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Executive Summary
Success at a Turning Point
Botswana has been one of the most successful countries in the developing world over the last 40
years by many measures. Incomes have grown at a sustained pace, poverty has fallen, and the
citizenry has become more educated. To be sure, poverty and income inequalities remain a
problem, but rising standards of living have meant a better life for this generation of Batswana
than any before it.
The question facing the country’s leadership is whether this commendable performance can be
sustained into the next generation. There are clouds on the horizon that cannot be ignored.
Diamond earnings, the life blood of decades of prosperity, have flattened out. In per capita terms
they are falling. Moreover, because revenues from diamonds going to the public sector have been
falling for more than a decade, a growth model predicated upon an ever-expanding state presence
is not viable. Diamond earnings accruing to the state for subsequent redistribution have peaked.
Employment and wages in the public sector have reached their natural limits as a share of GDP;
recycling revenues from mining into the private sector, either directly or through the financial
sector, has been inefficient with low social returns; and redistributive mechanisms to support
social safety nets are also likely be approaching their limits. The country confronts the challenge
of looking for new sources of growth outside of government.
Past efforts to use diamond earnings to diversify the non-mining economy have yielded only
partial success. To be sure, earnings have been invested wisely in infrastructure, health and
education, and so relative to most comparators in Africa, Botswana is positioned to do well.
However, the non-mining private economy lags the level of professionalism, skill development,
and productivity found in the diamond sector. Non-mineral exports as a share of the non-mining
economy are stagnant or falling. Exports other than diamonds are slow-growing, and remain
highly concentrated in a few mining products. Moreover, in comparison with other middleincome countries, new exports from Botswana have a higher probability of early death in foreign
markets – only 62 percent of new exports survive into the second year. Botswana’s exports have
a lower penetration of foreign markets importing the product it exports than Uganda. Meanwhile,
only ten percent of Botswana firms export anything at all. While some of this can be ascribed to
a productive sector of smaller less productive firms outside of minerals, even firms in Rwanda,
with its lower per capita income and much smaller firms, export more at 12%. To be sure, part of
this is due to the success of diamonds and to the inherent limitations of Botswana’s productive
structure, populated with small firms in a landlocked country.
Flagging policy momentum
But that is all the more reason why policy has to be actively supportive of the diversification
enterprise. Here, recent policy momentum does not inspire confidence. In survey after survey,
Botswana’s policy environment has fallen in global rankings of countries. According to the
World Bank Doing Business rankings, the WEF rankings of competitiveness, or other global
indices, Botswana has been slipping. This is not because Botswana’s policy environment is in
general deteriorating; rather it is that other countries – from Rwanda to Mauritius – have been
improving more rapidly than Botswana. While Botswana’s aggregate ranking with respect to
Sub-Saharan African peers, performance is poor is a number of areas of the Doing Business
index, such as trading across borders and dealing with construction permits. Less well known is
the fact that Botswana has also fallen behind other countries in some of the sectoral measures of
good policy. In tourism rankings, for example, lack of high-level attention has driven down
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Botswana’s attractiveness; in air transportation, the country has recorded worrisome scores in
several rankings associated with safety; and in ICT, Botswana has also slipped in the rankings for
broadband connectivity.
Part of the policy puzzle is that implementation of potentially beneficial policies is glacially slow
– such as the privatization of the BTC, implementation of SEZs, the one-stop shop for
investment, or the 24 hour border post. Of the 70 recommendations made in the BIDPA/World
Bank 2005 report on competitiveness, two thirds were never implemented and there was policy
reversal in ten percent of the reform areas. No doubt policymakers found some of these
recommendations unsuitable for Botswana, and that explains part of the lack of implementation.
But even the agendas supported by key government policy documents, such as the Botswana
Excellence Strategy, suffer from slow implementation and policy reversals. Indeed, one cost of
past success has been a lack of urgency in implementing new policies and may partly explain
flagging policy implementation. The lack of urgency has in turn allowed bureaucratic or political
interests to sidetrack policy implementation. While it is often not difficult to identify the barriers
to improving economic and social outcomes, the difficulty lies in finding the political will to
remove those barriers: continuing divisions among policy-makers regarding the path Botswana
should follow – openness or protectionism - have further slowed the impetus for reform. One of
the reasons to protect some industries in the country may be protection of jobs, but this can only
be achieved at significant costs per job created. Unless reforms enable Botswana to generate jobs
with high productivity, the protection of jobs in uncompetitive sectors cannot address the high
unemployment in the country. Limited avenues for communication and the exchange of ideas and
experience between government and the private sector may be another explanation, affecting
government’s understanding of the constraints faced by businesses and how to respond to them.
Today, with diamonds losing their dynamism, the search for new sources of growth is becoming
urgent.
It is against this backdrop that the Government of Botswana invited the World Bank to review its
efforts to diversify the economy.
A Strategic Vision
Botswana has considerable assets upon which to build a new basis for growth. Abundant mineral
resources, wildlife and natural attractions conducive to tourism, low labor-to-land ratios, and
good education indicators for its populace constitute important endowments. Moreover, its
culture and politics of low corruption is attractive to private investment in many activities. And
Botswana has created a participatory governance that anchors its policies in a framework of
political stability equaled in only a few other African countries. The country can harness its
assets to further develop its mining sector, increase value-added in minerals, build a diversified
services sector - including tourism, transportation services, and even air transport- and expand
niche manufacturing activities.
But to attain its potential, Botswana needs to attract and support players focused on the external
market. Firms focused on the small domestic market will simply not generate sufficient
dynamism and growth to substitute for a shrinking diamond sector. Botswana can do this by
differentiating itself with coherent incentives for firms to compete and export, liberal policies for
high-skilled immigration, foreign direct investment, and entrepreneurship, and by offering highquality, low cost electricity, telecommunications and other infrastructure. Key to this will be
using Botswana’s governance skills to implement more facilitating regulation to allow its firms to
compete more effectively in regional, and eventually, global markets.
One of the greatest comparative advantages that Botswana enjoys is its location next to the largest
market in Africa. Moreover, because of the customs union arrangements in SACU, it enjoys
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privileged access to that market. This creates the opportunities for Botswana enterprises to
participate in production chains and other new forms of international trade that have opened up
with falling transportation and telecommunications costs. Its location also puts Botswana at the
crossroads linking South African producers with the fast growing market to its North, and
throughout SADC. These advantages are not being exploited today as Botswana exports only a
very narrow range of goods to the South African market despite the fact that South Africa is a
major importer of a wide variety of manufactured and agricultural products, and one whose
imports have grown strongly year on year for the past decade. Second, for the goods that it does
export to South Africa, Botswana is a very minor player with a minute share of the South African
market. 1
To be sure, the country has only two million inhabitants. But small size can also be an advantage.
A few small niche exports can lift everyone’s incomes. One needs only to look at Singapore,
Barbados, or, closer to home, Mauritius, to realize that these countries grew at fast rates over long
periods by opening their markets to competition, and allowing a few firms to develop expertise
and skills that exploited their location and other advantages. Because Botswana is relatively
small, it need only develop a few activities that give its firms a competitive advantage relative to
South Africa.
Botswana can also build on its history of success in creating comparative advantage: its
management of natural resources in diamond mining has produced not only stable, high growth
for four decades, but with it a coterie of skilled engineers and managers that is world class in
mining expertise. Government policymakers have displayed a competence in negotiation with
foreign companies to obtain the very best from sectoral openness. This history provides the basis
for attracting greater foreign investment in future projects in copper, nickel, coal and other
minerals yet to be discovered.
All of these augur a bright future for Botswana. Doing this, however, requires implementing a
coherent program to raise competitiveness. Indeed, the program set out in Botswana Excellence –
National Strategy for Economic Diversification and Growth (BES, 2008) provides the basis for
this approach. The BES contains a vision of ways Botswana could harness globalization to
improve its competitiveness and drive diversification:
“The implementation of the Strategy and the Action Plan requires
Government to recognize the imperative of speedy diversification, as well as
an internationally competitive economy. For success to be achieved,
Government has to be prepared to amend, or even abandon, those policies
that may have proved to be unsuccessful in the past, and to embrace the
principle of openness. Openness, as used in this Strategy, relates to two-way
flow between Botswana and other countries in the context of: trade;
investment; information; technology; and skills flows as Botswana
integrates with the international economy.”
Implementing some of the suggestions in this report requires that the economic cabinet
collectively “own” the strategy. It requires mobilizing a cabinet-level consensus around the ideas
that competition can help drive productivity increases, that shielding enterprises and activities
from market forces most often drags down productivity, and that openness can be a driver of
diversification. A corollary is that government can play a supportive role in this process, and that
critical to the process’ success is for policy-induced price incentives and other policies to point in
a coherent direction in support of the diversification process.
1

The above notwithstanding, one of the messages of this report is also that Botswana's exports are highly focused on the South
African market. Clearly, expansion of Botswana's exports will also need to eventually consider expanding markets beyond South
Africa to the rest of the region.
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Implementing only a small part of a coherent program is likely to bear only small fruit. That is
because there is no single policy lever that, if pulled, will magically propel diversification. To be
sure, some policies are arguably more important that others – removing telecommunications cost
disadvantages, realigning industrial policies, and reducing costs and improving service in air
transport are among them. However, enacting even these measures will not realize Botswana’s
full potential and will have a much lower pay-off than would predictably result from the
synergies actions in all areas. For example, liberalizing air transport and improving tourism
management simultaneously produce a bigger “bang for the buck” than implementing only one or
the other. This underscores the importance of sustained leadership from the entire economic
cabinet, working closely with the Botswana private sector, to orchestrate this transformation. On
its success hinges the living standards of the next generation of Batswana.
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The Agenda: Align incentives, reduce services costs, and vigorously promote exports
Because of its natural endowments and relatively weak private sector outside of mining, the
Botswana government has to play a more vigorous role than in other middle-income countries.
But this role has to be fundamentally different than in the past. Rather than trying to create
domestic industry by attempting to shield it from competition, the government has to focus its
efforts on (a) designing incentives that use price signals and competition to encourage exports, (b)
reducing the costs of services inputs into Botswana industry by using the regulatory power of the
state to– either by widening the scope of competition in services or deploying its direct regulatory
power; and (c) promoting exports of both goods and services with pro-active policies that assist
the private sector in identifying markets, developing latent export potential with advice and
carefully targeted subsidies, and providing the necessary infrastructure and access to factors of
production (such as land).
This report provides deeper diagnosis and policy options in all three areas –aligning incentives,
lowering costs of services inputs, and promoting exports -- in remaining chapters. For example:
•

The government spends some 3 percent of GDP to subsidize industrial development (see
Chapter 2, Table 9, for a summary of the estimated cost of subsidies) – but half or more
of these funds go to declining or import-substitution sectors rather than toward
developing dynamic, modern export sectors, and most programs contravene the basic
principles of effective industrial policy, lacking transparency, monitorable indicators of
success, and sunset clauses.

•

Unilateral protection in dairy and poultry has taxed consumers for decades and forecloses
export options in neighboring markets.

•

SACU tariff policy, where Botswana could have greater voice if it were to invest in
technical capacity and data, systematically raises the cost of inputs into Botswana’s
manufacturing sector by an estimated 10 percent, weighing down the country’s
productivity and competitiveness in foreign markets; the trade regime is heavily biased
against exports; for some 30 percent of their consumer goods, Botswana consumers pay a
mark-up associated with a 40 percent tariff; the trade regime effectively taxes Botswana
producers and consumers to support less- than- internationally- competitive businesses in
South Africa.

•

Parastatals in beef, telecommunication, air transport and development banking absorb
resources, drive up the costs of network services, and drain competitiveness from
agriculture, manufacturing and service sectors, tourism, and the economy as whole. For
example, Botswana pays a mark-up on its access to the fiber optic cable that penalizes its
consumers, and then compounds this with an excessive regulatory fee to finance the
regulator.

•

Regulation in trucking services, professional services, and administration of visas and
work deprives Botswana of low transportation costs and access to skills it needs to
develop its export potential. Cabotage transit rules, lack of VAT harmonization within
SACU as well as its administration at the border, and trucking standards raise the cost of
Botswana exports and imports.

•

Export promotion efforts in Botswana are dispersed across a wide array of agencies, and
BEDIA, despite recent progress, is unable to coordinate export promotion and
development activities. Only recently has it been given a mandate to include services
exports, arguably the most dynamic export sector.
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In each of these areas, the report suggests policy options to help advance Botswana’s
competitiveness and diversification agenda. At the most general level this report focuses on the
following major challenges:
•

Adopting industrial policies that create incentives for exports and efficient imports. The
analysis in Chapter 2 suggests that industrial policies by and large are not fully aligned
with competitiveness objectives, but rather are dispersed across programs to support
import-substitution industries and declining activities rather than dynamic export
industries.

•

Adopting trade policies that use price signals to create incentives to produce for export.
The analysis in Chapter 3 illustrates how SACU trade policies and Botswana-enacted
unilateral non-tariff barriers as well as services trade restrictions interact to create a
substantial anti-export bias, undercutting Botswana’s competitiveness.

•

Adopting policies to reduce high costs of trading and of key backbone services. Chapter 4
shows that state monopolies, regulatory restrictions, and state institutions drive up the
costs of telecommunications and air transport.

•

Promoting new investments to create new dynamism in traditional sectors. Chapter 5
points out the decline beef sector could be at least partially reversed through new
programs and restructuring the BMC. It also discusses ways to reverse lost policy
momentum in tourism and realize sustained growth in Botswana’s tourism industry.

•

Reinvigorating efforts at export and investment promotion. Chapter 6 elaborates on the
positive role the government can play in export promotion and the investment program,
and makes suggestions about ways the government can enhance BEDIA’s role in these
areas.

The next sections elaborate on these themes. The Executive Summary concludes with a matrix
summarizing key policy reforms in support of Botswana’s competitiveness and diversification
agenda.
Industrial policies for competitiveness and diversification
Industrial policy refers to the array of subsidies, tax expenditures, and other policies that
constitute the incentives for private firms to engage in new productive activities. The major
incentives in Botswana are subsidies to parastatals, to agriculture, and to investment promotion.
Botswana spends three percent of its GDP on such policies. This amounts to about 7.5 percent of
government spending, more than total public spending on health (which represented 6.6 percent
of central government spending in 2011/12).2 This figure reflects only the actual or imputed
costs to government. There are significant additional costs to the economy, including the costs of
inefficient regulation in foregone growth and jobs. In addition, Botswana implements a number
of trade restrictions whose costs are high and largely borne by Batswana consumers.
Parastatal subsidies have kept the cost of some utilities, in particular electricity and water, below
economic costs. This may well be justified as a support to Botswana businesses competing with
firms, e.g. South African firms, whose electricity tariffs are subsidized.3 The BPC subsidies as
currently structured, however, make it more difficult for private sector firms to move into power

2

These are estimates of expenditures by the Ministry of Health and the National AIDS Coordinating Agency (NACA) in 2011/12.
However, with substantial increases in electricity tariffs in South Africa in recent years, the differences with Botswana tariffs have
diminished and nearly disappeared. Average tariffs in South Africa are projected to reach US¢ 7.7 per kWh in 2012/13, compared to
about US¢ 7.6 per kWh in Botswana today.
3
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generation. An immediate priority would therefore be to examine whether these large subsidies to
the power sector actually promote diversification and competitiveness – and if so whether they
could be structured in such a way as to encourage rather than hinder private investment in the
power sector. More importantly, subsidies to parastatals do not always keep the price of key
inputs low. They often entrench inefficiency, placing a drag on productivity and on export
industries. A clear example is Air Botswana, where high subsidies, combined with restrictions on
market entry, have limited the supply of air travel services and enabled the company to maintain
high prices. This is a major disincentive to investment in the tourism sector and elsewhere.
Subsidies to the Botswana Meat Commission have had a similar effect on beef exports.
The two major agricultural subsidies in place in Botswana are the provision of veterinary services
to cattle farmers (and indirectly to beef industry) by the Department of Veterinary Services
(DVS) and the ISPAAD program which subsidizes arable farming. Veterinary services to enable
producers to meet the EU’s sanitary and phytosanitary standards (SPS) account for the majority
of DVS costs. Despite these expenditures, Botswana lost access to the EU beef market in January
2011 due to a failure to meet SPS standards. Whether the benefits to Botswana of higher EU
prices exceed the costs of compliance measures has never been subject to a thorough evaluation.
Regarding ISPAAD, the subsidy cost of BWP 230 million a year compares with total value added
in the crop sector of BWP150 million in 2010. ISPAAD has not succeeded in lifting crop yields
to anywhere near commercial viability, and has been ineffective at raising the living standards of
the rural poor. Half the beneficiaries are in fact absentee urban residents.
Tax expenditures (i.e. reductions) are another incentive employed in Botswana’s industrial policy.
The costs of tax expenditures are low (the loss from the concessional rate on manufacturing is
about two percent of non-mining corporate income tax), but the benefits are low as well.
Manufacturing tax concessions have not had a noticeable impact on the growth of the
manufacturing sector, whose share in GDP has fallen from 5 percent in mid-1990s to under 4
percent in 2010. More important from a competitiveness perspective, a considerable portion of
these tax concessions supports declining sectors rather than new dynamic industries. Even in the
case of the IFSC, where tax concessions have been successful at attracting companies to
Botswana, given the small size and slow growth of the IFSC, the incentive cannot be regarded as
particularly successful.
Within SACU, Botswana has introduced a number of restrictions on trade to protect specific
industries (such as poultry and UHT milk). The contradictions entailed in this policy are starkly
illustrated in the case of poultry. Import restrictions have been in place for 31 years and have
supported the emergence of a domestic poultry industry that has made the country largely selfsufficient, and has created about 4,500 jobs. However, the price of poultry is 35 percent above
the price in South Africa, representing a substantial loss of consumer surplus (estimated at P500
million, or around 0.5% of GDP) and a very high cost per job created (around BWP 125,000).4
Although some producers have been exploring the potential for exporting to the EU under the
EPA agreement, the EU would not grant duty-free entry with these import restrictions in place.
Similarly, infant industry protection for UHT milk has stimulated the establishment of a local
industry and job creation, but with a very high cost per job created. Trade protection comes at the
cost of higher prices to consumers (and as with poultry, this mostly impacts on lower-income
groups), and with little or no export potential while protection continues. The protected industries
are unlikely to be competitive with imports once protection is removed. Such measures are not
4

Grynberg, 2011
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subjected to thorough assessments, and what assessments take place pay little attention to the
interests of consumers or the impact on competitiveness.
In sum, Botswana’s current industrial policies do not adequately reflect competitiveness and
diversification objectives. A clear sectoral bias results from the structure of tax concessions and
direct and indirect subsidies, which generally favors declining activities over emerging ones,
import-substitution over exports, and manufacturing and agriculture over services. The results
have been disappointing. Manufacturing and agriculture have stagnated, and indeed have shrunk
as a portion of GDP, and there is no evidence that favored sub-sectors, such as textiles and
garments and crop farming and cattle rearing have grown more rapidly as a result of concessions;
in fact they continue to struggle.
Beyond their impact on competitiveness and diversification, the costs of these incentives and
subsidies are very significant. In an environment where the overall level of government
spending has to be reduced to achieve sustainability as mineral revenues decline, all areas of
government spending need to be critically examined in order to determine where spending could
be reduced. There is therefore a critical need for evidence-based policy evaluation of all
programs, incentives and subsidies. This in turn requires appropriate quality data, which is often
unavailable or difficult to access. These are essential elements of well-designed industrial
policies. Transparency, providing subsidies only to new activities, and having clear criteria for
success as well as sunset clauses on subsidy and incentive programs are other important
guidelines.
The Trade Regime and Disincentives to Export
Much like industrial policies, most governments use border barriers to tilt the playing field in
favor of some activities, using the price system to channel private investment into particular
areas. However, favoring some activities comes at the expense of others, so while industrial
policy through subsidies and tax expenditures is paid for by taxpayers, tariff policy comes at the
expense of raising prices to consumers and non-beneficiary industries – and reducing their
competitiveness. Trade policy therefore needs to be carefully evaluated for its impact on
domestic firms and their ability to grow and compete. Botswana’s trade policy has four
dimensions that affect its export diversification potential: SACU tariffs that convey price signals
to its producers; Botswana’s own unilateral policies at the border through nontariff measures;
unilateral and regional policy toward services; and regional initiatives to increase market access
abroad.
In Botswana, the trade policy regime is stacked against export diversification. The SACU tariff
schedule, and in particular the high tariffs on intermediate inputs, discourages exports and
encourages production for the local market instead. The bias in favor of selling manufactures of
final goods in the domestic market amounts to a 46 percent premium relative to selling in foreign
markets. Firms in Botswana are disadvantaged by having to purchase inputs from the region at
prices inflated by the value of the tariff. Manufacturing firms in Botswana source 85-90 percent
of their imported inputs from South Africa. If these inputs were sourced from other countries,
where the SACU MFN tariff applies, the average tariff on the import bundle would be 10.6
percent. Botswana firms are paying a premium on these imports, costs that put them at a
disadvantage in global markets. Income losses for Botswana from the tariff schedule are offset
by the favorable distribution of revenues from the SACU tariff pool, which find their way to
private consumers in the form of public sector wages and to producers who sell to or receive
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subsidies from government. Nevertheless, the overall effect is to undermine the long- term
competitiveness of Botswana’s private productive sector. The most frequently cited rationale for
these tariffs is jobs; this comes at a tremendous cost. It has been estimated that consumers in
SACU, including in Botswana, pay US$280,000 per job created (Edwards and Lawrence, 2008).
Within SACU, Botswana’s use of unilateral border protection, mainly for agriculture, has failed
to spur diversification – in fact it has mired activities in the domestic market that might otherwise
become export industries. Similarly, unilateral policies toward services has generally prevented
for Botswana from harnessing competition from regional or international companies to drive
domestic productivity gains – rather with the consequence of protecting established monopolies
in professional services, air transport, and telecommunication. While Botswana is relatively open
in retail banking and retail trade, it is much more restrictive in professional services (notably
accountancy and legal services), transportation and telecommunications. These restrictions
contribute to scarcity that raises the costs of providing key services: skills premia for accountants,
on a PPP-adjusted basis, was higher in both Botswana than in the US or Germany; engineers
enjoy a skill premium second only to the United States. In addition to generating political
pressure to maintain the restrictions, these higher costs undermine the competitiveness of
Botswana enterprises. To make matters works, while these conditions imply high pay-offs to
employing foreign professionals, obtaining work visas and permits can take up to six months
rather than the target time of two weeks.
By and large market access associated with high border barriers does not appear to be a problem
limiting Botswana’s export diversification. Nevertheless, a number of important issues affecting
Botswana’s access to countries in the region remain, and are best addressed through regional
trade platforms in SACU, SADC, and COMESA. These include: reducing inefficiencies in
transport, customs and logistics; harmonizing fiscal arrangements to reduce the need for border
checks; removing restrictive rules of origin that limit the benefits or preferential trade; consider
eliminating other NTBs that restrict opportunities for regional sourcing, including trade permits,
exports taxes, import licenses and bans; harmonizing standards; and promoting the mutual
recognition of professional qualifications. Of all regions in the world, Southern Africa has the
lowest indices of intra-industry trade; in other words, there are virtually no supply chains that
connect countries in the region. Removing the restrictions that impede trade within the region is
a key step in beginning to address this state of affairs.
Even though Botswana does not unilaterally control its trade policy because of its membership in
SACU and SADC, the government can take steps that will over the long run markedly shift
incentives in favor of greater competitiveness. Creating capacity within government to advocate
effectively for trade policies in the country’s interest is essential. Equally important is the
discipline of conducting a full evaluation of the costs and benefits of any new proposed trade
measures. Continuing to improve cumbersome customs procedures, revamping import and export
licensing, quota arrangements and import prohibitions, and reviewing the need for import permits
with a view to removing this requirement for all but a limited number of commodities would ease
the cost and time burden on exporting firms. A review of services restrictions with a view to
greater liberalization to spur competition, lower costs and increase exports is also needed.
Reducing the Cost of Backbone Services
An essential, commonly-found, ingredient for a successful diversification strategy is the reduction
of the costs of production in the new traded sectors to help to spur efficiency and encourage entry.
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Telecommunications, air transport and trucking are key services sectors that, while they may
represent growth sectors in their own right, also constitute important inputs into the production of
other traded goods and services. Yet in Botswana state monopolies and regulatory restrictions
have driven up the costs of these services. Botswana needs to compensate for being landlocked
with world-class telecommunications service and infrastructure, and air transport and trucking
services.
The ICT Sector. Unfortunately, whereas it was once considered a star ICT performer among
developing countries, today sector reform is incomplete and Botswana is falling behind other
countries in terms of growth rate, prices and the contribution of ICTs as a driver of innovation.
The price and quality of internet service is uncompetitive and uptake extremely low. High prices
are in part to blame for this decline, with the high cost of ICT in Botswana being most
pronounced for broadband Internet. Today, Botswana’s ICT infrastructure and services are not
sufficient for applications that would require a high bandwidth for data transfer and costs are
high, hobbling the country’s efforts to compete and diversify. The challenge is to create an open
and competitive, market-based infrastructure, with prices low enough for experimentation,
innovation and broad access.
Even as international connectivity has improved with the arrival of the EASSy and WACS
submarine cables, progress on introducing competition in ICT in Botswana has lagged, and policy
bottlenecks remain. The underlying reason for Botswana’s disappointing ICT performance is the
misplaced protectionism of the fixed-line incumbent operator, the Botswana Telecommunications
Corporation (BTC), which has hampered competitive behavior in the Internet segment of the
market. To resolve this, privatization alone may not be sufficient. Reform will need to ensure
competition across all segments of the business: in international connectivity, regional
connectivity, switching/routing, xDSL/cable networks, and retail services as well as the domestic
backbone. Key to ensuring competition is liberalizing the local loop to promote competition
among operators, and encouraging infrastructure competition in the domestic backbone through
providing easy access rights of way.
Air Transport. Minimal competition, poor connectivity and high fares characterize air transport
in Botswana. The state-owned entity, Air Botswana, is the only carrier permitted to operate
scheduled domestic services in the country, and there is very little competition on international
routes. Policy-induced limitations are exacerbated by the small volume of air transport in
Botswana, with fewer than 790,000 passengers in 2011. Tourism, financial and professional
services, the newly expanded diamond trading activities and other economic sectors that depend
on reliable and affordable air transport services are hurt by the current state of the sector. Efforts
to further liberalize the air transport sector are essential if the air transport sector is to make a
meaningful contribution to competitiveness and diversification in Botswana; Botswana should
consider the granting of 5th freedom rights as part of its bilateral agreement with other countries;
this would encourage the establishment of foreign carriers of long-haul connections between
Botswana and foreign destinations. Domestically, opening up cabotage to “on demand” (say
charter) services is an option to stimulate competition. Establishing a clear framework for
regulatory oversight of airport and air navigation services is a necessity, by clearly separating the
Civil Aviation Authority of Botswana’s (CAAB) role as regulator of the sector from its role as a
service provider. Finally, commercial considerations should play an important role in
determining the viability and continued sustainability of the operations of Air Botswana.
Although Air Botswana’s mandate extends beyond maintaining commercial operations to linking
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rural communities, its de facto monopoly over the scheduled segment of the domestic market has
not served the economy very well.
Creating New Dynamism in Traditional Sectors
Beyond mining, Botswana has enjoyed important export success in the beef and tourism sector.
Yet in both areas, Botswana has lost policy momentum and neither sector is contributing up to its
potential towards Botswana’s efforts to compete and diversity. The beef and livestock sector is in
crisis, and unless determined action to reverse the slide is taken, the continuation of beef exports
may well cease in a decade or so. The growth of tourism has also declined, and Botswana is even
losing shares in the SADC market. Dispelling the complacency that appears to have descended
on the sector is critical to realizing sustained growth in Botswana’s tourism industry.
The cattle and beef sector plays an important role in Botswana’s economy and society. While its
contribution to GDP has declined over the years and is small today, it is important as an export
and for rural employment and livelihoods. It is a sector, however, which has become less
competitive over time, with declining exports and rising costs, and which is not living up to its
potential as a source of growth and economic and trade diversification in Botswana. The latest
blow has been Botswana’s loss of access to its largest and most remunerative market. This is a
manifestation of a number serious challenges affecting the sector, including declining production
and yields, a poor incentive structure partly due to lack of export competition and a monopoly
structure, the high cost structure at the Botswana Meat Commission (BMC), and large,
ineffective, inefficient and poorly targeted government subsidies. While external constraints such
as drought and disease have impacted the sector, many of the problems are policy failures.
First, improved productivity of both commercial and communal cattle-raising is necessary. A
major long-term problem facing the cattle and beef sector is the declining standards of technical
cattle productivity, leaving ever lower beef surpluses for export. For improved productivity,
management levels will have to increase drastically. One option to increase the management
levels is to organize the farmers into associations with common management, training and
extension and joint purchase of services, goods and joint marketing so as to develop economies of
scale. Second, lifting the ban on non-BMC beef and live cattle exports is essential to the viability
of the sector. Farmers are poorly served by the current system where they only have access to the
BMC and local butcheries to the exclusion of more profitable export markets such as South
Africa and others. Without the liberalization of non-EU exports, there would be few pressures on
the BMC to offer producers real export parity prices, or to rationalize its costs. Third, to enhance
profitability and allow BMC to live up to its core objective – maximizing revenues for livestock
producers – the overhead costs of slaughter and processing will have to be reduced drastically.
Reducing the number of cattle slaughterhouses from three to two would go a long way to
achieving this. More broadly, the BMC should be restructured into a federation of local and
specialized cooperatives, whose main objective is to maximize farmer incomes. Fourth,
addressing the rising maintenance cost to the national budget of the license to export beef has
become a priority, one that can be resolved by initiating a system of cost recovery. The
elimination of subsidies to the production of food grains is an element of this, as is shifting to
farmers those costs that are private in nature, including some veterinary services. Finally,
diversification of exports to new markets seems inevitable for the viability of the beef and cattle
sector whether or not Botswana pursues renewed access to the EU beef market. A quick, accurate
study is needed to compare Botswana’s costs of compliance with EU regulations against
incremental revenues due to EU access, and then a time limit should be set for regaining access to
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the EU. If justified by the study, the heavy public sector costs of measures put in place to ensure
EU compliance would need to be curtailed, and export focus shifted to other markets. And
being a high cost producer, Botswana needs to work towards branding its product and ensuring
access to high price niche markets.
Tourism is one of the few non-mining sectors in Botswana that has grown faster than overall GDP
over the past decade, and is a major contributor to the economy, both in terms of the jobs it
creates (18,500 direct jobs and 45,000 jobs that are indirectly supported by the sector) as well as
the export revenues it generates. Yet it is showing signs of sluggishness, with average growth of
only 1.3 percent over the past five years. Botswana is losing market share to competitors within
SADC, and has declined in the ranking of the World Economic Forum’s (WEF) Travel &
Tourism (T&T) Competitiveness Index (TTCI), dropping 12 slots to 91 (of 139 countries)
between 2010 and 2011.
Poor growth in the sector is largely attributable to a failure to diversity Botswana’s tourism
offerings and in particular to attract more foreign independent tourists (FIT), a fast-growing
segment fuelling much of the tourism growth in SADC. The absence of an approved policy
framework for development of the sector is another problem. Opportunities for investment have
been hindered by difficulties in access to land, which is a particular constrain for new entrants
into the industry. Moreover, the Botswana tourism brand is not well defined, and the perception
remains that Botswana is a low volume, high value destination, a perception at odds with the FIT
market that is driving much of the growth in the region. Skills and knowledge gaps also hamper
industry growth, and are exacerbated – as in other sectors – by the difficulty of hiring foreign
labor. This represents a major challenge for businesses struggling to maintain high quality
standards critical for success in a highly competitive industry. Beyond strengthening sector
institutions, skills and infrastructure, reforms in a number of supporting sectors – including air
transport and ICT are needed if tourism is to attain its potential and play a more vital role in
Botswana’s diversification efforts.
Promoting Exports to Spur Diversification
For a middle income country, Botswana’s export pattern is unusual: comparatively few firms
export (10 percent of the total), these exports reach only a relatively few markets (Botswana sells
in only 2 percent of markets that import its products) and the survival rate of new exports in
foreign markets is on average unusually low (only 40 percent survive into a second year).
Improving these statistics fall in large measure on the shoulders of the export promotion agencies.
Export promotion agencies confront several challenges. Coordinating the dozen or so agencies
whose mandate is, directly or indirectly, related to export diversification, is one. A second
challenge is establishing the right balance of public interventions moving through the export
chain – from supporting firms in the export readiness phase, through market penetration, to
survival and growth. A small domestic market makes it particularly difficult to nurture firms
until they become regionally or globally competitive, and as a result firms frequently begin
exporting before they are ready to compete effectively. A third and fourth set of challenges
concern trade financing, which is an issue frequently overlooked by Botswana’s trade support
institutions, and the revamping of the logistics networks which make it difficult for Botswana
firms to compete with other countries on price and reliability. The result has been that efficiency
of export promotion spending – the amount of non-mineral exports per pula of export promotion
expenditure – in Botswana is low relative to comparators. SEZs may contribute to solutions in
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the long-term, but are not a panacea. Rather, policy adjustments and institutional reforms in all of
these dimensions can raise the productivity of public investments in export promotion, and be
requited with greater productivity gains for the economy.5
To improve the effectiveness of export promotion, a number of policy options may be considered.
Supporting the strategic shift of BEDIA (BITC) to new sectors beyond manufacturing,
specifically embracing services and agriculture is one. Hand-in-hand with this, upgrading
technical capacity in export promotion and business support agencies to deliver on the new
mandate would be required, particularly in terms of the industry expertise of staff. Scaling up the
Export Enterprise Development Program (EDP) to provide greater support to incipient exporters
in necessary if the program is to have any measurable impact on exports. Improving coordination
among agencies to reduce overlap and facilitate the movement of firms into exporting has already
been mentioned; expanding monitoring and evaluation of the impact and efficiency of export
promotion initiatives is essential if there is to be improved learning and targeting of resources.
Finally, in order to realize the potential of SEZs, a clear, concrete and operational definition of
the strategic objectives and economic advantages to be realized with SEZs must be agreed on.
Also important for SEZ success is to clarify the nature of BEDIA’s (BITC’s) interim authority to
design strategy and propose policy is essential; at present, BEDIA (BITC) lacks the authority,
resources and capacity to support the SEZ program. As most zones take several years to develop
and 5-10 more years to begin to grow, moving forward with all deliberate haste is advisable.
The policy recommendations put forward in this report are summarized in the Policy Matrix
below, and organized along thematic lines: 1) Creating Comparative Advantage Through
Industrial Policy; 2) Creating New Incentives for Trade Growth: Trade Policy and Trading
Across Borders; 3) Enhancing Competitiveness of Services: Lowering Costs of Infrastructure and
Increasing Exports; 4) Raising Productivity of Existing Exports of Goods and Services; 5)
Promoting Exports to Spur Diversification. A number of cross-cutting reforms, essential to a
broad range of sectors and activities, are highlighted. Some recommendations are new, and many
are not, and can be found in the existing strategies, studies or programs, but have not been
implemented. The Policy Matrix indicates whether a recommendation is already found in one of
the following documents: the BIDPA/World Bank 2005 report, BES (2008) and EDD (2011), or
is new in this report.

