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Introduction

The era of post-colonial economic reconstruction in Africa has been a traumatic one.  The quest for mineral resources to feed the mills and factories of Europe after the industrial revolution had been one of the primary drivers of the colonisation of Africa and other continents in the eighteenth and nineteenth centuries.  The second half of the twentieth century saw the dismantling of European colonisation of Africa, but flung the continent into a political struggle between capitalist and socialist influences.  Again, the control of strategic mineral resources was a primary catalyst for the control of the hearts, minds and loyalties of post-colonial emerging economies.  This struggle, while at an international level was a so-called ‘Cold War’, was anything but cold in Africa.  Few African countries were spared from the struggle, either civil war between pro- and anti-Western/Socialist ideologies, or extra-territorial incursions by rebel groups, in both instances funded either by the Soviet Union or the United States, depending on the sympathies of the incumbent governments.

The demise of the cold war did little to alleviate conflict in Africa, and the struggle for political power by groups previously funded by the respective superpowers became less ideological and more mercenary.  The cessation of political sponsorship for rebel groups meant that these groups had to seek alternative sources of funding.  With formal economies deteriorated or destroyed by conflict, maladministration or failed experiments with socialism, the only means of securing funding was the control of easily won, high value mineral resources, primarily gold and diamonds.  Hence emerged the third era of struggle for mineral resources.  On this occasion the competition was internal and not external.  The issue of conflict diamonds has become one of the most debated and contentious global political issues of the last decade.

Fundamental to this contention is the premise that, on the one hand, minerals are fuelling civil strife in Africa and that these minerals, particularly diamonds, are bad.  On the other hand minerals are arguably the major hope for economic renewal in Africa in that they represent virtually the only forms of commercial primary industry that will risk high conflict zones and deep rural areas where infrastructure is thin or non-existent.  The debate is therefore not that simple.  A perfect example is the possible vilification of diamonds because of the atrocities in Sierra Leone, ongoing conflict on Angola and chaos in the Democratic Republic of Congo, all of which are funded by diamonds to a greater or lesser extent.

Africa is a minerals-rich continent and of its 50-odd countries, about twenty of these can be considered to be either existing minerals-based economies, emerging minerals-based economies or economies in which minerals can or could play a significant economic role.  

These countries are:

· South Africa

· Namibia

· Botswana

· Zimbabwe

· Zambia

· Angola

· Tanzania

· Democratic Republic of Congo

· Gabon

· Guinea Bissau

· Nigeria

· Ghana

· Ivory Coast

· Burkino Faso

· Sierra Leone

· Mali

· Mauritania

· Lesotho

· Swaziland

· Madagascar

· Liberia

· Central African Republic

Of these countries one finds those such as Tanzania and Mali which have healthy emerging minerals economies but have not yet reaped the full benefit of their mining industries, while Zambia is on the road to rehabilitating its mining industry, and can therefore be included in this category.  South Africa and Zimbabwe have mature and declining minerals industries but still have scope for minerals development.

Mozambique, Central African Republic and others have good prospectivity but are not yet at a point where they can be considered to be true mining economies.  

When examining the mineral and investment codes of these emerging mining economies, one finds that many of them adhere fairly closely to the guidelines set out by multi-national organisations such as MIGA and the World Bank.  However, there is one thing that is noticeable about all of these countries, but South Africa Botswana and Namibia and possibly Ghana: all of them view their minerals industries as being critically important to their economies, but few of them appear to give sufficient credence to the importance of the mining-related secondary and tertiary sectors related to mining.  There is little or no substance in most minerals policies or investment codes that gives equal weight to the development of the mining sectors and the process of gaining maximum economic benefit from the mining industries through encouraging the growth of these sectors.  

Of all of these countries, only South Africa and possibly Namibia has a truly diversified economy with respect to the coherent supply of goods and services to the mining industry.  Namibia has some vertical and horizontal integration into the secondary sectors, while Botswana has made marked efforts to diversify its economy on the back of its mineral revenues.

This paper will not attempt an evaluation of all of these countries and their investment incentives.  Instead, it will look at two particular case studies and extrapolate the experience that can be drawn from these into a generic discussion.

Minerals-driven Sustainable Development

The crux of the issue around diversification is one of minerals-driven sustainable development.  The principal premise here is that while minerals are in themselves a depleting, non-renewable resource, the mistake is often made of considering minerals industries to be unsustainable.  Without question, in themselves mines, and hence their industries, have defined lives.  However, mining is a robust pioneering primary industry in difficult arenas such as deep rural areas and zones of high conflict.  Typically, mining provides for the development of infrastructure and economic activity where few other sectors could or would venture.  In this sense it has the propensity to spawn or catalyse the development of direct and indirect secondary and tertiary sectors that could, properly planned and managed, be sustainable.

Sustainability within the minerals sector depends entirely on the ability of governments’ to:

a) plan their minerals economies in such a way as to maximise the development of mining-related secondary and tertiary sectors during the currency of mining operations;

b) encourage the development of non-mining related activities around mining service industries and mining infrastructure

c) in so doing, to diversify the use of mining infrastructure while it is being subsidised by mining sectors to the extent that the closure of the mines for which the infrastructure was developed does not cause its collapse;

d) actively encourage non-mining investment in mining regions to reduce the dependency of local, regional and indeed national economies on minerals and to simultaneously reduce the dependence on local infrastructures on mines.

