult.
The first stage of industrial expansion, carried by a wave of high income from the resource
Industries, responded primarily to domestic demand and to domestic requirements to absorb large
numbers of unskilled workers at relatively high wage rates. The next stage will require industry
with higher productivity, lower labor intensity, and higher skilled employees - if it is to meet
the competitive pressures in domestic and international markets. The challenge therefore, is to
define a pattern of development - and corresponding policies - that will respond to both the need
for competitiveness and the need to employ a large and increasingly skilled labor force.

8.5 In addition, the need to skew industrial incentives solely to the development of
labor-intensive manufacturing industry is less clear than it was in the past. Available information
on unemployment presents a relatively healthy position -- despite the recent adverse consequences
occasioned by the international recession. Although it will remain important for Botswana to
continue encouraging such industries for the benefits of employment generation and skills
acquisition which they provide to large numbers of unskilled laborers entering the work force as
a result of natural population growth and continuing rural-urban migration, there is increasingly
a need to encourage alternative types of industrial development. In addition, within the context
of an enclave, natural resource driven economy which has catapulted Botswana from the ranks
of the least developed nations to a middle income developing country - one of the richest in per
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capita naonal Income terms in Sub-Saharan Africa - exclusively pursuing labor intensive
manufacturing industry may, in fact, be working against Botswana's comparative advantages.

8.6 Consequently, in addition to providing continued incentives for the development
of labor-Intensive manufacturing, serious consideration should be given to encouraging adteative
types of industral development. Increasingly, Botswana should focus its attention on Increasing
the quality and the value added of the output from the industrial sector - to better reflect Its
position as a middle income developing country. This implies a concentration of effbot on
improving the quality and the productivity of the country's human capital base so that it can
better opera in higher-level Industrial activities - including service industries, down-stream
processing of goods produced in Botswana, and even non-labor Intensive manufacturing activities.
Important strides have already been made in improving the human capital base, and are expected
to continue at a rapid pace over the NDP 7 plan period.

8.7 The recommendations of this report are therefore based upon two important
premises. ITe first, Is that Botswana no longer has a strong rationale for skewing industial
incentives in the direction of labor intensive manufacturing industry - athough opportunities in
this area will continue to remain impotant for the foreseeable future. Ibis implies that incentives
should be provided on a broader basis to all types of industrial activity. Encouragement should
be given to all Industrl actiities in which Botswana might be expected to compete on a
susainable basis. The second, is that the delivery mechanisms for industrial incentives should
increasingly move away from a case-by-case approach - to a more transparent and uniform
system. ITis has the advantages of establishing well known, and advantageous, ground rules for
all plyers, whle helping to remove some of the rent seeking activities and potential scope for
bribery, which is possible within the current system.

8.8 The following dree sections ouldine the report's specific reconmendations with
respect to the trade environment, the enabling environment, and the new incentive stucture.
There is a short concluding note on the transition strategy which discusses priorities and
sequencing for industrial sector reform.

A. THE TRADE ENVIRONMENT

8.9 Botswa is likely to face a major change in its existing trading relationships -
which have been well established and relatively stable under the terms of the Southern African
Customs Union Agreement for a long period of time. With imminent political change in South
Africa the unure direction of SACU can only be the subject of speculation. Nonetheless, it is
recommended that Botswana must:

(a) make a concerted effbrt to exercise an effective voice in the formulation of new
rules for regional trading relationships, and

(b) develop a better understanding of the industrial development problems and
policies of other countries in the region, and anticipate opportunities for more
productive economic interactions.

8.10 The policy agenda within Botswana should be oriented towards the establishment
of greater clarity regading Botswana's national interest with respect to:
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(a) fiture institutional arrangements governing international trade and foreign
investment;

(b) the economic relationships to be developed with the other countries comprising
the Southern Africa region; and,

(c) the domestic economic policy framework required to guide progress towards the
country's industrial development objectives.

B. THE ENABLING ENVIRONMENT

8.11 Future macroeconomic policies will need to ensure and, in fact, intensify the
provision of an appropriate enabling environment for industrial development. Specifically the
Government will need to intensify efforts to build on Botswana's existing advantages; promote
a better balance between wages and productivity; provide adequate land for industrial purposes;
ensure that industrial finance is available; foster the development of capital markets; ensure that
interest rates are positive in real terms; appropriately determine the value of the exchange rate;
loosen the constraints which have been imposed by the regulatory environment; to the extent
possible, lessen the constraints to industrial development through, for example, changes in policy
with respect to the utility parastatals; and redefine the role of the Ministry of Commerce and
Industry.

8.12 To assist in this process, it is recommended that the Government's management
of industrial development should be based upon "management by exception" procedures. This
would permit the Government to concentrate its efforts in sensitive areas while liberalizing in
other areas. This method streamlines Government involvement by using the concept of the
'negative list". This procedure could be used in the area of industrial licensing, regulation of
the employment of foreign workers, and in the provision of land for industrial development.

Building on Existing Advantages

8.13 Botswana should clearly recognize its existing advantages and build upon them
further. The current investment environment has much to recommend it to potential foreign
investors. Political stability and democracy are rare in Africa and yet Botswana offers both of
these attractions. It also has experienced continuous rapid growth, it has a high level of per
capita national income and it is situated next door to one of the largest markets on the African
continent, also with a high level of per capita national income. It is also a member of several
important trading agreements including SACU and bilateral agreements with other neighbors -
and has preferentW access to European and North American markets under Lome and GSP.

Wages and Productivity

8.14 As an important determinant of foreign investment, it is necessary to ensure that
real wages are brought into a better alignment with productivity. As a major wage setter within
the economy, the Government should ensure that salary increases for civil servants are not above
the level of price inflation - and preferably at a lower level to take account of normal creep
within the salary structure.
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8.1S In addition, rather than fixing minimum wages at a level which makes Botswana
uonoopetitdve in terms of labor costs and productivity, and then providing subsidies through PAP
to help redur- this distortion, a preferable policy would be to eliminate the minimum wage.
Allowing wages to be determined by market forces may lead to higher overall levels of
employment and eliminate the cost and inefficiency associated with the extension of FAP grants
to medium and large scale firms. Current minimum wages merely protect the living standards
of the currently employed against the currently unemployed. Abolishing minimum wages would
not affect existing wage agreements, but could encourage employers to introduce productivity-
related wage incentive schemes.

8.16 If such action is not possible, for social and political reasons, the authorities
should investigate alternative methods of reducing minimum wage levels in the industrial sector.
Such alternadves could Include:

(a) collapsing the minimum wage structure to one single minimum wage at the
lowest rate (established for night watchmen);

(b) exempting manufacturing industry from minimum wage requirements - as rural
and domestic workers are currently exempted;

(c) passing on less than full cost of living increases to minimum wage earners to
ensure the gradual erosion of the real level of salaries.

8.17 At the same time, it will be important to increase productivity levels within the
economy. This will partly be made possible by the on-going effort to enhance the skills of the
labor force - through educational and private and public vocational training programs - as well
as continued on-the-job training. As many Batswana are first generation workers in the formal
sector, increases in productivity will require time and good management supervision.
Nonetheless, every effort should be made to improve productivity by the introduction of schemes
such as piece rate systems which reward workers based upon their effort - and changes should
be made to existing legislation to ensure that these can be utilized as fully and effectively as
possible.

8.18 Last, the National Productivity Center will have an important role to play in
measuring productivity, providing comparisons with countries in the region and more widely
throughout the world, and helping to make recommendations on training and other actions which
can be implementd to increase the efficiency and effectiveness of Batswana workers.

Lad for lndut,a Deveopment

8.19 The availability of land and housing is a major constraint which will continue to
be an impediment to industrial development despite the implementation of the Accelerated Land
Servicing Program. It is imperative, therefore, that the Government should continue to ensure
that serviced land is made available for residential, commercial and industrial purposes. This
process could, in part, be accelerated through the greater involvement of private sector developers
in these markets. The Botswana Housing Corporation should also gradually move out of the
housing rental business and redefine its role within the context of a deregulated market in which
the Government is no longer a major landlord.
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8.20 If the problem of industrial land is to be adequately addressed, then it should be
dealt with In a completely separate manner from other types of land in Botswana. There is an
urgent need for planners to plan for industrial land development well beyond the current 20 year
planning horizon. Large industrial zones should be demarcated in urban areas and access to this
land should be extended to all investors, both local and foreign. It should be made available to
investors on the basis of, at least, a 50 year lease and should be transferable for alternative
industrial uses. Taxes on industrial land should be designed in such a way that they encourage
the development of the land for industrial purposes rather than having it remain idle for purely
speculative reasons. Under the existing ALSP, the Government should also give higher priority
to the development of Industrial land - specifically in Gaborone. Last, a Land for Industry
Committee should be established (or created from existing committees) In the Department of
Town and Regional Planning within the Ministry of Local Government, Lands and Housing, to
assist the planning process for industrial land. This committee should be comprised of high level
representatives from the relevant ministries and should be charged with determining the long term
demand for industrial land.

Fiana for lndusral Development

8.21 As the Government budget moves into deficit during the NDP 7 plan period,
domestically generated, private sector financial resources will become an increasingly important
source of financing for the economy. Hence, the banking system must be encouraged to mobilize
more resources from the household sector. As the ability of the banks to perform this role is
crucially linked to the rate of return on financial sector savings, deposit interest rates must be
increased to positive real levels relatively quickly.

8.22 The current excess demand for long term finance in Botswana is partly a
consequence of negative real rates on lending. To move the demand for long term fluids into
better balance, interest rates on lending should increase to positive real levels. This will more
appropriately measure the real effective demand for long term finance, and provide the authorities
with a better picture of the extent to which this demand is not being met by the existing financial
system - rather than measuring the artificially high demand generated by a negative cost of
capital.

8.23 Once positive real lending rates have been achieved, the Government can monitor
the true demand for long term financial resources against the availability of long term credit in
the economy. Should the availability of long term capital continue to be a problem, even after
attaining positive real rates of interest, then consideration should be given to developing
appropriate mechanisms for channelling long term Government resources to the economy, on a
fully commercial basis. Tne Government is currently reviewing possible options in this area In
conjunction with the World Bank.

8.24 The recent development of the stock market is an important step in the deepening
of the financial markets, and recent moves to encourage companies to go public should be
continued. It will also be important for the Government to move to positive real PDSF/RSF
Inerest rates to encourage the further development of additional debt and equity instruments -
and related secondary market trading.
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The Regulatory Enviwnment

8.25 Despite positive developments over the recent past, the regulatory framework
requires fiurher Improvement. The bureaucracy surrounding work and residence permits for
exriates continues to be slow; the waiver system is still not operating adequately; the priority
processing of work and residence permits for "critical occupations' is not yet operational; and,
there is a lack of efficiency in the departments responsible for the allocation of land. These
issues must be urgendy addressed. In addition, there is a need to monitor the industrial and
commercial licensing system, which has recently been substantially streamlined, and ensure that
the redrafted Employment Act meets the needs of a pro-active industrialization policy.

8.26 With respect to work and residence permits for expatriates, it Is recommended
that the Government move toward a more targeted immigrant labor control system, similar to
schemes used in the more developed countries. Under such schemes, positive occupation lists
are used, and entry for individuals with qualifications identified on that list, is reasonably free.

The Legisle JEn,awment

8.27 The amended Employment Act (1982), Trade Disputes Act (1982) and Trade
Union's and Employers' Organizations Act (1983), which has been approved by Parliament,
should be brought into effect as quicldy as possible - to provide an adequate collective bargaining
machinery for employees and employers. The plan to establish an industrial court to arbitrate
on labor related grievances and disputes should also be carried through quicldy, and guidelines
for the court should be agreed.

aUn ad Ud Prg

8.28 Utility prices in Botswana are high compared to neighboring countries. This is
partly due to price subsidization in those countries, but also due to the high cost of production
and the low economies of scale which can be achieved in the production of such services in
Botswana.

8.29 Part of the industrial policy debate has focussed on whether utility prices should
be subsidized to help reduce this constraint. This report has argued that attempts should not be
made to subsidize utility costs to make them comparable to levels in neighboring Southern
African countries. Alternatively, the Government should emphasize efficiency in the operation
of the utility parastatals to ensure that costs are kept as low as possible within the relatively high
cost environment in which they operate - possibly by the establishment of a parastatal monitoring
unit within the Ministy of Finance and Development Planning.