5
If the entire country could establish a highly competitive environment (in terms of infrastructure, investment climate, trade policies
and so on) there would be little need for an SEZ. There are typically reasons, however, why delivering such an environment on a
country-wide basis may be difficult to achieve, including infrastructure investment costs, capacity to deliver (e.g. on the investment
climate or on services for investors), and political economy considerations that may make it more acceptable to introduce reforms (at
least initially) in a defined spatial environment. From the standpoint of attracting investment, there may also be marketing or
promotional benefits of establishing a specific SEZ. In general, however, the policy reforms required for the SEZ should be best
delivered on a national basis. The main argument for establishing a SEZ in Botswana would be linked to infrastructural investments,
particularly in sectors that may require heavy use of broadband or other ICT infrastructure.
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1

Establish customer service standards for making decisions on work permits/visa applications with a view toward
granting visas within a specified number of days/hours, according to established international best practice, after which
grant automatically

Expedite reforms to land allocation and zoning to improve availability of land and facilitate investment

Improve the capacity to gather and analyze economic data in order to support evidence-based policy making

•

•

•

Review ISPAAD to determine economic costs vs benefits and avoid providing incentives to inefficient activities with limited
long-term potential.

•

Introduce impact assessment of economic programs before approving them and monitoring and evaluation of the programs after
approval.
Set up an inter-ministerial committee to review regulations that affect competitiveness with the objective of removing inefficient
regulations, reviewing new regulations for their effect on competitiveness, and meeting OECD standards of good regulatory
practice.
Establish an independent appeal mechanism to review complaints of the private sector regarding decisions of civil servants, and
make recommendations to the economic cabinet.

•

•

•

•

•

Revamp EDD and introduce proper monitoring of costs and impact on firms (tracer studies), and introduce a time limit on
preferences

•

Consider adopting a uniform 15% (or revenue neutral) tax rate for all business activities except mining and banking.

Phase down programs that subsidize import-substitution activities and shift resources to programs that support exports

•

Creating Comparative Advantage through Industrial Policy

Introduce impact assessment of economic programs before approving them and monitoring and evaluation of the
programs after approval

•

CROSS CUTTING REFORMS

Policy Recommendations: An Agenda for Competitiveness and Diversification

New

Existing (EDD)

Existing (BIDPA/WB
Study)
New

Existing (BIDPA/WB
Study)
Existing (BIDPA/WB
Study)

Existing (BIDPA/WB
Study)

Existing (BIDPA/WB
Study)
Existing (BIDPA/WB
Study)

New

New

New or Existing

2

2.4

2.3

2.2

2.1

Create capacity within Ministry of Trade and Industry, by strengthening data and technical skills, to advocate
effectively for trade policies in Botswana’s interest.

Adopt a phased program to remove the bans on poultry, eggs, beef, imported bread, flour and sugar as well as seasonal bans on
horticultural products.

Undertake a detailed review of all import permits, with a view to removing this requirement for all but a limited number of
commodities for security, public health and public morality reasons. Government could review the Control of Goods, Services
and Other Charges Act, possibly applying a costs and benefits approach to assess whether a reduced scope for the Act is
beneficial.
Unilateral: Adapt SADC Trade Protocol to create annual audit and publication of trade-restricting NTBs that serve no
purpose than to block competition.
Simplify Business Licensing Procedures, including the abolishing of trade and industrial licensing requirements except
where clear public interest benefits apply.

•

•

Eliminate all product- and process-specific rules of origin, and remove requirements for certification of products with preference
margins of less than 3%.

•
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Allow exporters to choose between either a change of tariff heading or low value added content rule.

•

Rules of origin - SACU:

•

•

Unilateral: Remove core NTBs; continue to improve existing cumbersome customs procedures; and revamp import and
export licensing, quota arrangements, and unnecessary import prohibitions

SACU: Advocate for (a) reductions in the common external MFN tariff, especially those most prejudicial Botswana
producers, including tariff peaks and tariffs on intermediate inputs; (b) a simplified tariff system with only 3-6 low-rate
bands

•

NTBs:

•

Tariff policy - SACU:

•

General policy making:

Creating new incentives for trade growth: Trade policy and trade across borders

New
New

Existing (BES)

New

Existing (BIDPA/WB
Study)

Existing (BIDPA/WB
Study)

Existing (BES)

Existing (BIDPA/WB
Study)

New

3.2

3.1

3

2.5

Unilateral: Review services restrictions with view to reductions to spur competition.

Harmonize standards and adopt mutual/regional recognition (e.g. approval of seeds, licensing of chemicals and pharmaceuticals)

Aggressively pursue services liberalization with the EU and SADC partners through trade negotiations, with the aim of
establishing Botswana as a base for provision of niche services the region

•

•

•

Liberalize (unbundle) the local loop and open access to the fiber backbone to encourage competition.
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Gather reliable price/access/usage data
Raise awareness and usage via mobile money, eGovernment and eCommerce

•
•

Land transport and trade facilitation:

Develop a collaborative national broadband strategy that aims to reduce price, improve speed and reliability, enhance
consumer choice, and develop new applications

•

• Continue diversifying international connectivity
• Use price regulation where appropriate, based on international benchmarking and cost modeling
• Negotiate a virtual coastline with neighbors (use SADC and CRASA)
Privatisation:
• Move forward reliably and quickly with BTC privatization. Consider functional - instead of physical - separation of
BTC's network and service divisions.
Regulation:
• Build capacity within the regulator (including a potential international exchange program)
•
Explore scope for market-leading price regulation
Miscellaneous:

•

Competition:

Lowering input costs -Telecommunications:

Enhancing Competitiveness of Services: Lowering Costs of Infrastructure and Increasing Exports

Services trade:

•

New
Existing (EDD)

New

New
New

Existing (BIDPA/WB
Study)

Existing (BIDPA/WB
Study)
New
New
New

Existing (BIDPA/WB
Study)
New

New

3.4

3.3

Establish a SADC consultation mechanism for VAT and custom rebate arrangements
Harmonize load limits and other transport restriction with the rest of SADC (i.e GVM requirements, weighbridge calibration,
driving hour restrictions etc)..

Remove cabotage restrictions on national and regional trucking
Improve road user charge (RUC) tariff policy.
Establish an accredited transport services provider system in SADC.
Strengthen local capacity by bringing in foreign skills to fill the skills and capacity gap (warehousing, distribution, logistics and
trucking). Restrictions on visa/work permits should be relaxed.

•
•

•
•
•
•

Improve CAAB’s capacity to meet ICAO Standards and Recommended Practices in terms of regulatory oversight.

Promote long-haul traffic by offering “Open Skies” to long-haul carriers.

Assess the long-term potential for developing SSKIA in Gaborone into a regional hub.

•

•

•

•

•

•

•
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Carry out, on a regular basis, an inventory of scarce skills in the country to guide training needs and immigration
policies.
Promote access to skills and enlarge the scope for cross-border supply of professional services by reducing restrictions
on access to temporary and extended stay professional inherent in visa requirements, based upon transparent
application of liberalized economic needs texts or development of a points-based system.
Establish customer service standards for making decisions on work permits/visa applications with a view toward granting visas
within a specified number of days/hours, according to established international best practice, after which grant automatically.
Establish procedures for recognizing professional qualifications certified in other countries.

Professional Services:

Reduce protection of Air Botswana by opening up domestic and international market to new entrants and wind down
existing subsidies.

•

Air transport services:

Accelerate implementation of key transport infrastructure projects, including the Kazungula Bridge and Walvis Dryport
Apply risk-based systems for border clearances, including an accredited transporter scheme
Push to finalize agreements on regional standards, including load limits, vehicle dimensions and establishing a regional third
party insurance system

•
•
•

New

Existing (BIDPA/WB
Study)

Existing (EDD)

Existing (BIDPA/WB
Study and BES)
Existing (BES)

New

New

4.2

4.1

4

Update and approve National Tourism Policy enabling sector focus and ability to follow specific strategies
Conduct review and adopt best practices to enable flexibility in land zoning and tourism licensing

Create apex committee to coordinate tourism policy across ministries

Align branding and marketing to target niche segments

•
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Livestock:
• If justified by an analytical study, the BMC beef export monopoly should be removed due to its high costs, along with all the
expenditure programs (including those of DVS) aimed at retaining the EU market. The export focus should shift to domestic and
neighboring country markets.
• Promote formation of active cattle cooperatives at each large cattle post/tubewell/rural settlement, with a professional livestock
specialist employed to lead the farmers into more productive and profitable management approaches.
• Reduce costs and remove subsidies of the BMC and DVS programs by selling under-utilized slaughterhouses, ending promotion of
grain production, reducing workforce, and introducing flexible work rules.

Establish public/private collaboration for effective marketing and promotion of the country

•

Marketing:

• Enable streamlined tourist and work visa regime; and pursue the idea of common regional visa
•
Create one stop shop for tourism investors with cooperation from Ministry of Lands and Housing
Product Diversification:
• Diversify product offerings to target growing market segments (including foreign independent tourists) and develop niche
products (such as sport tourism, birding, and culture tourism etc)
• Address skill deficit of local workforce through creating hotel/lodge based training centers of excellence (to ensure locals can
fill roles such as chefs, lodge managers, wilderness guides, etc)
• Revitalize Land Bank Initiative improving land availability and attract increased investment
•
Support community-based initiatives to increase employment, diversify products and improve internal image for tourism

•

• Government to explore the scope for the introduction of a single, special tourist visa that could be approved and, purchased in advance
of the visit at a foreign office of any of the four tourism circuit countries (Botswana, Namibia, Zambia and Zimbabwe)

•
•

Coordination:

Raising productivity of existing exports of goods and services (Finance, Tourism and Livestock)

Reduce entry restrictions on establishment of foreign firms in legal practice, accounting, and engineering to the same as for
domestic firms.

Tourism:

•

New

New

New

Existing (BIDPA/WB
Study)
New

New
New

Existing (BES)

New

New
New

New

New
Existing (BES)
Existing (BIDPA/WB
Study)

New
New

5.

5.2

5.1

•
•

•
•

•
•

•

•
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Scale up the Export Development Program to provide greater support to improving competitiveness for incipient exporters.
Improve coordination among export promotion and business development support institutions to reduce overlap and facilitate
movement of firms into exporting. Specific actions include establishing a clear MOU between LEA and BEDIA, coordinating
firm audits, and using common CRM systems.
Expand efforts to monitor and evaluate the efficiency and impact of export promotion and (more broadly) industrial policy
initiatives; put specific capacity and resources into BEDIA for this.
Adopt a matching grants program to better leverage the private business development services market, in order to more
effectively scale export promotion support and align incentives of firms.
Upgrade technical capacity in export promotion and business support agencies, specifically focusing on: i) having industryspecific expertise in key sectors; and ii) having expertise in monitoring & evaluation.
Expedite reforms to land allocation issue
Establish an independent appeal mechanism to review complaints of the private sector regarding decisions of civil servants, and
make recommendations to the economic cabinet.
Special Economic Zones (SEZs)
Accelerate decision-making on the SEZ program, specifically conducting a (pre-) feasibility study to identify the clear
commercial case for SEZs, from which the business and institutional model and key decisions on the tax regime and regulations,
will derive.
Approach SEZs as pilots to test reforms to key investment climate/export constraints.
Avoid using SEZs as a regional development policy tool. Focus on making one successful zone in the medium term.

•
•

•

Shift strategic focus of BEDIA to new sectors, beyond manufacturing, to include services and agriculture.

•

Promoting Exports to Spur Diversification

Privatize veterinary services except for contagious diseases and retail sales of agricultural inputs.

Export promotion

•

New
New

Existing (EDD)

Existing (BES)

New

Existing (EDD)

New

Existing (EDD)

New

New

New

Chapter 1: From Diamonds to New Sources of
Growth, New Exports, New Markets
Declining Growth Momentum
Botswana, after a remarkable thirty year period of rapid expansion, has been losing growth
momentum (Figure 1). This is to be expected to a certain extent, as the economy expands in size
(a denominator effect) and as the returns to investments naturally diminish as later investments
are less productive relative to the early investments in human and physical capital in the 1970s
and 1980s. Botswana’s rapid growth during this period was largely the result of high investment
in both human and physical capital, much of it financed by government from diamond revenues.
In addition to a rapid accumulation of human and physical capital, increases in productivity made
a significant contribution to economic growth in the 1970s and 1980s. Total factor productivity
(TFP) calculations, although beset by data as well as conceptual difficulties, indicate that between
1975 and 1990, TFP growth was positive and high, particularly in the early years.6,7 Since 1990,
however, TFP growth has been negative.8 There appears to have been a shift from high payoffs
to infrastructure and human capital investment in the first decades following the discovery of
diamonds, to declining productivity of these investments over the past twenty years (Leith, 1997
and 2005; World Bank, 2005).
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Figure 1: Real GDP growth, 1975-2008

Figure 2: Per capita mineral revenues

Prospects for future growth are dimmed by the decline in per capita mineral revenues (Figure 2).
Whether diamonds will be exhausted in the coming twenty or thirty years is uncertain. What
seems likely, however, is that the diamond revenues accruing to government will decline due to
increased costs of extraction. Indeed, while diamonds are still the mainstay of the economy,
revenues have been declining for some time. So while the country’s stock of diamonds is not set
to decline for another 10-15 years, the economic boom made possible by diamonds exports has
slowed down significantly. It is very unlikely that diamond exports could grow in the future at a
rate that would allow Botswana to maintain its historical rates of spending or growth. Botswana
6

For a critique of the Botswana TFP calculations, see Wright, 1999.
The early 1980s saw a large increase in the mineral sector’s capital stock, but demand for diamonds fell at just about the same time
as a result of the 1981/2 global recession. The result was excess capacity and a drop in TFP in the early 80s which recovered later in
the decade (Leith, 2005).
8
The Investment Climate Assessment found that TFP in Botswana’s manufacturing sector (i.e. private sector) was lower than in most
comparator countries – SACU economies and Argentina, Chile, Malaysia and Mauritius – and less than 50 percent of TFP in South
Africa (World Bank, 2005).
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can no longer rely solely on diamonds, and on the government spending it facilitates, for its
growth and development and must venture into new activities to sustain growth.
Failing Policy Momentum
These are by no means new questions. Economic diversification has been at the center of the
Government of Botswana’s policy framework for at least the past two decades. And as will be
seen in the various chapters of this report, government has implemented numerous policies and
programs to spur diversification into sectors beyond minerals. What is most worrisome, however,
is that Botswana appears to be falling behind in policy as well as growth momentum. Where in
earlier times it has often been seen as a regional leader in a number of areas, recently it has been
slipping in ranking and has effectively fallen behind the pace of reform now set by others. Table
1 shows Botswana’s rankings according to various global indices over the past four years. For
most indices, Botswana has been steadily declining in the rankings.
GCI
2012
2011
2010
2009
2008

DB

IEF

CPI

54

33

..

80

52

40

32

76

50

28

33

66

39

34

37

56

51

36

36

..

Table 1: Declining Global Rankings
Notes: GCI : Global Competitiveness Index (142); DB: Doing Business (183); IEF: Index of Economic
Freedom (179); CPI: Corruption Perceptions Index (180)

The dissipation of policy momentum is, as will be seen in the chapters to follow, not due to any
lack of strategies or laws. Rather, it reflects the slow pace of reforms that improve the conditions
faced by the private sector. As an illustration, in 2005 a joint BIDPA/World Bank report on
Competitiveness put forward a set of 70 recommendations to strengthen competitiveness and the
performance of the private sector. Many of these recommendations were incorporated into
government strategies, including the Botswana Excellence Strategy and others. Seven years later,
the vast majority of the recommendations have not been implemented (Table 2). While there may
have clearly been disagreement with some of the recommendations and their advisability for
Botswana, the extremely low implementation rate is telling.

Trade and
Regional Policy
Industrial Policy
and Export
Promotion
Services
Skills and FDI

Fully/Largely
Implemented
37%

Virtually no
Implementation
58%

Policy Reversal
5%

41%

0%

91%

9%

24%

30%
33%
26%

70%
33%
65%

0%
33%
9%

22%
13%
100%

Table 2: Implementation of BIDPA 2005 Policy Recommendations
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The Silver Lining
While Botswana faces tough challenges going forward in its efforts to diversify its economy, it
possesses some key elements of success. An important conclusion of analyses that have tried to
understand what factors explain why some countries succeed diversification, while others fails, is
that many of the policy and institutional factors that enable countries to manage resource wealth
well are important for their ability to diversify into other sectors. And Botswana has managed its
resource wealth better than most. For instance, Botswana’s ability to smooth the macroeconomic
volatility associated with large export price swings will assist it in sustaining investment in the
non-diamond trades sectors (Gelb, 2010). There is also a strong and systematic relationship
between institutional quality (measured in various ways) and the ability to diversify. Again,
Botswana is known for democratic institutions and low corruption. While these may not be the
precise institutions needed for diversification, they should facilitate the building of other
appropriate institutions in support of competitiveness and diversification.
There is also broad agreement that most countries that have diversified successfully into new
sectors have focused on broadening their range of exports.
Trade Performance: Success… and Vulnerabilities
The Good News
Exports have powered growth for three decades
Exports have been the motor of Botswana’s development for decades. Diamonds of course have
been at the center of Botswana’s success. As a result, per capita incomes have risen at a pace
that puts Botswana among the top 15 performers worldwide since 1980 – and effectively lifted
average incomes out of the ranks of low-income countries into the global middle class. Exports
of goods and services have grown pari passu with national income (Figure 3). Though with the
global slowdown in 2001-03, trade lagged nominal GDP growth, it led growth until the onset of
the Great Recession in late 2008. For at least the last three decades, on average, a one percent
increase in the real growth rate of exports has translated into 0.2 percent increase in national
income (Figure 4). By the end of the first decade of this century, the Botswana economy had
attained a near-average level of openness – that is, trade to GDP -- among countries of its PPP
income size (Figure 5).
…and some diversification has occurred, mainly through services
Though diamond exports were an obvious driver of export performance during this period,
exports were becoming somewhat more diversified, particularly in 2000-10. Whereas diamonds
out-performed all other exports by a ratio of more than 3:1 in 2000/01, by the end of the decade
the value of other goods and services had risen to about half of diamond exports (Figure 5). To
be sure, the Great Recession hit diamonds particularly hard in both price and volumes, and the
new- found diversification within the portfolio has subsequently attenuated. But the export of
services has been a major part of the Botswana’s export success. Since 1980, services have
grown at about the same rate as merchandise exports –lagging somewhat during the 1990s but
growing more rapidly after 1998, largely on the basis of increased tourism and later financial
services. Services exports rose from about five percent of GDP in 1998 to 7 percent in 2008
before declining somewhat under the weight of the global recession. An important caveat about
this trend is to underscore the absence of reliable data on services, so any conclusion about
services is far from definitive.
Non-diamond goods exports, however, performed much less well since the turn of the century –
and have contributed little to the diversification effort. Though non-diamond exports have
tripled since 2000/01, they slumped by the end of the decade (Figure 6).
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A one percent increase in export growth is
associated with a 0.2 percent increase in GDP

Exports have grown in tandem with GDP
Real GDP and exports of goods and services—Index (1980=100)
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Figure 3: Export growth and GDP

Figure 4: Correlation between exports and growth

Botswana displays average openness to trade

…with some diversification, albeit slow
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Figure 5: Openness to trade

Figure 6: Slow diversification

Botswana has managed resource earnings well
Robust export performance since 1980 combined with good macroeconomic management
translated diamond- driven growth into positive trade balances for every year but four, the years
of severe world recession (1980-82 and 2009) (Figure 7). Throughout this period, Botswana
accumulated foreign reserves, carefully avoided wide swings in the real exchange rate
(particularly sudden appreciations), and maintain comparatively steady growth. Real exchange
rate fluctuations have been limited to a relatively narrow range in the four decades. Using the
method calculating real equilibrium exchanges rates using the method of de Melo and Ugarte
(2011), the pula was overvalued about half of the period -- but by very small amounts (1.2
percentage points). The government’s solid macroeconomic management received help from the
unusual global market power that DeBeers has historically had on diamonds. De Beers’ pricing,
stockpile management and production policies helped cushion the wide swings in terms of trade
that have plagued other natural resource producers. Botswana is in a class of its own in terms of
having a high degree of concentration but relative low volatility of terms of trade (Figure 8).
Avoiding wild swings in terms of trade common to commodity export dependent countries has
meant that Botswana was also able to avoid the growth-depressing effects of terms of trade
swings (see Lederman and Maloney, 2010; Jansen, 2004). In the future, with DeBeers’ shrinking
world market share, macro management may become more complex.
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Export growth produced positive trade
balances
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Botswana has escaped the instability of other commodity
exporters
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Figure 7: Positive trade balances

Source: Lederman Maloney 2010

Figure 8: Botswana’s low ToT volatility

The Bad News: A more vulnerable future?
Botswana’s export sector exhibits five symptoms of problems that, left unattended, could imperil
future growth:
•
•
•
•
•

Declining per capita earnings from diamonds
Slow growth of non-mining exports of goods
Over-reliance on a narrow handful of non-diamond products and geographic markets
A non-mining export portfolio positioned in slow-growing products and slow growing
markets
And a lack of staying power in markets – as new exports fail to gain foot hold in foreign
markets

Diamonds are not forever
Botswana confronts one major problem: diamonds are not forever. Though the Debswana
deposits are projected to last another 15 to 20 years (see Strongman, 2011), extracting diamonds
is becoming ever more costly because the need to dig wider and deeper to secure extraction.
Moreover, DeBeers, once almost a world monopolist through its control of diamond marketing
(even marketing diamonds from other producers for many years), is now confronting competition
from mines in Russia, Australia and Canada that are marketed outside of DeBeers structures. If
that were not enough, synthetic diamonds, which enjoy many of the same consumer and
industrial] properties as Botswana’s production, have gained a foothold in the market. Today,
Botswana’s share of the world diamond market is estimated to be about 22 percent – US$2.6
billion of global production of 12.0 billion --down from perhaps 40 percent in 1990.
Already, signs of diminishing returns to reliance on diamonds have appeared. Revenues per
capita from diamond sales abroad have fallen steadily over the six years. Thus, even if the major
mines are able to continue producing at current rates indefinitely, population growth and pressure
on prices makes diversifying sources of foreign exchange an imperative.
…and other goods lack dynamism
Non-diamond goods exports have not filled the breach. Though non-diamond exports have
tripled since 2000/01, they have slumped by the end of the decade. This largely reflects the poor
performance of beef and textiles and the relative failure of other goods to take off. Moreover,
even though the economy has grown steadily over the last decade, non-diamond exports have
fallen as a share of non-mining GDP (Figure 9). Said differently, the non-mining economy is not
generating exports that would otherwise help diversify the economy.
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The non-mining economy is not generating exports
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Source: Authors’ calculation based on Botswana Central Bank Financial Statistics December 2009 for years 1998-2001 and
June 2011 for years 2001-2010. 2009 values are based on revised figures as of June 2011 while 2010 values are based on
preliminary values.

Figure 9: Few non-mining exports
…and even non-diamond exports remain unusually concentrated
Even excluding precious stones from the analysis, Botswana’s exports remain highly
concentrated. The top 10 products accounted for 72 percent of total non-diamond exports in
2009. These include base metal ores (40%), meat (9 percent), gold (6 percent), women’s outer
garments (6 percent), other outer garments (3 percent), men’s outer garments (2 percent),
inorganic chemicals (2 percent), motor vehicle parts (2 percent), under-garments (2 percent), and
electrical distributors (1 percent) -- Figure 10 shows the cumulative share of exports associated
with the first and each subsequent product. The more concave is the line, the greater is the share
of the largest products in the export portfolio. Botswana has a far more concentrated pattern than
either South Africa or Namibia. More worrisome is the fact that the picture is virtually
unchanged in the last decade.