The reality of the matter is however that most governments in developing economies are under-resourced for various reasons ranging from the lack of a firm tax base as a result of an under-performing or under-developed economy to the lack of economic planning experience and a dearth of well qualified economic planners.  In this sense responsibility for achieving these objectives lies not only with the governments themselves and those intergovernmental and development organisations that assist them in their planning efforts, but also strongly with a responsible private sector.  

There is a limit to what governments can do to attract sustainable economic investment where there is an un-natural incentive for companies to be there.  This paper will cursorily examine attempts in Botswana to attract investment into the Selebi Phikwe area through various mechanisms such as its Financial Assistance Plan and the results that this achieved.  

Mining projects are generally of fairly long duration and in the larger mineral regions, projects can persist for decades.  During this time it is contingent on mining companies to ensure as far as is possible that not only do they plan adequately for mine closure in the sense of physical rehabilitation, but also the post-mining socio-economic impacts.  These companies need to adopt strategies during the life of mine that encourages alternative economic activities in their areas.  These strategies could incorporate practices such as preferential buying from local companies as opposed to the sourcing of these goods and services from the home countries of the mining companies or from South Africa, as is common practice in Africa.  Another key area is the local outsourcing of services, particularly the in trades such as construction and maintenance, and to dovetail these with corporate social investment programmes to build business expertise in its dependent communities.  Unfortunately, more often than not this is not done.

Mining companies are not responsible for economic planning.  However, through cooperating with governments beyond providing for the statutory requirements of obtaining mining permissions, mining companies can possibly influence diversification of mining-related economies far more effectively than governments.

The respective roles and responsibilities in respect of planning for diversification around minerals industries is not clear, and it is the object of this paper to examine these.  Botswana will be used as a case study of a country with a mature minerals economy an where the government and the international community have made a concerted effort to diversify its economy.  

The Diversification of Minerals Economies

The diversification of a minerals economy can mean many things.  In the first instance it can be seen as promoting the exploitation of different minerals in a situation where a minerals economy is heavily dependent on either a single commodity or small suite of commodities.  

Secondly, it may be orientated towards diversification not only of the minerals economy itself, but also of the broader economy using the minerals sector as a basis or catalyst.  

These are the most common interpretations of diversification.  However, a third less commonly appreciated and far less obvious aspect of diversification is the use by governments of the rents or proceeds from a country’s minerals industry to promote structural change within both the economy and society.  This implies good governance and a mature, stable and corruption-free political regime and bureaucracy.  In Africa this is unfortunately the exception and not the norm.

Whichever form of diversification one considers, there is one golden thread that flows through all arguments: without good planning and constructive intervention on the part of government and the co-operation of the private sector, the wealth and economic activity that is generated by mining is short lived and the unmanaged aftermath of mining can be as destructive as the proceeds of mining were beneficial.

The most notable example of this form of diversification is Botswana.  The country has, over an extended period since independence and the subsequent establishment of its diamond mining industry, managed its mineral wealth carefully and has used taxes, royalties and dividend revenues to fund managed structural change within its economy, infrastructure and society.  The country has yet to succeed however in truly diversifying its economy to the extent that it is not critically dependent on its diamond revenues.

Botswana – A Case Study in Diversification Planning

Botswana has been chosen as the primary case study in this paper for two reasons.  In the first instance, Botswana is one of the prominent success stories in Africa.  It is politically stable and has a flourishing economy founded on diamonds, which account for 80% of the country’s exports, 34.2% of its GDP and 50% of its government revenues.

The mining industry as a whole provides employment for approximately 13 000 people.  The two biggest mining companies, Debswana and Bamangwato Concessions Limited (BCL), employ about 80% of these
.

Apart from being the world’s leading diamond producer, the country produces copper, nickel, cobalt, coal, gold and soda ash, albeit not at the scale of either its diamond industry or perhaps that of its immediate neighbours.

Investment Incentives

A remarkable aspect of Botswana in the diversification debate is the effort it has made at investment promotion.  The government is very active in its efforts to diversify the economy beyond mining and has implemented a wide range of investment incentives to achieve this end with instruments such as the Financial Assistance Programmes (FAP) and other initiatives.  

Financial Assistance Programmes

The FAP’s provide for the following incentives in establishing new businesses:

a) A direct subsidy of P1000 per job created;

b) Subsidies on unskilled labour wages from 80% in the first two years scaling down to 20% in the fifth and final year of the assistance;

c) Grants of up to 50% for approved training programmes

This programme has resulted in the establishment of at least two significant projects in the Selebi Phikwe Industrial Park:

· A garment factory employing 900-1000 workers; and

· A jewellery factory employing 650 workers.

As the FAP programmes have a limited 5-year duration, the future of these operations is in question, and at the time of writing, the garment industry was on the point of closure.

Other incentives

Other initiatives include the establishment of Export Processing Zones (EPZ’s).  Fiscal incentives provide for one of the most competitive tax rates in Africa.  It is interesting to note that the investment policy in Botswana puts forward a common investment offering to all sectors as opposed to many other mineral endowed countries that offer preferential treatment to mining companies.   All sectors qualify for the similar investment incentives.  

The efforts at diversification to date have been focussed on building the manufacturing base and developing the tourism and financial services sectors.  

Other incentives have been the institution of a highly competitive tax regime and a very liberal system of exchange control.  Company taxation is pegged at 25% while manufacturing companies are subject to only 15% taxation.  The marginal personal income tax rate is also very low at 25%.

Foreign exchange is freely available to investors for the procurement of goods and services and there are no institutional obstacles to the repatriation of profits. Investors may operate foreign exchange accounts at Botswanan banks.  