8.30 In addition, wherever possible, the utility companies should examine the
feasibility of meeting future increases in demand by importing low cost utility services from
neighboring countries. Although this will not be possible for all utility services, it is certainly
possible for some. For example, the Southern African region is a relatively low cost producer
of electricity and several neighbors have the capacity to export to Botswana. The importation of
lower cost sources of electricity would make it possible to bring Botswana's electricity costs more
in line with electricity costs and prices in the region.
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Role of the MIJ of Cofmmerx and Industry

8.31 In the 1990s, the role of the Ministry of Commerce and Industry will have to
change in fundamental ways. Whereas it has had responsibility for the two potentially conflicting
objectives of licensing and regulating industry and promoting and encouraging industry, in a new
industrial environment it should be the latter role which assumes prominence within the 'new"
MCI. Careful consideration should be given to ways in which it can most effectively carry out
this new role.

8.32 One useful contribution it could make to the industrial development process is to
assist the Government in taking a more pro-active stance in ensuring an on-going dialogue
between the public and private sectors. Specifically, it should be at the forefront of analyzing
any outstanding recommendations made at the Francistown seminars and implementing those that
Government considers appropriate.

C. THE NEW INCENTIVE STRUCTURE

8.33 As indicated, the new incentive structure should be based, as much as possible,
on two important principles. The first, is that industrial incentive packages should not attempt
to bias industrial development in a particular direction or location. Every effort should be made
to encourage all activities. Whereas past policy has emphasized labor-intensive manuicuring
industry, the rationale for this particular bias, is now less obvious. Although such activities are
likely to remain important for the foreseeable future for their impact on creating employment
opportunities for unskilled workers - this should not be at the expense of other types of industrial
development. The second is that the incentive mechanisms should move away from the current
system of case-by-case incentives which encourages an environment of rent-seekers. Incentives
should be transparent and automatic and should apply uniformly to all industrial sector
paricipants.

The FPna l Assitance Polcy

8.34 In line with the principles enunciated above, it is recommended that FAP should
be eliminated for medium and large scale enterprises. These schemes permit potential abuse and
fraud, do not necessarily lead to increases in labor productivity within the scheme's time frame,
and may well lead to the development of uncompetitive companies after the expiration of the
benefits package. It is also questionable whether FAP should be trying to promote medium and
large scale investments in rural areas, and whether FAP should have a labor intensive bias. The
encouragement of industries in the most economically attractive locations, uninfluenced by the
distortions that subsidies may produce, as well as the removal of the temporary subsidy for labor
utilization, will uldmately lead to a more efficient industrial sector with a greater potential for
long term viability.

8.35 The FAP training grant should be retained, but substantially modified. Given the
obvious need to improve skill levels in Botswana, it is recommended that the grant should be
extended to all enterprises (including services) and should cover up to 75 percent of allowable
training costs. Given the importance of management supervision in increasing labor productivity,
the training grants should be extended to cover the training of citizen supervisory and
management personnel. As much as possible, training grants should be provided on an automatic
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basis and, where possible, should also be extended to cover deflned on-site training activities.
However, as training subsidies can also be wasteful, it will be important for the Government to
carefully monitor these to ensure that they are cost effective in terms of increased worker
productivity.

8.36 FAP should only remain in its current form, for small scale, citizen owned
enterprises. This is discussed more fully below.

The Selebi-Phlkwe Regional Development Program

8.37 The removal of FAP for medium and large scale enterprises will also remove
many of the existing attractions of the Selebi-Phikwe program of incentives. It is further
recommended that the unique attractions of the Selebi-Phikwe program should be removed, and
more general incentives provided to the entire Botswana economy to provide a "national
investment promotion strategy". These benefits should apply country-wide and without time
limits. In as much as Selebi-Phikwe retains any special advantages, these may be in the form of
providing "Export Processing Zone" status. However, a decision to confer such status should
only take place after due consideration of its full implications, combined with an examination of
the success of EPZ's in other countries.

The Taxation Environment

8.38 In place of the FAP benefits, and in conjunction with the above recommendations
on wages, a low tax on corporate proflts should be established for all corporations operating in
Botswana.

8.39 At the same time, tax policy should be overhauled to eliminate the large number
of tax exemptions, holidays and allowances which have been granted. Only the mining sector
should continue to be taxed differently from other sectors in the economy - due to its unique
profitability and importance in the economy. Corporate tax levels should be reduced to a lower
level in combination with the removal of all exemptions. Given current high levels of effective
taxation, combined with low collections, it should be possible to implement this program in such
a manner that it actually increases tax receipts while providing a powerful incentive to foreign
investors to enter the Botswana market. In any case, at the current time, there is a less pressing
need to collect income taxes for fiscal reasons.

8.40 If it were not possible to reduce tax levels to a level which was sufficientiy low
to attract potential investors, then the Government may wish to consider (either alternatively, or
in addition to a generally lower tax rate) the introduction of special tax incentives for specialized
sectors - such as manufacturing or non-traditional exports. However, as this would go against
the guiding principle of uniform incentives, it is considered a less desirable outcome.

8.41 Given the impact of tax policy on all sectors of the economy, its importance for
fiscal policy, and the fact that the entire tax system has not been subject to external review for
some time1 , it is highly recommended that the authorities should give serious consideration to
the establishment of a Taxation Commission to review tax policy in a holistic context.

t h last time the etre tax system was reviewed was by an extenal Fiseal Review Toem in 1970.
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fle Small Scale Sector

8.42 Given the economic, social and political importance of the small scale sector, it
is highly desirable that the Government should continue to support the activities of small scale
citizen investors. This support should not come from restricting markets and the activities of
foreign investors, but rather through intensified programs to help develop entrepreneurial,
technical and business skills and the preparation of projects for financing.

8.43 In this regard, it is recommended that FAP benefits should remain for small scale
enterprises - and should be broadened to include service industries. In addition, the definition
of the small scale sector should be adjusted upward, to take into account the impact of inflation
since the upper size limit was last determined. In addition, as FAP assistance would no longer
be available to the medium scale sector, it may be desirable to increase the upper limit furter
to include some of the smaller of the medium scale enterprises which were previously eligible
for FAP assistance. A limit of P100,000 (total fixed investments), which is periodically revised
in light of inflationary trends, may be appropriate, but would be subject to internal review within
Botswana. Establishing an appropriate upper limit could form part of the terms of reference of
the FAP review which is scheduled for 1993.

8.44 Given the high failure rate of small scale FAP projects, evaluation, monitoring
and follow up work would need to be substantially enhanced within the Government - possibly
by diverting personnel previously involved on medium- and large-scale FAP projects. Continued
assistance through the provision of small scale factory shells may also be appropriate.

8.45 Availability of finance may continue to act as a constraint on the development of
this sector. During the current difficult period at the National Development Bank, Tswelelo
should be developed as the chief source of financing for the small and medium scale enterprise
sector. Tswelelo's past track record has improved considerably and fiurther efforts should be
made to bolster its strengthened position. It is important to note that financial support for SMEs
in Botswana has been reasonably good within a wider African context.

Zaveshent Pwotnaotn Atvities

8.46 The Trade and Investment Promotion Agency (IIPA) should be removed from
the Ministry of Commerce and Industry and reformulated as an independent parastatal. It should
be allowed to develop as a true "one-stop" services center such as the Mauritius Export
Development and Investment Authority (MEDIA) and Hong Kong's Trade Development Council
(MDC). Ideally an independent institution should be supported by independent sources of funding
and aid donors may be amenable to providing some initial support - as they have done in other
developing cowtries. Nonetheless, it is recognized that TIPA is likely to remain largely
dependent upon Government sources of funding for some time to come. This less than Ideal
situation should be altered over time to have TlPA's functions funded on a fee basis.

8.47 If it were not possible to establish TIPA as an independent parastatal agency, it
could still be made to operate more effectively, if it were given substantially more autonomy
within the Ministry of Commerce and Industry and access to additional financial resources to
cary out its promotional functions. However, this is considered less desirable, and likely to be
less effective, than providing the type of autonomy outlined above.
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8.48 In addition, investment promotion in Botswana will need to have a strategy, an
institutional structure, and good management. It should target sectors in which it wishes actively
to promote foreign investment and also the regional markets from which It intends to draw
foreign investment. With respect to targeting of regional markets, it is recommended that South
Africa, and possibly other countries in the region such as Zimbabwe, should be major targets for
investment in Botswana. Thereafter the newly industrializing countries could be a secondary
target, followed by investors from Europe, the United States and Japan. Investment promotion
should build Botswana's image, directly attempt to generate more investment, and provide crucial
investor services.

The Bo*wana Development Corporation

8.49 With respect to the Botswana Development Corporation, it is recommended that
it should: (a) accelerate the spin-off of its companies either into the Sechaba Investment Trust,
through direct sales of shares by Stockbrokers Botswana, or by public issues; (b) it should pursue
its strategic plan goal of equity and loan investments in the order of 35 to 65 percent; equity
investments in new projects should be limited to 49 percent and reduced as quickly as possible
thereafter; (c) explore ways of improving flexibility in reducing equity contribution and collateral
requirements, given the basic requirements of project viability and significant sponsor
involvement.

Bonded Warehousng Fac#iies

8.50 Given the advantages that they confer on exporters, and the potential for atracting
additional investors, a bonded warehouse scheme should be permitted for any company which
may request such services. Under such an arrangement, duty would only be payable on those
inputs which are placed in bond and subsequently used in the production of goods sold in the
local (SACU) market. Duties would become payable at the time of shipment of the finished
good.

D. THE TRANSIIION STRATEGY

8.51 Movement to a new system of Industrial incentives will require the development
of a transition strategy. For example, current FAP recipients, and investors operating at Selebi-
Phikwe must contine to receive the benefits which have been promised. It will also be necessary
to establish some date in the future, after which no further new benefits will be provided under
these two arrangements - to allow for business people who have been planning on the basis of
receiving PAP and/or developing at Selebi-Phikwe to follow through on their plans. It should
not be necessary to make this transition period longer than twelve months. This would imply that
FAP recipients would remain in the system for a six year period (a one year transition plus the
five years of PAP benefits), after the decision to move to an alternative incentive structure.

8.52 During such a transition period, priority should be given to addressing the
"enabling environment" issues discussed above. Most importantly, the Government should give
priority to pursuing actions that will enhance the productivity of labor - such as introducing piece
rate systems on a wider basis, addressing the industrial land issue as a matter of urgency, and
moving forward on the various regulatory constraints which adversely impact upon industrial
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development. At the same time, the Government will need to be diligent in pursuing a policy
which seeks to bring minimum wages more into line with productivity.

8.53 Over the twelve month transition period the Government should also devote its
attention to designing the details of the most appropriate incentive structure - reviewing the
extent to which it can reduce the corporate tax rate, within the confines of fiscal policy. As
indicated, It may also need to give consideration to special incentives to encourage particular
activities - such as the manufacturing sector and non-traditional exports - if overall tax rates
could not be brought down to a level which would be sufficient to attract additional investment
In the sector.
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3. Me_rWoft 100.6 12S.6 115.4 119.9 95.5 124.2 146.4 168.8 177.9 186.4 198.74. Wste &lElectricity 28.1 29.2 28.9 35.8 43.2 57.7 63.9 73.1 82.3 84.2 91.3S. ConetzutioD 116.4 83.7 683 105.I 101.1 96.0 111.4 131.6 171.4 18.2 201.96. Trad,otels, R _esuaas 265.8 251.6 233.4 239.9 287.7 319.9 340.8 3813 438.5 496.4 539.27. Transpor 28.3 30.8 34.5 39.9 50.9 66.S 65.7 103.4 1103 117.9 136.28. Finemnclslnuittions 72.6 81.1 85.5 93.9 119.2 145.2 14S.7 168.9 187.1 209.9 227.S9. Geal Governme 199.8 216.6 238.1 263.3 301.7 325.7 353.9 416.8 457.2 552.9 642.010. So. & per. Services 35.0 39.9 47.8 47.7 S8.6 66.7 74.2 86.1 89.9 91.7 98.1

Dummy Sector (2) -24.1 -24.5 -28.7 -32.3 -32.2 -47.6 -52.S *61.0 -70.0 -71.8 .69.8GDPat Cwnt MaketPces 1,511.1 1,623.8 1,88.1 2,101.2 2,251.9 2,420.6 2,597.8 2,942.0 3,332.6 3,502.2 3,813.6GDP(exlUdinminiu 980.9- 995.3 964.4 1,035.7 1,152.2 1,286.7 1,372.2 1,672.3 1,847.2 2,065.6 2280.6