Non-diamond exports are highly concentrated…
and with little change in the last decade
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Figure 10: Export concentration
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The bulk of these products are resource-based products (Figure 11). They include gold, coppernickel matte, disodium carbonate (soda ash), and sodium chloride (salt). These products account
for the largest share of exports and the most rapidly growing over the last decade. Beef and
textiles make up much of the rest.
Services exports have given impetus to growth and diversification. These include tourism,
transport, financial activities, and others. While travel services account still for a large fraction of
service exports, in the recent period the importance of residual category are gaining in
importance. These encompass activities such as international telecommunications, and postal and
courier services; computer data; news-related service transactions between residents and
nonresidents; construction services; royalties and license fees; miscellaneous business,
professional, and technical services; and personal, cultural, and recreational services (Figures 12
and 13).
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Figure 11: Concentration on products of low sophistication
Travel services still account for a large share of service
exports…

… but other services are growing rapidly
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Figure 12: Travel and tourism
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Figure 13: Rapid growth in other services

However, the country has run a deficit on current account as services imports have been
substantially larger than exports and growing at about the same pace. Only travel and tourism
have produced surpluses. The gap in other services has narrowed in the last decade, in part
because of the emergence of financial activities and new call centers. Still payments for
electricity and telecommunications add to the deficit side of the ledger offer possibilities for
eventual import substitution. The largest deficit remains in transportation services -- where debits
on account have run at four times credits.
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Botswana remains dependent on the South African market…and fails to reach fast
growing markets
South Africa buys most of Botswana exports – and much of these are intermediate goods and
primary products (i.e., minerals (Figure 14). Intermediate goods include some processed
minerals such as nickel matte (sold primarily to Norway), car parts and electrical equipment;
primary products are mainly minerals and beef; and among consumer products figures chewing
gum.
Most exports go to SACU…and few goods exports reach
world markets
Non-diamond exports to major markets
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Figure 14: Few exports reach markets beyond SACU
Exports from Botswana to many countries are far less than their purchasing power and distance
would have otherwise indicated. We used a gravity model to analyze pre-recession data for 20052007 to understand better the performance of its exports relative to 47 other major commodity
exporters; after excluding the top two products of these exporters from the analysis, we then then
looked at the performance of bilateral trade, controlling for country size, distance, per capita
income, contiguity, “land-lockedness”, income level and other characteristics (see Annex 2).
Figure 15 shows the log of actual exports to a particular country market compared to the level
predicted by the gravity model (see Annex 1). Botswana’s trade pattern exhibits a large cluster
of countries above the 45 degree line, indicating predicted exports is far higher than actual
exports. This means that Botswana is not selling products to many countries that should be
comfortably within reach. This stands in stark contrast to South Africa, where actual exports
closely correspond to predicted exports.
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Given its size and location, Botswana should reach
more markets
Predicted vs. actual exports: Botswana compared with South Africa
Bostwana predicted versus actual average exports 2005-2007
25

20

USA
GBR
NLD
CHN
ITA DEU
FRA
IND
ESP
BEL
SGP
HKGMOZ JPN
CAN
ARE
KOR
ZWE
AUS
BRA
PRT
THA
CHE
TZA
AGO
IDN
MYS
PAK
MUS
ISR
GRC
NGA
ZMB
VNM
DNK
RUS
IRL
SAU
SWE
NZL
TUR
ZAR
GHA
KEN
PHL
COGPOL
BGDCMR
MEX
EGY
FIN
MWI
ARG
CHL
NOR
LKA
UKR
MDG
ETH
MAR
AUT
MLTCYP
PAN
SDN
COL
CIV
IRN
TTO
SEN
URY
ECU
SYC
SLE
LBR
VEN
GMB
KWT
ROM
DOM
TUN
UGA
LBY
BHR
YEM
DZA
GABCZE
PER
LTU
SYR
JOR
JAM
BDI
RWA
HUN
MRT
BGR
GTM
LBN
COM
SVN
EST
MLI
GIN
CUBHND
BHS
QAT
OMN
TGO
ATG
DJI
GUY
GEO
NER
VCT
PRY
BEN
SLV
KAZ
BFA
IRQ
LVA
CRI
BRB
ISL
AZE
GNQ
CAF
TCD
SVK
AFG
KHM
LCA
FJI
HRV
STP
NICBMU
PNG
ERI
LUX
HTI
VUT
WSM
BLZ
GNB
BOL
UZB
ALB
GRD
CPV
MDV
BIH
SLBDMA
TON
TJK SUR
MDA
BRN
ARM
KGZ
KNA MNG
NPL
BLR
LAO
FSM KIR TKM MKD
MHL
TMP
BTNSMRGRL

L n pre dicte d exp orts
15
20

USA
CHN GBR
IND
NLD
ZMB DEU
ITA SGP
FRANAM
ZWE
MOZ
HKG
ESP
BEL
SWZ
CAN
KOR
TZAARE
AGO CHE
THA AUS
IDN
MYS LSO
BRA
PAK
ISR MUS PRT
NGA
SAU
VNM
ZAR
KEN
RUS
MWI
TUR GHA
GRC
NZL COG
EGY DNK SWE
CMR
IRL PHL
MEXBGD
ETH
POL
LKA MDG
NOR
UKR
FIN
SDN
MAR
CHLARG
SYC UGA
IRN
KWT
PAN SLE
YEM
RWA
LBR
BHR
TTO
CYP
GMB
GAB
TUN
LBY ROM
SYR
MLT
AUT
DZASEN
URY
JOR
BGR
LBN DOM
PER
MRT
JAM
QAT
OMN
MLI
GIN
TGO
CZE
GEO CUB
IRQ
HUN
NER
KAZ
TCD
ISL
ATG
SVN
GUY
VCT
BRB
CRI ERI
PRY HRV
BMU
NIC
HTI
SVK
DMA
LUX
MDA BOL GRD SUR
MNG
KNA
MKD

10

JPN

5

5

L n p re d ic te d ex p o rts
10
15

South Africa predicted versus actual average 2005-2007 exports
ZAF

5

10
Ln actual exports

15

20

5

10

15
Ln actual exports

20

25

South Africa

Botswana
Source: World Bank staff, gravity model analysis for 2005-2007 (see Annex 3)

Figure 14: Botswana should be reaching more markets
Many of the markets Botswana under-serves are precisely the fast growing markets of the world.
For example in Asia, the world’s fastest growing region, Botswana firms are missing
opportunities to supply such dynamic markets as India, Thailand, and Hong Kong – though they
are doing relatively well in reaching China (Figure 16).
Missed opportunities in Asia
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Figure 16: Missed opportunities in Asia
The problem for Botswana’s merchandise exports is even more evident when changes in
Botswana’s market share – an indicator of competitiveness – are juxtaposed with growth rate in
world demand. Figure 17 plots a decomposition related to change in the market share of uppermiddle income countries in their exported products. The vertical axis measures the change due to
the competitiveness of a country, while the horizontal axis shows the part that is due to the type
of products and markets served. For any given country, the most advantageous location is to be in
the upper right hand quadrant – where a country is gaining market share and is selling in fastgrowing markets and/or products. The least advantageous position is in the lower left quadrant –
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losing competitiveness and in slow-growing markets. Unfortunately, Botswana found itself in
this quadrant.9
Poorly positioned: Losing competitiveness…
and in slow growing markets
Average change in market share (2003-2007)
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Source: ITC calculation based on ITC database for middle income countries and world demand for products
Botswana produces.

Figure 17: Botswana is poorly positioned to grow its exports
One useful measure to assess performance is the index of export market penetration (see Brenton
and Newfarmer, 2007). This calculates the number of national markets that a country’s exports
reach and divides that total by the total number of countries importing that product portfolio.
Obviously, larger countries with their substantial export production will reach a wider array of
countries importing these products. For example, in 2004, Germany hit more than 63% of
importing country markets; Switzerland reached 34% (World Bank, 2011). South Africa hit over
25 percent in 2009. Still relative to its size, Botswana serves a relative few of the markets
importing its export portfolio – about 2% (Figure 18). It also reaches fewer markets controlling
for income levels and time to export in days. This low level of penetration is somewhat similar to
Uganda and less than half of the reach of Mauritius and Namibia (Figures 19). Chile reached
about 8 percent of markets. The silver lining to this story is that Botswana, like the other
countries, is steadily expanding its market penetration. The Great Recession has led nearly all
countries to reduce the number of products they export even as market penetration in existing
product lines has increased.
Botswana exports reach only a few markets that
import products it makes…
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Figure 18: Botswana reaches only a few markets

9

With the ITC’s help, we prepared this same graph using data for 2005-2009, years that included the global recession; in these years,
Botswana moved to the top-left quadrant as its share of important mineral markets (including diamonds) increased.
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…but, like other countries, Botswana is slowly
reaching more markets
9%
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Figure 19: Exports are beginning to reach new markets

Pre-mature death at the extensive margin
One indicator of the problem is the lack of staying power of Botswana’s nontraditional products
in foreign markets. That is, a product once introduced in export markets is likely to disappear
prematurely. Figure 20 captures this by comparing survival rates of products from Botswana
with those of South Africa, Chile, and Mauritius over the period 2000-2009. The probability of
an export surviving into the second year is about 60% and it drops to under 50% in the third year.
In contrast, new exports from South Africa have a 75% probability of survival – but still both
outperform Botswana by this measure.
Survival is much lower than other countries at
similar levels of income

Premature death: export survival rates after introduction
Kaplan Meier survival estimates
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Figure 20: Comparison of export survival
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Figure 21: Relatively low survival in Botswana

Brenton, Cadot and Pierola (2011) have undertaken the most detailed cross country comparative
analysis of survival to date. They find that large sunk costs of entering export markets – in
production for export, searching, marketing, creating supply chains – tends to increase export
survival. On the other hand, the costs of trading – such as delays crossing borders, satisfying
regulations, meeting standards – tend to reduce export survival. In this study’s plot of average
survival duration after entry (“survival spells) against per capita income, Botswana substantially
under performs other countries at its level of income (Fig 21). This may not be all bad: after all,
iit may reflect the high turnover associated with market forces.
On the other hand, this underperformance holds for mining as well as agricultural and
manufactured products, and the sunk costs in mining are typically high, so below average
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performance merits concern. Moreover, from their analysis of African survival rates, Brenton, et
al, conclude that the low survival rates are heavily influenced by high trading costs, including
freight rates and long inland routes as well as burdensome customs and administrative
procedures. They also point to the importance of intra-regional trade as a source of learning,
especially given the constraints of small scale and underdeveloped financial markets that makes
access to credit difficult. Finally, they argue that government policy initiatives to promote
exports, mobilize external technical assistance, and lobby for less restrictive rules of origin can
have a positive effect. These are all policy domains where Botswana is often below par for its
income level – and more important could with some effort readily improve.

Roots of Underperformance
Undoubtedly part of the reason for these weaknesses is that the long and well managed era of
rapid growth based on diamonds was so successful. Rising export values and well managed
macroeconomic policies produced steady rises in the Botswana standard of living, and diminished
the political salience of diversification as a national priority. To manage the tendency of
resource-based export economies to concentrate income in the hands of the wealthy and to
generate few jobs opportunities outside of mining, the government adopted policies that tended to
be mildly redistributionist, including liberal employment practices in the public sector, special
programs for disadvantaged or excluded groups, and heavy investment in education and
infrastructure as well as inward looking trade and industrial polices. While successful in
producing a stable polity and social contract – and in the case of infrastructure, laying the
groundwork of a potentially dynamic non-mineral economy – these policies have only partially
mitigated tendencies toward skewed income and job creation.
Productivity is relatively low…
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Figure 22: Low total factor productivity

Export base of firms is small…
While some of these policies produced a mild drag on productivity growth, others were a costly
step away from effective diversification policies. This is evident in firm level analysis of total
factor productivity, a measure of firm efficiency in using capital, labor and technology. On
average Botswana enterprises exhibited less than one-half of the productivity of those in South
Africa in 2006 (Figure 20). More revealing, they have lower TFP than other middle income
countries – such as Chile, Argentina and Malaysia – as well as Namibia and Swaziland. This
suggests that Botswana’s lower wages do not translate into a competitive advantage vis a vis
South Africa because the use of all inputs in addition to labor have a lower productivity on
average.

33

Recent research has shown that it is the most productive firms that become exporters – in part
because this gives them a cost advantage in foreign markets that offsets costs of transportation,
investments in product diffferentiation, and gaining a foothold in the new market. It is not
surprising that only a few firms in Botswana export. Based on a sample of firms comprising a
large share of all industry, less than 10 percent of firms sell anything abroad (Figure 23).
Firms in Botswana produce mainly for the
domestic market… and too few firms export
% of firms that export
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Source: Enterprise Survey database. Percentage of firms that export directly or indirectly.

Figure 23: Production is mainly for the domestic market
However, this is not only an issue of productivty. The ratio of exporters to total firms is much
lower in Botswana than it is for other countries – including both low-income Rwanda and middle
income Mauritius. This suggests that the export base outside of mining is low.
Indeed, Botswana’s few exporting firms for the most part export only one product and only to one
market. About 40% of firms export only one product to one market– a ratio that has remained
constant for the last decade (Figure 24). (By contrast, only 28 percent of South African firms
export only one product.) Some 78 percent of exporting firms export only one product, down
from 90 percent in 2003. (Only about half of South African firms sell to only one market.) The
market of choice for Botswana firms to enter with new products is overwhelmingly South Africa
(Figure 25).
Too few firms… exporting too few products… to
only a few markets…
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Figure 24: Too few firms exporting too few products to only a few markets
The size composition of firms in Botswana together with the structure of production creates an
unusually difficult terrain for fostering a more diversified economy. Several recent studies have
shown that larger and more productive firms are the first to export because it is their superior
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productivity which allows them to gain footholds in foreign markets. In Botswana, however,
only 10 percent of firms have more than 30 employees, size distribution of firms is dominated by
relatively small enterprises (Farole, 2011). Farole (2011) makes the point that Botswana firms
have to begin exporting when they are relatively small to obtain economies of scale that cannot be
otherwise achieved in the small national market.
Two thirds of new exporters choose South Africa
first…while South African firms are more diversified
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Figure 25: Botswana firms overwhelmingly enter the
South African market
Not only are Botswana firms on average small but their location in product space – an idea
developed by Hausmann and Klinger (2007) -- makes it difficult for them to diversify into
“nearby” products. The notion is that every product involves firm capabilities that are highly
specific to that activity. Knowledge, physical assets, intermediate inputs, labor requirements, and
even the policy environment, among other things, are not homogeneous; rather capabilities are
specific to production of each sector. The probability that a country will develop the capability to
be good at producing one good is related to its installed capability in the production of other
similar, or nearby goods from which the currently existing productive capabilities can be easily
adapted. The barriers preventing the emergence of new export activities are less binding for
nearby products that require only slight adaptations of existing capacity. Hausmann and Klinger
(2010) contend that the structure of production in Botswana is such that the skills of its large
firms – predominantly in mining – do not easily permit jumps into different product technologies
because firms will not be able to tap into an extant pool of workers with required skills, of
suppliers to the new industry, or of specialize infrastructure needs. Hausmann and Klinger
(2006) devised a measure for the connectedness of a country’s export basket called “open
forest” – a measure that has considerable explanatory power in explaining a country’s ability to
diversify its exports and move to new export activities over time. Countries with a high scores on
the open forest index, such as India, Indonesia and China, have probability of rapid increases in
export sophistication and growth, whereas those with low open forest such as Yemen, Azerbaijan
and Venezuela, suffer lagging structural transformation. Hausmann and Klinger (2010) find that
Botswana is in this second category.
…and FDI is not filling the gap
Moreover, foreign investment in Botswana is limited. The country receives less FDI as a share of
GDP than many other African countries despite its better performance on the various indices of
investment climate. Over the decade 1998-2008, FDI in Botswana averaged about 16% of GDP
compared to a regional average of 29%. FDI financed only 13% of gross fixed capital formation,
far less than the African regional average of 24% (Figure 26).
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Figure 26: FDI plays a small role in Botswana
This is despite several positive elements in the investment climate:
•
•

•

•
•

Botswana has an average effective tax rate of about 11% of profits, lower than South
Africa’s 25% and Namibia’s 16%, to say nothing of Chile’s 19% and China’s 18%.
Botswana has one of the lowest corruption scores in Africa – and registered
improvements in standings over the 2006-2009 period (Porter, 2011); according to the
WBG Enterprise Survey data, the percentage of firms that expect to make informal
payments to public officials to get things done is twice as high in South Africa as
Botswana (15% and 7.3% respectively).
Generally security is higher than in most of Africa. According to the World Bank’s
Investment Climate Assessment (2006), the cost of crime for the median reporting firm
was US$112 per worker per year, or 0.6 percent of sales, lower in absolute amounts than
in South Africa and Namibia, if higher than in Chile and other middle income comparator
countries.
Worker absenteeism is less than in South Africa – despite having a [comparably] high
HIV rate; this lower rate of absenteeism may be associated with strong public and private
programs to fight HIV (World Bank, 2006).
Informality is lower in Botswana than in other countries. Some 97% of microenterprises
reported being registered with at least one government agency compared to only 75% for
Sub-Saharan Africa as a whole (World Bank, 2006).

These factors suggest Botswana could attract more foreign investment to build productive
capacity – if it can change other elements in the policy environment. Reported impediments
include access to visas, registration procedures, and programs that favor inward orientation.
Policy spurs to diversification:
Aligning incentives, reducing services costs, and promoting exports
With this structure of production, the Botswana government has to play a more vigorous role than
in other middle-income countries. Its diversification efforts have to be organized into a coherent
program in which policies are aligned around common goals. The government has to coordinate
a broad-based program that (a) provides incentives that encourage exports, (b) reduces costs of
services inputs, and (c) promotes exports with pro-active policies. This report provides deeper
diagnosis and policy options in all three areas in remaining chapters. Specifically, this means:
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Adopting industrial policies that create incentives for exports and efficient imports. The analysis
in Chapter 2 suggests that industrial policies by and large are not fully aligned with
competitiveness objectives, but rather are dispersed across programs to support importsubstitution industries and declining activities rather than dynamic export industries.
Adopting trade policies that create incentives to produce for export. The analysis in Chapter 3
points to the facts that the SACU trade policies and Botswana-enacted unilateral non-tariff
barriers as well as services trade restrictions interact to create a substantial anti-export bias – and
thus undercut Botswana competitiveness.
Adopting policies to reduce high costs of trading and high cost key backbone services. Chapter 4
shows that state monopolies, regulatory restrictions, and state institutions drive up the costs of
trading across borders, telecommunications, electric power, air transport, and trucking.
Promoting new investments to create new dynamism in traditional sectors. Chapter 5 points out
that the decline beef sector could be at least partially reverse through new programs, and
restructuring the BMC. It also discusses ways to reverse lost policy momentum in tourism and
realize sustained growth in Botswana’s tourism industry.
Reinvigorating efforts at export promotions and investment promotion. Chapter 6 elaborates on
the positive role the government can play in export promotion and investment program, and
makes suggestions about ways the government can enhance BEDIA’s role in export development
and promotion as well as investment promotion.
Diversification entails a broad transformation of the economy. Given the complexity of
Botswana’s challenge, it is worth underscoring that implementing only one part of a coherent
program is not likely to bear fruit. That is because there is no single policy lever that if pulled
will propel diversification. To be sure, some policies are arguably more important that others –
removing telecommunications cost disadvantages, realigning industrial policies, and air transport
might well be among them. However, enacting even these measures will not realize Botswana’s
full potential and will have a much lower pay-off than would predictably result from the
synergies actions in all areas. This underscores the importance of sustained leadership from the
entire economic cabinet, working closely with the Botswana private sector, to orchestrate this
transformation. On its success hinges the living standards of the next generation of Batswana.
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Chapter 2: Reshaping Industrial Policies to
Promote Competiveness and Diversification
Botswana has struggled for decades to diversify its economy –with only marginal success. Key
to this effort have been a plethora of industrial policies designed to stimulate new activities and
export promotion efforts to spur new exports. These involve several different strategies serving
different purposes, and sometimes not wholly aligned with competitiveness objectives. The
primary instruments of industrial policies have been tax reductions (that is, tax expenditures),
subsidies through the fiscal accounts, credit subsidies, and subsidies to state enterprises. They,
together with the price incentives embodied in the trade regime, constitute the policy-induced
incentives for private firms to engage in new productive activities. Botswana spends about 3
percent of GDP on industrial policies, mainly through agricultural programs and subsidies to
parastatals. This chapter reviews these policies and programs with the objective of quantifying
expenditures, evaluating their effectiveness in promoting diversification. It concludes that a large
share of these subsidies go to activities that are declining or inward looking, and less supportive
of the government’s diversification objectives. While some of these programs in agriculture and
manufacturing are counterproductive, this is not to imply that these sectors should be abandoned;
rather the point is to fine-tune programs and the incentives that surround them to stimulate
dynamism and exports, rather than entrench declining and low-productivity activities. The
chapter concludes by suggesting options to align these programs with objectives in the Excellence
strategy.
Key Policies and Strategies
Botswana has had several strategies designed to foster specific activities, including economic
diversification, industrial development, and export growth. While these do not necessarily have
a hierarchy and clearly defined relationships to each, they can be arrayed as in Figure 1, with
overarching and broadly stated visions and national development programs being the most
comprehensive, the industrial development strategy and a subset of more specific but less
integrated policy domains, including trade, competition, and SME policies and the like.
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•
•

Reservation Policy. Entry to certain activities is regulated and restricted to citizens only
(so foreign ownership is not permitted). The scope of reserved activities, while fairly
narrow, has gradually been expanding (See Annex 7 for details).
“Hub” Projects. Six specialized structures - termed hubs - have been established in
agriculture, diamonds, education, health, innovation and transport to drive diversification
and growth, and comprise a mixture of projects, investment promotion initiatives and
regulatory/policy reforms.

Two other programs are of particular importance for competitiveness because of their size and
potential impact:
Economic Diversification Drive (EDD). The EDD strategy is at the centerpiece of the
Government’s economic diversification efforts, and in many ways seems to supersede earlier
initiatives such as the “Botswana Excellence” strategy. The EDD is formulated in two phases:
Phase I – the EDD Short-term Strategy, and Phase II – the EDD Medium-to-Long Term Strategy,
2011-2016. The EDD Short-term strategy is focused on local procurement, preference margins
and citizen economic empowerment. It is intended to ensure that procuring entities support local
manufacturers and service providers by promotion of local procurement through preference
margins. The program is applicable to procurement by central and local government, and by
parastatals. Phase II of the EDD comprises the Medium to Long-Term Strategy, which
“envisages diversification of the economy through the development of globally competitive
enterprises that need little or no Government protection and support”.
The program comprises seven thematic areas: (i) Sectoral Development and Business Linkages;
(ii) Export Development and Promotion; (iii) Investment and Finance; (iv) Quality Control,
Standards and Production; (v) Technology Development, Innovation and Transfer; (vi) Research
and Development; and (vii) Entrepreneurship Development.
The EDD Phase II will be promoted by a new body, the National Economic Diversification
Council, and supported by seven thematic teams. To date, Phase I is in operation, while Phase II
is being finalized after approval by the cabinet.
Agricultural programs. There are several agricultural programs funded by the government. The
programs aim to make agriculture competitive and reduce the country’s reliance on imports of
agricultural produce that can be viably produced locally. The programs offer financial assistance
and technical assistance. The programs include: National Master Plan for Arable Agricultural and
Dairy Development (NAMPAADD), Integrated Support Programme for Arable Agriculture
Development (ISPAAD), Livestock Management and Infrastructure Development (LIMID).
• NAMPAADD: the primary objective of is to promote the commercialization of agriculture, to
make it competitive and reduce the country’s reliance on imports of agricultural produce that
can be cost-effectively produced locally. This program focuses on dairy, horticulture and rainfed farming. NAMPAADD has no financial assistance component. Instead it assists farmers
with the preparation of business plans for loan applications to financial institutions. It also
operates demonstration farms.
• ISPAAD: provides support for rain fed crop production, particularly small-scale farmers.
Approximately P200 million is spent annually on ISPAAD.
• LIMID: one of the main agricultural support schemes and is composed of animal husbandry
and fodder support, water development, co-operative poultry abattoirs for small-scale poultry
producers. In principle, assistance is extended only to resource-poor farmers.
• Veterinary services: are provided for the agricultural sector, primarily the cattle industry (beef
and to a smaller extent, dairy). Much of this is support for disease control (e.g. FMD), and for
meeting SPS and related requirements for access to the EU market.
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Taxation and Incentives
Many of these programs are constructed around tax incentives and subsidies of one form. The
general approach taken by the government to tax incentives and subsidies is that these should be
avoided as far as possible. Instead, the preference is for minimal sector- or firm-specific
concessions or subsidies, combined with a low general rate of taxation. Overall, Botswana’s tax
system is relatively uncomplicated. However, there are some sector-specific tax and subsidy
arrangements.
Corporate Income Tax
With effect from July 2011 the tax regime changed to give a single, unified corporate tax rate of
22%, with no additional corporate tax or offsetting against dividend WHT.10 The dividend
withholding tax rate was reduced to 7.5%.11 The change was designed to be neutral in terms of its
overall impact although the actual impact will depend on individual companies’ profit distribution
practice; the new regime encourages profit retention/reinvestment. A concessional tax rate (15%
compared to 22%) is available for manufacturing companies, IFSC-accredited companies,
Innovation Hub companies; and other companies on individual approval (requested for
agricultural activities). Accelerated capital allowances are provided for mining companies, but
not generally elsewhere.
Indirect Taxes and Levies
The VAT is levied at 12% on all goods and services except for exempt and zero rated items.
Exemptions are relatively limited (mainly basic foodstuffs and agricultural inputs). Exports are
zero-rated. The VAT turnover threshold is P0.5m.
A growing trend in recent years has been the imposition of additional off-budget levies.
Prominent among these are the levy applied to alcoholic beverages, at 40 percent of cost/import
value; a three percent levy on telecommunications services, to fund the cost of the regulator
(BTA); and a 5t/kWh levy on electricity consumption (approximately nine percent), to fund the
cost of rural household connections. The latter is effectively a tax on businesses, mining and
urban households and is clearly anti-diversification in its impact. A further concern about these
levies is that they are off-budget and the expenditures that they fund are not subjected to the
normal scrutiny.
Firm- or sector-specific tax arrangements
Firm- or sector-specific tax arrangements affect agriculture, mining and manufacturing.
Development Approval Orders (DAO) and Tax Agreements are available to firms on a case-bycase basis, to provide additional tax relief. This can include a reduced profits tax rate, tax holiday,
or any other tax concession. A DAO can be approved by the Minister of Finance but has to be
laid before Parliament (and comes into force after one month if no objections), while a Tax
Agreement (which would tend to apply to a larger project) has to be approved by Parliament.
There is only one Tax Agreement currently in operation and this is for a mining firm and predates the more recent mining tax schedule (see below). DAOs are primarily used for
manufacturing firms.
Manufacturing. Manufacturing firms benefit from a concessional 15% profits tax rate
(implemented through a manufacturing DAO). Manufacturing is defined in the Income Tax Act,
and excludes certain activities including packaging, printing, dyeing, and simple assembly,
10

Until July 2011 the general corporate tax regime was a standard profits tax rate of 25%, comprising company tax of 15% plus
additional company tax (ACT) of 10%. The ACT could be offset against withholding tax (WHT) on dividends payable to
shareholders, and carried forward for five years. The WHT tax rate was 15% of profits distributed as dividends (which could be offset
against ACT).
11
Besides the withholding taxes on dividend payments noted above, WHTs are also charged on payments to non-residents for certain
transactions (including interest, management fees, royalties etc.), typically at 15% although reduced rates are applicable where there
are Double Taxation Agreements (DTAs) with individual countries. Tax losses can be carried forward for a maximum of five years
(which means that the benefits of capital allowances could be lost if a firm takes a long period to achieve profitability).
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although it includes diamond cutting and polishing. The concession is not time-limited. 185
companies have been approved for the concessional manufacturing tax rate.
Although no definitive information is available on whether these firms produce for export or for
the domestic market, the general presumption is that firms engaged in the production of cut
diamonds, vehicles and parts, and textiles are exporters, while most of the remainder supply the
domestic market. Only around one-third of the firms that have qualified for tax concessions
actually make a taxable profit and pay taxes, while the largest four taxpayers account for around
half of taxes paid (Table 1).
Table 1: Taxes paid by firms with manufacturing tax concessions
Tax year
No. of firms paying tax
Total taxable profit (P mn)
Total tax paid (P mn)
Tax paid by largest 4 taxpayers

2008/9
50
322.5
39.3
22.3

2009/10
58
446.8
59.5
30.2

2010/11
60
520.1
80
39.3

Source: BURS

Agriculture. Farming income earned by tax-registered farmers can be combined with income
from non-farming sources. The practical effect of this is that tax losses that are typically incurred
on farming operations can be offset against taxes due on other income, notably employment
income. The tax authorities are concerned that this provision is abused (combined with limited
capacity to audit claimed farming losses), and is leading to a significant tax leakage by “parttime” farmers. “Small” farmers (below specified benchmarks such as 300 head of cattle) do not
have to register for taxes and hence can escape taxes altogether. VAT exemptions are provided
for on selected agricultural inputs. The Agriculture Hub has requested tax concessions (primarily
a 15% profits tax) to be applied to all agro-industrial projects (many of which would in any case
qualify under the manufacturing concession), all farming operations, and businesses that support
agriculture.
Mining. Under the Twelfth Schedule of the Income Tax Act, mining firms are subject to a
sector-specific variable profits tax rate.12 Mining firms in general are not eligible to negotiate
Tax Agreements varying the applicable tax rates. However, diamond-mining firms are permitted
to negotiate such agreements. Mining firms are also subject to a royalty on the gross value of
production ranging from 3- 10% depending on the mineral.
Services. The majority of services companies do not benefit from tax concessions. However, there
are two important exceptions: Botswana Innovation Hub (BIH) companies and International
Financial Services Centre (IFSC) companies. BIH companies benefit from a concessionary 15%
corporate tax rate. The BIH targets firms in the areas of ICT, Mining Technologies, Energy &
Environment, and Biotechnology.
IFSC companies benefit from a concessionary 15% corporate tax rate and exemption from WHT
on payments to non-residents, through to 2020. These benefits are available to companies that
meet defined IFSC criteria, mainly (i) to operate in an approved line of business, and (ii) the
entire business is outside of Botswana. The IFSC target sectors are: International Banking;
International Insurance; Investment Funds; International Business Companies; Business Process