Export incentives also feature in the range of diversification imperatives.

Economic Growth

The country has seen three decades of real per capita income growth of more than 7 percent per annum on average
.  This is growth has been mineral-driven and is on a par with many other burgeoning emerging economies such as Korea and Thailand.  What is important about this growth in the context of diversification of minerals economies is that in the case of Botswana, the government has not had to use its mineral wealth to fund wars, fight rebel groups or shore up degenerated infrastructures and economies.  More significantly, it has consciously avoided the use of its wealth to fatten the country’s bureaucracy and has assiduously avoided the development of a kleptocracy as has been experienced in other countries blessed with mineral wealth. 
Prior to independence in 1966, the country was one of the poorest in the world with an economy which was primarily founded on cattle farming.  Other than this and a modicum of tourism, the Botswana economy was primarily a subsistence one. At this point agriculture accounted for 39% of the country’s Gross Domestic Product (GDP) compared to the current level of less than 5%.  Over this period the minerals industry contribution to GDP however has burgeoned and from a virtual zero base at the time of independence where mining contributed just 1% to GDP, it has subsequently risen to around 40% in the succeeding 34 years.  In the same period its contribution to State revenues has similarly risen from zero to 45% in 1995.  The bulk of this contribution comes from the diamond industry.

A singular cause for concern here is the effective reliance of the Botswanan economy on a single commodity, diamonds, and the consequent vulnerability to the vagaries of volatile commodity prices, negative pressure on luxury goods on downward trends in the international economy, the fickle fashion and luxury markets and public sensitivity to the conflict diamond issue.

Figure 1
	Sectoral Contribution to GDP
	89/90
	90/91
	91/92
	92/93
	93/94
	94/95

	Agriculture
	4,9%
	4,7%
	4,5%
	4,4%
	4,2%
	3,9%

	Mining 
	37,1%
	36,4%
	34,9%
	33,3%
	33,6%
	32,1%

	Manufacturing
	6,5%
	6,4%
	6,4%
	6,3%
	6,0%
	6,0%

	Electricity and Water
	2,0%
	2,0%
	2,0%
	2,3%
	2,5%
	2,5%

	Construction
	6,7%
	6,4%
	6,4%
	6,3%
	6,0%
	6,0%

	Trade and Tourism
	14,3%
	14,3%
	15,4%
	15,5%
	15,6%
	16,3%

	Transport
	3,6%
	3,8%
	3,9%
	4,3%
	4,1%
	4,2%

	Banks, insurances & Financial Services
	8,2%
	8,2%
	8,0%
	9,3%
	9,8%
	10,2%

	Government
	14,6%
	15,4%
	16,1%
	16,7%
	16,8%
	17,2%

	Social services
	2,0%
	4,5%
	4,4%
	4,6%
	4,6%
	4,6%


Secondary and Tertiary Sector Development around Mining

Secondary Sector

The contribution of the Manufacturing sector to GDP has in comparison remained relatively static and has in fact declined from a level of 8% in 1966 to a relatively steady 6% in the 1990’s, as has the construction sector.  By the same token mining has also remained fairly constant over that period, even declining marginally.  The Financial Services Sector has also increased over this period.  

A significant secondary sector component is the electricity industry, of which the largest consumer is mining.  The bulk of the country’s electricity generation is produced by Anglo American’s Morupule Colliery, supplemented by imports from South Africa and Zimbabwe.

This suggests that while the initial impact to diversify the economy seems to have been marked over the first two decades of independence, the measures introduced by the Botswana government have apparently lost momentum in the 1990’s.

However, one would perhaps have expected a greater degree of economic diversity after three decades of large-scale mining.  There are structural reasons for this that need to be examined.

These include:

· The proximity of Gaberone to suppliers of mining materials, equipment and consumables on the nearby Witwatersrand in South Africa;

· Trade agreements in the region;

· Unsuccessful attempts to establish downstream industries such as diamond cutting; and 

· The relative success or failure of fiscal and other incentives to encourage non-mining investment in Botswana.

Tertiary Sector

Government’s contribution to GDP has increased over this period, as has tourism.  Social services have remained constant, reflecting little change.

Policy Development

An important factor in this debate on planning for diversity is the very constructive approach taken by the government of Botswana in its broad (as apposed to sector specific) economic policy.

Equity Participation in the Minerals Industry

While this investment policy is broad, it is notably cogniscent of the benefits and limitations of the minerals sector.  Botswana is different from many countryies in that it not only participates in the mining industry through the gathering of taxes and royalties, but has established a co-operative and commercial relationship with De Beers: the government actually owns 50% of Debswana.  It is notable that its participation in this lucrative minerals enterprise has been without having to resort to the nationalisation strategies that have proved disastrous in other sub-Saharan countries.  

This equity participation has been offset against very conservative royalty arrangements.
The minerals rents resulting from the combination of royalties and equities drawn from Debswana are unquestionably the country’s principal source of revenue.  These have been cautiously used as a catalyst for economic growth.  The long-term development planning as reflected in the series of National Development Plans has ensured that these rents have been channelled not only into sustainable investment vehicles, but used for social and structural change. 

This has been the product of a high degree of fiscal discipline, which has made it possible for the independent central bank to accumulate substantial foreign exchange reserves, and pursue a disciplined monetary policy
.  Along with this discipline has been a concerted effort on the part of the Botswana government to develop trade policies that would encourage non-traditional exports and domestic import-competing production
. 