1, A1kWWm 10.5 9.9 7.5 5.8 53 SS 4.7 6.9 6.1 6.0 5.7
2. Mining 35.1 38.7 48.8 50.7 48.8 46.8 47.2 43.2 44.6 41.0 40.23. Manfuing 6.7 7.7 6.1 5.7 4.2 5.1 5.6 S.7 5.3 5.3 5.24. Watr & Ekedity 1.9 1.8 1.5 1.7 1.9 2.4 2.5 2.5 2.5 2.4 2.4S. Consnuction 7.7 5.2 3.6 5.0 4.8 4.0 4.3 4.5 5.1 5.4 5.36. Trade, Hotels, Resant 17.6 15.5 12.4 11.4 12.8 13.2 t3.1 13.0 13.2 14.2 14.17. Traspont 1.9 1.9 1.8 1.9 2.3 2.7 2.5 3.5 3.3 3.4 3.68. Fiancial lnsib_ions 4.8 5.0 4.5 4.5 5.3 6.0 5.6 5.7 5.6 6.0 6.09. Geneal Governme 13.2 13.3 12.6 12.5 13.4 13.5 13A 14.2 13.7 15.8 16.810. Soc. & Per. Servica 2.3 2.5 2.5 2.3 2.6 2.8 2.9 2.9 2.7 2.6 2.6Dmy Scltor (2) -1.6 -1.5 -I.S -1.5 -1.4 -2.0 -2.0 -2.1 -2.1 -2.1 -1.8GDP at Cunt Maket Pries 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0GDP(excludisgmin*g 64.9 61.3 51.2 49.3 51.2 53.2 52.8 56.8 SS.4 59.0 59.8

1. Ag _utur -9.8 2.0 -12.5 -13.4 -2.4 10.8 -7.3 65.5 -0.3 3.6 2.72. tMinig 34.1 18.5 46.3 15.9 3.2 3.1 8.1 3.6 17.0 -3.3 6.73. ManuctrIng 25.1 24.9 -8.1 3.9 -20.4 30.1 17.8 15.3 SA 4.8 6.6
4. Water&Eketrty 2.0 3.9 -1.3 24.2 20.5 33.6 10.8 14.4 12.6 2.2 8.5S. Constion .0.9 -28.1 -18.4 53.8 2.9 -11.2 16.0 18.1 30.3 9.8 7.36. Tate, Hatel1Restaurants -6.2 -5.3 -7.2 2.8 19.9 11.2 6.5 11.9 15.0 13.2 8.67. Tanspot 2.9 85 12.0 15.9 27.4 30.7 -1.2 S7.4 6.7 6.9 15.6S. Financial lnttions -18.7 11.7 54 9.8 26.9 21.8 03 16.0 10.7 12.2 8.49. GnAlGov_mez 13.5 8.4 9.9 10.6 14.6 7.9 8.6 17.8 9.7 20.9 16.1
10. Soc. & Pe. ServIke 22.5 14.1 19.9 .0.3 22.9 13.8 11.3 16.0 4.4 2.0 7.0Domfy Sebw (2) 12.8 1.S 17.1 12.6 .0.4 48.0 10.3 16.2 14.7 2.7 -2.8
GDPatCoumta198S/96 9.S 7.5 16.0 11.S 7.2 7.5 73 13.2 13.3 S.1 8.9

ODP(excludlmMinig) -0.4 1.5 -3.1 7.4 11.5 11.7 6.6 213 10.S 12.2 10.0

awwoeutmC0601201 Iatii C UntoTaUCh DuI, volume. ho N's I Z *iAnd qf5ob l NWg , VO.10. No. 1.



TaNe 3: Gross Dodkic Prod at Cu__ut l!ries

1980/81 1981/82 1982183 1983/84 1984/85 1985/86 1986/87 1987J88 1988/89 1989/90
(Prov) (Prov) (Fest)

1. GDP BY TYPE OF AClTVnTY
Agricte 12.5 12.6 8.8 7.4 6.S 5.5 5.1 7.2 5.6 5.5
?dnig & Quanyins 27.6 22.4 31.8 33.5 41.2 46.8 43.8 44.1 52.6 45.7
Mfacturing S.S 7.8 6.7 5.8 4.7 S.1 6.0 4.7 4.1 4.1
NEctrlity & Water 2.2 2A 2.6 2.3 2.3 2.4 2.5 2.9 2.3 2.3
Conatmicio 7.9 S.9 S.0 6.8 5.3 4.0 4.7 4.9 4.8 5.6
WhOIsed Retal Trade 19.2 20.2 17.8 17.6 14.7 13.2 13.7 12A 10.6 12.8
TrNsPpo5t &Cosnmuat 2.5 2.8 3.3 3.0 2.7 2.7 2.1 2.6 2.2 2.3
Fmancial Inatitis 6.1 7.0 6.2 6.3 6.1 6.0 6.0 5.4 4.7 4.8
GOenal Govemet 1SA 17.4 18.8 18.1 15.0 13.5 15.2 IS.0 12.7 16.S
Sac. & Per. Services 3.1 3.6 3.3 3.1 3.0 2.8 2.9 2.7 2.2 2.3
Dummy Sector (2) -2.0 -2.1 -2.1 -2.1 -1.7 -2.0 -2.0 -2.0 -1.8 -1.6

TOrAL GDP (Otput) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

B. GDP BY EXPENDTRE
PubOWcCumptioa 23.2 27.0 26.2 26.1 24.2 22.0 2S.7
Privato Consumpon (3) 52.6 57.0 48.8 44.2 42.9 37.3 35.1
Inlse in Stock 5.6 9.8 2.3 2.1 3.9 -2.7 0.8
Gross Fired K Fonmation 3S.0 33.8 27.8 24.3 26.5 18.9 23.8
Export of Goods 53.1 47.6 61.7 63.6 58.8 71.8 6S.4
Jmpots of Goods & Servicem -69.S -75.2 -66.8 -60.3 -56.3 -47.3 -50.8

TOTAL GDP pendtu) 100.0 100.0 100.0 100.0 100.0 100.0 100.0

m. GDP BY INCOME
CompensationOf Employees 3S.9 39.9 37.3 36.4 32.7 28.8 30.0
Operatg Surphs 34.6 28.4 32.5 34.1 43.1 50.0 46.4
Coumpntom of Fxed Capitd IS.4 17.7 18.5 17.3 IS. 14.4 15.3
Total GDP )cm at 86.0 85.9 883 88.0 91.0 93.1 91.6
Factr Cost
IurctTaxee(Not) 14.0 14.1 11.7 12.0 9.0 6.9 8.4

TOTAL GDP oMe) 100.0 100.0 100.0 100.0 100.0 100.0 100.0

So&w: Catl Statistical Office, S6ue DeaheM Jun 1991, Table 2.15.
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Tab. 4: Direei -ofTtade: &
(pubda bo=4nd

Customs Oter United Oter All TOTAL
Yosu Ares Af*iba Kingdom Euto U.S.A. Other EXPORTS

1980 2S,899 32,947 8,242 239,506 81,80 2,037 390,437

1981 5S,066 35,039 22,146 138,257 80,631 1,llS 332,254

1982 52,9S1 61,694 53,891 239,655 55,775 3,581 467,546

1983 57,703 64,049 30,528 489,567 51,870 3,015 696,732

1984 7S,768 34,109 17,862 650,248 70,021 10,626 8S8,635

198S 77,702 54,70S 53,225 1,121,606 73,401 5,655 1,386,294

1986 91,066 97,047 59,632 1,361,671 3,688 8,409 1,621,512

1987 110,6S8 128,286 30,560 2,384,109 4,371 8,336 2,666,319

1988 144,766 215,553 30,578 2,274,674 7,134 8,S22 2,681,228

1989 112,323 224,130 11,521 3,354,809 4,898 4,468 3,712,149

1984 Ql 17,579 10,594 1,IS6 113,190 16,418 1,126 160,063

Q2 22,102 9,003 7,893 213,753 18,409 1,933 273,092

Q3 19,469 10,868 6,791 156,034 18,118 1,367 212,647

Q4 16,619 3,644 2,022 167,272 17,077 6,200 212,832

198S Ql 16,273 7,355 7,172 182,070 26,001 1,369 240,239

Q2 17,339 8,041 14,096 237,124 27,404 1,220 305,223

Q3 19,776 14,627 20,554 276,207 19 365 1,716 352,244

Q4 24,315 24,682 11,404 426,205 631 1,349 488,587

1986 Ql 19,018 22,409 5,157 2SI,192 513 1,297 299,587

Q2 24,629 23,038 30,838 376,630 729 1,954 457,819

Q3 23,724 27,012 16,816 336,021 787 2,830 407,190

Q4 23,695 24,S87 6,821 397,827 1,658 2,328 456,916

1987 Ql 22,167 27,781 6,036 309,537 489 1,800 367,809

Q2 27,4S1 31,858 10,704 395,238 1,022 1,466 467,739

Q3 31,858 33,217 11,052 1,211,899 1,375 2,541 1,291,942

Q4 29,182 35,430 2,768 467,434 1,485 2,529 538,828

1988 Ql 31,653 40,278 2,847 342,621 1,214 1,926 420,540

Q2 35,08S S8,153 10,755 632,788 2,151 2,596 741,S29

Q3 39,817 49,472 8,456 571,426 1,998 2,397 673,566

Q4 38,211 67,6S0 8,SI9 727,839 1,771 1,603 84S,593

1989 Q1 31,194 SO,OSS 2,096 755,175 1,773 1,290 841,583

Q2 29,630 71,313 4,143 1,061,476 879 1,130 1,168,S70

Sowe: Cal Statisical Of Ecc, StasdMcal Bulkdn, June 1991.
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TabbS: DlirwonefTrade: Imnerts
(pe thad, e.Lf. insl of duty)

Comm=o
Cusm Other United Other AU TOrAL

Yesr Am Afica KGngdom Europe U.S.A. Other IMPORTS

1980 466,585 36,061 7,299 5,822 16,266 4,327 536,359
1981 581,330 42,046 7.I5S 11,398 14,836 6,796 663,921
1982 608,838 44,751 16,000 12,273 15,550 10,440 703,852
1983 669,876 39,305 10,129 42,038 8,547 16,049 803,944
1984 698,116 78,200 27,637 58,321 16,540 13,919 892,933
1985 814,280 81,720 33,120 81,958 30,639 33,347 1,095,064
1986 1,021,532 101,161 32,836 82,147 37,805 55,798 1,331,279
1987 1,250,9S4 121,674 36,248 106,182 29,703 27,696 1,572,457
1988 1,681,488 152,418 132,991 90,145 49,827 65,336 2,172,206
1989 2,335,502 208,862 175,808 125,814 72,657 93.062 3,011,70S

1984 Q1 156,648 16,080 2,850 9,954 3,524 3,23S 192,291

198S Ql 178,135 19,072 12,344 37,045 12,536 8,793 267,925
Q2 206,847 19,389 22,430 17,591 4,629 6,680 277,566
Q3 211,963 23,426 8,124 14,069 6,421 2,016 266,019
Q4 217,336 19,833 10,222 13,252 7,053 13,858 283,554

1986 Q1 215,652 20,441 12,421 18,374 10,473 4,849 282,210
Q2 254,942 21,767 5,94S 19,665 4,514 8,0S0 314,883
Q3 268,485 27,547 8.393 21,824 19,828 8,001 354,077
Q4 282,433 31,406 6,078 22,284 2,990 34,898 380,109

1987 Ql 258,231 27,S27 8,196 17,247 7,175 6,604 324,981
Q2 307,7S2 29,301 10,178 30,366 7,646 6,673 391,916
Q3 345,859 31,599 8,187 3S,447 8,55S 8,570 438,217
Q4 339,112 33,247 9,687 23,122 6,326 5,849 417,343

1988 Q1 365,308 28,4? 9,780 19,839 15,853 24,336 463,530
Q2 386,961 32,069 19,455 19,697 15,962 11,013 485,157
Q3 424,706 41,934 72,957 32,674 8,316 9,201 589,788
Q4 504,513 50,001 30,799 17,935 9,696 20,786 633,731

1989 Q1 435,058 34,666 S6,837 33,975 4,780 10,538 57S,85S
Q2 624,193 54,965 22,186 54,581 3,071 8,673 767,671

Sowt*: Cental Statistical Office, Ssadscal Bukign, June 1991.