12

The tax is calculated as follows:
annual tax rate (%) = 70-(1500/X)

where X is the profitability ratio, given by taxable income as a percentage of gross income. The standard tax rate (previously 25%,
now 22%) is the minimum, while the effective maximum is 55%.
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Outsourcing (BPO) and Call Centers; Commodity exchange (Bourse Africa). In 2010/11 42
companies were accredited, and these paid P13 million in taxes with subventions of P9 million.
Parastatals. All parastatals and wholly government-owned enterprises are exempt from tax,
except for BDC and BMC. However, profit-making parastatals are supposed to pay 25% of
profits to government as dividends in lieu of taxation.
Costs and Benefits of Tax Concessions
These rates generate effective tax rates of about 13.7 percent of value added for non-mining and
29.5 percent for mining activities. The average income tax rates are considerably lower than the
headline rates. This may reflect: (i) poor tax compliance; (ii) the impact of personal tax
allowances, and in mining, (iii) the effect of capital allowances, and (iv) possible over-estimation
of value added figures in the national accounts.
Costs of tax expenditures are generally low. Most corporate income tax is paid at the full rate.
Said differently, taxes paid by concessional sectors, such as IFSC and manufacturing, are not a
large proportion of total corporate income tax. Although accurate data are not available, it is
estimated that value added in the sectors covered by tax concessions represents less than 15% of
value added in the non-mining private sector. The estimated “loss” from the concessional rate on
manufacturing is approximately P50m in 2010/11 – about 2% of non-mining corporate income
tax. The overall taxes paid by IFSC companies are dominated by one very large company and as a
result are volatile from year to year, and the imputed taxes “forgone” from IFSC companies are
therefore also volatile.
Unfortunately, benefits are low as well. These tax expenditures appear to have negligible -- if
any -- impact in achieving their primary objectives. Manufacturing tax concessions have not had
a noticeable impact on the growth of the manufacturing sector. The sector’s share in GDP has
fallen from 5% in mid-1990s to under 4% in 2010, and the share of non-mining private sector
value added has fallen from 12% to 8%. While there are no data on investment in manufacturing,
it is likely that a considerable proportion of manufacturing tax concessions has been granted to
firms that would have been in operation anyway (hence resulting in low additionality).
More important from a competitiveness perspective, these subsidies are probably going to support
declining sectors rather than new dynamic industries. It is likely that a considerable portion of
manufacturing tax concessions has been granted to textile/garment firms, a sub-sector that has
been extremely volatile with periods of dramatic growth and contraction, and whose underlying
competitiveness is questionable.
With respect to the IFSC, it is probably the case that companies would not been established
without the institutional support of the IFSC and the tax concession. Hence, there appears to be a
high level of additionality. However, in contrast to manufacturing where it is likely that many of
the firms would have been in operation even without the tax concession, it is likely that many of
the IFSC firms are only in operation because of the tax concession, and hence depicting the
reduced tax rate as tax “forgone” may not be appropriate in the case of IFSC companies.
Nevertheless, given the small size and slow growth of the IFSC, the tax concession has not been
particularly successful.
Subsidies
Direct subsidies to producers
Botswana makes relatively limited use of direct subsidies to producers, at least outside of the
agricultural sector. Three of four sets of subsidies go to agriculture. The major programs are:
• Employment subsidies to textiles
• Direct subsidies to arable farmers (ISPAAD)
• Indirect subsidies to cattle farmers through veterinary services

43

•

Agricultural credit guarantee scheme

Employment subsidies in textile/garment production. The only significant one is a wage subsidy
paid to textile/garment producers. The subsidy of P20/day was paid to employers of citizen
employees in the industry on a reimbursement basis. By mid-2011, approximately 4000 workers
were covered. A total budget of P38m was made available over the two-year period (2010-11).
For employees on the minimum wage, the subsidy covered two-thirds of wage costs. The
provision for the subsidy expired in December 2011, although the industry is lobbying for its
reinstatement. The value of the subsidy on a full-year basis of approximately P20m compares
with value added in the textiles/garments sub-sector of P150m in 2010. Estimates suggest that
the value of the subsidy is greater than the value of taxes derived from the sector, so the industry
is a net drain on the fisc.
ISPAAD subsidies to arable farmers. ISPAAD provides a subsidy in the form of free seeds,
plowing, fertilizer, planting etc for dryland arable farmers, with a full subsidy for small farms and
a partial subsidy for larger farms. The cost of ISPAAD and related support programs is
approximately P230 million a year.
During the 2010/11 crop season, 116,000 farmers were covered by ISPAAD and 370 000 ha were
ploughed, of which some 70% was under cereals (maize and sorghum). However, it is estimated
that less than 50% of the area planted was harvested, and that yields are extremely low. Rough
approximations suggest that the subsidy cost per ton of grain produced is around P5000, more
than 3 times the market value of the grain, i.e. there is substantial negative value added from the
subsidized activities. The subsidy cost of P230m a year compares with total value added in the
crop sector (including unsubsidized, commercially produced crops) of P150m in 2010.
ISPAAD has not yet been subject to a formal evaluation. However, informal estimates13 suggest
that:
•
•
•

crop yields in ISPAAD-supported farming activities are less than one-fifth of the level
required for commercial viability;
around half of the beneficiaries are absentee urban residents, whereas the intended
beneficiaries are the rural poor;
the scheme is ineffective at raising the living standards of the rural poor.

In addition, there is no evidence from published data that it has helped to boost growth in the
agricultural sector.
Indirect subsidies to cattle farming. The second major subsidy to producers is the provision of
veterinary services to cattle farming (and indirectly to beef industry) by the Department of
Veterinary Services (DVS). These services can be divided into general public good services and
those that are specifically aimed at meeting SPS standards to enable continued access for beef
exports to the EU. The latter are believed to account for the majority of the costs and include
sophisticated animal traceability systems demanded by the EU. While the costs of the EU SPS
systems are paid from public sources, the benefits of the higher prices for beef received from
sales to the EU market (which are above world prices) are appropriated by individual farmers.
Whether the benefits of higher EU prices exceed the costs of compliance measures at a national
level (i.e. whether it is a worthwhile expenditure for Botswana) has never been subject to a
thorough evaluation. However, in early 2011 Botswana lost its eligibility to export to the EU
market due to weaknesses in the veterinary accreditation system, and significant further
expenditure will be required to regain access that further emphasizes the need for such an
evaluation.

13

based on discussions with senior MoA officials
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Table 3: Veterinary spending and value added in cattle/beef sector

2008
2009
2010
2011

Livestock VA
1026.5
1031.4
1462.2
1884.0

Meat VA
256.7
372.6
457.9
461.5

Total VA
1,283.2
1,404.0
1,920.2
2345.5

DVS budget
299.3
364.1
329.7
354.7

DVS as % of VA
23.3%
25.9%
17.2%
15.1%

Source: Statistics Botswana, MFDP.

Agricultural Credit Guarantee Scheme. The Agricultural Credit Guarantee Scheme (ACGS)
provides loan insurance for credit provided to dryland arable farmers by two development finance
institutions (NDB and CEDA). The AGCS provides insurance against inability to repay loans due
to drought, flood or hail. In principle, the scheme works by levying a 5% premium on farmers on
the value of eligible loans (for seeds, fertilizer, plowing, fencing, farm machinery etc), which is
matched by a 5% premium paid by Government. In the event that “drought” or “flood” is
formally declared by the government, the AGCS pays out 85% of the value of eligible loans
outstanding.
The AGCS is currently under review as it is recognized that the scheme is badly designed and
vulnerable to abuse, in that it is not sensitive to regional variation in weather conditions, has
moral hazard problems, and has become increasingly politicized.
It is clear that the ACGS represents a significant subsidy to the agriculture sector, predominantly
commercial farmers (rather than smaller, subsistence oriented farmers). One component of the
subsidy is the 50% premium contribution from MFDP, amounting to P13.4 million over the
period 1999/2000 to 2010/11, and P2.2 million in the most recent cropping year. The second,
larger component is the fact that the scheme is structured in a completely non-commercial and
non-sustainable fashion, in that premiums have been inadequate to cover the risk-adjusted
liabilities. Taking the above (arbitrary) period as a whole, there has been a subsidy of P57
million, or around P5 million a year. Total subsidies over this period therefore amount to P71
million, with income from farmers covering only 16% of the benefits received. The ongoing
review will hopefully amend the scheme to make it sustainable (premiums cover risk-adjusted
liabilities), triggered by local climatic conditions rather that national conditions, and to remove
inappropriate incentives that make it open to abuse.
Subsidies through State Enterprises
A major area of direct and indirect subsidy provision is through parastatals. Parastatals – or
State-Owned Enterprises (SOEs) - are important in Botswana as several of them are amongst the
largest entities in the country outside of the mining sector. They can be grouped as follows:
Utilities: Botswana Power Corporation (BPC); Botswana Telecommunications
Corporation (BTC); Water Utilities Corporation (WUC);
Transport: Air Botswana (AB); Botswana Railways (BR);
Finance: Botswana Development Corporation (BDC); Botswana Savings Bank (BSB);
Citizen Entrepreneurship Development Agency (CEDA); Botswana Export Credit
Insurance (BECI); National Development Bank (NDB)
Agricultural support: Botswana Agricultural Marketing Board (BAMB); Botswana Meat
Commission (BMC)
Other: Botswana Housing Corporation (BHC)
Parastatals are established by Acts of Parliament, and hence are statutory corporations rather than
incorporated under the Companies Act. Some parastatals are being corporatized (established as
limited companies with government as the sole shareholder) in preparation for privatization.
45

Subsidies to parastatals take the following direct and indirect forms:
• the fact that most parastatals (apart from BMC and BDC) do not pay tax;
• direct budgetary transfers (to meet operating costs);
• provision of finance capital, whether through equity, loans or guarantees, which are not
provided on commercial terms.
Tax Exemptions. Under the Income Tax Act, corporations wholly owned by the Government –
apart from BDC and BMC – are exempt from taxation, despite the fact that some of them make
considerable profits. In lieu of tax, parastatals are supposed to pay dividends to government
equivalent to 25% of profits each year. BDC is liable to taxation as a normal corporation, while
BMC is taxed under the Fourth Schedule of the Income Tax Act; BMC taxation is principally a
turnover tax based on gross sales proceeds less marketing expenses. The BMC tax regime is
perverse, in that it can be liable for tax even when it makes losses (although in such cases, the tax
due is usually waived).
Direct Budgetary Transfers. Certain parastatals receive direct budgetary support from GoB. This
may be for capital replenishment, to cover operating losses, or to cover the cost of special public
policy measures that may be implemented on behalf of government, e.g rural electrification,
strategic grain reserve management.
Implicit Finance Subsidies. Not all budgetary transfers to parastatals are “subsidies”. Payments
representing capital contributions are essentially shareholder capital injections. Several parastatals
have been undercapitalized in the past, and hence recent capital injections can be viewed as
establishing the parastatals on a more commercial footing.
However, the provision of finance by government may entail an implicit subsidy. This primarily
derives from the fact that government, as sole shareholder, does not always impose a discipline
on parastatals to earn a commercial return on capital. Most parastatals do not pay dividends to the
shareholder (the payments termed “dividends” are in fact payments in lieu of taxes). Even if no
dividends are paid, a commercial parastatal should at least earn profits amounting to a reasonable
return on capital. With an estimated cost of capital of 12%14, the parastatal financial data for
2008/9 and 2009/10 indicate few instances of parastatals making sufficient profit to generate this
level of return on equity.
In addition, government provides direct loan finance to some parastatals, and in other cases
provides guarantees for commercial finance. We estimate the average value of sub-economic
interest charged on loans to parastatals, and on “free” guarantees, to be 150bps. However, in most
cases the major implicit subsidy results from the sub-economic return on capital rather than the
sub-economic costs charged for loan finance or guarantees.
The most prominent cases of implicit subsidies to parastatals are:
•

•

BPC: substantial losses due to rapid increases in costs and controls on electricity tariffs,
which have prevented commercial pricing; also large currency hedging losses in 2009/10;
government has also provided large equity injections as well as loan guarantees towards
the cost of the expansion of power generation capacity in 2010/11; the financing subsidy
to BPC was worth approximately P650-P800 million a year in 2008/9 and 2009/10 (and
compares to actual revenues over just over P1 billion a year; the subsidy is likely to have
risen in 2010/11 due to high expenditure on Morupule B power station and further equity
injections and loan guarantees.
WUC: profits substantially below the cost of capital, due to sub-economic pricing;

14

Based on the long-term government bond rate of 9% (at the margin, funds injected into parastatals have to be borrowed), plus a
small equity premium. With inflation averaging around 7.5%, this entails a real return on equity of around 4%.
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•
•

CEDA: substantial losses due to a fundamentally non-commercial business model, and
reliance on government funding on which there is no prospect of paying a return or
generating a profit;
Air Botswana: continued losses and reliance upon government funding, due to
inefficient operations and a non-commercial business model; it is unlikely that the
company will pay a return to the shareholder;

By contrast, BTC and BDC generate profits for the shareholder – and in BDC’s case also pays
taxes – which indicate minimal implicit subsidies.
Table 5: Parastatal Subsidies (Explicit and Implicit) (Pmn)
Parastatal
Utilities
BPC
BTC
WUC
Transport
AB
BR
Finance
BDC
BSB
CEDA
NDB
Agriculture Support
BAMB
BMC

2008/9

2009/10

913.1
51.2
116.2

1.205.5
-29.4
146.8

116.1
94.3

100.8
163.3

-151.5
9.7
235.9
28.0

54.2
0.4
336.2
24.1

-1.6
-49.7

30.2
116.5

Source: Own calculations based on Annual Reports.
See Annex 3 for details of calculations

Other Policies: Local Preference, Investment Promotion and Price Controls
Local Preference and Reservation Policies
The new EDD scheme has been in operation since early 2011. It provides preference margins for
EDD-registered local firms, with a greater preference margin for smaller firms (Table 6).
Table 6: EDD Preference Margins
Turnover
Less than P5 million
P5m – P20m
Over P20m

Preference margin
15%
10%
5%

Source: MTI

The scheme is open to all firms in Botswana, both locally-owned and foreign-owned, in
agriculture, manufacturing and services. By November 2011, 305 companies had been registered
for EDD status (Table 7).
Table 7: EDD Registrations
Turnover
Sector
Manufacturing
Services
Agriculture
Total

<P5m

P5m – P20m

>P20m

Total

137
86
0
223

37
14
1
52

27
3
0
30

201
103
1
305

Source: MTI

47

No evaluation has yet been carried out as to the extent of procurement from EDD-registered
companies, and hence it is not possible to determine either the cost to government or the extent to
which it is affecting the private sector.
Certain activities are reserved for citizens only, under the Trade Act. New Trade Regulations
issued in September 2011 extended the range of reserved activities (a full list is included as
Annex 7). Reserved activities are almost entirely retail and small-scale service activities (i.e.,
non-tradeables). Other sectors reserved for citizens and closed to foreign ownership include
small-scale mining, some tourism activities, and road passenger transport.
Investment Promotion Organizations
An examination of the role and impact of investment promotion organizations is beyond the
scope of this chapter, and is partially addressed in an accompanying paper. However, they are
briefly included given that they are important players in terms of indirectly influencing
investment decisions (indirectly as they do not directly influence prices or returns), and are also
important items in the government budget. The four main investment promotion organizations,
with their approximate annual government subventions, are shown in Table 8.
Table 8: Investment Promotion Organizations & Budgets
Organization
Botswana Export Development and Investment Authority
(BEDIA)
Local Enterprise Authority (LEA)
International Financial Services Centre (IFSC)
Botswana Tourism Organization (BTO)

Annual Budget (Pmn)
65
125
9
75

The role of the IFSC is discussed above. BEDIA (currently BITC) has a dual mandate, that of
supporting Botswana-based exporters, and of attracting inward investors (FDI). BEDIA’s focus is
mainly on manufacturing enterprises. LEA’s role is to provide business support services to
SMMEs. Although it provides some general business support, it has adopted a specific focus on
agricultural and agro-industrial enterprises, and thus is primarily oriented towards supporting
import-substitution. The Botswana Tourism Organization (BTO) provides marketing services for
the tourism industry and administers a system of accreditation and standards.
Price Controls
Botswana makes relatively limited use of price controls. The most closely regulated prices are
those of fuel (petrol & diesel) and road passenger transport, for which retail prices are determined
by government. Fuel price control also determines the margins earned by wholesalers and
retailers. Fuel prices are adjusted monthly in order to reflect changes in international prices and
other cost elements such as transport and refining. The intention of fuel price control appears to
be to prevent “exploitation” by retailers, particularly those in remote locations. However it also
has the effect of preventing price competition and thereby of inhibiting the scope for productivity
efficiency gains. The objective of preventing “exploitation”, to the extent that it remains an issue
in light of the widespread availability of fuel in most cities, towns and villages, could of course be
achieved by setting a maximum rather than a fixed price, which would also encourage
competition and efficiency. Similar arguments apply to regulated road passenger transport fares.
Other regulated prices include electricity and water (price increases have to be approved at
Cabinet level), telecommunications services (which have to be approved by the regulator, the
Botswana Telecommunications Authority), and bank charges (changes have to be approved by
the Bank of Botswana).
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Trade Measures
Botswana’s ability to implement trade restrictions is limited due to its membership of the
Southern African Customs Union, which involves inter alia free trade between member states and
a common external tariff (which is de facto determined by South Africa).
However, there is scope for limited trade restrictions to be implemented at the national level,
including:
Infant industry protection can be imposed by any member state to protect a new manufacturing
industry (one or more firms), through the imposition of a tariff at the intra-SACU border; the
revenues so collected accrue to the common SACU revenue pool and not to the member state.
The protection is limited to 8 years, although it can be renewed. Botswana has used this
provision on three occasions over the past 40 years, to protect a brewery, a soap manufacturing
plant (both protections now expired), and the packaging of UHT milk (40% tariff on imports now
in force).
Similarly, restrictions on agricultural trade are permitted under the SACU Agreement for
“emergent agriculture and related agro-industries” and “any other purposes”, subject to agreement
by Member States and “a negotiated sunset clause outlining its conditions and period”. The
SACU Agreement also permits a “Member State to prohibit or restrict the importation into or
exportation from its area of any goods for economic ….. reasons” but this “shall not be so
construed as to permit the prohibition or restriction of the importation by any Member State into
its area of goods grown, produced or manufactured in other areas of the Common Customs Area
for the purpose of protecting its own industries producing such goods”.
Botswana has introduced a number of restrictions on trade in agricultural and related agroindustrial products within SACU. Restricted activities include:
•
•
•
•
•
•

the importation of poultry products (meat and eggs), beef and bread (generally prohibited)
the export of live cattle (generally prohibited)
the export of beef and beef products (restricted to BMC only)
the importation of sugar in containers of less than 50kg (generally prohibited)
the importation of wheat flour (subject to a 15% tariff – officially termed a “levy”)
the importation of various horticultural products (e.g. tomatoes, onions, potatoes etc.)
(seasonally prohibited)

Trade restrictions are generally initiated by the Ministry of Agriculture but imposed by the
Ministry of Trade (typically through the Control of Goods Act). Many of the restrictions listed
above appear to be inconsistent with the SACU Agreement (for instance, being used for
protection, and not time limited), although it does not appear to be a major issue of contention
within SACU at this stage. Proposed restrictions – whether for infant industry protection or other
measures - are not subjected to a thorough prior assessment or post-implementation evaluation.
The cursory assessments that do take place appear to mostly pay attention to the interests of
producers, and pay little attention to the interests of consumers or the impact on domestic prices
or competitiveness.
The contradictions entailed in this policy are starkly illustrated in the case of poultry. Import
restrictions have been in place for 31 years (hence far exceeding the permitted infant industry
period), and have supported the emergence of a domestic poultry industry that has made the
country largely self-sufficient, as well as creating substantial employment (estimated at 4,500
jobs). However, the price of poultry is well above the price in South Africa (average premium in
Botswana estimated at 35%). Hence there is a substantial loss of consumer surplus (estimated at
P500 million, or around 0.5% of GDP) and a very high cost per job created (around P125,000)
(Grynberg, 2011). From an export perspective, the negative impact of the current set up is clear.
Some producers have been exploring the potential for exporting to the EU under the EPA
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agreement, which would permit duty-free entry to the EU. However, this is not consistent with
the continuation of import restrictions (the EU would not grant duty-free entry under the EPA
with these restrictions in place). Similarly, the large-scale Zambezi agro-industrial project that is
being considered for establishment in northern Botswana originally included an export poultry
component, but this has had to be removed because it would have required termination of import
restrictions, which would cause major problems for domestic producers (if not for domestic
consumers).
A similar problem situation exists with UHT milk. The 40% infant industry tariff on imported
UHT milk provides a very high Effective Rate of Protection (over 100%) for domestic producers.
Although initially lobbied for by an independent local firm (Delta Dairies), which established a
UHT packaging plant on the basis of the tariff, two other producers (Parmalat and Clover) have
both established UHT packaging plants since the tariff was introduced. The industry now has
substantial excess capacity. Although the tariff is time-limited (8 years under the SACU
agreement), there appears to be little prospect that the industry can be competitive with imports
within that time period. This reflects both a size issue (lack of economies of scale) and inadequate
local supplies of raw milk. As with poultry, protection has stimulated the establishment of a local
industry and job creation, but with a very high cost per job created (similar to that in the poultry
industry). (Charalambides & Ngwenya, 2011) It also comes at the cost of higher prices to
consumers (and as with poultry, this mostly impacts on lower-income groups), and with little or
no export potential while protection continues.
The Balance: Incentives’ Costs, Benefits and Options for Reform
Botswana spends about 3% of GDP on a mixture of sectorally and generally focused incentives.
For its part, the tax system before concessions generally has few distortions, in that the majority
of corporate taxpayers pay tax at the relatively low standard rate and the specific tax regime for
mining is comfortably in line with international best practice. Similarly, direct subsidies to
producers are limited.
However, a clear sectoral bias results from the structure of tax concessions and of direct and
indirect subsidies – and it is one that generally favors declining activities over emerging ones,
import-substitution over exports, and manufacturing and agriculture over services. The sectors
that benefit most from concessions (tax incentives and/or subsidies) are manufacturing (especially
textiles and garments) and agriculture (especially crop farming and cattle rearing). There is no
evidence that these sectors have grown more rapidly as a result of concessions. There may have
been a slight lessening of the sectoral bias on manufacturing with the termination of FAP and its
replacement by CEDA and the establishment of the IFSC and the BTO, but still the broad
structure of incentives remains. This structure of incentives has the effect of reinforcing antiexport bias, providing incentives to declining sectors, and discouraging services.
Parastatals receive considerable implicit subsidies, the main effect of which has been to keep the
cost of some utilities below economic costs – especially water and electricity – the impact of
which is spread throughout the economy. However, the subsidies as currently structured for BPC
do make it more difficult for private sector firms (independent power producers, IPPs) to move
into power generation. One immediate priority is to examine whether these subsidies to power
promote diversification and competitiveness by keeping a key input cost below its economic cost)
– and if so whether they could be structured in such a way as to encourage rather than hinder
private investment in power generation.
More important, subsidies to parastatals do not always to keep the price of key inputs low; in
some cases it may be simply to entrench inefficiency which places a drag on productivity and
export industries. One clear example is Air Botswana, where high subsidies have not led to
lower airfares. Combined with restrictions on market entry, the high cost and limited supply of
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air travel services has acted as a disincentive to investment in the tourism sector 15. Subsidies
that entrench state monopolies recur in other sectors: for example, subsidies to inefficient
parastatals including BMC in agriculture and BTC in telecommunications (see Chapter 5).
The total cost to government of the various incentives and subsidies is calculated at an average of
P2.7 billion a year over the two most recent years for which data are available (generally 200910), delineated in Table 9. This 3% of GDP amounts to about 7.5 percent of government
spending. Nearly two thirds of this is accounted for by subsidies to parastatals, of which the
subsidy paid to Botswana Power Corporation accounts for by far the largest share (and nearly
40% of all subsidies). Other recipients of large subsidies are veterinary services and CEDA.
These figures relate only to (actual or imputed) costs to government. There are additional costs to
the economy, such as the costs to consumers of trade protection (estimated at P500 million for
poultry protection alone) or inefficient regulation in telecommunications and air travel.
Two main conclusions flow from the above. First, the cost of incentives and subsidies is
significant in relation to overall government spending. In an environment where the overall level
of government spending has to be reduced to achieve sustainability as mineral revenues decline,
all areas of government spending need to be critically examined in order to determine where
spending could be reduced. The very high level of subsidies to parastatals is one area where the
effectiveness of these subsidies needs to be closely examined.
Second, subsidies and incentives on balance do not go to new activities or to promote exports. Of
the P2,700 million total, only P 170 go to emerging dynamic sectors that are associated with
exports (Figure 2). These are overshadowed by expenditures four times larger to importsubstitution programs to declining industries. Moreover, some concessions are orientated
towards export-focused activities (beef and textiles/garments) but are also to industries that are
losing competitiveness. Others, such as subsidies for arable agriculture, the local preference
(EDD) scheme for government procurement, reservation policies and trade measures, have an
import-substitution and hence anti-export bias.
Table 9: Summary of Major Subsidy and Incentive Costs (annual average 2009-10)

Agricultural subsidies
ISPAAD
Veterinary services
ACGS
NAMPAADD
Major Parastatal Subsidies
BPC
WUC
AB
BR
CEDA
NDB
BMC
BAMB
Taxes forgone
Manufacturing
IFSC

Pmn
595
230
350
6
9
1788
1059
132
108
129
286
26
33
14
100
50
24

% of total
22%
8%
13%
0%
0%
65%
38%
5%
4%
5%
10%
1%
1%
1%
4%
2%
1%

15

Budgetary
expenditure

Imputed
amount

X
X
X
X
X
X
X
X
X

X

X
X
X
X
X
X
X
X
X
X

Air Botswana has a monopoly on all scheduled domestic routes and on the most important tourism route (Johannesburg –
Maun). Fares on the latter are reputed to be amongst the highest in the world (on a per-km basis). This route is due to be opened in
June 2012.
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Direct producer subsidies
Textile/garments
Subventions to investment promotion
BEDIA
LEA
IFSC
BTO
TOTAL

20
20
275
65
125
10
75
2753

1%
1%
10%
2%
5%
0%
3%
100%

X
X
X
X
X

Source: own calculations based on data from MFDP, Annual Reports, BURS, IFSC

To be sure, the rough classification in Figure 2 is dependent on broader sectoral policies. For
example, the beef sector has been a declining sector for years in Botswana – especially so since
the loss of access to the European market -- but there is every reason to believe that, with
considerable revision of policies (such as those outlined in Chapter 5), it could become once
again a growth sector. Textiles and garments might also have growth potential if policies were
aligned with export objectives and costs of services were reduced.
A large share of the subsidy pool – roughly half -- is effectively neutral. The final economic
consequence for competitiveness of these neutral subsidies depends on the orientation of the rest
of the policy framework. If policies provide pricing signals to encourage exports these subsidies
to electric power might be used effectively to enhance competitiveness and diversification; if
subsidized power goes to inefficient companies selling to the government, these neural subsidies
are not aligned with competitiveness objectives. Similarly with the subsidies for LEA and CEDA
– they may be neutral in intent, but their practical application may favor import-substitution
activities, as appears to be the case.
Figure 2 Incentives do not generally reflect diversification objectives

Declining

Import-substitution
(Anti-export)
• ISPAAD (P230m)
• Import restrictions
(beef, poultry)
(P500m); BMC export
monopoly

Emerging

• Air Botswana subsidies
(with regulatory
restrictions) (P108m)

Neutral

• EDD / Local
Preference
• Reservation policy

Export-promoting

Neutral

• Manufacturing tax
concession & subsidy
(P70m)
• Veterinary support
(P350m)
• Mining capital
allowance
• IFSC tax concession &
subventions (P33m)
• BTO subventions
(P65m)
• BEDIA subventions
(P75m)
• EDD medium term
strategy

• BPC subsidies
(P1050m)
• CEDA subsidies
(P290m)
• LEA
subventions
(P125m)

Dani Rodrik, arguably the leading apostate on industrial policy, has suggested that a welldesigned program of subsidies and incentives should have several key characteristics (see Box 1).
These include provision for transparency, providing subsidies only to new activities, having clear
criteria for success and sunset clauses. It is instructive that few if any of Botswana’s industrial
policies adhere to these guidelines.
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This suggests the government might:
•

Conduct a brief evaluation of major incentive programs to correlate with best practice of
smart industrial policy. Particularly relevant for Botswana are the principles describing
transparency, subsidizing only new activities, providing clear objectives, sunset clauses,
balanced risk, ensuring competition, and periodic evaluation.

This analysis also suggests several specific actions could be undertaken to drive the
competitiveness and diversification agenda:
•

Analyze feasibility of adopting uniform tax rate of all business activities to eliminate bias
against services, sufficiently high to assure revenue neutrality. The rationale for giving tax
and other incentives to the manufacturing and agricultural sectors (particularly subsistence
arable agriculture) is questionable in the context of diversification policy. It seems to be more
justified by a perceived need to prop up failing sectors rather than to provide support to
sectors with longer-term growth potential. The structure of incentives discriminates against
tourism and other services (only offset by the concessions to IFSC companies engaged in
offshore business services) that arguably have greater long-term growth potential than
manufacturing and agriculture, and provides a disincentive for entrepreneurs to enter these
activities. It would be preferable to have a low, standard profits tax rate that does not attempt
to guide investment into particular sectors. The wage subsidy for garment/textile firms should
be discontinued when the current budgetary provision is exhausted. Tax-deductible capital
allowances, used by some countries as an investment incentive, should be avoided as this
would provide an incentive for capital intensive production techniques, which is
inappropriate in an environment of high unemployment.