The National Development Plan

The importance of diversification of the economy using the revenues from its minerals industry is well recognised by the Botswana government.  It has systematically used these revenues to develop the country’s physical and social infrastructure that is essential for the diversification imperative.  This imperative is encapsulated in the country’s National Development Plan (NDP), a six-year economic planning framework that governs the country’s development programme that is now in its eighth revision.  The NDP specifically sets out to reduce the government’s (and the economy’s) exposure to volatility in the minerals markets by managing growth in government expenditure and hence smoothing out the impact of peaks and slumps.  This is achieved by using the investment of the government’s foreign exchange reserves which have served as a buffer for fluctuations on public sector income and spending.  These are generated primarily by diamond revenues.  The efficacy of this strategy was demonstrated in the 1980’s and later in the mid-1990’s when diamond prices slumped and the government had to use its savings to supplement public sector income.  However from 1983 to 1997 healthy diamond sales have ensured increasing diamond revenues, and these in turn have led to consistent budget surpluses every year during this period.

When one considers the NDP, a key aspect of the programme with respect to its promotion of diversification from the minerals sector are its very objectives.  These are:

a) Rapid economic growth

b) Social justice

c) Economic independence; and 

d) Sustained development

This philosophy has underlain all economic planning and has consequently embodied diversification as a fundamental principal of economic planning in Botswana.

Investment in Education

Another important aspect of indirect economic diversification is the government’s investment in education. Student numbers in schools and universities has grown dramatically since independence and ultimately it is the human capital that is going to determine the economic future of the country.

From a planning perspective the government is fully aware of the need to indigenise the mining industry through technical and academic training.  Its program of ‘localisation’ has seen an overall reduction in expatriate employment on the mines reduced from 13,3% to 4,27% from 1977 to 1995
.  More significantly, this period has seen a reduction in professional and technical expatriate staff from 74% to 27%.  The localisation programme has specific targets for further reduction in expatriate labour.

Other Policies

Other policies such as the 1972 Incomes Policy also attests to the Botswana government’s appreciation of the need to expand and diversify its economy in a conservative, measured and level headed manner.

Effectiveness of Botswana’s Economic Diversification Policies

In summary, the key to the Botswana Government’s success has not merely been the promotion of its minerals industry but the balanced and integrated approach to the use of the industry’s rents and revenues.  Behind this strategy was an appreciation by the government of the vagaries of mining: it recognised at an early stage in the industry’s development that it was not a bonanza and that the minerals industry over the long term was fraught with uncertainty.   

Investment in Infrastructure

Mining Infrastructure

In so far as the government’s attitude to mining-related infrastructure is concerned, the Botswana government has played, and continues to play a major role in supporting mining infrastructure in order to assist in the development of the mining industry.

An example of this was its investment of some P100m in roads, railways, housing, electricity and other infrastructure to facilitate the development of the Sua Pan Soda Ash Project in 1988.  The government has also been very active in the diversification of the Selebi Phikwe Township serving the BCL mining complex.

The formation of the Selebi Phikwe Regional Development Project is a manifestation of the Government’s will to assist in the diversification of mining infrastructure.  This organisation spearheads the establishment of manufacturing infrastructure in the town and assists in targeting potential foreign investors to occupy them.  Selebi Phikwe already boasts an impressive industrial park, the sole object of which is the industrial diversification of the Selebi Phikwe region.  The park was erected with the use of government loans from a SYSMIN facility granted to the Botswana government.  One of the very creative provisions of this loan is the redeployment of loan capital and interest repayments towards the development of industries and other development projects.

The project is primarily geared towards the garment and clothing accessories sector and is focussed at present on the employment of the women of Selebi Phikwe.  Ultimately a major objective of the project is also to provide post-mining jobs for former mineworkers retrenched as a result of the downscaling of mining operations or outright closure of mines in the area.

A primary instrument in this programme is the Financial Assistance Programme referred to above.  However, this assistance has a five-year limit for investors and factory closures are already being experienced as assistance is withdrawn.  There is thus an urgent need for a revision of such mechanisms for encouraging diversification, as they are clearly not sustainable.

Non-mining Infrastructure

A further manifestation of diversification of the economy through the government’s policy has been heavy public sector investment in physical and social infrastructure which has seen minerals sector revenues filter through into other sectors that are not directly mining related.  

At independence in 1966, there was little infrastructure to speak of: no telephones, electricity, water reticulation or sewerage, paved roads or formal housing.  Government investment in these utilities (housing, roads, power generation and distribution, water, communication and health services) has had a major impact on economic diversification.

This led to somewhat of an employment boom in the construction sector in the late 1980’s to early 1990’s.  This has subsequently declined.

The Role of Intergovernmental and Regional Treaties in Promoting or Inhibiting Diversification

Significant here are the General System of Preferential Trade (GSP), the incoming African Growth and Opportunities Act (AGOA) and the Botswana membership of South African Customs Union (SACU).

The oldest of these arrangements is the SACU treaty which works to the benefit of those members who import goods from fellow members i.e. shares in the SACU revenue are biased towards the net importers.  The growth of the mining industry and its concomitant increase in imports of mining equipment and supplies ensured that this treaty worked to Botswana’s benefit and considerably enhanced the country’s net rent from the industry.

South African Customs Union

One of the problems that the SACU arrangement has created however is for the promotion of mining-related secondary industry.  As it is a member of the union, Botswana is not in a position to take any import protection measures to encourage the development of local supplies of consumables materials and equipment for mining.  In this sense the customs union membership has mitigated against diversification on the back of minerals sector purchasing power.