Table 6M b_ bv
(p& th_usA, e.f., harave of duy)

FoId Fuel Chemicads Wood & Textle, & MetlsJb & Mainery Vehices
Beverages & & Rubber Pawer Footwear mewal & ElctL & Tranp. Oter T(YrAL

Year Tobacco Products Products Products Equipment E4uipmnWt Goods bfPOKS

1980 84,543 70,196 41,762 17,149 45,250 58,991 U,192 63,526 68,197 537,808

1981 94,344 84,068 51,639 20,795 61,123 76,557 108,818 82,484 84.093 663,921

1982 116,047 99,028 57,821 27,765 68,587 65,493 97,036 82,461 89,614 703,852

1983 153,879 102,079 67,197 28,044 75,120 79,213 103,192 93,214 104,007 805,944

1984 164,964 92,189 75,905 29,861 81,710 81,713 147,445 115,099 106,375 895,260

t985 191,664 126,463 88,764 35,310 88,648 100,941 185,060 1SO,OSI 128282 1,095,184

1986 221,949 111,937 124,644 51,026 104,468 122,425 219,007 222,507 153,455 1,331,418

1987 262,493 113,608 153,34S 72,819 137,829 148,542 260,218 242,905 180.696 1,572,45S

1988 310,882 132,446 184,585 96,620 180,663 201,429 394,183 419,622 251,761 2,172,191

1989 301,078 141,212 252,445 127,303 233,006 420,369 698,324 467,681 378,193 3,019,612
1990 - - - - - - - 3,659,553(F)
1991 3,976,148(P)

1992 3,856,292(P)

Table 6B: hort by Prn od
(mul huand. f,o.b.) e

Meat & Live Hidcs & Diamonds Copper Other TOTAL Mcat
Year Meat Products Animals Skins Nickel Textiles Sods Ash Goods EXPORTS Diamonds

Maft & Copper

19S0 28,166 t26 3,031 235,733 80,768 15,641 - 25,554 390,437 344,667

1981 60,461 124 4,552 136,499 79,703 16,020 - 36,631 332,2S4 276,663

1982 79,499 228 7,098 246,433 64,514 27,368 - 45,584 467,S46 390,446

1983 79,059 222 5,653 459,244 65,80S 32,989 - 49,080 696,732 604,109

1984 62,403 138 11,179 615,896 68,271 41,274 - 57,916 857,076 746,S70

1985 97,548 317 11,686 1,048,116 119,870 28,934 - 77,813 1,384,284 1,265,534

1986 120,091 319 10,176 1,202,414 121,052 43,177 - 122,037 1,619,265 1,443,SS6

1987 83,908 828 7,019 2,251,408 118,214 59,216 - 144,078 2,664,671 2,453,530

1988 112,167 500 11,672 1,979,163 371,190 60,261 143,306 2,678,258 2,462,S21

1989 133,240 659 15,623 2,860,866 471,902 79,752 - 180,559 3,742,602 3,466,008

1990 121,887 - - 2,613,618 271,02S - - 33S,115 3,341,646(P) 3,006,531
1991 140,633 - - 2,941,456 296,351 - 13,808 350,962 3,743,210(P) 3,378,440

1992 160,789 - - 2,898,922 260,731 - 46,247 345,737 3,712,426(P) 3,320,442

Sourc. Cet Sttistical Offe, 5h1dcd Bukdn, unc 1991, Tables 3.1A an 3.2A.



TAb It Ego m"e by Sette _8 f k Adivit
(1u4- 91)

1934 1985 1936 1987 1987 1988 1989 1989 1990 1990 1991 1991
Aug Sep Sep Mar Sep s4 Mr sep Mar Sep Mar Sep

Pdvse& Paa st70,500 71,200 79,400 18,400 97,400 1ll,9o0 115,500 129,600 135,500 143,700 154.100 1S7,S50
Agricutu 5,400 4,000 4,900 5,100 5,600 6,s00 6,600 6,000 6,500 6,400 6,700 6,700
Mfining 7,500 7,300 7,500 7,200 7,000 7,500 7,600 76,000 7,300 8,100 7,00 7,700
Mamfuzln 9,500 9,900 12,200 12,900 14,700 16,400 18,100 22,20 23,300 34,300 26,000 26,300
Water Eetricity 2,000 1,900 2,000 2,100 200 2,300 2,200 2,100 2,100 2,100 2,50 2,500
Cogen_iai 11,100 11,S00 13,700 14,600 16,900 22,200 23,900 27,200 29,300 31,000 33,800 34,000
Commece 18,100 18,300 20,900 24,S00 25,700 28,800 28,600 34,500 35,700 38,300 41,000 42,000
Tnunspowt 5,500 5,700 5,100 6,400 6,700 7,900 7,400 7,300 8,100 8,S00 9,1t0 9,800
Finance 6,200 6,300 7,400 8,800 9,300 11,200 11,600 13,100 13,200 14,700 16,100 17,100
C&P Sarvkces 3,500 3,900 4,000 4,900 6,600 6,700 7,400 7,500 7,300 8,200 8,600 8,900
Educat 1,600 1,900 1,700 1,300 2,100 2,300 2,300 2,000 2,200 2.M0 2,500 2,500

Sub-Ttals - Privaw n.a. 63,600 71,600 80,300 88,700 101,000 104,900 118,700 124,200 132,500 142,500 144,600
- Parastal n.a. 7,600 7,100 8,100 8.700 10,300 10,600 10,900 11,300 11,300 11,300 12,900

Ceal Governm 32,100 36,800 41,300 41,900 42,500 47,200 48,900 49,300 51,7oo 52,500 S5S,OO 57,500
Loal Govenmet 7,500 8,800 9,400 9,900 10,300 10,500 11,000 10,600 11,300 12,600 13,000 13,900
Al Sectors 110,000 116,800 130,100 140,200 ISO1200 169,500 175,50 189,500 198,500 209,000 222,800 228,90o

A&v: Excldes working propreo and aid fily worke. Al irqgm ae rounded.

* C&P Services - Conmunity and Peasa Services



Table: 84 F_go,uHkty WE e It4b

1980 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991PFiab and pFbatsa1d Aug Aug Jul AId Jun MaY May May May MAY May

Building, Caansctioa 36 44 48 53 56 64 70 75 83 92 lO0
Eilonraios and Quanying

Mamfbcuwing,Sezvic& 36 44 48 53 56 64 70 75 83 92 103RepairTrades

WVb6caw Dstnlodiva 36 40 43 47 50 58 65 70 77 E6 97Trades

Rka taJDisbuswe 36 40 43 46 49 56 62 66 73 S91TradeJ

HotIel, Caing 36 44 48 S3 56 64 70 75 S3 92 103E¢tertainemt Trades

Garage, Motor Trades & 36 44 48 53 56 64 70 75 83 92 103Road Trnspout 
n

Retail&W holesa 26 30 32 35 37 50 SS 59 65 72 81Nisht Watchmen

Niht Wathrmen 26 34 37 41 43 50 55 59 6S 72 81(excl Retil & WIsaIe)

(1) Corection for 1988.



TalWe 9: Gnu Domedet by SedorlFo Set E_ R
(81981141- I90191)

1980/81 1981182 1982183 198344 1984/8 198I/86 1986/7 1987/88 198"9 1989/90 1990/91
rw) (Po) (Fest) (F/eat)

ECONOMIC ACIIVJIY - GDP BY SECrOR pula mill., 1985/86 price)
1. Agricure 1I83 161.4 1413 122A 119.S 132A 122.8 203.2 202.5 20Y.9 2153
2. Mnin S303 628.5 919.7 1,065.6 1,099.7 1,133.9 1,22S.6 1,.7 1,41S.4 1,436.5 1,S33.0
3. Meanulcturing 100.6 125.6 IIS.4 119.9 9S.5 124.2 146.4 168.8 177.9 166.4 198.7
4. Wa&r EJectic 28.1 29.2 28.9 3S.8 43.2 S7.7 63.9 73.1 823 84.2 913
S. C _asnictlo 116A 83.7 683 105.1 108.1 96.0 111.4 131.6 171A 188.2 201.9
6. Trade, Hoaels & Reat. 26S.8 251.6 233A 239.9 287.7 319.9 340.8 381.3 438.5 496.4 539.2
7. TranpouR 28.5 30.8 34.S 39.9 S0.9 66.5 6S.7 103A 1103 117.9 136.2
8. FnaeeA SM.SeV. 485 56.6 56.0 61.6 87.0 97.6 93.2 107.9 117.1 138.1 157.7
9. Genea Goveat 199.8 216.6 238.1 2633 301.7 325.7 3S3.9 416.8 457.2 S59.6 642.0
10. 3cc. & ar. ServI 35.0 39.9 47.8 47.7 S8.6 66.7 74.2 86.1 89.9 91.7 ".1
GDP AT MARKET WCES 1,SI1.1 1,623.9 1,884.2 2,101.2 2,251.9 2,420.6 2,597.9 2,941.9 32.5 3,.9 3,8133

FORMAL SBCTOR EMPLOWYENT
1. Agpiculb, 4,800 4, 4,S00 5,400 4,000 3,500 5,100 6,600 6,600 6,500 6,700
2. Ming 7,300 7,100 7,200 7.5C0 7,300 7,500 7,200 7,300 7,600 7,800 7,800
3. Mnum6ft 6,400 7,200 9,800 9,500 9,900 10,600 12,900 IS,300 18,100 23,300 26,000
4. Water&Elecicity 1,600 2,200 1,900 2,000 1,900 2,000 2,100 2,200 2,200 2,100 2,500
S. Construction IS,200 13,600 9,600 11,100 11,500 12,000 14,600 20,700 23,900 29,300 *33,800
6. Trade, Hotels & Rest. 15,300 16,600 35,300 18,100 18,300 20,400 24,500 26,3C0 28,600 35,700 41,000
7. Transpont 3,900 3,700 3,900 5,500 5,700 5,700 6,400 7,100 7,400 8,100 9,100 OD
8. Finance& Bss. Serv. 4,900 5,700 6,000 6,200 6,800 7,300 8,800 10,100 11,600 13,200 16,200
9. Gceneral Government 32,600 34,400 37,300 39,600 4S,600 49,000 51,800 56,500 60,700 63,000 68,500
10. Soc. & Per. Services 5,400 5,S00 5,100 5,100 5,800 5,500 6,700 8,700 9,700 9,500 11,100
TOTAL EXCLUDING BDF 97,400 100,200 100,600 110,000 116,800 123,500 140,100 160,80C 176,400 198,500 222,700

GOPIEMPLOYMENT (pula million per employee)
I. Agriculturc 0.0330 0.0384 0.0314 o.0227 0.0299 0.0378 0.0241 0.0308 0.0307 0.0323 0.0322
2. Mining 0.0726 0.0885 0.1277 0.1421 0.1506 0.1512 0.1720 0.1739 0.1954 0.1842 0.1965
3. Manufactring 0.0157 0.0174 0.0118 0.0126 0.0096 0.0117 0.0113 0.0110 0.0098 0.0080 0.0076
4. Water & Electricity 0.0176 0.0133 0.0152 0.0179 0.0227 0.0289 0.0304 0.0332 0.0374 0.0401 0.0365
S. Consftucnti 0.0077 0.0062 0.0071 0.0095 0.0094 0.0080 0.0076 0.0064 0.0072 0.0064 0.0060
6. Trade, Hotels & Rst. 0.0174 0.0152 0.0153 0.0133 0.01S7 0.0157 0.0139 0.0145 0.0I3 0.0139 0.0132
7. Trenspout 0.0073 0.0083 0.0088 0.0073 0.0089 0.0117 0.0103 0.0146 0.0149 0.0146 0.0150
8. Funance & Buss. Serv. 0.0099 0.0099 0.0095 0.0099 0.0128 0.0134 0.0106 0.0107 0.0101 0.0105 0.0097
9. Geneal Government 0.0061 0.0063 0.0064 0.0066 0.0066 0.0066 0.0068 0.0074 0.0075 0.0089 0.0094
10.So. & Per. Sevices 0.0065S 0.0073 0.0094 0.0094 0.0101 0.0121 0.0111 0.0099 0.0093 0.0097 0.0088
TOTAL 0.0ISS 0.0162 0.0094 0.0191 0.0193 0.0196 0.0185 0.0183 0.0189 0.0177 0.0171



Tablel 0,

1980 1982 194 1985 1986 1986 1987 I988 1989 1990 1991 1980-91 198086 1986.91
Aug Aug Aug Aug Mar Sep Mar mua Mar Mar Mar 12.7 oos 67 nw.'s 60 nw.'.