Box 1

10 Principles for a Smart Industrial Policy

1.

Begin by focusing on removal of policy, institutional, and cost elements in the value chain
that limit production and exports (e.g., cost of doing business)
2. Transparency: Quantify current spending on industrial policy and present amounts in budget
to parliament
3. Provide incentives and subsidies only to “new” activities
4. Objectives: clear with benchmark/criteria for success and failure
5. Sunset clause: phase-out subsidies progressively and automatically over say 3-5 years
6. Risk: Projects should entail private risk commensurate with public risks
7. Competition: Avoid raising barriers to entry and to competition, especially from import
competition
8. Agency administering IP: must have demonstrated competence – with clear political
oversight and accountability
9. Ministry: Maintain channels of communication with the private sector
10. Evaluations: Subject portfolio of industrial policy programs to regular ex post external
evaluation
Source: Adapted from Dani Rodrik, 2004 “An Industrial Policy for the 21st Century”

•

Critically review programs that subsidize import-substitution industries or have an antiexport bias with a view toward revamping them or, in some cases, and phase them down.
Such interventions (the left column of Table 2) need to be critically reviewed to determine
their cost and benefits. This entails (a) clearly formulating quantifiable objectives, (b)
periodically measuring performance of beneficiaries and the program itself to ensure that
objectives are being met; and (c) study and report on costs to the government or to consumers
and non-beneficiary companies. For example, reservation policy and local preference (EDD)
are both designed to help support local entrepreneurship, but none of the conditions (a) – (c)
are available. Suggestions for individual programs are outlined below.
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•
•

•

•

•

Revamp ISPAAD program to avoid creating incentives for farmers to remain in low
productivity jobs – in effect poverty traps. (Consider phasing out by 2012/13).
Review EDD to ensure objectives of expanding internationally competitive activities. A risk
of the EDD is that companies will orient their activities toward selling to the state and will
not look for export activities. This is particularly true if distance or other barriers effectively
insulate sellers to the government from foreign competition. This suggests focusing the
design on clear firm-level indicators of successful performance criteria, together with a firmlevel sunset clause for eligibility under the program. Second, the government might establish
ceilings on how much it wishes to spend on the overall program through above-market
procurement.
Revamp CEDA program around pro-competitiveness objectives by, for example, allowing
joint ventures to participate, by restricting direct loans to SMEs in small amounts, while
providing partial credit guarantees to larger enterprises to involve the banks; improve project
evaluation with a view to their net benefit to Botswana, using shadow prices that place a
premium on tradeable goods; and improve collections and accountability for funds spent.
Phase out programs that rely on trade protection so as to provide incentives for long-term
competitiveness. There are some import-substitution activities that are clearly expensive,
unproductive and unsustainable (e.g. ISPAAD) or a major barrier to the development of
export-focused industries (e.g. trade restrictions). The latter are particularly problematic in
that they lead to short-term gains but at the cost of long term stagnation – jobs may be
created, but once the domestic market is satisfied, there is no potential for further growth. In
addition, such protection adds to the country’s cost base and undermines competitiveness.
Policy now needs to focus on improving the competitiveness of such protected industries in
order to improve the prospects of their long-term survival and to build export potential. One
way of achieving this would be to make such protection time-limited (which at present does
not apply in the case of agricultural protection) and to gradually scale down the level of
protection for infant industries over the period of that protection16. As an example of the
type of measure that could be undertaken to build competitiveness, the domestic poultry
industry is required to procure 70% of its feed from domestic sources, a measure supposedly
designed to protect maize farmers. However, domestic maize production is completely
inadequate to meet demands for animal feed as well as human consumption, and as a result
this measure this adds to the poultry industry’s cost base and provides a protected market for
domestic poultry feed producers, using imported grains. As such a policy does not appear to
be in the interests of the economic efficiency of the poultry industry, maize farmers or of
consumers, it should, therefore, be abandoned (Grynberg and Matswapong 2011).
Review the impact of infrastructure subsidies and expenditure from an economic cost-benefit
perspective. The provision of infrastructure is generally highly subsidized in Botswana,
whether through indirect subsidies for parastatals, cross-subsidies from one group of
consumers to another, or direct financing by government. However, the focus of the provision
of infrastructure appears to be largely driven by social rather than economic considerations.
For example, there are high levels of spending on rural roads, water and electricity supplies,
delivering services to sparsely populated areas at a very high cost per capita. This is despite
the fact that rural-urban migration continues, and there is little economic benefit from such
provision. At the same time, infrastructure that is essential to support economic
diversification, such as international internet connectivity – which is particularly important if
growth is to be led, at least in part by, services – is well below the standards required. It
could be far more economically beneficial to subsidize bandwidth – which has a sharply
declining cost curve and hence the magnitude of subsidies required would fall over time –
rather than providing public services to areas that are undergoing depopulation. The provision
of resources for infrastructure needs to be driven more by economic cost-benefit assessments
than by social priorities. Where there are strong social arguments for subsidized provision

16

At present there is no such scaling down of infant industry protection under SACU, and hence no incentive for firms to
improve competitiveness during the period of protection. Instead, the incentive for firms is to lobby for an extension of the period of
protection.
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•

(e.g. water supplies) this should be done through other means (such as stepped tariffs or
transparent, budgeted transfers) rather than hidden implicit subsidies to the service provider.
Review the impact of other fiscal, quasi-fiscal and price control measures and bring
expenditures on-budget. The plethora of new levies have been introduced for a variety of
reasons, but even if the primary objectives are achieved they may have unintended side
effects. The alcohol levy is aimed at changing expenditure patterns, but adds to the overall
cost of living and diminishes competitiveness. The telecommunications levy is required to
fund the regulator, but the level (3%) needs to be reviewed to determine if it is still
reasonable in the light of the dramatic growth of cell phone usage. The rate is high by
international standards, and hence detracts from competitiveness by raising the cost of an
important input to many business activities. It may also lead to a bloated and oversized
regulator that can further inhibit business and investment. The electricity levy, introduced for
social purposes, is also a tax on businesses and households that detracts from
competitiveness. The impact of such new levies, or hidden taxes, on competitiveness needs to
be evaluated alongside any consideration of whether they are achieving their primary
objectives. For the purposes of transparency and accountability, expenditures financed from
the proceeds of such levies should be channeled through the normal budget, rather than being
handled through non-transparent dedicated funds. Finally, the relevance of price controls
needs to be reviewed, given that the economic and regulatory environment has changed since
they were first introduced. First, there is much greater competition in fuel retailing and road
passenger transport, suggesting that normal market forces should be sufficient to determine
competitive pricing. Second, the new Competition Authority is in a position to determine
where abuses have taken place. These developments suggest that statutory price control is
unnecessary, and the potential benefits and efficiency gains that can come from competition
in these sectors are not being realized.
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Chapter 3: Disincentives to Export: the Trade
Regime
Price Incentives to Exporters: The Role of Trade Policy
Much like industrial policies, most governments use border barriers to tilt the playing field in
favor of some activities, with the objective of using the price system to channel private
investment into particular areas. Governments use tariff barriers, non-tariff barriers, and
(contingent or temporary) protection with the idea of creating productive capacity and jobs or
realizing some future comparative advantage. However, favoring some activities comes at the
expense of others. Whereas industrial policy through subsidies and tax expenditures comes at the
expense of taxpayers, tariff policy comes at the expense of raising prices to consumers and nonbeneficiary industries – and reducing their competitiveness. Beyond these domestic effects, trade
ministers can use their leverage in regional and multilateral trade negotiations to increase the
access of Botswana exports to foreign markets.
Botswana’s trade policy has four dimensions that affect its export diversification potential:
•
•
•
•

SACU tariffs on goods that convey price signals to its producers,
Botswana’s own unilateral policies at the border through nontariff measures
Unilateral and regional policy toward services
Regional and multilateral initiatives to increase market access abroad.

SACU tariffs have historically been set by South Africa as a complement to its own industrial
policy. Yet from Botswana’s perspective, the effect of SACU tariffs has been to tax Botswana
consumers and producers. Botswana’s use of unilateral border protection, mainly for agriculture,
has failed to spur diversification – in fact it has mired activities in the domestic market that might
otherwise become export industries. Similarly, unilateral policies toward services has generally
missed the opportunity for Botswana to harness competition from regional or international
companies to drive domestic productivity gains – rather with the consequence of protecting
established monopolies in professional services, air transport, and telecommunication. Nor can
barriers in foreign markets be blamed for Botswana’s low diversification: by and large Botswana
enjoys preferential terms of access to most major markets.
SACU Trade Policy and Merchandise Exports
There are several reasons to suppose that trade liberalization might positively affect export
diversification: lower input prices allow producers to become competitive across a wider range
of products, lower tariffs reduce the cost penalties to exports, and increased price competition can
drive improvements in productivity and hence support a wider range of competitive products.
Carrere, et al (2011) explored the links between trade liberalization and export diversification to
assess whether lowering the costs of inputs and other products toward border import prices would
lower the degree of concentration of exports. Using the number of exported products as the
measure, they found that, across countries, import liberalization increased diversification. The
effects were particularly strong in middle-income countries where, controlling for other
characteristics, post-liberalized economies displayed a significantly lower export concentration
and significantly greater number of products. More tantalizing from the perspective of Botswana,
they found a strong interaction between years of schooling, trade liberalization, and
diversification: increasing educational attainment tended to increase diversification only in the
presence of trade liberalization.
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Box 1: Botswana’s Trade Agreements
The major trade agreements affecting Botswana are:
Southern African Customs Union (SACU): includes South Africa, Namibia, Swaziland and Lesotho;
common external tariff set by South Africa (until new SACU tariff setting bodies are up and running)
with free trade within SACU; covers trade in goods (not services); revenues distributed to member
states from common revenue pool, with bias towards smaller members; scope for intra-SACU trade
restrictions through infant industry protection (tariffs), restrictions on imports of agricultural products,
and other NTBs (e.g. SPS requirements). Under SACU rules, there is provision for a duty drawback on
materials imported for the production of goods that are eventually exported outside of SACU, and
similarly for duties on capital equipment used in the production of such goods.
SADC Free Trade Area: includes SACU plus ten other countries; free trade covering “substantially all”
trade within the FTA (estimated at 85%), with national tariff setting; rules of origin determine
eligibility for free trade; covers goods only, although being extended to services;
EAC-COMESA-SADC Tripartite: An agreement to link these 3 regional communities, including
establishing a Tripartite Free Trade Area encompassing its 26 member countries, enhancement of trade
facilitation to improve the flow of goods along transport corridors, joint planning and implementation
of infrastructure programmes, and free movement of business persons within the Tripartite region to
facilitate the conduct of business.
EU/SADC Economic Partnership Agreement (EPA): a provisional EPA applying to trade in goods has
been initialled, while negotiations on a services EPA are ongoing.

Tariffs in SACU
In Botswana, the trade policy regime is stacked against export diversification. The SACU tariff
schedule discourages exports from Botswana (as well as the rest of the region). If tariffs are
levied on intermediate and capital inputs, and even higher tariffs exist on final goods, the
incentive embedded in the price signals is to produce for the local market instead of exporting.
Edwards and Lawrence (2008) in their detailed study using 2006 data found that SACU tariffs
create an incentive for producers to sell in local markets. The bias in favor of selling
manufactures of final goods in the domestic market amounted to a 46 percent premium relative to
selling in foreign markets. Much of this was associated with tariffs on inputs which distort the
choices of producers considering whether to export and raise their production costs. The antiexport bias for inputs amounted to 22 percent. Agricultural producers selling final goods locally
enjoyed only a 10 percent advantage relative to exports (see Figure 1).

This level of effective export taxation can be offset by rebates of import tariffs for inputs. South
Africa does have a duty drawback system, but it covers only compensation for direct inputs
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Table 2
Source: Behar and Lawrence, 2011

Income losses in Botswana from the tariff schedule are offset by the favorable distribution of
revenues from the SACU tariff pool. Although tariffs cost Botswana US$12 -24 million in static
losses, the country receives some US$1.2 billion (ZAR 9,167 m) in receipts from the common
tariff pool.17 Even if the analysis adjusts the payment to reflect only customs duties that should
be paid under a more equitable system less generous to Botswana, the transfer could be US$420
million.18 From a competitiveness perspective, the resource flows are channeled from private
Botswana consumers and producers to South Africa and returned (10-fold) to the Botswana
public sector. While some of the resulting resource flows find their way to private consumers –
in the form of public sector wages -- and private producers who sell to the government or receive
direct subsidies from the government, the overall effect is to undermine the long- term
competitiveness of Botswana’s private productive sector.
The effects of SACU tariffs on income distribution effects are decidedly anti-poor. This is
because the poor consume a higher proportion of tradable goods – the poorest two deciles of
Batswana spend on average more than 50 percent of household expenditures on food and clothing
– whereas the rich spend proportionately more on services (Edwards and Lawrence, 2008).
The most frequently cited rationale for these tariffs is jobs. Indeed were tariffs to be eliminated,
Edwards and Lawrence calculate that it would cost SACU about 26,000 jobs, about 12,000 of
which are in the auto industry alone. However, consumers pay the price for these tariff
incentives, and overall national income is lower because of welfare losses. Edwards and
Lawrence estimate that consumers in SACU pay “an astounding” some R 2 million (US$280,000)
per job created. Within SACU, it is likely that Botswana consumers pay for relatively more for
expensive jobs created in SACU. This conjecture arises from a careful look at the tariff schedule.
Botswana imports more than 40 percent of its consumer goods over a 30 percent or greater tariff
– and a full one third over a 40% tariff. South Africa, by contrast, imports less than 20 percent of
its consumer goods over the 40% tariff mark.

17

This is calculated by taking the static losses associated with tariffs from Edwards and Lawrence (= 0.1 percent of GDP in 2006 and
0.2 percent for traded sectors) times 2009 GDP from World Bank, and comparing them with the projected receipts from the tariff pool
taken from CIE 2010:19, all converted at current exchange rates.
18
This calculation uses only the customs revenue component based on the formula proposed by the CIE, 2010 study at current
exchange rates; this formula has been rejected in SACU discussions.
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Anti-dumping
Contingent protection is often an element of the trade regime that can raise prices to consumers or
producers in the protected market. As the dominant partner in SACU, South Africa has made the
decisions on anti-dumping issues. Since the mid-1990s, some large developing countries joined
the ranks of the the US, EU, Canada and Australia as leading users of anti-dumping actions.
Indeed South Africa increased its use throughout the late 1990s before peaking in 2001-02. Since
then, however, recourse to antidumping by South Africa has tailed off (see Bown, 2011a and
Edwards, 2011), and the country resisted the pressure to use anti-dumping even during the Great
Recession in 2008-2009. Between 2005 and 2009, South Africa imposed duties in 11 cases, six
of which were in 2005 alone. These 11 cases affected US$2.3 billion of Botswana’s imports –
and led to decreases in imports in five of the eight cases for which data were available (Bown,
2011b).

Table 3. Botswana’s Imports of Products Affected by new South African Antidumping
Measures Imposed During 2005-2010
Imports from
world in year
prior to
initiation

Imports from
world in year
after measure
imposed

Change in
imports

Year
Initiated

Product and foreign target

1

2005

Glass Mirrors from India and Indonesia

179

141

(37)

2

2005

Glass from Indonesia

280

285

5

3

2005

Polyethylene Terephthalate (PET) from
India, South Korea and Taiwan

57

32

(25)

4

2005

Biaxially Oriented Polypropylene
(BOPP) Film from Brazil

520

1,160

640

5

2007

Steel Chain from China

96

63

(33)

6

2008

Fatty Acid from Sweden

2

26

24

7

2008

Steel Sinks from China and Malaysia

1,173

1,040

(132)

8

2009

Staple Fibre from China

24

11

(13)

2,330

2,759

429

291

345
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Total
Average per case-related product

Notes: trade flows are thousands of current US dollars from UN Comtrade’s import data at the 6-digit Harmonized System level (HS
1996). There were three additional cases with measures imposed during this period that are excluded from the table for data
availability reasons: Paper and Paperboard from South Korea (2005), and Plates/Sheets/Film/Foil and Strip of Polymers of Vinyl
Chloride (PVC) from China and Taiwan (2007).
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Unilatteral Policcies: Nonta
ariff Barriiers
Under SACU
U
U arrangem
ments Botsw
wana can inttroduce non
ntariff barriiers to tradee in agriculttural and
otther produccts, subject to the agreeement of otther SACU states and with a negootiated sunsset
cllause- if wiith the proviso that thiss should noot be “for pu
urposes of pprotecting its own induustries.”
T Ministryy of Agricuulture initiattes these resstrictions th
The
hat are impoosed by thee Ministry of
o Trade.
Inn fact, Botswana has inntroduced several
s
tradde restriction
ns, includinng:
•
•
•
•
•

w
flour ((subject to a 15% levyy), sugar
Prohhibitions onn poultry annd eggs, beeef, bread, wheat
in coontainers off less than 50
5 kg, and the export of live cattlle;
Resttricting perm
mission to export
e
beeff and beef products
p
to the BMC;
Resttrictions onn imports off selected veegetables to
o off-seasonn;
A taariff of 40%
% on UHT milk;
m
Douuble transforrmation rulle for imporrts from SA
ADC

The 40% tarriff on UHT
T
T milk indeeed precipitaated new investment inn packagingg plants – annd
suubsequent oover investm
ment that has created excess
e
capaacity. This capacity caan only achiieve
ecconomies oof scale throough exportts, but the taariff preven
nts exports within SAC
CU. Flatterrs (2010)
esstimated thaat protectioon on UHT milk costs Batswana consumers
c
U
US$16 milllion annuallly. This,
acccording too World Bannk (2011) estimates,
e
am
mounts to some
s
US$160,000 perr job saved, at a time
w
when
the aveerage annuaal wage woould be abouut US$ 150
00. Grynbeerg (2010) and
a Jefferiss (2011)
reecount the w
ways non-taariff barrierrs have beenn counterprroductive inn the poultrry industry. Sunset
cllauses notw
withstandingg, restrictions have beeen in place for 31 yearrs. Not onlyy has this taaxed
coonsumers, bbut potentiaal customerrs as well. When
W
a pro
oducer wantted to expoort to establiish a
m
major
northeern export industry,
i
it would
w
havee required lifting the im
mport ban with
w SACU
U. Given
thhe choice beetween new
w exports inn competitioon with imp
ports and m
maintaining protection, the
goovernment elected to keep
k
the baan in place. This decission also fooreclosed poossible expoorts to
thhe EU undeer the EPA agreement
a
(see discussion in Chaapter 2).
e in Servicces
Trade

One of the m
O
most pervasive bindingg constraints to export growth, prooductivity increases,
i
a
and
inncreases in national inccomes is thhe high costt and inadeq
quate qualitty of servicees, particularly
innfrastructurre and profeessional services. Sevveral studies have madde the link between
b
invvestments
inn infrastructture and inccreasing thee capacity to
t trade. Fo
or example,, Limao andd Venables (2001)
sttudied the rrelationshipp between rooads and telecommuniications andd shipping costs,
c
and thhen the
reelation betw
ween shippiing costs annd trade vollumes. Theey found thaat an improovement in transport
t
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annd communnication inffrastructure from the median
m
scoree on surveyys to the higghest 25th percentile
p
iss associatedd with a deccrease in traansport costts of 12 perrcentage poiints; this in turn is assoociated
w an increease in tradde volumes of 28 perceent.19 Moreeover, they show that landlocked
with
l
countries
faace higher ttransport coost since theeir ability too trade depeends also on the infrasstructure off the
neeighboring transit countries. Forr example, in
i East Afriica, goods bbound for laandlocked countries
c
faaced the tim
me equivaleent of at leasst three cleaarance proccesses of cooastal counttries. “Pooor
innfrastructurre accounts for 40 perccent of preddicted transp
port costs fo
for coastal countries
c
annd up to
600 percent foor landlockked countriees.” Furtheermore, for landlockedd countries, they calcullated that
im
mprovemennts in their own
o infrastrructure from
m the 25th percentile
p
too the 75th peercentile would
efffectively oovercome more
m
than haalf the disaddvantage off being landdlocked (Liimao and Venables,
V
20001).
Inn Botswanaa, network infrastructu
i
ure is better than that in
n many Afrrican countrries but stilll less
deeveloped reelative to otther countriies of the saame per cap
pita incomee (Figure 3). Many off the cost
diisadvantagees to firms emanate
e
froom policiess that are su
uperimposedd on infrasttructure usee (such as
inn transport). One elem
ment of poliicy is the reestrictiveneess of new eentry or pricce regulatioon that
limits compeetition that would otheerwise spur efficiency. These takke the form
m of Mode 3
mits imposedd on foreignn services providers
p
esstablishing a commerccial
reestrictions – that is lim
prresence—aand Mode 4 restrictionss that impedde the temp
porary movvement of laabor. This is
evvident in thhe World Baank’s Serviices Trade Restrictiven
R
ness Index ((STRI).20 Botswana
B
iss
suubstantiallyy more restrrictive in seervices thann other comp
parator couuntries (Figuure 4). It iss more
thhan twice ass restrictivee as Mauritiius and substantially more
m
restrictive than Chile.
C
Whilee
B
Botswana
is relatively open
o
in retaail banking and retail trade,
t
it is m
much more restrictive in
i
prrofessional services (nnotably accoountancy annd legal serrvices), trannsportation and
teelecommunnications (Fiigure 5).

19
9

They take as aan infrastructuree indicator four components: thhe density of raail road per squaare km, the density of road andd of paved
rooad per square kkm and the num
mber of telephonne mainlines perr capita. The in
ndicator has beeen widely used by other researrchers to
prroxy for the quaality of infrastruucture cost and thus, the cost of transport and communicationn (See Carrère, C., (2006). “Reevisiting the
efffects of regionaal trade agreemeents on trade floows with propeer specification of the gravity m
model“, Europeean Economic Review,
R
Vol.
500/2: 223- 247.)
20
0
To capture thee broad restrictivveness of servicces trade policiees and commitm
ments, a summaary of key restriictions was preppared for
eaach sector-modee. Then, each suummary was maapped on a 5- point
p
scale rangiing from 0 (for no restrictions)) to 100 (highlyy restricted),
wiith three interm
mediate levels off restrictivenesss (25, 50 and 755). Sector results are aggregateed across modes of supply usinng weights
thhat reflect judgm
ments of the relaative importancce of the differennt modes for a sector. For exam
mple, mode 4 (ttemporary movvement of
suuppliers) is impoortant for professional servicess, but not for tellecommunicatio
ons, where modde 3 is the domiinant mode of contesting
c
a
m
market.
Sector reestrictiveness inndices are aggreegated using sector GDP sharees as weights (seee Gootiiz and Mattoo, 2009) and Borchet,
Gootiiz and Matttoo, 2011 (forthhcoming).
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This lack of openness iss one elemeent that conntributes to the below-aaverage perrformance in
T
i two
seectors particcularly impportant to trrade, transport and teleecommunications. In each
e
case, domestic
d
poolicy barrieers interact with externnal market barriers
b
in SACU
S
to reeduce comppetition thatt would
ottherwise drrive producttivity increaases. The problems
p
in
n these sectoors require the more detailed
d
annalysis pressented in Chhapter 4, buut suffice itt to say, thaat the restricctiveness onn entry into these
seervices goes some disttance towarrd explaininng the poor performancce Botswanna registers when
coompared too other counntries of sim
milar per cappita incomee (Figure 5)). Controlliing for otheer factors,
B
Behar
and E
Edwards (20011) found that
t Botswaana perform
med well beelow averagge in these sectors
s
foor its level oof per capitta income; its
i performaance match
hed the averrage perform
mance of coountries
w per cappita incomess roughly $1,000 loweer. Enacting
with
g the policyy recommenndations in Chapter
4 would low
wer restrictivveness leveels evident in
i Botswanaa’s STRI annd act as a spur
s
to prodductivity
mprovemennts in these sectors.
im
While telecoommunicatiions and traansport are dealt
W
d
with in
i greater ddepth in Chaapter 4, tradde in
seervices is particularly important
i
i two otherr services – professionnal services and electriic power
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on a PPP-adjusted basis, was higher in both South Africa and Botswana than for the US and
Germany. Engineers in Botswana enjoyed a skill premium second only to the United States.
While this undoubtedly generates political pressure to maintain the restrictions, these higher costs
undermine the competitiveness of Botswana enterprises.
Despite these shortages and high pay-offs to employing foreign professionals, enterprises
complain that obtaining access to work visas and permits is unusually difficult in Botswana.
Work permits can take up to six months rather than the target time of two weeks (Imani, 2010:
57). By comparison, Rwanda, for example, is a poor country but has reduced its work visa time
to about two weeks. If the underlying reason for delays in granting work permits and visas is a
view that high-skilled foreign workers are a substitute for domestic workers, then this view
should be re-examined. Rather than increasing employment and wages for citizens, restrictions
on the employment of high-skilled foreign workers do the opposite, curtailing investment and
overall job creation. High-skilled foreign workers are often compliments, not substitutes, for
domestic workers, particularly the medium and low-skilled. By restricting the use of high-skilled
foreign workers in its economy, Botswana is reducing the demand for human capital in its
economy and worsening unemployment. On the other hand, if Botswana were to adopt
liberalized policies towards high-skilled immigration and work permission, this would not
decrease the opportunities for Botswana’s citizens, it would increase them. (Hausmann, 2010)
This suggests that there is much Botswana could do to improve the functioning of professional
services markets. 21 Possible policies include:
•
•
•
•

Reduce cumulative entry requirements on the establishment of foreign firms (mode 3),
particularly in accountancy and law;
Reduce restrictions on conduct that impede competition, including fixing prices,
restrictions on business organization, and advertising;
Remove explicit barriers to the movement of professionals (mode 4), such as labor
market tests, nationality requirements, and work permits – starting first with
SACU/SADC professionals, with a view to expanding to the world;
Advocate within SACU and SADC the creation of a professional services knowledge
platform to produce and disseminate information on restrictions, address knowledge gaps
such as regulatory impact assessments, and address political economy constraints through
dialogue among policy makers in the region to remove barriers to competition.

Electric power
Although Botswana’s electricity tariffs have been low by regional and international standards,
Botswana enterprises were in the past been at a disadvantage relative to their South African
counterparts as electricity prices for small businesses in Botswana were far higher than those in
South Africa. In 2009, Botswana electricity prices for small businesses were nearly double prices
those in South Africa (0.54 ZAR/kWh vs. 0.31)22. Over the past three years this has been
changing as implicit subsidies in South Africa have been gradually dismantled and the differences
with Botswana tariffs have diminished and nearly disappeared. Average tariffs in South Africa
are projected to reach US¢ 7.7 per kWh in 2012/13, compared to about US¢ 7.6 per kWh in
Botswana today. Botswana consumers do, however, pay very high connection charges.
Domestic consumers, for instance, have to pay connection charges 8.5 times as high as those paid
by consumers in South Africa. This is partly due to the BPC policy that connection charges are
not recovered through the tariff.

21

See WBG, 2011 Chapter 3 and P. Brenton, “Developing Professional Services in Southern Africa through Regional Integration”
Presentation to Gaborone Conference of Botswana Competitiveness, November 2011.
22

Grynberg, 2010.
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No less important, electricity supply is unreliable, forcing companies to install their own
generation capacity. Botswana firms typically face an average of 4.5 outages per month
compared to 2.1 for South Africa. And, if the surveys are to be believed, the situation seems to
be getting worse: in 2006 firms reported outages of 1.7 days per month, half those in the 2010
survey. Consequently, more than one-third of firms in Botswana had to rely on local generators,
twice the percentage of South African firms (World Bank, investment climate surveys), driving
up their costs. On average in Sub-Saharan Africa, each un-served kWh is associated with an
estimated USD 1-3 of lost sales and production.23 This situation should change for the better as
Morupule B power supplies come on line, although further medium- and long term investments
and regional solutions are essential to avoid a return to power shortages in the future.
Botswana has in the past been dependent on imports of power from South Africa. Grynberg
(2010a) estimates that Botswana imports amounted to some 180 percent of domestic capacity in
2008. This is despite having huge deposits of coal and coal-based methane that could be
competitively developed. The Morupule site alone is one of the largest coal deposits in the world.
However, because South Africa traditionally subsidized its power tariffs as part of the Apartheid
era policy of not charging for the costs of capital, it became more economical for Botswana to
import power than to exploit local reserves. To the export price subsidy was added the additional
revenue transfers from the tariff pooling scheme because electricity imports were counted as part
of intra-regional trade, the basis for the distribution of tariff revenue pool resources. However,
gradually ESKOM’s excess capacity in the system was taken up, to the point where shortages
began to appear, culminating in an energy crisis in 2007/2008. This forced Botswana to bring in
an expensive diesel station to operate temporarily. Meanwhile, plans to develop the Morupule
site were accelerated. By 2013, as new capacity in Botswana comes on stream, supply will be
stabilized, and excess capacity will begin to appear (Grynberg, 2010).
Given regional shortages in power supply, it is not inconceivable that power could become a new
export for Botswana. Through 2025, it is estimated that the Southern African Power Pool (SAPP)
will require about 39,000 MW of additional capacity. Moreover, there may be an economic case
for adjusting the pricing structure of electricity to encourage selected mining projects and small
industry. That said, the low tariff regime supported by abundant, cheap electricity imports from
South Africa ended some years ago. And while targeted electricity subsidies may be an option,
they should be considered within a broader power strategy, including a clear sector development
plan and regulatory framework to encourage private investment in the industry and spur
competitiveness.