General System of Preferences

The high GDP per capita in Botswana has led to a situation where the country is about to graduate from this particular arrangement at a time when the country actually needs it most in order to encourage the process of economic diversification away from the diamond sector. This points to the fact that the use of the GDP/capita indicator is not necessarily a suitable or optimal measure of the country’s economic well-being.  The fact that the development of the manufacturing sector is slow at best in relation to the country’s mineral wealth, it is clear that the mineral revenue is not filtering directly through to the private sectors or to the broader (non-mining) community.  

This means in effect that the majority of Botswanan private-sector citizens benefit only indirectly from the benefits of the diamond industry through public sector spending on infrastructure and services rather than from the direct economic stimulation of the industry.

The assessment of high GDP/capita is therefore somewhat misleading in that significant diamond revenues are being bolstering the GDP statistic but in reality are not directly filtering through to the secondary and tertiary sectors.  The revenues are instead reporting either to the government in the form of royalties, tax revenues or dividends, or to the De Beers private shareholders, the bulk of whom are outside of Botswana.  

This brings into question the use GDP/capita as the prime indicator or qualifier for treaties or agreements of this nature.

African Growth and Opportunities Act

The African Growth and Opportunities Act will exacerbate the problem created from the country’s graduation from the GSP programmes and the maturing of the five-year Financial Assistance Programmes in Selebi Phikwe.  It was the FAP arrangement that allowed the development of other activities such as garment manufacturing in the town, and it will ironically be a combination of the termination of FAP’s for the Selebi Phikwe projects and the implementation of the AGOA in neighbouring country’s that could cause their ultimate demise.

Employment Growth

A clear manifestation of the government’s success in its efforts to diversify the economy is the growth in employment of about 5% per year.  An important feature here is that 57% of the majority of new jobs created in 1997-1998 were through private sector employment, not by public sector expansion or government intervention through public works programmes.  This said, it is nevertheless necessary to appreciate that much of these new jobs are created by multinationals that are dependent on public sector spending in one way or another.

Small and Medium Enterprise

Another feature of employment creation is that there is relatively little employment in SMME’s compared to other African companies.  This is despite heavy government support for SMME development by the government.  This serves to demonstrate that it is contingent on individuals and private sector purchasing support for goods and services from SMME’s to promote employment creation in this sector.  No amount of government intervention can ensure the success of SMME’s and it is here that mines can play a major role in local economic development.

Exports and Foreign Exchange

Apart from the mining sector there is little supplement by other sectors to the mining sectors generation of foreign exchange earnings.  This is the acid test in any investment strategy and reveals a weakness in the Botswana government’s otherwise successful programme.

The Need for Further Economic Diversification in Botswana

Despite this bright picture, there is still much to be done in Botswana.  

Unemployment rates are still high despite the fact that the country’s GDP per capita is orders of magnitude higher than many of its neighbours (approximately US$3000 per capita in comparison to that of Zambia at US$300 per capita).   Poverty persists and HIV/AIDS is endemic in the country. 

GDP per capita aside, the diamond revenues have not been the universal panacea to Botswana’s ongoing socio-economic problems, and as indicated above, the GDP/capita rates are misleading.   Apart from direct employment and limited expenditure by the diamond mines on local goods and services, the economy of Botswana does not benefit as much as it could from its mining sector.

As has been discussed above, diamond revenues on the whole do not flow directly through into the economy.  Those proceeds that report to De Beers in Botswana are being used for local salaries on the one hand, but by far the bulk goes to the operating costs and on dividends.  Most of the De Beers goods and services are most probably imported, while, apart from the Botswana government, the vast majority of shareholders reside outside of Botswana.

That portion of the revenues that does accrue to government revenues is used for public sector employment and public works programmes but much of the return is reinvested as a hedge against the volatility of the diamond market. 

Ironically, it is likely that other forms of mining may well have a relatively greater direct impact on local and regional economies.  For security reasons, diamond mines tend to be more isolated from local communities, although this is not always the case.  Base mineral mining communities are far more likely to integrate into local social structures than diamond mining communities and hence be more amenable to economic diversification during the currency of mining operations.

Diversification Potential within the Minerals Sector in Botswana

One of the major advantages of the mining as a primary industry is its relatively high economic multiplier relative to other primary industries.  In South Africa, the generally accepted multiplier for the gold mining industry is 2,5.  A study into the minerals sands industry in Kwa Zulu Natal by the South African parastatal the Industrial Development Corporation (IDC) in 1995 showed the multiplier of the St Lucia mineral sands project to be as high as 5,8.  It is noteworthy that this assessment included the contribution of the informal sector to the local economy around the mine site.

These aspects have serious implications with respect to diversifying on the minerals base.  
Diversification from diamonds specifically is thus a priority for Botswana, and the country has other aspects to its minerals industry in base metals, coal and soda ash.   

The Botswana Government has long recognised the need to diversify the minerals economy itself, and has played an active role.  Of all the governments in Sub-Saharan Africa, Botswana stands out in its recognition of the importance that industrial development, based on its mining industry, plays in the nations economic future.  It realises that the diamond sector is unlikely to provide indefinitely the stimulus to growth that it has over the past twenty years and that there is an urgent need to diversify the economic base of the country.