A. CnfIZENS - 140 167 216 244 248 279 285 307 350 396 463 12.0 10.8 133
PRIVATE

AND PARASTATAL

Ag4iculue 48 4S 66 64 70 88 92 so 117 138 212 15.0 7.0 24.7
MIning 186 249 315 350 396 46S 488 523 504 688 765 14.3 145 14.1
Mansfacturisg 138 160 213 264 248 2n2 284 286 325 343 427 11.2 11.0 Ili
Watet & Ectrcily 227 224 348 353 346 431 437 424 788 680 823 12.9 7.8 18.9

co_suuci 120 14S 198 200 178 214 214 245 251 309 387 11.7 73 16.8
Co4mrce 106 128 169 186 207 200 21S 237 282 313 3S3 12.0 12.7 11.3
Traspot 202 199 243 274 239 315 318 409 S68 588 689 12.3 3.1 23.5
Flowc 211 244 318 369 382 4S7 454 476 535 6S4 740 12.6 113 14.1
C&P Savices 159 191 230 245 253 313 313 355 382 415 436 10.0 8.7 115
Education 199 340 29S 338 368 446 490 552 618 816 724 13.0 11.6 14.5

Local Govenmnt 200 203 356 270 249 278 297 339 411 465 S81 10.6 4.0 18.4
Sub-Total 146 170 230 247 248 279 286 310 356 402 473 1t.8 t0.0 13.8
Central Government n.e. n.a. n.s. 298 358 388 364 426 S26 575 701 n.a. n.a. 14.4
TOTAL CrITZEN n.a. n.a. n.s. 263 285 298 310 343 404 448 S31 n.s. U.a. 13.3

B. NON-CmZENS

Private& Parastatal 1,104 1,309 1,699 1,742 1,892 1,964 2,25S 2,183 2,603 2,759 2,783 9.1 10.1 8.0
Local Goverment 803 879 1,072 1,099 1,137 1,193 1,025 1,371 1,387 1,765 2,130 9.7 6.4 13.4
Sub-Totl 1,100 1,304 1.690 1,733 1,881 2,020 2,241 2,173 2,S86 2,748 2,775 9.1 10.1 8.1
Ceatrl Govenunent n.a. n.a. u.a. 1,046 1,129 1,21S 1,229 1,52S 1,410 1,743 2,118 na. n. 13.4
Tot Non-Ctizens n.. n.a. n.a. 1,S93 1.731 1,817 2,046 2,037 22,334 2,564 2,655 n.t. .n. 8.9

C. ALL CfZENS

Grad Total 196 226 299 319 34S 360 379 413 482 543 639 11.8 10.6 13.1

Note: (1) Reclassification and coveg chage have affected some of thes compaisons owr time.
2 Seasonal influence have been *dtfied I thts first Marh suney compared to Seplember srvey.

(3) 1980 - 1985 excludes Ceal Goveramn.
e CAP Servies Comn and SW rPmona Servie.
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TaMe 12: Welbta in the Coot of IvIne Index
(1985 and 1991)

September November
Sub-Croups 1985 = 100 1991 100

Food 36.9 27.0

(Drink and Tobacco 3.9 12.4

Total Food, Drink and Tobacco) (40.8) (39.4)

Clothing and Footwar 10.8 5.6

Housing 9.2 11.0

Ughting and Fuel 3.5 2.5

Funite and Appliances 10.0 9.4

Househod Opemtions 4.1 4.4

Health and Medical Care 3.8 4.S

Tansport. etc. 10.5 13.1

Other Goods, etc. 7.3 10.1

ALL Y1MS 100.0 100.0
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Table t: Prfale of the Fomnn umtiudfSat
(198S -1991)

Citizen Promjcted Joint Prjected Foreign Pocted
Product Group Owned Employment Ventures Employment Owned Employmnt

1. Mstd SdMeat Products 4 218 0 0 2 85

2. Dasyy&AgroBased 42 1,046 27 845 37 l,SS2
Prduct

3. Beveages 0 0 5 591 3 216

4. Textiles 19 602 32 85 44 2,436

S. Tamngagand Leather 2 218 3 100 5 440
Products

6. Chemicaland Rubber 4 139 23 721 33 1,134
Pmducts

7. Wood & Wooden Poducts 12 647 9 238 17 S08

8. Paper & Paper Products 9 222 6 63 13 323

9. Met Products 43 1,151 21 801 40 1,482

10. Building MaterIs S0 2,358 14 576 IS 850

It. Plade Products 6 178 16 933 8 480

12. Electl Products 6 282 9 512 11 1,096

13. Handimfts 1 234 3 28 3 1,047

TOTAL 198 7,295 168 6,293 231 11,649

Souce: Depant of Indusrial Affs, Mnisty of Commerce and Industry.
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Table 14: To,t Numbe of b1anmufI ctu
(198s 1991)

Product Grop 1985 1986 1987 1988 1989 1990 1991 TOTAL Ernploy-

1. Meat and Mot Poducts 1 2 0 0 1 1 1 6 2,162

2. Dairy & Agro Basd 10 15 16 17 14 3 16 91 3,288
Poducts

3. everages 0 2 2 2 2 0 0 8 1,000

4. Teoxti 4 13 22 24 6 7 19 9S 7,277

S. TanninguSWLeather 0 3 1 2 1 2 1 10 631
Products

6. CherincalndlRubbcr 4 3 11 13 10 5 14 60 2,606
Productu

7. Wood&Wooden Poducto 4 4 7 6 4 6 7 38 1,593

8. Pape &PapcrProducta 3 6 1 5 3 3 7 28 1,158

9. Mewal Prduct 7 20 17 15 17 13 19 lo 4,720

10. BultdiugMaterials 4 10 7 14 12 11 27 8S 4,410

11. Plastkc Prducu 4 6 5 7 4 6 3 35 1,581

12. lectfical Pduct 2 S 4 4 3 4 4 26 1,O55

13. Handicrafts I I 0 0 1 0 4 7 1,312

TOTAL 44 90 93 109 78 61 122 597 32,793

Sowre: Dcpuutm of Industril Affairs, Miisury of Comnmun, and Industry.
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Tab 1S: M _a ctu ComanSh by Ioiof
(1965. 1991)

PCOdotro Gaborono Loobat- Sclkbi- Fganciuown T- AL
Phikwc

1. Matand Meg Produots 1 1 2 1 1 6

2. Dairy &.ro Bas.d 23 7 8 I1 42 91
Ptoduts

3. Begea I 0 4 1 2 8

4. Text 39 9 5 16 26 95

S. TanningandLather 2 0 0 3 5 10

6. Chemical and Rubber 24 2 4 tO 20 60
Pdo

7. Wood&WoodenProducu 8 0 5 9 16 38

8. Papr & Paper Pmduct 11 4 1 6 6 28

9. MetlProducts 24 1 14 12 57 10I

10. BuildingMdatedals I8 8 I a so 85

11. Plaadc Produots 12 2 2 9 10 35

12. Nlctui bProdua 13 0 1 6 6 26

13. Rudczaftas 0 0 2 3 2 7

176 34 49 9S 243 597
|TOTAL

* Coman ia naal and pnrubuan an.
Sowg: Depatmen of ldusrial Affakis, Minuaty of Commerce and Industy.
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Table 6I ExmwtIIm,ott lcneed. Iny Locawon and Year
(1985- M99I)

LOCATION 1987 1988 1989 1990 19 TOTAL

Gaborone 9 13 21 27 38 108

Fauistown I I S 3 4 14

Selebi-Pblkwo I 0 0 0 1 2

Lobat I I I 1 2 6

Tlokweng 0 0 1 0 3 4

Mochudi 0 0 0 1 1 2

Mogodshano 0 0 0 0 1 1

Maus 0 0 0 0 1 1

Ramotawa I 0 0 0 0 1

-waa 0 0 0 0 1 1

PiUan. 0 0 0 0 I I

Paupye 0 0 0 0 1 1

Mahatapy. 0 0 0 1 0 1

moupolois 0 0 1 0 0 1

Pibane 0 0 0 0 1 1

TOTAL 13 IS 20 33 35 14$

Sowg: Nationad Licensig Anho*,ty, Gaboone.
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TAble 1*7 Enlhfl.tguJm1g Ue Elm and .QnofD
t197 - 1991)

LOCATION Local oina ?ot.p TCOTAL

Caborn 30 43 35 108

Pmnclsiown 4 3 7 14

Selbi-Phikwe 0 1 1 2

Lobatm 3 2 1 6

Tlokwoen 0 3 0 3

Mochudi 0 2 0 2

MogodIiha 0 0 2 2

Maus 0 I 0 1

Rawotmwa 0 1 0 1

Iwaag 0 1 0 1

PHame I 0 0 1

Palapy. I 0 0 1

Mahalapy. I 0 0 1

MoipoIoI 0 l 0 t

Pit. 0 1 0 1

TOTAL 40 59 46 145

Seww Natona Ucen Aufthrity, Gaboto..
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Table Is: 1xnllmgod lkms s fR ed and 0ne). by Location and Year
(1-. 1991)

LOCATION 1987 1988 1939 199 1991

GaboronA 9 22 42 65 90

Fnoliown 1 2 7 10 13

Setebi-Phikwo I I I 0 I

Lobatfe 1 2 3 4 6

Thkwoea 0 0 1 1 4

Mochudi 0 0 0 1 2

Mogodithahn 0 0 0 0 1

Maun 0 0 0 0 1

Ram I I I I I

IwaNa 0 0 0 0 1

Pilaui 0 0 0 0 1

Palapye 0 0 0 0 1

Mahalapy. 0 0 0 1 0

Mokpolol. 0 0 1 1 1

PIan 0 0 0 0 1

TOTAL 13 28 56 8' 124

Sowre: Natonal Ucendig Authoity, Gabomne.
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ANNEX I
CIlMn ILDUSMA INCE3NTIVE P]MORAMS -IN BOTSWAN

A. FINANCIAL ASSISrANCE POLICY

1. Botswana enacted its Financial Assistance Policy (FAP) in 1982 in recognition of the need
to generate employment opportunities and to diversify the economic base away from its reliance on
diamonds and cattle. Specific objectives of FAP were to:

(a) create sustainable employment for unskilled workers;
(b) produce goods for export or to substitute for imports;
(c) diversify the economy to lessen dependence on large scale mining, beef exports, and

growth of the public sector;
(d) improve citizen skill levels through training.

2. Given the emphasis on employment generation, FAP incentives were structured so as to
encourage maximum employment of unskilled and semi-skilled workers. The FAP Capital Grant, for
example, is based on the number of actual or projected employees, and the FAP Labor Grant on wages
paid to unskilled and semi-skilled workers. PAP also seeks to achieve geographical diversification of
industry by offering greater incentives to those companies locating in rural areas or in the Selebi-Phikwe
region.

B. SMALL-SCALE FAP

3. The overall FAP program includes two distinct programs, one of which is targeted
exclusively at small-scale, citizen-owned businesses, with a total fixed investment of P25,000 or less.

4. By the end of 1990, an estimated 1270 projects, 85 per cent of them in rural areas, had
received FAP small-scale assistance. The cumulative total investment in these projects was about P9
million, of which some P3.6 million consisted of FAP grants. FAP small-scale assistance during 1982
to 1990 supported the creation of some 3800 jobs. Projects were concentrated in knitting and sewing,
carpentry, bakeries, brick-making, and metal working.

5. It is difficult to say how many of these projects ultimately survived. The 1988 evaluation
of small-scale FAP, conducted by the Ministry of Finance and Development Planning (MFDP), reported
that, of a total of 747 small-scale FAP projects approved from 1982 to 1986, 142 failed or were
cancelled. That report cautioned, however, and anecdotal evidence suiggests, that the actual failure rate
is likely to be much higher, and that some 50 percent of small scale enterprises fail. Although this may
appear high, a 50 percent success rate among entrepreneurs with little or no prior business experience
and a work force with minimal wage-earning experience is impressive. While small-scale PAP clearly
will not provide the sole solution to Botswana's unemployment problems, it is providing necessary
assistance to entrepreneurs and workers who otherwise would have few opportunities in the formal sector.
When combined with the technical assistance provided by Integrated Field Services to small-scale
enterprises, small-scale FAP appears to make a useful contribution to future industrial development.

C. MIUM AND LARGE-SCALE FAP

6. FAP assistance to medium-scale (total investment between P25,000 and P900,000) and



- 170 -

large-scale (total investment greater than P900,000) enterprises provides a wider range of grants and tax
holidays, spread over the first five years of a project's operation, than is the case with small-scale FAP.
It is intended to assist entrepreneurs who are assumed to have greater resources of capital and greater
technical and managerial ability than those receiving small-scale FAP. Open to citizens and non-citizens
alike, medium and large-scale FAP Is, at least in part, an incentive to foreign businesses to invest in
Botswana rather than in other countries. As such, it must be evaluated in comparison to other countries
offering a combination of financial and tax incentives and economic and business conditions that compet
directly with those Botswana has to offer. Like the small-scale progran, medium and large-scale FAP
offers greater incentives to projects in rural areas and the Selebi-Phikwe region, and calculates gras
based on total employment and wages paid to unskilled and semi-skilled workers. Unlike small-scale
FAP, it does not discriminate on the basis of sex.

7. In the first five years of FAP, to March 1987, 193 projects employing 3135 people had
received medium and large-scale FAP assistance, with total disbursements of P9 million. Based on
projections submitted with their FAP applications and approved by the FAP Committee, these projects
would ultimately employ 7776 people, and would receive more than P30 million in FAP grants. Grants
paid at the time of this evaluation had amounted to P2,870 per job created; this would increase, however,
according to the projections, to P3,850.