Gaining Access to Foreign Markets: Improving Regional Agreements
A final element of trade policy is negotiating access to foreign markets. In fact, Botswana does
enjoy access to SACU, SADC, and OECD markets at preferential rates (Figure 6). Its exporters
faced a low simple average tariff ranging from zero to 1.4% for the EU, Japan, and the US in
2009. Using the more elaborate market access indicator of the World Bank’s Overall Trade
Restrictiveness Indicator (MA-OTRI) which captures the role of quantitative restrictions as well
as tariffs for all markets to which Botswana exports, this picture is born out as well. Because of
its beef exports, foreign markets are less welcoming on average in agriculture than for industrial
products (Figures 7 and 8). By and large market access associated with high border barriers
does not appear to be a problem limiting Botswana’s export diversification.
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World Bank, 2009.
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Inefficiencies in transport, customs and logistics raise trade costs. As seen in chapter 1,
inadequate transport administration, inefficiencies in customs procedures (including delays at
road checks, borders and at ports), and poor quality and costly logistics due to weak competition
among service providers drive up the costs of Botswana’s exports in foreign markets. Each day
saved in shipping has been estimated to be equivalent to a cost reduction of 0.8 percentage points
of ad valorem tariff (Hummels, 2001). And each day a product is delayed prior to being shipped
reduces trade by one percent, equivalent to a country distancing itself from its trade partners by
70 kilometers (Djankov et al., 2006). Shoprite (a South African retailer) reports that each day one
of its trucks is delayed at a border costs US$500 (Charalambides, 2010). Transport costs and
transit delays in Southern Africa are discussed in the next chapter but suffice it to say they are
higher than in most other regions, in particular for the landlocked countries. Consequently,
corridors with infrastructure in average condition can sometimes be as slow as corridors with an
infrastructure in bad condition (Arvis et al., 2010). Botswana has implemented various measures
to improve custom procedures, including the introduction of Single Administrative Document,
the rolling out of online submission of declarations, and the supervision of loading of export
consignments at the traders’ premises for regular exporters rather than physical inspection at the
border. While these have improved Botswana’s logistic performance, they were not sufficient to
reduce the overall costs of trading across borders. Another source of delay within the region
concerns the work permit regime for foreign truck drivers crossing the border into South Africa.
Both SADC and COMESA have adopted measures and rules aimed at liberalizing market access
for transport and international road freight, harmonizing rules to ensure interoperability and
developing infrastructure.
Cumbersome fiscal arrangements necessitate borders. Fiscal borders across Southern African
countries are unnecessarily complicated, inefficient and contribute to higher trade costs. The three
main reasons SACU retains internal border posts, even though it is a customs union, are to
capture data on intra-SACU trade for revenue sharing purposes; administer NTBs e.g. infant
industry protection; and, because domestic sales taxes have not yet been harmonized, requiring
refunds and payments . The costs and delays associated with these procedures reduce trade flows
between Southern African countries. Jitsing and Stern (2008) estimate that the costs arising from
the application of different VAT systems on intra-SACU trade can amount to 2 percent of the
value of each transaction. The root cause of these costs arises from the risk of consignments
being taxed twice in both the exporting and importing countries as well as delays in receiving
VAT refunds.
Restrictive rules of origin limit preferential trade. Onerous local content requirements in rules of
origin (ROOs) reduce the utilization of tariff preferences offered by RTAs, particularly in labor
intensive sectors (e.g. clothing) that use capital intensive inputs not produced competitively in the
region (e.g. fabrics). A recent example of the cost associated with meeting ROOs involves
SACU moving to more restrictive rules (double transformation) on selected clothing imports from
Malawi, Mozambique, Tanzania and Zambia following the expiration of the MMTZ-SACU
Market Access Arrangement at the beginning of 2010. This has resulted in clothing producers in
these countries being no longer able to compete in the regional market (e.g. Bidserv in Malawi).
It has also further distorted investment decisions as some of these firms have relocated to the
BLNS countries as a result of the change to avoid the loss of preferences in supplying the South
African market. For other products where ROOs have been so contentious (e.g. wheat flour) or
simply not agreed (e.g. certain electrical products for which rules were only finalized as recently
as April 2010) preferential trade within the region has been effectively prohibited (Naumann,
2008).
Poorly designed standards limit consumer choice and hamper trade. As tariff barriers have
come down on both regional and international trade, the way in which technical regulations and
standards are designed and implemented is playing an increasingly important role in trade
outcomes. Used correctly, technical regulations and standards influence the possible routes for
firms desiring to reach foreign markets by conveying knowledge about requirements for market
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acceptability, reducing uncertainty for both producers and consumers. Compulsory technical
regulations can secure a public policy objective such as health, safety and environmental or
consumer protection.
However, standards regimes in Southern Africa are not achieving these objectives. Instead they
are often characterized by an over-reliance on mandatory inspections and certifications, unique
national (rather than regional or international) standards, overlapping responsibilities for
regulation and, occasionally, heavy government involvement in all dimensions of the standards
system. Furthermore, when domestic and foreign technical regulations and conformity
assessment regimes differ, additional costs are imposed on suppliers who cater for domestic and
export markets since they may have to produce under different standards for each and the good or
service may be subject to testing at both origin and destination. These costs are further increased
if different trading partners themselves impose different requirements. The problem is
aggravated by differences that also exist in national regulations. Moreover, standards bodies in
most Southern African countries often also carry out conformity assessment and run their own
laboratories. This can create (at least perceived) conflicts of interest with frequent allegations
from the private sector that testing requirements for technical regulations are set in such a way
that the laboratories are guaranteed business. Within Southern Africa, the regulatory function has
been split for just one country – South Africa – and this only very recently.
Other non-tariff barriers restrict opportunities for regional sourcing. Other barriers such as
trade permits, export taxes, import licenses and bans also persist. Shoprite, for example, spends
US$20,000 per week on securing import permits to distribute meat, milk and plant-based goods to
its stores in Zambia alone. For all countries it operates in, about 100 (single entry) import permits
are applied for every week; this can rise up to 300 per week in peak periods. Lack of coordination
across Government Ministries and regulatory authorities also causes significant delays,
particularly in authorizing trade for new products. In SACU, national protection for infant
industries has often been used to justify import bans. Seasonal import bans on maize, maize meal,
wheat and wheat flour ensure that domestic production is consumed first. Swaziland‘s imports of
wheat flour were effectively prohibited for half of 2009 because no import permits were issued
for six months of that year. Export taxes also impose costs and inhibit the development of
regional supply chains.

The Trade Policy Agenda: A Summary of Options
Even though Botswana does not unilaterally control its trade policy because of its membership in
SACU, the government can take steps that will over the long run markedly shift incentives in
favor of greater competitiveness. Measures therefore can be categorized into action that
Botswana itself can take immediately and unilaterally and those it should take as part of the new
SACU and other regional trade arrangements.
Unilateral Policies
• Create capacity within Ministry of Trade – in data and technical skills -- to advocate
effectively for trade policies in Botswana’s interest. At present, the Ministry lacks the
information and skill profile to analyze the impacts of any change in the tariff structure or
NTBs. This requires assembling existing data, collecting new data (for example on
services or FDI), and employing economists trained in tariff and NTB analysis. This
would enable staff to write short policy briefs and help the Minister and the Economic
Cabinet define policy positions.
•

Conduct a full evaluation of the costs and benefits of any new proposed trade measure,
examining the impact on consumers and competitiveness as well as on producers. This
obviously presupposes that new efforts at data gathering and technical capacity are
undertaken.
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•

Remove core NTBs by continuing to improve cumbersome customs procedures, revamp
import and export licensing, quota arrangements, and unnecessary import prohibitions.
Another priority is to undertake a detailed review of all import permits, with a view to
removing this requirement for all but a limited number of commodities for security,
public health and public morality reasons. Government could review the Control of
Goods, Services and Other Charges Act, possibly applying a costs and benefits approach
to assess whether a reduced scope for the Act is beneficial.

•

Adopting a phased program to remove the bans on poultry, eggs, beef, imported bread,
flour and sugar as well as seasonal bans on horticultural products.

•

Services trade: Review services restrictions with a view to greater liberalization to spur
competition, lower costs and increase exports. Restrictions raise costs to downstream
users and detract from Botswana’s ability to compete. A comprehensive review would
provide oversight to the Ministry and Economic Cabinet of actions needed across the
board to improve competitiveness.

•

Professional services: Reduce cumulative entry requirements on the establishment of
foreign firms (mode 3), particularly in accountancy and law, and reduce restrictions on
conduct that impede competition, including fixing prices, restrictions on business
organization, and advertising; and remove explicit barriers to the movement of
professionals (mode 4), such as labor market tests, nationality requirements, and work
permits – starting first with SACU/SADC professionals, with a view to expanding to the
world.

SACU, SADC, TRIPARTITE, and EPAs:
• Tariff policy: Advocate for (a) reductions in the common external MFN tariff, especially
those most prejudicial to Botswana producers, including tariff peaks and tariffs on
intermediate inputs; (b) a simplified tariff system with only 3-6 low-rate bands.
Botswana is given new standing within SACU decision-making on tariffs. At present,
the tariff system undermines Botswana competitiveness by taxing its consumers and
producers. Modifying the tariff system through a combination of a phased program to
reduce tariff peaks in conjunction with a program of labor market assistance to aid
dislocated workers could spur Botswana diversification.
•

Propose SACU-wide limitations on the use of local content requirements that restrict the
ability of other SACU members to trade with their SACU neighbors.

•

Rules of origin: Propose changes in rules of origin that would allow exporters to choose
between either a change of tariff heading or low value added content rule; propose
elimination of all product- and process-specific rules of origin, and remove requirements
for certification of products with preference margins of less than 3%; propose that
COMESA-SADC allow transportation costs to be included in any value-added
assessment (or simple methods used in NAFTA - e.g., a build down method assessing
regional value added in final value or a build up method assessing regional originating
materials – could be used).

•

Harmonizing standards and adopting mutual/regional recognition (e.g. approval of seeds,
licensing of chemicals and pharmaceuticals).

•

Advocate within SACU and SADC for the creation of a knowledge platform to produce
and disseminate information on restrictions, address knowledge gaps such as regulatory
impact assessments, and address political economy constraints through dialogue among
policy makers in the region to remove barriers to competition. This could be a first step
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toward pursuing services liberalization with EU and SADC partners through trade
negotiations, with the aim of making Botswana a growing provider of niche services
within the region.
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Chapter 4: Reducing the Costs of Key Backbone
Services
One of the essential, commonly-found, ingredients for a successful diversification strategy is the
reduction of the costs of production in the new traded sectors to help to spur efficiency and
encourage entry. This chapter looks at the costs of some key services sectors that, while they
may represent growth sectors in their own right, also constitute important inputs into the
production of other traded goods and services. It shows how state monopolies and regulatory
restrictions have driven up the costs of telecommunications and air transport.
A Reformed ICT Sector for Competitiveness and Diversification in Botswana
Botswana was once considered a star ICT performer among developing countries. It was one of
the first African countries to establish an independent regulatory agency – currently, the
Botswana Telecommunication Authority (BTA) – and also introduced mobile network
competition and a fiber-optic backbone network earlier than many developed countries.
Expectations were high in the mid-1990s regarding the contribution that the ICT (information and
communications technology) sector would make to economic growth and diversification in
Botswana, at the time when the first submarine cable had landed in South Africa and both
privatization and market liberalization were on the policy agenda.
Today, almost two decades later, sector reform is incomplete and privatization is still pending
while other regions of Africa are now better supplied by undersea cables. Since 2006, Botswana
has fallen 24 spots in the World Economic Forum’s Network Readiness Index and currently
resides at 91st globally. Botswana has failed to press ahead with additional reforms, and is falling
behind other countries in terms of growth rate, prices and the contribution of ICTs as a driver of
innovation. The price and quality of Internet service is uncompetitive and uptake, at 6 percent, is
low. The figure drops further for broadband service, to 0.6 percent.
The fading ICT star in Botswana is less a result of absolute decline, but rather is due to slower
policy reform, and a lower level of international openness, compared with its peers. If Botswana
is to become an internationally as well as regionally competitive economy, it needs to
consistently outperform, especially in ICT. Yet Botswana underperforms in the international
rankings. Botswana is ranked 109th in the International Telecommunication Union’s (ITU) ICT
Development Index which ranks countries based on their citizens’ ICT access, use and skills; it is
standing still relative to other countries such as Kenya and Rwanda, which may soon overtake it
in the rankings (Table 7). Similarly, in terms of broadband competitiveness, a critical indicator is
the speed of connectivity. According to NetIndex (June 2012)25, Botswana ranks only 164th
globally and 20th in Africa. Its average download speed of 1.31 Mbit/s compares unfavorably
with rising African stars such as Kenya (4.4 Mbit/s) and also with near neighbors such as Angola
(4.4 Mbit/s), South Africa (3.2 Mbit/s) and Zimbabwe (2.6 Mbit/s). Without fast broadband,
companies in high-tech sectors (such as software development), and data intensive sectors, such
as diamond trading, will stay away.
Today, Botswana’s ICT infrastructure is not sufficient for applications that would require a high
bandwidth for data transfer. This undoubtedly hobbles the country’s efforts to compete and
diversify. For manufacturing, while the telecoms costs may generally not be a major input, in
some areas, including in the cutting of diamonds, high bandwidth is required to send cut designs
to parent companies.
25

www.netindex.com
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For service sectors such as consultancy, tourism and financial services, and of course Business
Process Outsourcing (BPO) this is a more significant cost item, and affordable broadband
services are a driver of innovation (World Bank, 2012). The challenge is to create an open and
competitive, market-based infrastructure, with prices low enough for experimentation &
innovation and broad access.
Table 7: Ranking 2010 ranks and changes in ITU ICT Development Index (2008-2010)
Access
Use
Skills

Botswana (109)
+3 (103)
+1 (118)
+1 (105)

Kenya (115)
+6
+19
-1

Rwanda (142)
+1
+8
+6

South Africa (97)
-5
+1
+1

High prices are in part to blame for this decline. In the ITU price basket, Botswana has fallen 22
spots since 2008, to 85th globally. In the ITU IDI (Table 1), Botswana’s global ranking in Usage
(118th) is much lower than either Access (103rd) or its Skills base (105th) suggesting that high
prices are deterring higher levels of ICT usage. In two different rankings of the price of mobile
network usage in Africa (OECD, 2011 and Research ICT Africa Fair Mobile Price Rankings,
2012), Botswana is a poor performer, and relative to its SADC neighbors, Botswana mobile rates
are particularly high. (Figure 1)
Figure 1: Mobile cellular prepaid – price of local call per minute (peak, off-net) (US$)26

The high cost of ICT in Botswana is most pronounced for broadband Internet. Most individuals in
the developing world will access the Internet primarily through mobile phones, but in Botswana,
the cost of accessing 1 GB of data per month on a mobile device is prohibitively high at US$ 229
per Gbit/s for prepaid subscribers in October 2011, more than 20 times higher than in Kenya
(Figure 2). One reason for the high prices for retail bandwidth is that the suppliers of this
bandwidth – Internet Service Providers – are themselves paying very high wholesale prices. A
dedicated 155 Mbit/s connection from Johannesburg to London cost around $34,000 per month in
July 2011. The backhaul from Gaborone to Johannesburg costs a further $40,000 per month,
essentially doubling the cost of doing business (Figure 3). In other countries, fixed broadband
prices have been declining much faster than in Botswana, allowing them to become attractive
locations for doing business (Table 8). The result is that Botswana is underperforming in ICT
relative to its peers (Figure 4) and to its wealth.

26

Annex chart data are from the ITU (June 2011).
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Figure 2: Cost for 1 GB/Month in USD
(Oct. 2011)

Country
Burkina Faso
Uganda
Kenya
Malawi
Swaziland
Botswana

Figure 3: Cost for a dedicated 155 Mbit/s
connection over different routes, in USD
(July. 2011)
Percent Change
-96%
-90%
-77%
-51%
-47%
-13%

Source: ITU Measuring the Information Society 2011

Table 8: Change in Price of Fixed Broadband (2008-2010)

Source: ITU Measuring the Information Society (2011)

Figure 4: Relationship between ITU Development Index, 2010 and GNI per capita, 2009
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Main Challenges
Botswana faces a number of structural challenges to delivering high quality, well-priced ICT
services. It is a landlocked country, with low population density (outside Gaborone) which has
made it difficult to achieve economies of scale in telecommunications infrastructure.
Historically, most of Botswana’s international traffic transited through South Africa and the
unequal bargaining positions meant that most of the benefits from international traffic (such as
settlement fees for incoming voice calls) were pocketed by the South African incumbent
(Telkom) while the costs (such as expensive prices for transit and backhaul) were passed onto
Botswana Telecom Corporation (BTC) and its customers. The uncompetitive and inefficient
nature of the South African market for broadband connectivity is passed onto Botswana in terms
of higher prices for international Internet bandwidth (see Figure 4 for an illustration of the
telecoms supply chain).
However, the situation is changing with the arrival of the EASSy (in December 2010) and WACS
(which was due to come on-stream in May 2012) undersea cables in which Botswana has
invested. In the case of the EASSy cable, backhaul still has to take place through South Africa).
The greater capacity of these new cable systems, as well as the diversified routing arrangements,
should bring greater competition to the market for international broadband connectivity. This is
literally a “sea-change” – pun intended – opportunity for Botswana’s international price
competitiveness.
Yet even as international connectivity improves, progress on introducing competition in ICT in
Botswana has lagged, and policy bottlenecks remain. The underlying reason for Botswana’s
disappointing ICT performance is the misplaced protectionism of the fixed-line incumbent
operator, the Botswana Telecommunications Corporation (BTC), which has hampered
competitive behavior in the Internet segment of the market.
The BTC has an effective monopoly on the fixed-line network, including the local loop, national
backbone, and international gateway. This lack of competitive dynamic, and the standstill over
the restructuring of the sector, is very much at the root of high prices and limited sector
innovation. Given huge fiber capacity, which in essence eliminates limitations to supply, it is
market structure that defines pricing in the ICT sector, not the cost of service supply.
Infrastructure without competition will not deliver results. Thus, although the high cost of ICT in
Botswana is most pronounced for broadband Internet (switching/routing, access and retail
services segments generally have low barriers to entry), it will be necessary also to address the
competitive structure in international connectivity, regional connectivity, switching/routing,
xDSL/cable networks, and retail services as well as the domestic backbone.
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Figure 5: The broadband supply chain (holds for telecoms generally)
While government plans to sell 49 percent of BTC (see Box 1), this will not, on its own, be a
panacea for ensuring competition within the various segments of the business nor for the deeper
structural problems that Botswana faces. Unless the restructuring of BTC ensures competition in
the segments under its control, costs to users are not likely to fall, nor services to improve.27 For
instance, as BTC has not made broadband capacity available to competing operators, prices have
remained high. Liberalization of the local loop, or local loop unbundling, would be one way of
promoting competition among operators28. The lack of local loop unbundling or open access to
the backbone also impedes competing service providers from managing the relationship with the
end user, which is essential for price bundling and creative discounting.
In terms of promoting competition in the domestic backbone, infrastructure competition is the
most effective means of doing this. Regulation of backbone networks has had limited success
around the world. Competition is viable at some level in many segments of the international and
domestic backbone infrastructure. If government supports competition through providing easy
access rights of way, alternative infrastructure (e.g. railways) and through direct support to
passive infrastructure, infrastructure competition will develop (nevertheless, full infrastructure
competition will not be possible in all areas of the country, nor in all segments of the market).
Regulated access to BTC’s infrastructure is the second-best solution where competition is not yet
effective. Regulation is always difficult because of asymmetries in information and skills
between operators and the regulator.

27

Moreover, the proposed approach – of keeping the main backbone network in state hands – may deter private infrastructure
providers, such as Liquid Telecom or Dark Fibre Africa, from investing, because it is never a good idea to compete against the
government. Furthermore, as noted above, it is the demand side of the equation, rather than the supply side, which is lacking. Even
with the best will in the world, government bureaucrats tend not to be as good in stimulating demand as private companies.
28
Local loop unbundling refers to allowing multiple telecommunications operators to use connections from the telephone exchange to
the customers’ premises. The physical wire connection between the local exchange and the customer is known as a "local loop", and is
owned by the ‘BTC. To increase competition, other providers are granted unbundled access.
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Box 1: BTC Restructuring
Preparations are underway for the restructuring and privatization of BTC in 2013; the approach selected for
this, however, is a risky one. The objective of the privatization and restructuring is to extend competition in
some parts of the ICT value chain. In Botswana, the main need is to enhance competition on the backbone and
local loop (Williams et al, 2011). At the moment, Botswana is planning to restructure by divorcing BTC’s
service provision arm (which covers the fixed-line voice network, the internet service provider, Botsnet, and the
mobile entrant, BeMobile) from its network infrastructure assets. A special purpose vehicle (SPV) would be set
up to own the network and would continue to have an effective monopoly over the state-financed network
assets, but would rent them to competing service providers at competitive rates.
The approach is known as structural (or, physical) separation, but is relatively rarely used. Most regulators opt
for a policy of functional separation, whereby the incumbent remains one legal entity, but the infrastructure and
retail business lines and staff are disconnected,1. The latter approach is typically favored because structural
separation is a riskier proposition due to the challenges of divestiture and the lengthy process of establishing
efficient new businesses.1 Table 8 below summarizes some of the advantages and disadvantages of the two
approaches.
Table 8: Physical versus functional separation of an incumbent’s network and services
Reform approach

Advantages

Disadvantages

Physical separation: that is, network
of incumbent hived off to a separate
company from its services

•

Relatively “clean” break that may be
conceptually easier to grasp

•

Relatively untried, and where it has
been tried, has often proved
unsuccessful

•

Allows government to continue to
own and invest in infrastructure if it
chooses to do so

•

Difficult to implement and regulate and
may lead to long drawn out process,
especially if incumbent seeks
compensation for loss of assets

•

Loss of corporate knowledge between
network and services arm may lead to
operational difficulties

•

Network operator usually continues as a
monopoly which may not bring desired
efficiency gains

•

Access price for network assets may be
set too high (reducing incentives for
market entry) or too low (reducing
incentives for continued investment)

•

Incumbent’s dominant position in the
market may not be challenged

•

Incumbent may find other ways to
cross-subsidize its retail arm from its
wholesale arm, for instance through
“creative accounting”.

Functional separation: that is,
establishing accounting separation
between wholesale and retail arms of
incumbent

•

Well understood and widely
practiced policy, with many best
practice examples to follow

•

Relatively easy to regulate in that all
parties have an interest in setting a
sustainable price for access to
network assets

•

Usually associated with unbundling
of local loop to allow competing
service providers to access network
assets at the same price as retail arm
of incumbent

•

Allows for infrastructure
competition with new market
entrants making rational decisions
over whether to build or buy their
infrastructure
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Recommendations to increase competition in Botswana’s telecoms services
Policy needs to address all aspects of the broadband supply chain: international, national, access
networks, and retail services. In terms of international connectivity, low-cost, high capacity
international bandwidth is needed; this is being achieved with the EASSy and WACS cables,
although regional connectivity between submarine cables and the border is still costly. At the
national level, multiple backbone networks, with competition to ensure low costs, are essential.
Access networks should include a combination of both fixed and wireless, and in the provision of
retail services, competition, diversity and innovation are key.
More specifically, there is a need to:
-

Move transparently and swiftly with the restructuring of the sector, focusing on the
introduction of competition to the various segments of the business by:
o

Unbundling local loop. In mature markets, separation should be associated with
local loop unbundling (LLU) whereby the copper lines that connect the customer
to the exchange can be “rented out” by competitors at a wholesale price that
allows them to compete with the retail service prices of the incumbent, for
instance to provide broadband internet.

o

Ensuring open access to the backbone for service provides. The fiber-optic
backbone can be similarly made competitive through a policy of open access to
the backbone for service providers. Separation of BTC’s assets can be backed up
with opening up the market for infrastructural competition, allowing competing
mobile operators and ISPs to make rational “build or buy” decisions. This would
allow large companies, such as mining companies, to self-provide networks and
services where this is a more cost-effective choice.

o

Continue diversifying international connectivity. Access to additional
international submarine cables will help to reduce prices through increased
competition, and the effort should be continued.

-

Reducing costs of regional connectivity by negotiating “virtual coastline” agreements.
Virtual coastline agreements would help to avoid neighbors’ uncompetitive infrastructure
policies and pricing on regional connectivity (i.e. the connection from the border to
submarine cables). This would allow Botswana to bypass the commercial markets for
backhaul connectivity from the submarine cables to its territory. This can be initiated
through SADC and the Communication Regulators’ Association of Southern Africa
(CRASA).

-

Improving access to reliable pricing data. In regulating this competitive access, it is
important to have reliable pricing data. This should be based on international
benchmarking and cost modeling. In February 2011, the BTA issued a price directive for
wholesale prices by BTC, setting price caps on how much can be charged to users and
competing service providers. This was a positive step. However, the analysis was based
on a cost modeling exercise, rather than on international price benchmarking, and
therefore is entirely dependent on data supplied by BTC itself.

-

Considering functional – rather than physical – separation of BTC’s network & service
divisions.
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Air Transport and Diversification in Botswana
Minimal competition, poor connectivity, and high fares characterize the air transport sector in
Botswana. While Botswana has taken steps to attract long-haul flights to Gaborone in recent
years and has signed a number of bilateral air service agreements, the protection in the air
transport sector remains basically unchanged. Air Botswana, a state-owned entity and sole
designated national flag carrier, is the only carrier permitted to operate scheduled domestic
services in the country. There is very little competition on international routes. Policies do not
facilitate international access to the country. Gaborone has one of the lowest levels of aviation
connectivity between capital cities anywhere in the world.29 Policy-induced limitations are
exacerbated by the small volume of air transport in Botswana, with just under 790,000 passengers
in 2011. Tourism, financial and professional services, the newly expanded diamond trading
activities and other economic sectors that depend on reliable and affordable air transport services
are hurt by the current state of the sector.
Sector Background
The air transport sector in Botswana is small, although new international routes have been added
and seat availability on these routes has nearly doubled over the past three years. There are six
international airports and numerous domestic airstrips in the country. Air Botswana dominates
the sector and is the sole operator of scheduled domestic flights. Its domestic services operate
mainly out of Gaborone, Francistown, Maun and Kasane. Several other air transport operators
are involved in domestic charter operations usually offering their air transport services as part of
tourist packages. Air Botswana also operates multiple daily services mainly between GaboroneJohannesburg and Maun-Johannesburg. In addition, four foreign air carriers operate scheduled
passenger services to destinations in Botswana: Kenya Airways, South African Express Airways
and British Airways (operated by Comair), operating at Gaborone's Sir Seretse Khama
International Airport (SSKIA), and Air Namibia operating at Maun international airport. New
services were introduced from Gaborone to Lusaka (LUN) by Air Botswana in 2010 and to
Nairobi (NBO) (via Harare) also by Air Botswana under a code sharing arrangement with Kenya
Airways.30 A total of 381,373 international and 364,982 domestic passenger movements were
recorded in Botswana during the 2010-2011 financial year (April 2010 –March 2011), split
between the country's six major airports as shown in Figure 7. The number of total available
seats on international routes nearly doubled between 2008 and 2011, mainly attributable to
increases in international flights at SSKIA and Maun.

29

Botswana is ranked 159 among 211 countries in the Air Connectivity Index developed by the World Bank.

30

In spite of the code sharing arrangement between Air Botswana and Kenya Airways on the Gaborone-Harare-Nairobi route, Kenya
th
Airways does not have 5 Freedom traffic rights on the Gaborone – Harare segment of the route. As such, Kenya Airways does not
have permission to carry traffic originating from Harare to Gaborone on its inbound flight and traffic originating from Gaborone to
Harare on its outbound flight.
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Figure 6: Air Transport Network Connectivity in Botswana
Airport
SSKIAGaborone (GBE)
Maun (MUB)
Kasane (BBK)
Francistown (FRW)
Selibe-Phikwe (PKW)
Ghanzi (GNZ)
Total

International Passenger
Movements
307,421
44,330
18,984
9886
673
79
381,373

Domestic Passenger
Movements
102,539
163,380
56,448
41,709
523
383
364,982

Figure 7: International and Domestic Passenger Movements at Botswana's Major Airports (20102011)
Challenges
Despite new routes and increased seat availability, international connectivity remains poor and
there is only very limited competition on international routes. Johannesburg is the main gateway
into Botswana, accounting for about 75% of all scheduled traffic. Currently, the only international
route on which there is some competition is the Gaborone – Johannesburg route where Air
Botswana competes with South African Express (SAE). Botswana has not granted 5th freedom
rights31 as part of its bilateral agreement with other countries. A recent positive development is
that, after years of negotiation, SAE will also begin to fly the profitable Johannesburg-Maun
tourist route in June 2012, with Air Botswana introducing a Maun-Cape Town flight. Maun is the
tourist gateway to northern Botswana and the Okavango. Fares are high as a result: the
Johannesburg-Maun fare is upward of US$500, while the Cape Town-Maun fare is on the order
of $650.32
31

Fifth freedom right is the right to carry passengers from one's own country to a second country, and from that country to a third
country.
32
In the tourism sector, while hospitality, communication, entertainment and entrance costs are largely market related, transportation
is a large cost item that has a major influence on the cost of a holiday to Botswana. The high flight costs between South Africa and
Botswana add substantially to the overall cost of a visit as these costs are in addition to the overseas flight leg. The successful
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Air Botswana is the only operator permitted to conduct scheduled domestic flights. Numerous
other domestic operators engaged mainly in charter operations offer flights as part of tourist
packages. Under the Air Botswana Act of 1988, the Minister of Works Transport and
Communications may by notice published in the Gazette award Air Botswana an exclusive
concession as the national air carrier for the operation of scheduled domestic and international air
transport services for such period as the Minister may determine. In line with this provision, Air
Botswana has been granted a de facto monopoly within the scheduled domestic air transport
market. 33 Cabotage (the transport of goods or passengers between two points in the same country
by an aircraft registered in another country) is expressly not permitted in Botswana.34
Air Botswana receives significant government subsidies to cover its net losses, in addition to the
de facto monopoly it enjoys over scheduled domestic operations as well as protection from free
and open international competition. An effort was made to privatize the company in the mid2000s, but the effort has since failed and from all indications, it is no longer being pursued as an
option by the Government of Botswana. In spite of its de facto monopoly over domestic
scheduled services, Air Botswana is currently only able to provide scheduled services between a
total of 4 airports: Gaborone – Maun (10 flights per week); Gaborone – Francistown (9 flights per
week); Gaborone – Kasane (5 flights per week); and, Maun – Kasane (3 flights per week).
There is no clear framework for regulatory oversight of airport and air navigation services. The
Civil Aviation Authority of Botswana (CAAB), which began operations in 2009, is responsible
for providing regulatory, operational and economic oversight of air transport sector. In addition
to being the regulator of the air transport sector, the mandate of CAAB includes control of and
operation of all the airports in Botswana, as well as promoting the safety, security, efficiency and
regularity of civil aviation. The CAAB also provides air navigation services in Botswana. While
these mandates are performed by different divisions within CAAB, there is apparently no clear
separation between the role of the CAAB as an independent regulator of the air transport sector
and its role as a service provider within the industry (i.e., as airport and air navigations services
provider).
Policy Recommendations
-

Efforts to further liberalize the air transport sector are essential if the air transport sector is
to make a meaningful contribution to competitiveness and diversification in Botswana. Longstanding international air transport restrictions imposed by the Government of Botswana in its
bilateral air transport agreements need to be reviewed in line with the obligations assumed by
the government under the Yamoussoukro Decision. Among other things, this calls for the
liberalization of passenger and cargo services, including the exchange of 5th Freedom air
traffic rights among member states.