Botswana desperately needs to diversify its minerals economy while the revenues from the diamond sector are still healthy.  This diversification has two major thrusts in the development of a non-diamond minerals economy and the optimisation of the benefits of the minerals industry through the growth of related secondary and tertiary sectors.  The closure of the country’s largest base-metal mines and the collapse of its dependent communities would deal a devastating blow to this programme of diversification.

Existing Operations

Bamangwato Concessions Limited

The largest of the base metal mines is a copper-nickel mine operated by Bamangwato Concessions Limited (BCL) at Selibe Phikwe in the North East of the country.  This project was beset with technical problems in the early stages of its life and these were exacerbated by low commodity prices juxtaposed upon a debt overhang.  These factors have seriously jeopardised the projects viability and it has had to resort to various programs of refinancing as a result of it not being able to service its debt.  

This has prompted the Botswana government to seek assistance from the European Union to rectify the structural problems limiting the mine’s profitability and constraining its growth.

In dealing with the issues around BCL, one is not faced with a simple case of individual project viability.  The mine employs some 5000 workers and is the mainstay of the economy of the large town of Selibe Phikwe as well as the northeastern region of the country of which it is the centre.  The closure of BCL will have a devastating impact on the social economy of Selibe Pikwe.  In addition to this the second major base metal project at Tati Nickel relies on the BCL smelters and the collapse of BCL will certainly threaten the viability of Tati.   

In addition to this the closure of BCL would also impact on employment at the Morupule Colliery, which supplies both electricity and coal to the BCL and Tati operations.

BCL is also a key participant in the education and training of Botswanan mining technicians and professionals.  Its closure would materially jeopardise the potential for diversifying the Botswanan minerals industry.

The implications of the possible failure of the BCL Mining Complex

At its inception in 1988, there were 200 recorded jobs in the town of Selebi Phikwe.  There are now over 7000 employed by 14 companies with a planned 4500 new jobs to be created by new projects in the area.  The closure of BCL could well jeopardise this.

The government thus has for many years had a vision for the diversification of the minerals industry in Botswana and the diversification of mining associated infrastructure. In this respect it has a clear understanding of the important role that BCL has to play in this process and the devastating impact that its closure would have not only on the local and regional economy of Selebi Phikwe, but on its entire programme.  

The critical question in considering the potential closure of BCL is whether the government should continue subsidising the mine to the extent of approximately P50m per year, or let the mine die a natural death.

The issues around the viability of BCL therefore go far beyond just the project viability itself, although this is naturally of paramount concern. Failure of the project will have far reaching socio-economic, investment and developmental implications over and above the obvious interests of the project owners and the loss of foreign exchange to the country. 

The actual direct financial cost to the government and impact on the economy could well exceed this subsidy significantly.   However, it is extremely difficult to assess the cost benefit of such subsidisation exercises, although an attempt to do this was made as far back as 1992.  Key considerations in such an exercise would be the loss of:

a) First order direct employment (mine employment on Selebi Pikwe or associated operations such as Tati Nickels Selkirk and Phoenix operations and the Morupule Colliery)

b) First order indirect employment (employees of goods and services to the mine)

c) Second order indirect employment (other associated secondary and tertiary employment in commerce, industry and government that would suffer as a result of the cessation of trading revenues or the collapse of mine subsidised infrastructure);

d) Personal income tax, rates and taxes and other statutory revenues from all of these employees;

e) Royalties;

f) Markets for SMME’s in Selebi Phikwe dependent on the mine and its secondary and tertiary sectors

g) Markets for the informal sector (although these are not as well established in Botswana as in most other African countries); 

h) Opportunities for the training, development and experience of skilled, technical and professional staff who could materially contribute to the efficient diversification of the minerals economy through the opening up of new mines by having a readily available pool of experienced labour; and

i) Macro-economic benefits such as Foreign exchange earnings and balance of payment surpluses.

Other impacts with real cost implications would be the increase in:

j) the need for direct government subsidy for infrastructure and services in areas previously supported by mining operations;

k) government economic support and development aid for retrenched mineworkers, their dependents and the other dependent communities suffering from the impact of mine closures;

l) environmental impacts of the return by retrenched mineworkers to a subsistence existence;

m) the increase in crime and civil disturbance created through the increase in unemployment in all sectors resulting from the closure of the mine; and

n) the direct cost of accelerating substitution activities.

The cost of closure of Selebi Phikwe could well outweigh the subsidy to keep it open.  

The government is currently assessing the viability of taking out SYSMIN loans in order to:

1. Improve mine infrastructure;

2. Increase the mines exploitable reserves and resources;

3. Increase mining efficiencies; and

4. Install new metallurgical plant to increase beneficiation efficiencies;

The Botash/Sua Pan Project

Apart from BCL and Tati, another major project is the Botswana Soda Ash project approximately 180 km north east of Francistown.  The project was initiated in 1988 as a joint venture between Anglo American, sister company De Beers and AECI, a South African chemical explosives manufacturer and went into production in 1991 at a total project cost of some P730m.

The project commenced on a bad footing when market conditions predicted at the feasibility stage of the project failed to materialise.  After continuous losses the company was liquidated in 1995 and the projects assets were transferred to a new company, Botswana Ash (Pty) Ltd, in which the government is the major shareholder with 50% of its equity.  The original private sector consortium has retained 42% of the equity with the remaining 8% being held by banking interests.

Despite its lack of planned performance, the company produced between P25m and P50m per year during its initial period of production between 1991 and 1995. It employed 550 people and along with its infrastructure, made a valuable contribution to rural development in its area, which hosts no other significant form of economic activity.  The project also contributed marginally to the country’s foreign exchange earnings.