8. By the end of 1990, 391 projects had received medium-scale FAP assistance and 5 had
received large-scale FAP. A total of about P55 million in medium- and large-scale FAP grants had been
disbursed, and another P40 million committed but not yet disbursed. Total employment in medium- and
lage-scale FAP projects was an estimated 16 000 as of June 1990. Total medium- and large-scale FAP
commitments therefore have amounted to some P6,000 per job created. According to the 1992 Budget
Speech, FAP-approved projects created some 3500 jobs in 1990, and were expected to create 5900 jobs
in 1991.

ID. FINANCIAL ASSISANCE PROGRAM CAPITAL GRANT

9. Under Case-by-Case PAP Assistance (CFA), a grant of P1,000 per job created Is paid
to foreign-owned or joint venture companies, and P1,500 to 100 percent citizen-owned companies. This
grant, which is based on projections submitted by the company to the FAP Committee, is paid before the
project commences, and is intended to supplement borrowed funds and share capital invested by the
project promoters. The capital grant is not paid to the firm in cash, but is used for the purchase of
capital equipment, and is paid directly by the National Development Bank (NDB) to the equipment
suppliers.

10. Perhaps no other element of the FAP program is so readily subject to fraud and
misrepresentation. Since in most cases the suppliers of capital equipment are located outside Botswana,
the potential for over-invoicing, shipment of machinery of lesser valu, than that indicated on the invoice,
and other abuses is enormous, potentially involving collusion between the company in Botswana and the
overseas equipment suppliers.

E. FINANCIAL ASSISTANCE PROGRAM LABOR GRANT

11. Under both Automatic FAP (AFA) and CFA, a company is reimbursed a percentage of
the wages it pays to unskilled and semi-skilled workers, starting at 80 percent in the first two years and
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descending to 60 perent nYear 3, 40 percent in Year 4, and 20 percent in Year 5, the fnal year. Tbis
component of FAP was intended to compensate for the low productivity of Botswana workers, the
expectation being that by the time the grants expired the workers would have received enough training
and experience to become competitive with workers in other countries. Experience, however, does not
support this.

F. FINANCIAL ASSSANCE POUCY SALES AUGMENATION GRANT

12. CFA provides a sales augmentation grant of 8 percent of a company's total sales in Years
1 and 2, 6 percent in Year 3, 4 percent In year 4, and 2 percent in Year S. The Sales Augmentation
Grant is often justified as a compensation for the high cost of utilities, land, construction and transport
in Botswana, since it increases with sales volume just as most direct costs and overheads do. It also is
represented as a sort of export incentive, compensating exporters for the high cost of inland transport
to South African ports and for the exceptionally high wharfage charges assessed.

G. TRAINING GRANT

13. The FAP Training Grant provides for reimbursement of 50 percent of off-site training
expenses incufred during the first five years of operation. In a country as short of skills as Botswana,
a grut of this kind has substantal merit. There have been suggestions that the training grant be
expanded to include on-site training as well, or that 100 percent of the cost be reimbursed by
Government. However, It is difficult to differentiate between on-site training and normal technical
supervision, since in any manuing environment, technicians and managers constantly train and
mrsfer skldls to workers If on-site training is covered by the FAP training grant, then all technicians'

and managers' salaries could potentially be eligible for reimbursement, leading to employment of
unnecessary personnel and a virtual absence of controls on the cost of the program.

14. Similarly, if FAP were to cover 100 percent of off-site training costs, then companies
would not be subject to any cost discipline of their own and might send too many workers to traiing
courses of questionable value. By continuing to bear a substantial portion of the cost of training, FAP
recipients will be encouraged to select the most cost-effective forms of training and to send only those
workers most likely to benefit

HI TAX HOLEDAYS

1S. Companies receiving AFA, while ineligible for the FAP Capital Grant, qualify for tax
holidays that are not available to CFA recipients. Although it is called a tax holiday, it is, in fact, a
reimbursement of taxes paid on a company's profits. In urban and peri-urban areas the reimbursement
is 100 percent in years 1 and 2, 75 percent in Year 3, 50 percent in year 4, and 25 percent in Year 5.
In rura areas it is 100 perent in Years 1-3, 75 percent in Year 4, and 50 percent in Year S.

I. SI-PHIWE REGIONAL DEVELOPMENT PROGRAM

16. As early as 1983 the Government began to consider policy measures, strategies and plans
for diversifying the ecowmy of Selebi-Phikwe and its surrounding area away from dependence on the
copper-nickel mines. Ihis culminated in 1986 with the drafting of terms of reference for the Selebi-
Phikwe Regional Development Project (SPRDP), which began operation in March 1988. In January 1990
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a Special Incentive Package for Selebi-Phikwe was instituted. Based on the existing case by case (CFA)
PAP incentives, it provided additional benefits for 100 percent export manufacturing companies locating
In Selebi-Phikwe. In order to receive the special incentive package, a frm was required to:

(a) establish a factory In Selebi-Phikwe;
(b) export 100 percent of its output outside the SACU or SADCC region;
(c) employ at least 400 Botswana citizens within two years of start-up;
(d) have been in operation elsewhere for at least 10 years;
(e) contribute at least 25 percent of the total project cost, including working capital, as

equity.

17. For companies meeting these criteria, the special incentive package offered consists of:

(a) normal CFA FAP grants over five years of up to the lesser of 120 percent of unskilled
labor and training costs in the same period or 50 percent of the project's value added in
the same period;

(b) a 15 percent corporate tax on profits for the first 20 years of the project's life;
(c) a ten-year exemption from the withholding tax on dividends paid to non-residents.

18. In its first four years of operation, the SPRDP has had considerable success. Eight new
projects went into production, two of which subsequently failed. As of Febmary 1992, the six remaining
projects employed 1472 citizens, and were projected to employ 1886 at full production. An additional
six projects were considered "Category A" pipeline projects, which had already applied for manufacturing
licenses, FAP, and/or factory building sites, and were considered highly likely to go into production.
Projected employment in these Category A projects was 2060. 56 companies in all had made site visits
to Selebi-Phikwe, and promotional efforts continued in Southern Africa, East Asia, and Europe, where
discussions continue with a large number of interested potential investors.

J. TRADE AND INVESI?E PROMOTION AGENCY (MWA)

19. When Government, in 1990, upgraded TIPA from the status of a unit within the Ministry
of Commerce and Industry (MCI) to that of a fully-fledged Department (formally known as the
Department of Trade and Investment Promotion, but still popularly referred to by its former name,
TIPA), it signalled the increased emphasis it intended to place on promoting foreign direct investment
into Botswana and on active promotion of Botswana's exports. Sadly, TIPA did not receive increased
resources and authority commensurate with its enhanced status and increased responsibilities.

20. The 1984 Industrial Development Policy called for the establishment of TIPA, which it
charged with the following tasks:

(a) 'Provision of a "one-stop" service to local and foreign investors to speed up the
establishment of productive activities (channeling of application forms, etc.),

(b) 'Provision of information on investment opportunities,
(c) 'Provision of trade information,
(d) 'Maintaining an "Industrial Land Register".

21. TIPA, by the admission of its own Director, has not succeeded in carrying out these
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functions. While the Commercial Attaches at Botswana's Embassies and High Commissions overseas,
who nominally report to TIPA, have generated some trade and investnent enquiries, TIPA overall has
not become a none-stop-shop for investors, and is unable to provide the kind of assistance in obtaining
licenses, land, housing, visas and work permits, financing, and Government incentives that many of its
counterpart agencies in other countries do. TIPA's performance is here reviewed by function:

22. Trade and Invesfment Promotion. TIPA's promotional activities consist of three parts:
1) overseas promotion carried out on a regular basis by commercial attaches; 2) overseas trade and
investment missions or delegations; and, 3) organizing trade fairs within Botswana (Gaborone
International Fair and Botswana International Trade Exhibition). No real effort has ever been made to
assess the effectiveness of TIPA's performance of these functions, in generating either trade and
investment enquiries or consummated trade and investment transactions. In the cases of one-off missions
or delegations on the one hand, and trade fairs on the other hand, clear measures of effectiveness are hard
to devise.

23. It should be possible, however, to develop clear measures of the effectiveiess of
promotional activities undertaken by the commercial attaches. While neither TIPA nor the embassies and
high commissions compile statistics on such activities, all evidence suggests that they are, at most,
marginally effective. Few, If any, of the commercial attaches have devised and carried out any concerted
promotional campaigns, tending instead only to respond to enquiries. There are several reasons for this
failure: 3) the commercial attaches function without much strategic guidance or support from TIPA, so
that they have little notion what industries, sectors, regions or specific companies should be targeted; 2)
the commercial attaches lack the resources needed to conduct extensive promotion campaigns; 3) the
commercial attaches have diplomatic duties that detract from the time they have to devote to trade and
investmen. promotion; 4) as civil servants, commercial attaches are recruited and rewarded according to
criteria that may have little to do with their effectiveness in trade and investment promotion; 5)
commercial attach6s are placed in countries and cities where Botswana has a diplomatic presence, with
little or no consideration of the location's trade and investment potential; 6) even in locations, such as
Brussels, where a promotional presence is warranted, commercial attaches may spend most of their time
in bilateral or multilateral trade negotiations rather than on promotion.

24. Provision of "One6Stop" Service to Investors. TIPA, were it to function as intended,
would serve as a one-stop-shop where investors could obtain all necessary information and approvals.
An investor should be able to apply to TIPA for visas and work permits, land, manufacturing licenses,
and even to rely on TIPA's help in obtaining financing for a project. SPRDP, in fact, provides most of
these functions for investors in Selebi-Phikwe, providing initial information, coordinating site visits,
secuing land or factory shells, guiding an investor through all the steps required for a project to be
implemented and, most important, acting as the investor's advocate in negotiations with other
Government, parastatal and private sector bodies.

K. LOCAL PREFNCE SCHEME

25. Many countries give preference to local companies in awarding Government procurement
contracts. Botswana's Local Preference Scheme (LPS) seeks to do this by applying a preference formula
to bid prices that is meant to give companies a cost advantage based on the percentage of local content
in the product being procured. While this is unobjectionable, the formula in use appears excessively
complicated. It is unclear whether Government has the capacity to develop an accurate measure of local
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contet pardcularly whoe a company has purchased intermediate goods from another BotwMa
company, which would ent calculatig that company's local content percentage. Also, it is nOt clear
why purchases from a Botswana company which Is majority foreign-owned but which operates in
Botwana with Botwana worker should not count as local content.



ANNEX 3

FINANCIAL ASSISTANCE POLICY TABLES

Tale 1 PaeIbk
9 _an - Al Pro{-

Number of Fkdcted Actua Crants
Category Proects Employnrlt EmployentM Commited

Jaduatil 1,708 6,S36 n/l 13,937,912
Agricultura t1,172 2,602 a/a 7,888,863

Medium scab
CAP-Iduslrial 267 11,378 4,696 145,642,175
AFPAAutomuetl 147 6,507 3,682 n/a
CFA-Ardioultual 119 4,910 2,295 16,784,713

Lae-gobale 19 3,640 1,9Im 54,472,894

MOAL 3,432 35,573 12,631 238,726,557

NMOT AcuId employmen fr small scale pojecs no avalable because of insuffiieat monkorsing. Theefore, the fisue for
ac il enloya uld be highertm the f shown above.