-

The government should consider adopting a more flexible bilateral air transport policy,
including the option of granting liberal 5th Freedom traffic – including to nations who may
not be party to the Yamoussoukro Decision. This would encourage the re-establishment by
foreign international carriers of direct long-haul connections between destinations in
Botswana and other foreign destinations (or stopovers in Botswana on long-haul flights to
other destinations). Given Botswana’s small population and an equally small number of

diversification of tourism towards the lesser frequented tourism areas of the Central Kalahari, the Western Delta, the Pans and the
Kgalagadi would be substantially enhanced through affordable and easy air access.
33
In a recent development in the domestic market, the CAAB invited domestic operators to submit expressions of interest to be
licensed for the conduct of scheduled domestic operations. If this is carried through as announced, Air Botswana's monopoly over
domestic scheduled services in Botswana will end. This would provide the opportunity for opening up the domestic air transport sector
to competition.
34
This is despite the fact that Botswana, being a party to the Yamoussoukro Decision – a pan-African treaty – , is obliged to liberalize
its air transport markets, including their domestic air transport markets on a multilateral basis.
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international passenger movements (including traffic derived from tourism), an analysis of
traffic trends based on origin and destination (O&D) traffic would not support the launching
of direct flights to Botswana by an international operator unless liberal 5th Freedom traffic
rights are factored into the equation.
-

A clear separation of the CAAB’s role as regulator of the air transport sector from its role as
a service provider is necessary, also in view of international standards. The operation of
airports and the provision of air navigation services in Botswana for instance should not fall
under the mandate of the CAAB. The CAAB's mandate should be limited to licensing,
monitoring and maintaining oversight of service providers. Further, the capacity of the CAAB
to perform the role of safety, operational and economic regulator of the air transport sector
requires enhancement. For instance, given Air Botswana's dominance as the sole domestic
scheduled carrier, and the fact that applications by operators to be licensed for scheduled
domestic operations may not be routine, consideration may be given to outsourcing some of
these functions or seeking assistance from countries with more established and experienced
Civil Aviation Authorities until such a time that in-house capacity at CAAB has been built to
the desired level. Beyond initial licensing of operators, the CAAB needs to be appropriately
equipped, both in terms of staffing and logistics, to perform ongoing monitoring of operators
for compliance with applicable safety and operational regulations. Recent accidents
involving two non-scheduled domestic operators suggest that regulatory oversight over such
operations may not be up to par.

-

Commercial considerations should play an important role in determining the viability and
continued sustainability of the operations of Air Botswana. As long as the operations of Air
Botswana continue to be underwritten or subsidized by the government, the carrier will not
strive to become commercially efficient or to provide the desired level of service and air
transport connectivity in Botswana. Although the scope of Air Botswana’s mandate extends
beyond maintaining commercial operations to linking rural communities, its de facto
monopoly over the scheduled segment of the domestic market has not served the economy
very well

-

Opening up cabotage to “on demand”(say charter) services is an option to consider in order
to stimulate domestic competition. The introduction of rigorous competition into the
scheduled segment of the domestic air transport market will not only be in fulfillment of the
government's international obligations but will also be beneficial to the economy at large.
Competition will increase the availability of services and the number of destinations served
and will also drive down prices, thereby boosting demand for domestic air transport services
and reducing costs in other sectors. In this regard, the recent call made by the CAAB to
domestic operators to submit expressions of interest for scheduled operations is a welcome
initiative. Again, if competition is to be successfully established and implemented, then the
CAAB must be equipped to perform the role of antitrust regulator.

-

In the longer term, a hub development strategy could be examined. Presently, capacity (in
terms of slots) is saturated at Johannesburg's O.R. Tambo International Airport the main
international gateway to southern Africa. With regular, reliable connections to most of major
SADC cities, a regional hub in Botswana would boost traffic movements in Botswana and
facilitate the establishment of long haul operations by established foreign carriers. An
effective regional hub would, however, require at least one strong regional carrier to feed
traffic from the region into the hub and also to distribute traffic arriving at the hub into the
region. The government should allow free competition and market discipline to determine
which operator(s) are allowed to perform this role.
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Road Transport: From Landlocked to Regional Hub?
Transport and logistics is an area that has been identified as particularly critical to Botswana’s
development. The country’s geographical position at the center of SADC represents a source of
potential competitive advantage; but equally its landlocked position and lack of market scale
raises transport costs significantly. Thus, efficiency in transport and logistics is critical to support
the competitiveness and export potential of the country’s agricultural, mining, and industrial
sectors. Recognizing this, Botswana is considering developing and positioning itself as a base for
regional transport and logistics activities, organized around world-class, multi-modal cargo hub
infrastructure and supported by an efficient operating and enabling environment. This section
evaluates Botswana’s strengths and weaknesses in this respect, and more broadly, outlines some
of the major challenges that need to be overcome in order to harness transport and logistics in the
service of the country’s competitiveness and diversification agenda.
Sector Background
Botswana ranks among the least competitive countries in measures of transport and logistics,
coming in at 150 out of 183 countries in Doing Business’ Trading Across Borders indicator
(2012). Transport costs for exporters in Botswana are among the highest in the world, in turn
raising the costs for all producers importing inputs, and for all consumers. Botswana is only four
hours by road to Johannesburg, and nine hours to the Port of Durban. However its high transport
costs are usually noted as a major constraint for the competitiveness of its non-diamond exports.
Inland transport constitutes an estimated 60 percent of total transport costs in Botswana: the
average cost to transport a 40ft container to Durban from Gaborone, for example, is roughly
equivalent to shipping the same container from Durban to Baltimore. In addition, Botswana’s
landlocked condition makes it particularly vulnerable to logistic inefficiencies, cross border
charges and other costs. When such costs – for documents, administrative fees, customs broker
fees, etc. - are added to inland transport costs, exporting from Botswana costs about 54 percent
higher than for the Sub-Saharan average, while import costs are approximately 36 percent higher
than the average in Sub-Saharan Africa. Clearly, transport costs are a matter of concern for
competitiveness and prospects for diversification.
With the exception of cabotage laws (see below), the domestic road transport market in Botswana
appears to be open, with no major policy restrictions to new entry among the commercially
established operators - with the exception of passenger transport which is restricted to citizenowned enterprises. It is relatively easy to enter the market, either as a foreigner or a local. For
citizens in particular, access to finance does not appear to be a major constraint to entry, and with
the ability to import second hand trucks into the country, entry barriers are lower than in South
Africa (where there is an import ban on second hand vehicles). It takes only one day to process a
license for freight operations and a similar timeframe for a special cargo license. Transport
services are dominated by South African companies. (Kgare, 2011)
The demand for road transport services is fairly limited, however.35 Non-minerals cargo amounts
to less than 200 truckloads per day across the entire country; 85 percent of this cargo is domestic,
and only 15 percent represents import or export movements. Botswana’s land freight flows can
be divided into three broad categories: local cargo movement, representing freight moving within
the country; imports and exports, (road and rail) which is freight that originates in Botswana and
is exported regionally or internationally, and freight that is imported into Botswana; and regional
transit (road and rail), or freight that is passing through the country in transit from one country in
the region to another. There is limited data on local cargo movements, which are roughly
estimated at 2-2.5 million tons consisting mostly of coal, cement, salt, bulk fuels and consumer
goods. Imports and exports total about 3.9 million tons, with about 80 percent being imports, 20
percent exports. Less than six percent of this trade is beyond the region, and the bulk of it is with
South Africa (80 percent). Minerals, building materials, and agricultural goods constitute the
35

97 percent of freight in Botswana is transported by road, with only 3 percent carried by rail.
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bulk of these flows. A number of planned activities in the country could contribute to increased
import and export volumes in the medium term include new agricultural and mining projects, as
would a revival of the beef and apparel sectors, although the contribution would likely be limited
to an increase in volumes on the order of 5 percent. A basic structural disadvantage, which
further exacerbates the overall cost of trading, is that this freight market is characterized by stark
imbalances in two-way traffic, with a large trade deficit in favor of South Africa, pushing overall
delivery prices up because trucks are returning empty and cannot make onward deliveries because
of restrictive cabotage rules (see below). Some freight export shipments are delayed for a few
days because the low volume of shipments from Botswana is often insufficient to occupy whole
trucks, requiring goods to wait until they can be grouped. As for regional traffic (both rail and
road) transiting through Botswana, this currently amounts to about 800,000 tons, and represents
about ten percent of the regional total, with the largest movements flowing between South Africa
and Zambia (20 percent of this transit traffic flows through Botswana) and South Africa and
Namibia about 6 percent). This share could be increased – perhaps to 50 percent of the Beitbridge
traffic – by the development of the Kazungula bridge where delays at the ferry today discourage
northward flows through Botswana. Increased use of Walvis Bay over Durban and Richard’s Bay
ports in South Africa would also raise Botswana’s share of transit flows. (Kaiser, 2007)
Forecasts of medium-term freight growth by Kaiser Associates estimate that by 2020, total freight
movements (road and rail) may fall between 18 and 28 million tons. By comparison, the current
freight volume in South Africa is 170 times this. Considering the opportunities for developing a
transport hub in the country, removing commodities (which represent approximately 80 percent
of volumes) and assuming that a hub would capture 10 percent of remaining volumes, it would
handle about 18 truckloads per day, increasing to 50 trucks by 2020. Opportunities for Botswana
as a hub are therefore most likely to be in specialist or niche areas, including sectors where
production is concentrated in the north of the region, such mining and some aspects of
agriculture, and in logistics services whose customer base is spread evenly across the region.
Box X: Rail Infrastructure
Botswana’s railways consist of a single main line of 6,041 km. There are three short branch-lines. This
links to South African railway to the South and Zimbabwean railway to the North East. The railway is
maintained and operated by Botswana Railways which is a 100 percent Government-owned parastatal.
Freight traffic is volatile, with a generally downward trend, largely due to increasing competition from
road traffic, and because of the Beit Bridge to Bulawayo rail link between South Africa and is some 200
km shorter than the route via Botswana. The main exports that rely on railway transport is soda-ash and
raw materials for the apparel sector, although plans to massively increase coal exports would imply the
need to invest heavily in rail links. Freight companies still complain that railways are less reliable than
road transport, giving inexact estimated delivery times with a 2 day variability. Trips to Durban from
Gaborone take between 4 to 7 days, compared to 1-2 days by truck. (World Bank, 2005).

A well-developed logistics sector is a critical ingredient to the attainment of Botswana’s vision in
the transport sector. Today, the logistics sector in the country is small, with heavy involvement
of the informal sector. Many of the major regional and international logistics companies have
already established operations in the country: here are 33 major firms, highly concentrated in
Gaborone. None of the major International Logistics Integrators or fourth party (4PL) logistics
companies are represented in Botswana, however. The sector is currently under-developed,
characterized by price-based competition, and with an informal segment of the sector
undercutting “legitimate” providers. There appears to be a high incidence of overloading and a
lack of value-added activities. The lack of substantial freight volumes outside mining and
construction, combined with the imbalances noted above in two-way traffic are some of the
structural factors limiting the development of the sector. Other factors that limit growth of
logistics in Botswana are the lack of its recognition as a formal, professional industry; the high
cost of vehicle permits and the bureaucracy involved in obtaining them, as well as the difficulty
the sector faces in bringing in foreign skills. (Farole, 2011)
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Challenges
Botswana possesses a number of advantages supporting its goals of capturing a greater share of
regional transit traffic as well as improving its position as a transport hub. These include
geographical location – Botswana is centrally located in the region for cargo movements – and
access to markets (SACU and SADC), as well as relatively high quality transport infrastructure.
At the same time, a number of challenges – some structural – hinder the attainment of these goals.
Transport costs are raised by Botswana’s landlocked situation, and by the size and low population
densities in the country. Imbalances in trade are another structural disadvantage, with small size
and limited non-traditional exports meaning that most freight leaves Botswana empty. Volumes
are small, and South Africa’s economic and population dominance in Southern Africa increases
its relative attractiveness as a hub location.
Other challenges, however, can be addressed in the near-to-medium term. These include some
weaknesses in transport infrastructure and in trade facilitation, whose resolution would contribute
to increasing volumes and reducing transport costs. In terms of freight transport infrastructure, the
underutilization of the Trans-Kalahari Corridor reduces volumes transiting through Botswana.
The construction of the Kazungula Bridge is a priority for improved links to the northern part of
the region; this should include a rail link (not only road). In order to increase the fleet size,
partnerships with international logistics and trucking companies can be supported. Generally, a
lack of sufficient rail coverage, with border-to-border connections north-south and east-west are
lacking. In the longer term, efforts to identify and implement, with neighboring countries,
feasible rail option will have to continue. Also in the longer term, the development of a dry port
at Walvis Bay can be pursued to benefit from a closer location to shipping companies. Looking
forward, increased loads also come with increased maintenance needs, and proper cost recovery
mechanisms, currently lacking, would therefore be needed. The current system of gross mass
vehicle charges appears to be inadequate, and the feasibility of introducing a Mass Distance
Charge to ensure that heavy vehicles do indeed pay as necessary is an option to consider.
Trade facilitation constraints to transit traffic would also need to be addressed. Further
streamlining border procedures and implementing 24 hour and one-stop border posts are priorities
that have only been partially addressed (see chapter 3). Other hindrances need to be addressed
within the SADC context and include third country and cabotage rules, varying load limits and
allowances, varying vehicle dimensions, Third Party Insurance (with different regimes used with
respect to third party liability insurance in foreign territory). The lack of harmonization of VAT
across the region also results in delays at the border. Restrictive cabotage laws (common to all
SADC countries) contribute to the high costs of transport in the region. Cargo carriers are not
allowed to pick up loads at the delivery destination, except those destined for their originating
country. For example, South African trucks delivering goods to Botswana cannot pick up
produce for delivery via Walvis Bay in Namibia, nor could returning foreign-registered trucks on
the Trans-Kalahari route drop off imports to Botswana and pick up a load for shipment via
Durban in South Africa. Freight charges in the westerly direction to Walvis Bay are reported to
be significantly higher than the easterly direction back to Botswana. This could have a high
impact on overall transport costs, since the majority of trucks carrying exports from Botswana are
registered in South Africa. Regulatory reform has had a significant impact on prices in other
countries – for example, liberalization of the transport market in France reduced transport costs
by between 20-40 percent. (World Bank, 2005; World Bank, 2011, Namibia Policy Note on
Trade Logistics)
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Load Limits in the Region
Single Axle
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18

24

24

56

Source: Farole, 2011
Vehicle Dimensions in the Region
Vehicle
Combi
nation

Articulat
ed
vehicle
length

Width

Height

Rigid
Vehicle
Length

Trailer
Length

Semi
trailer
length

SADC

22

18.5

2.6

4.3

12.5

12.5

N/A

Botswana

22

17

2.5

4.1

12.5

12.5

12.5

South
Africa

22

18.5

2.6

4.3

12.5

12.5

N/A

Namibia

22

18.5

2.6

4.3

12.5

12.5

N/A

Zambia

22

17

2.65

4.6

12.5

12.5

12.5

Zimbabwe

22

17

2.65

4.6

12.5

12.5

N/A

Farole, 2011
In the short and medium term, and given limitations to the available skills base, foreign skills will
need to be called upon to strengthen local capacity. The onerous visa and work permits
regulations would need to be relaxed for this to happen. In the near and medium terms, the
issuance of ad hoc work permits in specialized sectors and at various levels of responsibility
would help to attract skilled workers. Allowing recruitment, of imported specialized skills, on a
case-by-case basis, can be encouraged to create an environment for developing a logistics
platform that attracts major, recognized, logistics players. In the longer term, a mechanism may
be developed to ensure that foreign companies do contribute to the development of local skills
capacity by providing training in return. (Farole, 2011)
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From the above, a number of recommendations to address some of the constraints facing the
transport market in Botswana are made below:
• Accelerate the implementation of key transport infrastructure projects, including the
Kazungula Bridge and the Walvis Bay Dryport.
• Accelerate implementation of 24-hour and one-stop border posts.
• Apply risk-based systems for boarder clearances, including load limits, vehicle
dimensions, and establishing a regional third party insurance system.
• Establish a SADC consultation mechanism for VAT and customs rebate arrangements.
• Harmonize load limits and other transport restrictions (GVM requirements,
weighbridge calibration, driving hour restrictions) with the rest of SADC
• Remove cabotage restrictions on national and regional trucking.
• Improve road user charge (RUC) tariff policy.
• Strengthen local capacity by bringing in foreign skills to fill the skills and capacity gap
(in warehousing, distribution, logistics and trucking). Relax restrictions on visa and
work permits.
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Chapter 5: Creating New Dynamism in
Traditional Sectors
Beyond mining, Botswana has enjoyed important export success in the beef and tourism sector.
Yet in both areas, Botswana has lost policy momentum and neither sector is contributing up to its
potential towards Botswana’s efforts to compete and diversity. The beef and livestock sector is in
crisis, and unless determined action to reverse the slide is taken, the continuation of beef exports
may well cease in a decade or so. The growth of tourism has also declined, and Botswana is even
losing shares in the SADC market. Dispelling the complacency that appears to have descended
on the sector is critical to realizing sustained growth in Botswana’s tourism industry.
Competitiveness and Sustainability of the Livestock and Beef Sector
The Botswana beef and cattle sector is in crisis, and has been so for some time. Its contributions
to GDP and exports have been in long term decline. Yet, along with tourism and mining, the
sector is one in which Botswana has excelled in the past and it continues to present good
opportunities for economic and trade diversification and employment. An immediate problem is
that Botswana's main and most lucrative beef export market, the EU, has been lost due to failure
to meet increasingly stringent health and safety standards. While Botswana may be able to regain
EU access, the costs of compliance are very high, and it is not clear that the benefits of access
outweigh these costs. A longer term challenge for the sector is the declining standards of
technical cattle productivity, leaving ever lower beef surpluses for export. Both of these
constraints are intermediated by the Botswana Meat Commission (BMC), a parastatal that suffers
from poor financial and operating performance, whose future structure and operations will
determine the prospects of the beef and cattle sector in the country.
Background
The livestock sector remains central to Botswana’s rural economy today. Although its
contributions to GDP and to exports have diminished substantially since the discovery of
diamonds, the sector continues to possess an important role in terms of overall employment,
foreign exchange earnings, and, of course, in its contributions to diversifying the economy. As
the importance of agriculture in the economy has declined, from over 40 percent of GDP around
independence in 1966 to 2.1 percent in 2011, the contribution of cattle rearing, which represents
about two-thirds of agricultural output, has also waned (figure 1). Most telling, however, is that
even in real value terms agricultural output is no higher today than it was in the mid-1970s, an
indication of the stagnation of the sector’s output over the past four decades. (Jefferis, 2005)
Beef exports have also failed to maintain their contribution to the country’s total exports, which
have fallen from five percent of the total in the early 1990s to between one and two percent today
(figure 2). The total contribution of livestock and beef to Botswana’s GDP is therefore on the
order of 2.5 percent and will not be a major engine of growth. The sector remains important to
the rural economy, however, and is the main economic activity for a significant proportion of
Botswana’s rural population. In 2006, 29 percent of the employed worked in agriculture (McCaig
et al., 2011), and a large proportion of these would have been involved in cattle rearing. As the
main form of wealth accumulation for a significant portion of the population, the cultural imprint
of cattle herding remains important.
High levels of protection and subsidies have removed the incentive to farm efficiently, resulting
in poor productivity of the livestock and beef sector. The sector’s cultural, social and economic
importance has been used to justify high levels of protection. International trade in beef and
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cattle is prohibited, apart from BMC’s beef exports. The BMC enjoys a monopoly in the export
of beef and livestock from the country. Beef imports into Botswana are banned. The lack of
export competition has removed any pressures that might have existed for the BMC to operate
efficiently. The BMC’s frequent annual losses are covered by the government budget, and
government provides guarantees for BMC overdraft financing. Beyond the protection from
export competition, the cattle sector also enjoys sizeable subsidies. The government promotes
cattle-keeping through free veterinary services and subsidized loans, fences, husbandry inputs,
and support in the construction of boreholes. A 2006 BIDPA study estimated that in 2002 there
was an annual per breeding cow support from government of P1100.36 The high level of
government support, combined with a very low level of external inputs, and favorable tax
treatment where losses incurred in beef activities can be partially written off against other sources
of income, producers have few incentives to financially monitor their enterprises or to be
concerned about productivity parameters. There is little incentive to farm efficiently. As a result,
although data are poor and scarce, productivity parameters appear to have experienced a secular
decline.
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Figure 1: Share of agriculture to GDP

Figure 2: Trends in beef exports

High levels of protection combine with poor cattle management practices. Over time, as
economic growth and urbanization have advanced, the livestock husbandry system has changed
from a hands-on management system with elements of transhumance to follow the grazing, into a
stationary largely absentee-owner cattle post system, where herd management is left in the hands
of untrained herders, and concentrated around boreholes with exclusive or shared syndicated
water rights. The level of inputs is consequently extremely low. The outcome has been low and
stagnating productivity, leaving ever lower surpluses for export. Range degradation has been
another consequence. Larger scale commercial livestock farming has also been introduced,
although these represent only a small proportion of total production, and their productivity is in
many cases comparable to that of the traditional sector.
To be able to compete internationally, and indeed, to remain viable, the livestock sector needs to
address its internal constraints head on. Efforts have in the past been made to cut costs and
improve management at the BMC, but these have not been bold enough and have not managed to
revitalize the sector. The sector will not achieve its potential without significant shifts in
government policy regarding trade liberalization, inputs subsidies and land use. Botswana beef is
highly regarded, being largely free-range, hormone free, high quality, and enjoying potentially
huge export advantages due to its of quota-free, duty free access to the lucrative European
36

Moreover, the services and inputs provided by government are difficult to target exclusively at the poorer livestock farmers, and
often those who are capable of paying for such investments and services also benefit from government support.
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market. But to arrest the decline of the sector and ensure that it contributes to Botswana’s
diversification efforts, key reforms are needed.
Main Constraints
An elevated cost structure at the Botswana Meat Commission
The BMCs excess capacity, combined with a declining supply of cattle– or throughput – to its
three abattoirs, have resulted in growing losses for the parastatal (figures 3 and 4). While the
BMC achieved good technical and financial results during the first 20 years of its existence, this
changed in the 1990s: the throughput of cattle declined, and exacerbated by drought and disease
outbreaks, the annual surplus37 turned into an annual shortfall. An important contributor to the
BMC’s rising costs was the decision to build extra capacity with a second abattoir in Francistown
– due to anticipated increases in supply of cattle to the BMC at the time; a third slaughterhouse
was built in the red zone38, in Maun. The Francistown abattoir was opened in 1990. None of the
three abattoirs have ever functioned at full capacity, in most years even 50 percent capacity is not
attained: average throughput in the 2000 to 2009 period has been 140,000 head of cattle, below
just Lobatse’s nominal capacity of 160,000, and well under its true capacity of 208,000.39
(Jefferis, 2005) To overcome the associated rising costs, BMC management lowered the
purchase prices for cattle, which led to an even lower throughput through the BMC and a further
erosion of the financial performance of the company. While purchase prices have been raised
significantly since 2006, they remain below those in place in neighboring countries, and BMC’s
high cost structure and the declining supply of cattle make the strategy unsustainable. The BMCs
costs have become a major contributor to poor outcomes in the sector and excess capacity and
other costs make BMC uncompetitive.
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Beyond the high costs associated with excess capacity, the BMC’s labor costs are also elevated.
There is little flexibility to adjust the number of workers to the level of business, such as during
periods in which there is an outbreak of FMD or during major overhaul of the abattoir when
37

According to the BMC Act, BMC cannot make a profit as this would mean that producers have been paid too little for their
animals.
38
With Foot and Mouth Disease (FMD) endemic especially in wild buffaloes, countries that wanted to continue the export of beef to
Europe started a system of compartmentalization and zoning. Through veterinary cordon fences, areas where FMD and buffaloes
were endemic (“red zones”) and thus vaccination of cattle would be required were separated from areas free of disease, the catchment
areas for cattle for export (“green zones”). A buffer zone, where animals would not be vaccinated, but would also not be eligible for
export as they served as “sentinels” to detect any break out of the virus from the so-called red zone were created in between the red
and green zones.
39
Nominal capacity is calculated based on less than 10 months operation, with extended annual shutdowns for “maintenance”. True
capacity is on the basis of 52-week operation, 5 days per week with maintenance carried out on weekends. (Jeffris, 2005)
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slaughter is suspended. Moreover, government has stipulated that the BMC must pay a minimum
of P14/kg live weight or 80 percent of the price in the green zone (whichever is higher) for
animals in the red zone. In this way the company is forced to cross-subsidize farmers in the red
zone at the expense of its profitability and also, indirectly, at the expense of farmers in the green
zone.40 While BMC management is working hard on containing costs, FMD outbreaks and the
current closure of the EU beef export market are serious setbacks in the process of rationalizing
the company’s cost structure. The BMC’s inability to ensure quality and sufficient throughput,
combined with high costs, means that it is dependent on government support to remain afloat.
A deteriorating supply-side problem for the BMC, generated by poor herd management and
stagnant offtake rates and by BMC’s own high cost structure, is aggravated by growing domestic
demand for beef. Increasing competition from private abattoirs and butcheries has exacerbated
the problems of lower throughput at the parastatal and thus, lower exports and a downward spiral
in viability of the beef sector. While the BMC is price setter and largest buyer of beef and cattle,
there is increasing competition from a growing domestic market. Although the BMC offers
prices that are slightly higher than those offered by private abattoirs and butcheries, its share of
total offtake appears to have declined precipitously from around 80 percent in the 1970s and early
1980s, to 50 percent or less today. This provides further evidence that the BMC is uncompetitive
even in the domestic market despite its access to a high price export market. Its prices do not
compensate for more complicate procedures, and the risk to farmers of having their cattle
condemned. This trend will continue unless new approaches to increasing productivity of cattle
husbandry in Botswana are implemented. Assuming similar domestic consumption growth to
South Africa (1 percent per year over the next ten years), means that per capita beef consumption
will be on the order of 22.1 kg/capita per year. Accounting for population growth, this would
imply total consumption of 43,000 tons of beef in 2020. This is an increment of 7000 tons over
current consumption of 36,000 tons. Botswana’s total production today is on the order of 50,000
tons. If declining productivity and production trends are not reversed over the coming decade,
the current surplus for export would have almost disappeared.
Lack of trade competition
The BMC’s monopoly in beef exports and the ban on live cattle exports have been
counterproductive as competitive pressures to increase efficiency in the sector are reduced. This,
combined with government support, means that the BMC has few incentives to significantly trim
its costs. With the BMC’s inability to sustainably offer economic prices to cattle farmers, herds
will be reduced. These arguments are not new and a number of assessments41 that have come
before have concluded that the beef export sector faces a bleak future unless serious reforms are
undertaken. In effect, Botswana is a less competitive net beef exporter, and has only been able to
supply markets that offer a high level of preferential access and high price levels. The EU is such
a market; South Africa, Botswana’s second export market for beef is also highly protected for
beef imports from outside the Southern African Customs Union (SACU), with a tariff of 40
percent. (ODI, 2007)
Beyond providing the incentives to increase efficiency at the BMC, export competition could
increase the viability of the troubled livestock sector as a whole. Removing the ban on nonBMC beef exports and especially, on live cattle exports, would give producers access to higher
prices, an essential element to restore the viability of cattle farming in Botswana. South Africa,
for instance, imports beef and live cattle42: it imports weaner calves from Namibia and beef from
Uruguay, Brazil, Argentina and Paraguay to meet domestic market and feedlot demand. Between
2000 and 2009, South Africa produced on average 54,000 fewer tons of beef per year than it
40