The government of Botswana views the Soda Ash project as an important component in its diversification program, and is making every effort to revive the operation through its active involvement as a shareholder.

Morupule Coal

By coal mining standards, Morupule Colliery is not a large operation.   The key electricity sector relies on coal from Morupule.  Apart from this, the colliery supplies both Selebi Phikwe and Botash with coal for their operations. This makes the mine a critical component of the country’s mineral diversification equation despite its size and low product quality. 

Future Potential for Diversification

Prospectivity

Converse to these difficulties, Botswana is a highly prospective country and the potential for developing the non-diamond sector is good.  Exploration efforts are directed at establishing extensions to South Africa’s Bushveld Igneous Complex in Botswana for possible platinum deposits as well as extension of the Postamasberg manganese fields of that country’s Northern Cape Province.  Prospects for copper in the Ghanze district are also promising.

There are also other minerals that have some potential for exploitation.  These are:

· Antimony

· Chromite

· Fluorite

· Gypsum

· Graphite

· Kaolin

· Lead

· Limestone

· Manganese

· Silicon sands

· Silver

· Talc

· Uranium

· Zinc

In addition to these minerals there are extensive coal resources in Botswana, but the low quality and dearth of enabling infrastructure at this stage inhibits the immediate exploitation of these deposits.

Review of Government Policy and Codes

Aside from its own role in investing in the country’s base mineral sector, the government is undergoing a process of consultation with potential investors in the possible revision of aspects of the minerals and investment legislation that could possibly encourage more in vestment in the minerals sector.

Amongst measures under consideration are the facilitation of easier access to information on mineral deposits and a review of legal, fiscal and regulatory aspects of existing regulations.

Establishment of a Pool of skilled and Experienced Mining Skills

In countries like Tanzania where there has been little historical mining, there is a notable lack of mining skills and the industry in this country has almost certainly been retarded as a result. The development of such a pool of readily available skills is thus a primary consideration in planning the diversification of the mining industry.

The Potential Role of Development Aid Programmes in Realising Diversification of the Minerals Industry

Development aid programmes geared towards exploration has never been successful.  The United Nations Minerals Development fund for example has shown little material benefit after years of the programmes existence and many millions of dollars of development aid expenditure.  

However, this does not mean that aid programmes cannot be employed in the quest for economic diversification.  In the case of Botswana, while the base mineral potential of the country has been known for many years, there have been very few new discoveries and no significant new projects to speak of in the last three decades.  This has been a function of both the poor historical performance of BCL as well as the weak commodity prices over this period.  These factors have mitigated against major base minerals exploration expenditure in Botswana.  In these circumstances, development aid intervention in developing the country’s base mineral resources is vital.

There are a number of SYSMIN programmes that have been introduced to promote diversification of the minerals sector in Botswana.  These are primarily geared towards finding further base mineral resources to supplement the declining BCL reserves.   Incorporated in this project are a number of geophysical and geological surveys in Eastern Botswana, the Nocjane and Nosop sediment basins, the Ghanzi/Chobe fold belts and Western Ngamiland.  These programmes have been qualifiedly successful in increasing he understanding of the regional geology but have not actually resulted in the creation of new base mineral resources.  The programme has however succeeded in identifying approximately four million tons of additional ore for the BCL operations.  This will extend the life of mine by at least a year.

Conclusions Drawn from the Botswana Experience in Planning for Diversification

Botswana is effectively a single-commodity economy founded on diamonds.  The downscaling or collapse of the diamond industry through international economic depression, popular resistance due to the conflict diamond issue or other quirks of fashion fundamentally affects the entire economy.

Figure 1 above clearly shows that, in the event of a collapse of the diamond market, along with a possible loss of 35%-40% in mining GDP would go a large portion of the government’s contribution of 15-20%, a significant component of the Trade and industry contribution of 14% and a likely impact on the transport sector.  Any momentous negative fluctuation in the diamond industry thus has the potential to destroy as much as 30% to 60% of the country’s GDP.  Events in the 1980’s and the East Asian crisis in 1997 have already brought this fact home.  Current issues around conflict diamonds still have the potential to do real damage to consumer perceptions of diamonds, whether or not effective certification procedures for non-conflict diamonds are brought in.  

The Botswanan nation is extremely vulnerable to the volatile diamond market and this makes economic diversification not only a priority, but a survival strategy.

There is little question that it is the extent of prudent and mature government planning and constructive involvement in the minerals sector that has resulted in the demonstrable success of its policies and the country’s consequent sustained economic growth rate on the back of its minerals-driven economy. 

Botswana has effectively developed and implemented an economic diversification programme based on sound policy.  

This has primarily been founded on the employment of rents from the mineral industry in developing a diversified economy at a number of different levels.  These are:

1. Optimisation and maximisation of mineral rents through equity participation in the minerals industry in addition to revenues from royalties and taxation;

2. The investment of these mineral rents in infrastructural and human resource development that has resulted in the creation of economic activity not directly associated with mining;

3. Diversification within the mineral sector through a concerted effort to develop the base and industrial mineral sectors;

4. Active subsidisation of the BCL operations at Selebe Phikwe in order to mitigate difficult market conditions and prevent closure;

5. Active attempts to diversify the use of mining infrastructure in Selebi Phikwe to increase non-mining employment and economic activity;

6. Active programmes to prepare the mining community at Selebi Phikwe for mine closure and post-mining sustainable development;

7. Direct government contributions to the establishment of mining infrastructure at Sua Pan in order to enable and improve the viability of the soda ash project;

8. Direct government investment in the Sua Pan project when it experienced difficulties;

9. The institution of fiscal and other investment incentives to catalyse investment and its concomitant impact on economic diversification;

10. The constant review of mining and investment codes in consultation with investors in order to encourage investment; and 

11. The effective use of development aid to plan for enhance economic diversification rather than to prop up an overburdened bureaucracy or terminally-ill economy.