Tadb 2: PQn"di Aniseae
Girgu rds(>mmnbf bv er y n md ImaeYY9 mSdo r Skds& b"aubm2CmE bn jtid * P

1982 1983 194 185 1986 1987 1988 1989 1990 1991 '1IYrAL

Gaborone 76,700 560,144 256,602 1,227,307 4,174,357 7,873,276 7,617,252 62,283,096 6269,141 10,646,481 100,984,3S6

pzancisswn 0 82,450 303,473 0 1,433,768 2,156,448 410,033 382,972 2,180,794 3,3S6,138 10,308,076

Lebtan 0 240,505 0 0 0 687,015 901,820 1,698,699 1,"09,156 1j309.156 6.146,351

TiH ilock SSO,520 0 0 87,SS2 0 0 0 0 0 0 638,072

Nothem 62,517 31,788 44,056 495,800 191,026 0 0 0 0 0 82S,187

Ciuts. 20,884 292t248 914,850 0 654,880 144,050 690,465 98,644 0 654,419 3,470,440

Kgatain 0 0 188,253 0 0 65,382 626,200 0 0 964,167 1,844,002

Nsamitand 0 143,076 0 0 37,S84 0 0 394,484 338,S62 0 913,706

Iweneng 0 33,461 0 0 201,850 0 0 326,156 301,725 121,677 984.869

Kweneng 0 26,816 108,226 542,318 0 204,S28 0 1,132,036 0 145,376 2,159,600

Selebi-Phkwe 0 326,369 1,032,743 264,016 206,014 395,912 469,684 0 317,148 2,312,394 5,314,280

Pndamatengc 0 367,452 0 0 2,243,646 486,570 0 0 0 0 3,097,668

soutbcas 0 178,750 397,479 0 263,001 626,167 2,653,585 374,480 193,340 0 4,686,802

Southern 382,230 138,960 247,653 131,119 1,622,249 532,837 511,471 434,900 173,182 96,165 4,270,766

TOTAL 1,092,851 2,422,019 3,483,335 2,616,993 11,028,375 13,172,485 13,880,510 67,125,467 11,083,048 19,60S,973 14S,642,175



Tabb 3: IbA scefntMPo
Numbe of PAwa &nd by Year md1

bdM SulbCA"VC " nuf^Sw
(1952 to 1991)

192 1983 1 1954 198C 1986 1987 15 1989 1990 1991 TCTAL

Gabora I 11 13 8 13 25 17 9 8 13 118

Praaclowa 0 2 1 0 5 S 3 1 5 7 29

IAbes 0 2 0 0 0 3 3 3 2 0 13

TIW 8ck 1 0 0 1 0 0 0 0 0 0 2

Noudtmn I I I I I 0 0 0 0 0 S

Co"tra 1 3 1 0 2 2 3 1 0 S 18

Soudhem 2 1 2 2 2 2 1 2 1 1 16

Kgatleng 0 0 1 0 0 1 1 0 0 4 7

Kweng 0 1 2 2 0 2 0 3 0 1 11

Sb-Phikwe 0 1 4 1 1 1 2 0 1 4 IS

Ngpmilad 0 1 0 0 I 0 0 1 1 0 4

iwang 0 1 0 0 1 0 0 2 1 1 6

SOutheat 0 1 6 0 2 4 4 1 1 0 19

Pandamag 0 1 0 0 2 1 0 0 0 0 4

TOTAL 6 26 31 IS 30 46 34 23 20 36 267



Talle4: FtQaoti A2ddowereb
hroectellEgwa lt%.~by r Ya dLeuld

(9 Xo 1991)

1982 1984 1985 1986 1987 1988 1989 1990 1991 TOrAL

Osbd oos 52 389 439 220 545 1,134 813 445 541 463 5.041

Fiaciscawn 0 52 67 0 218 358 107 104 269 513 1,A66

Loben. 0 57 0 0 26 166 117 194 16 0 576

Isiwm4 0 8 0 0 29 0 0 30 38 13 It8

Sbel-Pbiwa 0 62 138 45 S0 60 56 0 435 184 1.030

Soubdem 82 i8 39 28 27 6S 62 31 36 0 388

Kweasog 0 8 39 58 0 22 0 82 0 90 299 co

Clube 65 31 0 0 IS4 77 0 60 21 0 408

Kaas1uw 0 0 28 0 0 10 80 0 0 73 191

SomsIwua 0 30 96 0 43 90 326 458 13 0 1.0S6

ctnuw ~~~100 46 170 18 91 23 76 12 0 47 583

TOTAL 299 701 1,016 369 1,183 2005 1,637 1,416 I,369 I,383 11,318



TeSt: r_o A_ehma

AWL Se CmbyC rWNW

_1982 19S3 1984 1 1916 1987 1988 1989 1990 1991 TCJrAL

O|bctcum 10? 281 403 120 413 337 436 494 219 27 3,087

Famisicms #3 87 41 0 147 47 0 4 16 76 Sol

Lebdabe 0 87 0 0 0 148 30 0 64 0 329

JAwaum 0 7 0 0 0 0 0 13 0 0 20

ShbI-hikw. 0 19 47 0 0 0 0 0 0 10 76

SWAMb=m 91 0 8 0 68 0 0 0 0 0 167

KWeMog 0 0 43 0 0 0 0 89 0 13 145 '0

Cbobe 0 0 0 0 31 0 0 0 59 0 90

xKglong 0 0 50 0 0 0 0 0 0 tO 60

Soudwatg 0 0 40 0 0 0 57 52 0 0 149

Cagra 72 0 0 0 0 0 0 0 0 0 72

TOTAL 353 481 632 120 659 532 523 652 358 386 4,696

Sampeat. or a- .--.



Tahle 6s. F_cial e slfimm

Gras C omted by Yearwml
Medi_ SmbCe-yC _ Azr

(9a 91

1982 1983 1984 198S 1986 1987 1988 199 10 11 TOTAL

Gaboout 0 9,369 18,480 33,282 4S,578 154,911 239,228 1,47S,841 62,766 347,684 2,387,139

P _aaciown 0 0 0 0 201,98S 0 118,S86 117,016 144,638 880,920 1,463,145

LUbe 0 0 t2S,768 0 0 34,928 645,0t3 0 696,679 0 1,502,388

Tulb Blck 378,632 67,812 305,158 368,390 122,856 0 0 0 0 0 1,242,848

Nordhm 0 252,Sl8 0 115,313 0 0 0 0 0 0 367,831

Cciia 0 0 34,823 53,270 0 114,500 158351 104,686 0 214,54S 680,17S a

SouAern 0 0 30,392 0 0 0 40.004 0 0 322,418 392,814

Ngamila 148,193 0 0 87,012 159,484 70,028 0 0 152,836 0 617,553

Kgatleng 72,980 0 2,500 0 292,382 22,361 243,688 0 101,746 65,855 801512

Kweneag 8,920 0 0 0 0 116,174 0 0 0 155,573 280,667

Maum 0 268,640 0 0 0 0 0 0 0 0 268,640

Selbi-Phikwe 0 0 0 0 0 0 244,320 0 208,780 0 453,100

Ghaai 0 0 0 0 0 0 0 160,420 0 0 160,420

PaudNgew 0 0 0 657,267 3,700,502 6S9,239 691,300 458,173 0 0 6,166,481

TOTAL 608,725 598,339 S17,121 1,314,534 4,S22,787 1,172,141 2,380,490 2,316,136 1,367,445 1,986,99S 16.784,713



Nber# Wf_ 6ovdbyvYearedL"=d
Moim Sca akA2A _br

(1962 to 19)

1982 1983 1984 1985 1986 1987 1988 1989 1990 b191 TOTAL

Gabota 0 1 1 2 1 7 1 1 2 2 i8

P _aacIto 0 0 1 0 2 1 0 1 2 3 10

Smolsn 0 1 0 0 0 0 1 0 0 2 4

J ba 0 0 4 2 0 0 S 0 3 0 14

Tuli Block 0 3 2 2 0 2 0 0 0 0 9

Notbenm I i 0 1 0 0 0 0 1 0 4

Ccntld 0 0 3 2 1 3 0 0 1 3 13 c

Soudest 0 0 3 0 0 0 1 0 3 0 7

}gptleag 0 0 0 0 I 1 2 0 0 I S

NgSailad I 1 3 0 1 0 0 0 2 0 8

Jwanen 0 0 0 0 0 0 0 0 0 0 0

Kweng 0 0 0 0 0 1 0 0 0 1 2

Suebi-Pb&m 0 1 0 0 0 0 1 1 0 0 3

P_da We 0 0 0 4 9 6 1 1 0 1 22

TIrAL 2 s 17 13 16 21 12 4 14 13 119



TdRe St: 1n Asoae MY

(192 to 19)

1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 TOTAL

Oab0oram 0 2 8 0 11 28 S 161 7 7 229

pwsmixwwn 0 0 0 0 16 0 22 12 13 59 122

Lab"s. 0 0 47 0 0 0 138 0 55 0 240

TlflBlact 126 37 84 114 35 0 0 0 0 0 396

Norhern 0 110 0 30 0 0 0 0 0 0 140

Cong" 0 0 0 0 0 2S 40 S 0 16 86

Southern 0 0 4 0 0 0 13 0 0 21 38

Npamilaad 237 0 0 0 32 34 0 0 20 0 323

KNjMhng 0 0 13 0 7S 4 52 0 14 5 163

Kweamez 2 0 0 0 0 10 0 0 0 10 22

mun 0 65 0 0 0 0 0 0 0 0 6S

SbIei-Pblkwe 0 8 0 0 0 0 S0 0 25 0 83

ai 0 0 0 0 0 0 0 0 0 0 0

Pand aem e 0 0 0 183 2,290 207 209 114 0 0 3,003

TOTAL 365 222 IS6 327 2,4S9 308 S29 292 134 118 4,910



Aded EW_Wf k Yew an A

1912 1983 1914 1985 1986 91 1918 1919 1990 1991 TOrAL

Gabornu 0 0 0 0 10 46 19 50 0 30 15S

FPnmidown 0 0 0 0 62 0 1S 42 2 0 121

Leowes 0 0 43 14 0 0 s0 0 19 0 156

To EUock 44 10 41 9 5 0 0 0 0 0 109

Nhnhcm 0 114 0 26 0 0 34 0 0 0 244

Citnd 0 0 0 0 0 28 0 0 0 0 28

Soutnern 0 0 8 0 0 0 0 0 0 0 S co

Ngamlmsnd 19S 0 0 0 5S 14 0 0 16 0 280 l

Ksjpueqg 21 0 0 5 12 3 10 0 13 0 64

Kwennq 0 0 0 0 0 5 0 0 0 0 5

mum 0 21 0 0 0 0 0 0 0 0 21

Sotebi-hikwe 0 14 0 0 0 0 23 0 0 0 37

(Dobzi 0 0 0 0 0 0 0 13 0 0 13

FlanmaIp B0 0 0 47 645 14S 160 S7 0 0 1,054

TOTAL 260 229 92 101 799 241 341 162 S0 30 2,295



N_me f nmw Ameh by Ye-ansd
Mdfim S_d Wmd tdsb tAF

(1a to lt)

1912 1913 1984 1985 1986 197 t9 99 1990 1991 TOTAL

Gaboea 3 9 S 2 8 10 9 16 9 12 83

P _twn 0 3 5 3 3 3 3 3 6 2 31

LUbe 0 2 1 0 0 0 0 1 0 1 5

C.tal 0 0 0 0 0 0 0 t 0 0 1

Sautdhem 0 0 0 0 0 0 0 1 0 0 

KgatIsog 0 0 0 0 0 0 0 100 

Sdbi-Fhikwo I0 1 0 6 2 3 2 2 18

Ngamiland 0 0 0 0 0 0 0 I I 1 3

1wane 0 0 0 0 1 1 0 0 0 0 2

Southeast 0 0 0 0 1 0 1 0 0 0 2

TOTAL 4 15 11 6 13 20 15 27 18 18 147



Tabe 11: F l Atee
rtaiee _btn b Yew nd reni

Me_im14 Av& P^Ft
(182 1991)

1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 TOTAL

Gaborone 164 162 145 II 4S6 471 219 S80 0 265 2.471

FhPtra nown 0 S2 83 0 191 371 0 0 388 32 1,117

Lebowez 0 39 58 22 38 151 55 47 163 22 S95

Sekbi-Phbiwe 0 96 178 79 S0 32S 56 28 3S 48 895

Southern 82 25 39 28 27 39 0 0 28 0 268

Southeat 0 30 124 0 44 77 Is 0 31 0 321

Kwenen8 2 8 22 75 71 0 0 0 0 0 178 I

Kgtleng 25 0 44 0 IIS 21 0 0 23 0 228

Central 4 75 170 0 83 86 0 0 0 14 432

TTrAL 277 487 863 215 1,07S 1,541 345 65S 668 381 6,507
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Taldol13: F 

NWmber of LonsAm ne

1989 to 1991 TO1AL

Caboros 4 2 3 9
Peanigown 0 0 1 1
SeiebilkwP e 0 1 3 4
Southern 0 0 1 1
Kgawlen.g I 1 0 2
Southa 0 0 I 1
Cental I 0 0 1
Pandanutapga 0 0 0 0

TOTAL 6 4 9 19

(989to 1991)
1989 99 1991 TOTAL

Gaborooe 458 49 0 507
Franci sown 0 0 216 216
Sehbi-Phikwe 0 206 707 913
Soudhern 0 35 0 35
Cadtleng 74 78 0 1S2
Southa 0 0 0 0
Cental 135 0 0 13S

Pandainatenga ~~~~~~~0 0 0 0

TOTA)l1dL 667 368 923 1,958

3989 to 1991)

1989 1990 1991 TOTAL
Gaborone 362 29S 207 86
Fanlistowna 0 0 207 207
Sdebi-Pikw 0 240 2,000 2,240
Soutemn 0 0 38 38

gAeng 100 80 0 180
Southast 0 0 0 0
Cnentrl III 0 0 111
Pandanmatenga 0 0 0 0

TOTAL 573 61S 2,452 3,640

1989 1990 1991 TOTAL

Caborone 6,178,823 5,30S,692 2,445,320 13,929,837
Fancistown 0 0 3,302,880 3,302,880
Selebi-Phlkwe 0 2,820,601 27,370,824 30,191,425
Suterm 0 0 1,019,364 1,019,364
Kgateg 664,448 1,118,714 0 1,783,162
Southa 0 0 1,91S,986 1,91S,986
Coental 2,330,240 0 0 2,330,240

Pmndarnatenga ~~~~~~~0 0 0 0

TOTAL 9,173,513 9,24S,007 36,0S4,374 S4,472,894

NOTE: From 1982 to 1988 some p1*1, m withdrawn, cancelled and others have not stated operatng.
Thee an citWin piqacb, 8 ooa4iaen and 6 joint ventue pqeo%ts.



T"b 14:- Film Ase eo rW
Grat A*k by Yewu and LgIoA

1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 TOAL

Sekbj-Phikw. 24,447 0 0 8,996 S05,734 26,027 13,610 123,846 23,934 111,716 838,310
Cbobe 2,892 492 3,455 1,469 26,307 8,103 2,610 32,224 180,285 111,087 368,924
Cald 83,925 4,201 29,S33 14,720 37,149 38,626 41,102 238,795 161,087 640,126 1,289,264
TUtu.t 11,240 1,828 28,SS1 8,267 7,458 8,460 0 0 10,688 248,84 325,336
Fancistown 20,097 14,075 53,928 25,902 1,394 31,628 11,361 61,000 287,474 t15,2Q0 622.0S9
Gaboroas 32,404 16,404 17,937 12,100 27.059 43,543 44,623 71,898 16,836 128,749 411,5S3
Gbanzi 0 37,239 13,043 20,742 91,530 11,077 35,291 78,234 118,368 64,184 469,708
Notdest 30,449 662 20,952 10,367 11,962 1,456 23,71S 28,258 246,283 230,517 604,621 0
Nganilaud 25,620 62,813 1,641,612 622,812 3S,194 6S,739 33,862 186,346 193,531 97,279 2,964,808
iwaneng 645 0 0 0 0 4,000 0 0 0 0 4,645
KSa&aUdi 41,650 0 11,060 3,878 4,363 0 4,410 0 323,144 295,546 684,051
Kgatleng 53,867 45,600 15,729 132,836 39,088 S4.376 90,973 345,568 400,818 SS6,97S 1,735,830
Kwenang 105,894 41,601 29,677 120,800 61,739 50,368 63,406 228,716 08,728 437,705 1,648,634
Labatse 0 0 4,237 25,435 11,607 37,87S 27,419 29,781 18,026 62,703 217,083
Souths 14,960 0 4,059 22,108 21,582 1,006 16,478 192,749 264,594 274,806 12,4
Southern 22,770 S2,S37 29,022 49,299 45,851 67,078 50,481 110,910 193,S70 319,226 940,744

TOTAL 470,860 277,452 1,902,795 1,079,731 928,017 449,362 459,341 1,728,325 2,947,366 3,694,663 13,937,912



Table tS: Fhww Aeio Pdicf
N_erw of rn Am" by YewS an qe

1982 1983 1984 17 1988 1987 1 989 1990 1991 TOTFAL

S.bOA.Phirme 12 1 0 1 5 6 6 10 S 8 25
azfid. 7 2 1 2 5 3 4 6 11 7 48
Contod 46 2 13 6 20 19 12 46 64 S0 278
TttrUns 12 4 5 4 1 2 0 0 3 17 48
Faucistowan IS 3 2 S 1 7 3 13 20 7 76
Gabone 14 11 19 6 7 10 9 11 2 8 97
Ghauzi 0 8 3 6 2S 4 10 25 22 10 113
iwarnea 1 0 0 0 0 1 0 0 0 0 2
KICsalaga 10 0 8 2 4 0 1 0 30 30 8S
Kgatdeng 16 1S 7 4 5 7 11 27 27 24 143 '0
Kwenmng 9 11 20 23 10 18 22 26 35 35 209
Lbotsn 0 0 1 7 2 4 3 4 2 3 26
Nortbhat 23 1 8 3 4 1 7 4 19 17 87
Ngamiland 9 17 6 18 27 18 9 25 23 14 166
Souhasbt 8 0 3 6 9 2 S 14 18 16 81
Southern 8 28 IS 16 20 22 18 21 24 23 195

TOYTAL 190 103 111 109 145 124 120 232 305 269 1,708



Ta 16: Flranda Asas Pdc,
Priected Einimeat by vr and

Sma Scale hwd Pr.oits
m982 to 1991)

1982 1983 1984 198S 1986 1987 1988 1989 1990 1991 TOTAL

Selebi-Phike 57 3 0 10 21 17 8 56 30 45 247
Chobe 11 2 3 4 18 7 4 18 57 26 t50
Centtal 129 3 52 19 63 43 38 142 268 200 957
Tutune 19 6 16 10 7 7 0 0 10 100 175
Ftancistown 51 12 17 21 1 23 IS 67 125 53 385
Gaborone 44 25 38 18 18 30 28 36 20 36 293
Ghanzi .0 27 8 14 66 10 41 87 71 32 356
Iwaneng I 0 0 0 0 2 0 0 0 0 3
Kgalagadi 36 0 16 3 14 0 6 0 97 98 270
Kgaleng 77 60 22 11 27 32 58 123 155 89 654 0
Kweneng 41 36 55 90 35 63 78 130 216 183 927
Lobatse 0 0 11 26 3 9 14 12 1O 18 103
Norlheast 56 2 44 13 14 1 30 25 75 66 326
Ngamiland 37 100 45 44 46 55 50 106 81 72 636
Southast 20 0 8 18 22 5 21 84 107 108 393
Souemr 20 80 38 48 62 55 63 72 118 105 661

TOTAL 599 356 373 349 417 359 454 958 1,440 1,231 6,536

NOTE: No awuWal employmeni data because of inatffiiea monitoig. Some projects are either withawn, canwclld or have
not asted operating.
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Table 17: FEliMWAsdste Plicy
Nlber gatMet Pttdected EAmnlotmi and Guds Cormmi

U SYbe Aoiutral Pbroiecls

Numbe'
of Projected Gont

Approvals Employmens Commited

dobounog 27 7S 289,918

Clhde 96 79 53.808

mabhalpy. 61 147 S39,409

Serowe 118 252 640,215

Tatusme 82 211 763,383

4Frulatown 15 63 59,663

K| tS1e 22 So 174,727

Kwaeon 63 149 462,0S6

Nordumu 69 227 587,763

NgamlnHd 300 472 667,798

Soutdern 193 59S 2.452,695

EPgiadi 67 121 546,733

Gabomone 7 20 37,650

Soudtb S2 141 613,045

TOTAL 1,172 2,602 7,888,863

NOTE: It is not posbibe to Sive dta by yeamn as the Ministry of Agriculture does not keep its records by years.



Table lt F a Aane Pev

am to WI9)

1982/83 1983/84 198S45 1985/86 1986/87 1987(88 19881(9 1989190 1990191 TOTAL

Sal Scale Capal Grat 149,122 448,403 371,0S8 528,004 710,198 917,325 911,768 2,188,703 5,398,884 11,623,669

Medium Scae Capial Gant 215,132 683,337 663,172 841,809 2,589.376 1,252,866 1,420,703 1,192,904 990,874 9,850,373

Large Scae Capiall Grant 0 0 0 0 0 0 0 986,722 1,882,960 2,869,682

Labor Caa by Case 0 208,364 816,477 1,S37,160 2,317,446 3,559,610 3,63S,S81 4,681,833 6,631,813 23,388,284

Labor Automtic 0 106,933 387,481 831,575 1,127,857 1,028,159 1,568,524 2,400,S89 1,113,963 8,S65,371

Sales Augmentation 0 83,178 276,908 561,984 733,557 1,436,099 1,266,383 1,256,067 2,853,003 8,469,179

Tax Holiday 0 0 141,071 266,868 490,154 1,076,649 394,482 684,873 1,332,238 4,386,333

Training 0 0 75,824 77,036 1,S91 33,103 14,866 8,718 64,381 275,521

Counsllor Scheme 0 1,070 11,940 29,320 22,800 20,420 13,650 16,126 4,980 122,306

TOTAL 364,254 1,533,287 2,743,931 4,673,756 7,993,179 9,324,433 9,227,957 13,416,827 20,273,096 69,5S0,720



ANNEX 4
NATURE TOU=ISM AND THE EW TOURISM POLICY

1. Nature tourism could also be developed based on Botswana's large tracts of undeveloped
land set aside as national parks, game reserves and wildlife management areas. With 70 per cent of
tourism-related jobs in rural areas, the tourism industry generally is a vital element in achieving a
countrywide growth of employment opportunities. Available facilities consist mainly of lodges, camps
and mobile safari operations in the Okavango swamps and the Chobe area. There is little information
on nature tourist movements, numbers, length of stay or spending patterns. Lack of such knowledge is
a serious defect of the regulation orientated tourism policy statement of 1990. The principal objective
of the statement is to increase foreign exchange earnings by boosting the numbers of high spending
visitors whilst actively discouraging low spending campers who come in by road from neighboring
countries. Other policy objectives are to increase taxation and licensing of tourist services and to raise
citizen participation in the industry as employees, operators and investors. The special characteristics of
nature tourism demand are not addressed, nor is there an analysis of the type of services required, or of
the tradeoffs between encouraging one type of tourist at the expense of another.

2. Despite the unique attraction of the Okavango delta ecosystem Botswana is not an
important single country destination in the international nature tourism market. The majority of eco-
tourists come to Botswana as part of the Southern African nature tourism circuit, combined with travel
to Zimbabwe, Zambia and South Africa. Tourists can make immediate comparisons between countries,
not only with respect to costs and the quality of services or facilities, but also with respect to attitude to
tourists among those coming into contact with them, from immigration officials onwards. Botswana still
has some relative advantages over competing nature tourism facilities in Zimbabwe and Zambia. For
example, there are no import constraints due to foreign exchange shortages, which means that appropriate
equipment, food and beverages required by tourists are readily available. Transport and communications
are also better than in Zambia. However, costs are already higher in Botswana compared with nature
tourism options in Zambia and Zimbabwe, as well as those offered by South Africa, Swaziland and
Lesotho. The imposition of sales tax could further reduce Botswana's competitive position. As for
proposed increases in profits taxation, experience elsewhere has shown that the most efficient way of
taxing informal nature tourism enterprises is to charge an annual operating fee. The fee is related to
capacity and to the length of annual opening, as an optional alternative to incorporation and company
profits tax liability, with its demanding bookkeeping requirements.

3. The tourism policy objective of encouraging arrivals of high spending visitors whilst
discouraging low spending campers requires reconsideration. There is no evidence of campers crowding
out high spending visitors in nature tourism facilities, so a reduction in the number of low spending
visitors is most likely to result in a fall in the total number of visitors, and a decline in total tourism
receipts. Evidence from other countries with important camping tourism sectors shows that today's
campers are often tomorrow's formal tourists. It is therefore important for Botswana to build up
consumer loyalty in this niche market as short-stay tourists from neighboring countries are likely to make
an important year-round contribution to tourism earnings in the foreseeable future. In this respect it is
also recommended that all visitors should pay the same camping fees to avoid one group (foreign visitors)
subsidizing another group (ocal visitors) in consuming a good (camping space) that is in limited supply.
Preferential rates for citizens and residents would continue for park entrance fees.

4. Citizen participation in the nature tourism sector is more a question of time and
experience than of legislative or regulatory measures. There are at present no barriers to new investment
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by citizens, but there is still a lack of skills. Small scale nature tourism enterprises worldwide are heaviy
dependent on links with individual international tour operators as, by definition, they do not have
marketing resources. lhis relatinship is difficult to break into unless there are big local tour operators
who have their own international connections and are prepared to work with the small local natu
tourism enterprises. As for employment in the nature tourism facilities themselves, they require people
capable of improvsation and adaptability above all else. These are skills which are acquired on the job
and it can be expected that Batswana owner-managers will emerge during the NDP 7 period, with a
decade of nature tourism expansion to build on. There is also a need for graduate naturalist guides,
preferably with language skills. Currently, most available guides are expatriates. Since Botswana still
suffers from a chronic shortage of graduate skills it would seem preferable, for the time being, to rey
on relatively cheap temporary immigrant skills than to impose restrictions on expatriates at a time when
Batswana graduates are more usefilly employed in other areas of the economy. Meanwhile further
resources are required for the Botswana Wildlife Training Institute in Maun, as proposed in NDP 7, to
increase the supply of skilled workers needed in the nature tourism sector and other wildlife-related
activities.



MAP SECTION
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