The following comments are pertinent to the diversification program:

· It would have been simplistic to look at diversification of the economy in Botswana purely through extrapolating supply and demand mechanisms in the mining industry to economic growth and the development of related secondary and tertiary sectors.  The country simply could not realistically diversify its mining-related secondary and tertiary sectors because of its proximity to the Witwatersrand, but other countries such as Tanzania may be able to do this.

· While Botswana has not been able to materially diversify its economy through those secondary and tertiary sectors directly related to the minerals economy, it has been able to do so by spreading the benefit of minerals rents by astute economic planning and mature economic philosophies and policies.

· This means that in planning for diversification of a minerals economy one does not necessarily have to look for direct relationships only, but should seek out the indirect relationships as actively.

· The limited success and questionable sustainability of the Botswana FAP and similar measures taken by the Apartheid South African government draws into question the efficacy of this type regional or spatially focussed grant-based incentive for investment.

· Furthermore, it has to be questioned whether mineral specific investment policies are achieving the desired effects or are they inhibiting the overall economic development imperative.

· Investment incentive schemes are good for creating investment, but unfortunately tend to attract the opportunities and not the serious investors.  Once the schemes mature, the enterprises created through the schemes tend to collapse.

· Trade treaties such as the GSP and AGOA can work against their own objectives because of the criteria they employ for qualification.

· Membership of customs unions and other trade treaties can work against the interests of economic diversification on the back of the minerals sector.

· It is important to look at diversification not only the sense of formal sector development, but also informal sector promotion.

· As has been demonstrated in Botswana Government intervention alone cannot ensure the success of SMME’s and it is here that mines can play a major role in local economic development.

· In addition to the policies themselves a critical factor has been a mature administration and strict fiscal discipline that has permitted the central bank to accumulate the foreign exchange reserves so critical to the success of these strategies.

· It is noticeable that while the diversification policies had a major impact in the first decade after the establishment of the diamond mining industry, the last decade has been fairly static, with little change in the GDP ‘mix’ and there being little correlation between the change in mining contribution and those of the other sectors.

· The real success achieved by Botswana is in its economic policy and economic planning in the face of many other geographical and political disadvantages.  Important in this respect that it was not a single policy, but a range of integrated economic and development policies encapsulated in the NDP that has worked.

· At the top of the food chain here is the country’s mineral policy itself which has directly generated the rents that have not only catalysed economic growth, but have underpinned the successful implementation of the balance of the country’s integrated suite of policies.

· The underlying philosophies of the NDP have embodied diversification as a fundamental principal of economic planning in Botswana.  This clearly demonstrates the effectiveness of integrated economic planning.

Fundamental Principals for Diversification Planning Emerging from this Case Study

Economic diversification simply will not happen without an active planning process involving government, labour and private sector interests.  In this sense, the planning for diversification goes far beyond the commonly accepted notions of:

· diversifying the use of mining infrastructure;

· promoting downstream and vertically-integrated minerals-based industries;

· planning for post-mining sustainable use of this infrastructure and well being of the community; and 

· the provision of investment incentives.

Diversification of the economy can take many indirect forms founded on the direct use of mining rents to:

1. Maximise the rents from mineral industries through constructive equity participation rather than relying purely on returns from royalties and taxation revenues;

2. Actively diversify the minerals sector itself;

3. Build a large and available mining skills base in order to facilitate the rapid development of mineral-based economic alternatives through investment in and support of appropriate training and educational facilities and programmes;

4. Invest in infrastructure that will enable the development of otherwise marginal mineral deposits;

5. Invest in existing mining-related infrastructure to diversify the economic use of this infrastructure during the currency of mining operations;

6. Invest in non-mining related infrastructural and social development programmes which will in turn generate immediate and sustainable economic activities not necessarily directly related to or dependent on mining;

7. Plan for and stabilise government spending though the judicious use of foreign exchange-based investment instruments to act as a buffer to volatile commodities markets;

8. Exert strict financial discipline to ensure adherence to these government spending programmes; 

9. Employ all available fiscal instruments to attract investment rather than resorting to grant based incentives; and 

10. Constantly review mining and investment codes in close consultation with potential investors in order to encourage investment by demonstrating a willingness to co-operate with investors. 

The key to success of this process will lie in:

11. Complete integration of the mining diversification strategy with other forms of economic planning;

12. Accommodation of the strategy in tax regimes and investment incentive schemes; 

13. Avoidance of spatially and regionally focussed grant based incentives – they do not work;

14. Close co-operation with private sector interests and civil society on all aspects of these plans;

15. Developing an understanding of the implications of intergovernmental and regional treaties and trade agreements on diversification strategies.  The benefits must be exploited in the planning and the pitfalls avoided;

16. Constant revision of diversification strategies to ensure that the momentum achieved by the resulting economic growth is maintained and does not slow down as appears to have happened in Botswana; and

17. The judicious use of development aid programmes such as SYSMIN to develop or enhance these strategies rather than their use for repair or treatment of inefficient bureaucracies or damaged economies.
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