Although without the creation of the red zone the green zone would not have been able to gain access to the lucrative EU market.
Jefferis, 2005; World Bank, 2006; ODI, 2007.
42
The South African market is unlikely to be a lucrative market for this feedlot beef, as in South Africa the use of growth promoters
is not restricted, whereas in Botswana as per EU requirements, it is. This gives Botswana a disadvantage of a lower slaughtering out
percentage (53 percent in Botswana against 60 percent and more in South Africa due to the use of anabolic drugs) and a lower daily
weight gain (average 1.5 kg against 2 kg in South Africa through use of antibiotics and growth promoters).
41
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consumed (SA Agricultural Statistics); it imports between 150,000 and 300,000 weaners per year,
and on the order of 7-10,000 tons of beef (it is also a beef exporter). Batswana cattle producers,
particularly communal producers, would benefit from weaner exports to South Africa (or
potentially elsewhere in the region or beyond43 where feedlots are economically viable) as South
African feedlot buyers prefer lightweight cattle such as those produced on communal rangelands
in Botswana and offer high prices for them since they represent maximum potential weight gain
and highest potential returns. As in Namibia, this could take place through an auction system
whereby weaners are sold to South African (or other) buyers. Such an arrangement would benefit
farmers through higher prices (regional export price parity) for lightweight cattle (although if
there were a very large increase in exports to South Africa, prices might be affected). It would
also provide an incentive for some to switch to weaner production, a much higher productivity
system than Botswana’s current oxen production system,44 since relative to the status quo, the
productivity of herds – i.e. calving and off-take rates - would be significantly higher. Jefferis
(2005) estimates that annual offtake could more than double (if all cattle producers shifted to the
new production system), providing sufficient numbers to supply exports to South Africa as well
as increase BMC’s throughput. (Jefferis, 2005)
An implication of a significant producer response to such a strategy is that BMC supplies would
depend on the emergence in Botswana of feedlots to produce slaughter cattle. And as Botswana
feedlots will have to compete with the SA market to purchase weaner inputs, higher BMC prices
for slaughter cattle will be necessary to generate sufficient supplies. However, feedlots are likely
to only economically viable if BMC prices are pegged at EU export parity prices. Unlike South
Africa, Botswana does not produce feed and fodder in sufficient quantities to supply feedlots;
feed is also often produced with the help of government subsidies.45 Only an EU export parity
price would provide feedlots with enough margin to pay weaner producers live weight South
African export parity prices. Such a strategy would require the significant restructuring and
rationalization of the BMC, as well as export liberalization. There is broad support for greater
use of feedlots to improve the usage of existing slaughter capacities; indeed, the Botswana Cattle
Producers Association (BCPA) supports this shift to weaner/feedlot production and the export
liberalization it implies. (ODI, 2007)
Feedlotting as a strategy, however, deserves careful reflection. While feedlots have been
developed in Botswana, the country has no comparative advantage in producing the required feed
and fodder which must therefore must be imported. Food grains, particularly maize and sorghum
are heavily subsidized, which when bought by feedlots locally is an indirect subsidy to the beef
lot. In addition, it is very questionable from the economic point of view whether without access
to the lucrative EU market feedlotting is still profitable. Looking towards the future, it is also
questionable whether European consumers would accept meat produced under such a feedlot
system from an animal welfare and environmental point of view, if this way of producing beef in
Botswana were widely known. There has been a change in the EU market as a result of increased
consumer awareness. The trend is away from quantity production towards quality production
with a strong focus on food safety and food quality. In the light of falling EU import prices it is
therefore advisable to seek getting into higher price market niches with brand recognition in order
to increase the revenues obtained from exporting. EU consumers’ preference for high quality
products and their environmental concerns have the potential to offer lucrative market niches that
43

Indonesia, for instance, imports Australian weaners for domestic consumption as there is not enough land available to keep
sufficient numbers of productive cows.
44
In an oxen production system, oxen are grazed until they reach 4-5 years or a slaughter weight of around 200-240kg, whatever
comes first. The share of cows in reproductive age is between 30 and 40 percent of the overall herd. At first sight this oxen
production system seems inefficient due to the low proportion of breeding cows in the herd. It is also risky, since animals kept for 4-5
years until ready for slaughter run a higher risk of mortality than weaners sold at 9 months to 1 year or store cattle at 1.5-2 years. But
it fits the low level of management currently in effect, Oxen are accumulated wealth, which can be monetized when required;
breeding cows with their calves are a category of livestock, requiring more care and attention – especially in areas with predators -which in the communal cattle post grazing system with an absentee owner cannot be provided.
45
By extension, it is unlikely that Botswana feedlot margins would allow them to export beef to South Africa. Feedlot exports would
need to target high price markets such as the EU to remain economically viable.
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are unlikely to be filled with feedlot animals. (ODI, 2007) It may be best for Botswana to focus,
through branding, its small volume of beef and significant good will on the EU market on
supplying premium, niche products (range-fed, “natural”) rather than rely on conventional feedlot
cattle. Namibia has been quite successful in this regard, and today, for instance, obtains higher
prices in the EU market than does Botswana. In addition to export liberalization, and BMC
restructuring, this will require a focus on improved herd management and veterinary services,
addressed below.
Also in the realm of trade liberalization, allowing imports of beef may help relieve supply
shortages in exports. This could be done by allowing imports from South Africa and/or by
reducing the SACU common external tariff (CET) for selected product groups (this would have to
be agreed by all SACU member states.) One possibility, for example, might be to allow the
import of forequarters to supply domestic demand while maintaining protection for hindquarters.
This would reduce the competition for cattle between the export industry and domestic retailers.
The resulting increased competition from imports in the domestic market is likely to result in
falling prices for non-premium cuts which would in turn provide stimuli for farmers to market
high grade cattle to the BMC. The BMC, in a liberalized market, would need to pay producers
the export parity price or farmers would have access to alternative export markets - as is the case
for Namibian cattle farmers that can to market their live cattle in South Africa. (ODI 2007)
Poor livestock management practices and range degradation
Two main forms of cattle farming take place in Botswana: communal and commercial.
Communal farmers (representing over 90 percent of land under cattle production) generally adopt
an oxen production system, are individual owners of their own livestock, and at the end of the day
keep their animals to guarantee their livelihood, be it through consumption of the products (meat,
usually from slaughtered animals in distress or from small stock, milk and eggs) or from the sale
of old cows and oxen. The only resource used communally is the pasture. Commercial cattle
producers are referred to as such because they have made some modifications to the traditional
husbandry system: usually their farms are fenced and they practice rotational grazing as an
alternative to the former transhumance or they may have introduced exotic genetics on Tswana
animals at an earlier stage. Where in the past these farmers followed a similar oxen production
system, today they are increasingly shifting to a weaner production system, for sale to the BMC
or feedlotting on farm resulting in a higher share of breeding cows in the herd and a slightly
higher off take. This system also required more investments and management, as well as the
import of feed and fodder for the feedlots, as these are not available in Botswana in sufficient
amounts.
Before the advent of borehole investments and “commercial” beef production, livestock keepers
would traditionally move with the livestock, following routes from rainy season to dry season
pastures. These seasonal migratory routes were the same routes as followed by the wildlife.
Animals would graze in an area, usually together with wildlife, under a high-density short
duration regime. This resulted in heavy non-selective grazing with a long period of rest for the
vegetation, especially in the areas without permanent sources of water, until animals returned for
grazing during the next annual cycle.
Fixed watering points and fences have dramatically changed cattle production and management
systems. In the commercial fenced farms, the former strategy of moving with animals has been
replaced by one which always maintains a high level of standing forage in the range, so that even
in drought years there remains grazing for animals till the rains come again. Animals kept under
such conditions of low grazing densities, especially with the current rate of bush encroachments,
are literally and figuratively far from their owners and hard to manage accurately.46 In communal
farming, the transhumant strategy has been replaced by access to a cattle post, or by farmers
living in rural settlements with one or various boreholes and livestock grazing out of the village.
46

High levels of grassy biomass increase however the risk of veld fires, with as result no standing fodder reserve. In this system there
is a need to establish firebreaks and to be on constant alert to control veld fires.
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This latter group of livestock farmers has gradually lost, over the last 20 years, their area to graze
their animals to newly established cattle posts. The result of their single watering point and
increasingly restricted grazing area, together with competing needs for firewood and the
establishment of croplands, has been a visible environmental degradation around the settlements.
This has led to bush encroachment (i.e. replacement of grass by bush) further lowering the
carrying capacity of the range for cattle.47
Government subsidies and assistance policies, e.g. the drilling of boreholes or establishing of
perimeter fencing, have not been sufficient to improve livestock and range management.48 In the
current system it is possible for an individual to attain exclusive user rights to a plot of land by
asking for a lease, and this is seen as a way to increase the commercialization and improve the
management of the range resource. Moreover, as livestock production is seen as a way of
alleviating rural poverty, many services for the livestock sector, which elsewhere would be a
private good, have been made a public good in Botswana. Support programs and projects for
livestock have been many, and have included subsides on feed, husbandry inputs, loans, and
support in the construction of boreholes, perimeter fences and free veterinary services. These
have all tried to contribute towards the development and commercialization of communal
livestock keeping.
Land and water policies create disincentives to efficient land use. Since most land (about 70
percent) is under communal tenure the prevailing administrative land allocation for ranching –
aimed at improving tenure security and productivity – coupled with the parallel process of
allocating water rights, has led to a rapid increase in privately controlled boreholes. This has led
to de facto private control over cattle post grazing areas and ranches, while leaving much of the
communal areas under an open access and rangeland degradation, jeopardized by dual grazing
rights. (WB Integrated Livestock Report, 2006) Government policies providing support to the
drilling of boreholes and the building of perimeter fences may, in the presence of current land and
water policies and shortage of financing due to the difficulty of using land as collateral, may be
making matters worse. For improved management to materialize, other inputs are required,
including internal fencing, further investments and improved overall management, for which it is
hard to obtain financing as the land cannot be put up as collateral. Without further investments in
internal fencing and improved management, the provision of a borehole and a perimeter fence
merely prevents animals from straying and increases the grazing pressure on a finite land
resource.49

47

The higher incidence of goats in these farms is a result of reduced carrying capacity for cattle due to this process, probably
increasing impoverishment of these people, resulting in increased numbers of goats, which are better browsers and are more prolific
with a higher and more spread out off-take potential. It is also these poorer farmers who engage in highly subsidized grain production
(maize, millet, sorghum), whereby the government pays for plowing, cultivation, seeds and sowing: often the government support is
worth more than the actual harvest obtained.
48
As importantly, heavy subsidies provide incentive to the sector to expand into areas where livestock farming is uneconomic without
the subsidies. Beyond the environment impact of livestock sector expansion into fragile areas, this poses a long term threat to the
sector, with declining competitiveness and dependence on government support. This appears to have already occurred in western and
northern Botswana. (WB Integrated Livestock Report, 2006)
49
A shortcoming of this policy of fencing of land farms to commercialize production has been the emergence of “dual rights”
whereby the leaseholder of such land is still considered part of the community with rights to of the communal grazing resources. This
means that his/her cattle can still graze the communal pastures, keeping the fenced farm as a dry season deferred grazing resource.
This outcome is high stocking rates of the communal resource during the growing season and when the “fenced farmers” retract with
their cattle to their leasehold farms a serious shortage of standing forage for the communal cattle is carried forward to the next rainy
season. This dual rights issue only plays a role in the margins of the fenced farming areas and is a localized issue.
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caalculated arre related too technical animal perfformance. There is haardly any atttention to financial
f
prroductivity parameterss. This wouuld require fairly detaiiled accounnting and finnancial anallysis at
faarm level, w
which curreently, with few
f exceptiions, does not
n exist.52 With a highh free contrribution
off goods andd services frrom governnment to thee beef farm
ms, there hass never beenn a need to make
suuch calculaations. Thiss has resulteed in a situaation in whiich neither the commeercial nor thhe
coommunal bbeef sectors are overly concerned with maxim
mizing theirr financial returns
r
throough
cllose and carreful financcial monitorring of theiir enterprisees. Incentivves for efficcient producction are
fuurther weakkened by the fact that most
m beef faarmers are absentee ow
wners and have
h
other sources
s
off income annd that the Botswana
B
t authorityy allows losses incurreed in beef activities
tax
a
to be partly
w
written
off aagainst otheer sources of income.
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Although Botsw
wana Statistics tries to establissh general produuction parameteers for the diffeerent productionn systems for eaach year
thhrough a stratifieed sampling fraamework, the daata are often tooo ad hoc to mak
ke predictions oover longer periods. It is costlyy to set up a
daata collection frramework to moonitor such dataa and it seems thhat some of theese data are calcculated from surrveys done to assess the
efffect of drought or disease conttrol.
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For instance, m
most of Botswanna’s soils consisst of Kalahari sand and are exttremely poor in minerals. It is therefore essenntial for
opptimum producttion, and a com
mmon practice ellsewhere, to suppplement animaals with dicalciuum phosphate and
a common saalt as
m
minimum
supplementary requireements. While some farmers supplement
s
theiir animals with urea-containingg supplements in
i the dry
feeding is
seeason to compennsate for the low
w nitrogen conttent of the standding forage, in general
g
it can be said that full supplementary
s
raarely practiced.
522
In beef producction the returnss per breeding cow
c are an impoortant parameteer; this can be expressed in kg weaning weighht sold per
brreeding cow or in monetary terrms as gross andd net return perr breeding cow. Another exampple is returns peer ha in terms of
o kg beef
prroduced or monney. Such data would
w
provide better
b
indicatorss to compare th
he various beef pproduction systtems as well as alternative
lannd use options, an equally impportant considerration.
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A focus on the EU as the main export market for Botswana beef
Today, cattle producers have basically two main options: producing for the domestic market or
producing for EU53 export via the BMC. Access to the EU was lost for a period of 18 months
between January 2011 and August 2011; it is expensive, with increasingly stringent sanitary and
phytosanitary (SPS)requirements, and long term trends are not favorable, with declining prices
and more competition from lower cost, high quality, producers. The domestic market is taking a
growing share of beef production. In a relatively short period of time, the reality may be – unless
reforms are introduced – that Botswana will cease to export beef.
Access to the EU is costly and it is no longer clear that the costs of compliance with EU criteria
for beef imports can be recovered by sales revenues.54 Complying with all the conditionalities
comes at an ever-increasing cost and difficulty for the Botswana beef production sector at the
current level of management capacity on-farm. Botswana also meets increasingly stiffer
competition on what used to be an export market with preferential treatment. Although under the
Interim Economic Partnership Agreement (IEPA) Botswana has been granted a quota-less and
tariff less access to the EU, similar access, although with a quota of 300,000 tons, is under
negotiation to be granted to the MERCOSUR countries. Moreover, prices of beef in the EU have
declined by 25 percent since the Common Agricultural Policy (CAP) reforms of 1999.
Competition on the EU market is increasing from both locally produced and imported beef.
Another consequence of the almost exclusive focus on exporting to the EU is that massive animal
health and production support provided by the government has been dominated by the effort to
comply with EU regulations at the expense of broader progress in improving production
performance as measured by mortality, birth rates, or production yields. (WB Integrated
Livestock Report, 2006)
Long term trends in terms of the EU market are not favorable. EU access is lucrative if Botswana
manages to reduce its costs and ensure higher exports. But, as noted, the future of prices is
uncertain and Botswana faces growing competition from other, lower cost, high-quality exporters.
A decade ago, Namibia, Zimbabwe and Botswana were, besides Australia and New Zealand,
some of the few countries with a license to export to the EU. This export was capped by quota,
which Botswana never met, and highly favorable conditions. Over the years more countries have
managed to meet the EU SPS measures. The Cotonou preferential treatment of ACP countries
was changed into (interim) EPAs, which now give tariff and quota free access to the EU market
for beef that meets the EU requirements. These latter are becoming increasingly difficult to
achieve with the ever increasing demands in terms of safety, quality, animal welfare and
increasingly also the environment. In a globalizing world it is hard remain competitive if one sits
still, especially when one is a small player.
Does this imply that Botswana should abandon efforts to access the EU? Botswana is a high cost
producer, and it is not clear that it would be able to compete in a low price, high volume
environment. For this reason, regaining access – with reforms – makes sense. Other importing
countries that have been historically less stringent in their SPS standards than the EU are
generally moving in the same direction regarding beef imports and food safety in general. This
may be the strongest argument in favor of one last major attempt to meet EU standards for beef
exports from Botswana – the possibility that future larger exports to countries like Russia and
Turkey may depend upon it. EU access is, in effect, a passport to export to other countries and
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Botswana also exports a small quantity of beef to Norway, and of course to South Africa. But the potential for export growth to
Norway is limited, and its standards as, or more, stringent than the EU’s. Exports to South Africa will not, as argued above, meet their
potential without trade liberalization. More recently, there have been significant exports to Zimbabwe from FMD-affected areas, and
live cattle exports to Angola are under consideration.
54
In addition to stringent SPS standards, there is the requirement for a tracking and tracing system of animals and beef. Botswana in
the late nineties selected a sophisticated system based on radio frequency identification technology rumen boluses, mobile readers and
computers feeding data into a central data base. Veterinary cordon fences, vaccination of livestock in the red zone, the movement
control of animals through the trace-back system, and a stringent meat inspection system in the EU licensed slaughterhouses are the
prerequisites for the EU beef export permit.
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without it Botswana may not be able to compete in more lucrative, higher price niches. Botswana
also produces high quality beef and still has goodwill attached to its exports.
But the current policies of a monopolized market that is closed to competition and with a nearexclusive focus on exports to a single market will help with neither ensuring sustained access to
the EU nor with diversifying into other markets. Farmers need a mix markets and strategies: sale
of weaners to SA, which unlike Botswana has the feed resources to fatten all animals intensively,
or to others; private sector buying for the domestic market; private sector buying for export; and
the BMC for the EU export scheme. Producers can then make their choice, calculating which
strategy gives the highest margins to the farmer; in most instances the farmer is better at doing
this than government.
Even if access to the EU market has been regained, it may be a good strategy, for some
producers, to start to sell beef into less lucrative markets in the region. This is perhaps
particularly true for producers in the “red zone”. There opportunities appear to be many. There
is at SADC level a shortage of beef and meat in general. Traditional markets, such as the mining
belt in DRC, are currently supplied by Brazil, which sends its meat in refrigerated containers
through Walvis Bay in Namibia. The national cattle breeding herd in Zimbabwe has fallen to
400.000 breeding cows, which would mean that soon the country will not be self-sufficient in
beef any longer. Markets are also emerging in Angola.
Recommendations
The cattle and beef sector plays an important role in Botswana’s economy and society. While its
contribution to GDP has declined over the years and is small today, it is important as an export
and for rural employment and livelihoods. It is a sector, however, which has become less
competitive over time, with declining exports and rising costs, and which is not living up to its
potential as a source of growth and economic and trade diversification in Botswana. The latest
blow has been Botswana’s loss of access to its largest and most remunerative market55. This is a
manifestation of a number serious challenges affecting the beef and livestock sector described
above, including declining production and yields, a poor incentive structure partly due to lack of
export competition and a monopoly structure, the high cost structure at the BMC, and large,
ineffective, inefficient and poorly targeted government subsidies. While external constraints such
as drought and disease have impacted the sector, many of the problems are policy failures. This
section proposes some options for addressing these policy failures.
Increasing production and productivity levels
A major long-term problem facing the cattle and beef sector is the declining standards of
technical cattle productivity, leaving ever lower beef surpluses for export. Improved productivity
of both commercial and communal cattle-raising – in terms of reproduction, weight gain, offtake,
reduced mortality, and protection from disease – is necessary. For this to happen, management
levels will have to increase drastically. There is anecdotal evidence that when cattle-owning civil
servants retire and start dedicating more time and money towards their livestock enterprise,
productivity increases sharply in a short time. Most livestock owners keeping their animals in a
cattle post work on their own, have their own herd boy, pay their share in the water pumping, but
do not further interact and work together on improvements in the day to day management of the
cattle in a cattle post, reduction of costs or increasing the returns through e.g. joint sales. An
option to increase the management levels is to organize the farmers into associations with
common management, training and extension and joint purchase of services, goods and joint
marketing so as to develop economies of scale.
The following are measures and policy reforms that will help in achieving improved herd
management and improved productivity:
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As of February 2011 Botswana has, after an audit by the EU Veterinary and Food Organization, voluntarily decided to suspend its
export of beef to the EU till such a time that all the shortcomings as identified in the EU VFO organization’s audit have been resolved.
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-

A revival of field cooperatives would seem to be the only way to rebuild acceptable
levels of productivity, and with them the economics required to profit from export. This
will take time, and is a difficult, though necessary undertaking. The best path to this goal
runs through the natural points of concentration of cattle (fenced farms, boreholes and
cattle posts), people (rural settlements), or both. Field cooperatives would employ a
professional livestock specialist (also for small ruminants) to lead the farmers and herders
into more productive and profitable management approaches.

-

To facilitate this, a gradual shift of veterinarians from government employment to private
business or employment by groups of farmers with salary payments partially funded by a
levy on export slaughter - should be considered. These veterinarians would handle
individual animal health care at owners’ expense (vaccination for contagious diseases
would still be paid for by government). Assistance (such as a small credit program) in
establishing these private practices would be a legitimate government (DVS) expense.
This would create the currently missing private veterinary practice in the rural areas,
although it would require thorough planning and a step-by-step approach as currently
there are only a few veterinarians in private large animal practice in Botswana and the
many years of free veterinary services have left farmers unused to paying for necessary
veterinary services.

-

Tertiary education with the emphasis on skill development is needed. It seems that
livestock farming is becoming the work of retired people and the rural poor. It will be
important to promote livestock farming as a career and to maintain skilled and
enthusiastic people, without which innovation and change will not be possible.
Internships for young prospective beef farmers on established ranches would go a long
way to develop the right skills and attitudes to further commercialize and improve the
production and productivity of the Botswana livestock sector. In turn, intensification of
production through increased and intensified management of the range, animals and
preparation for the market, will create rural employment.

-

An overhaul of the current system of extension and advisory services provided through
the Livestock Advisory Centers is required. Current services are inadequate and more
concerned with giving advice on how to use the vaccines, drugs and equipment for sale
than improving overall beef farming management. Training on farm business
management and economics is especially needed. These Livestock Advisory Centers
should be increased in number and auctioned off to private entrepreneurs in the medium
term. Assistance to their establishment (small credits) could also be a legitimate
government expense.

-

Mitigation of the impact of droughts can be achieved through developing more fodder
and feed resources and increasing the number of small stock (usually more resilient in the
case of drought and with a quicker reproductive cycle to restore animal numbers). The
government grain production under dry land conditions by supporting farmers with free
seed, fertilizer and plowing, cultivation and planting of the land; the results of these
programs are poor and it is not certain that the yields cover the investments made.
Dryland fodder production through the creation of fodder banks with perennial grasses
for both hay production and grazing would create a more robust and less costly source of
revenue for rural people. Hay made in years with good rains can be used for own
livestock and sold in drought years. Growing grass as a crop is a new concept for
Botswana farmers, which would require demonstrations and extension efforts. But hay
production would seem a better business prospect than high-risk production of annual
feed grains at the expense of the budget. Current prices of hay are 1500-2000 P/ton, with
expected yields of 1-1.5 ton/year, which are very competitive with the poor grain yields
typically experienced. After establishment of the grass little or no additional costs other
than the harvesting and application of manure are required. All successful farming
systems in Africa are based on grass rotations (the maize-soya- lovegrass beef system in
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South Africa, the tobacco-maize-Rhodes grass-beef system in Zimbabwe, Napier fodderzero-grazed dairy cattle in East Africa) and there is no reason to doubt that perennial
grass production will make a positive contribution towards increased productivity and
production in the Botswana beef sector.
Trade Liberalization
Farmers are poorly served by the current system where they only have access to two markets –
the BMC and local butcheries – to the exclusion of more profitable export markets such as South
Africa and others. As it is unlikely that in the near term anyone else will be able to supply the EU
other than the BMC the monopoly for export to the EU may even be maintained, but only if other
exports and imports are liberalized. Without the liberalization of other exports, there would be
few pressures on the BMC to offer producers real export parity prices, or to rationalize its costs.
-

Lifting the ban on non-BMC beef and live cattle exports is essential to the viability of the
sector in Botswana. Without the trade liberalization the BMC will not be exposed to
sufficient incentives to significantly alter its cost structure. Without a change in the cost
structure, farmers cannot be paid economic prices for their cattle of beef, further
exacerbating the downward spiral of declining production.

BMC Restructuring
The combination of BMC inefficiency, excess capacity and the bans of non-BMC beef and cattle
exports are costing the cattle industry, and the public budget, considerable amounts. To enhance
profitability and allow the BMC to live up to its core objective – maximizing revenues for
livestock producers – the overhead costs of slaughter and processing will have to be reduced
drastically. The restructuring of the BMC therefore seems inevitable to reduce the agency’s
entire cost structure in terms of staffing, salary levels and other personnel costs, and other
overheads. It must be made clear that the BMC should serve the farmers, not primarily its
employees. One approach to restructuring the BMC would be to organize its governance
functions as a series of linked cooperatives, owned and overseen by the farm community itself, as
outlined below.
-

A first concrete step is to reduce the number of cattle slaughterhouses from three to two,
thus removing a significant amount of underutilized overhead cost. If Lobatse will
remain the main export slaughterhouse, either Maun in the red zone or Francistown in the
green zone may have to close or be sold to the private sector. The BMC should be asked
to study the ramifications and recommend one option on clear business grounds. If Maun
is to remain open, the government-stipulated pricing link of red-zone cattle to green zone
cattle prices needs to be severed.

-

Cross subsidies within the BMC (i.e. if the Maun abattoir is to remain open) should be
eliminated. The first major step here is that subsidized purchase prices of cattle in the red
zone for the domestic market, tied to the purchase prices for export cattle in the green
zone, should be eliminated, and henceforth determined by true market prices.

-

There is also the need to reduce labor costs by cutting the wage bill and increasing the
flexibility of employment practices within the BMC. While staff of the BMC has the
normal rights of staff of any private firm, these rights are distinctly secondary to those of
the livestock producers, those for whom the BMC was created in the first place. Work
rules would also have to be made more flexible to allow seasonal and occasional (e.g. due
to disease outbreaks) furloughs of staff for those periods with reduced throughput .

-

More broadly, the overall BMC governance structure should be turned over fairly
completely to committees of farmers elected according to standard worldwide
cooperative procedures. In effect, the BMC should be restructured into a federation or
umbrella of local and specialized cooperatives. The purpose of the BMC is to maximize
farmer incomes and the logical forum and body to oversee this process is the collective of
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farmers themselves. A number of arrangements can be made to cater to the fact that there
may be a divide in interests between larger commercial cattle farmers, who indeed may
not depend largely on cattle for their daily income, and smaller more subsistence-oriented
cattle farmers. A small board of trustees of highly respected national figures should also
be emplaced, not to run the BMC, but specifically to prevent disinformation, elite capture
or corruption by management.
Addressing the rising maintenance cost of the “license to export beef” for the national
budget
The government has long taken it upon itself to execute and finance a large number of tasks in the
production and export of beef. With the financial crisis and the increasing demands of the export
markets in terms of guarantees for safety and quality this is becoming a heavy burden for the
country’s budget, whereby it is increasingly uncertain that the costs incurred by government to
make beef export possible are recovered from the additional revenue of export to the EU. A
solution would be to initiate a system of cost recovery, either directly from farmers or indirectly
from a levy at the export slaughterhouses to pay for livestock development activities. The
responsibility and the execution of such activities could shift from government to the private
sector and farmers’ organizations.
-

A important concrete step in reducing government expenditure for non-BMC activities
would be to eliminate subsidies from the production of food grain. Given Botswana's
climate (even without future climate change), this is a consistently losing proposition, as
already noted. At far lower cost, this program can be replaced with promotion of
drought-resistant perennial grasslands, as fodder banks, which could provide either
grazing, cut fodder, or both. These have far higher chances of success, as in other
countries in southern Africa, than the production of food grain in an unsuitable
environment. Botswana has no comparative advantage in this area and the use of
imported feed grains in feedlots is likely to be uneconomic.

-

Beginnings need to be made in shifting costs to farmers that are purely private in nature,
including veterinary care linked to the health of individual animals. This is especially
true in the case of larger commercial farmers who now reap most of the benefits.

EU Access and diversification towards new markets
Diversification of exports to new markets seems inevitable for the viability of the beef and cattle
sector whether or not Botswana pursues renewed access to the EU beef market. The case for
continuing to prioritize access to the EU market, however, needs to be better understood.
-

As noted above, the BMC export monopoly should be lifted to allow farmers to access
non-EU markets, particularly regional ones.

-

A quick but accurate study is needed to compare all Botswana’s costs of compliance with
EU regulations against incremental revenues due to EU access.

-

Being a high cost producer, Botswana needs to work towards branding its product and
ensuring access to high price niche markets. Botswana beef so far has never been
branded as such on the EU market, or elsewhere. Increasingly selective consumers want
more than a piece of meat on their plate: they want to be assured that this product has not
damaged the environment, was produced respecting the animal’s welfare and integrity
and has not created social injustice and inequality. In all of these lies a unique
opportunity for Botswana to position itself as a beef producer to the world, where
traditional values combined with modern decent governance may present a livestock
sector free of coercion or exploitation. The replacement of commercial feedlotting
precariously based on imported feed, by feeding in the paddocks, would assist in this,
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thus making better use of the grazing, guaranteeing animal welfare and helping farmers to
add more value to their product. Flexible short-term feeding credits linked to sales
contracts into lucrative markets will facilitate such moves.
-

A quick study of potential exports to southern African neighbors should determine what
standards and costs of production would be required to enter strongly into those markets,
and whether Botswana could profit from that trade.

Stimulating Sustainable Growth in the Botswana Tourism Industry
Botswana has traditionally been one of the leaders in Sub-Saharan Africa (SSA) tourism, using its
extraordinary wildlife viewing opportunities in the Okavango Delta and Chobe area to lure
tourists from around the globe. Its strong stewardship of the country’s unique natural resources
has enabled it to attract investment and a steady stream of tourists, many of whom pay upwards of
$500 per day. Tourism is one of the few non-mining sectors in Botswana that has grown faster
than overall GDP over the past decade. Yet it is showing signs of sluggishness, with average
growth of only 1.3 percent over the past five years for which reliable data is available.56 And
while some steps have been taken to strengthen the sector57, there is clearly a need for more
concerted action—particularly in the face of mounting competition. This is evident from
Botswana’s decline in the ranking of the World Economic Forum’s (WEF) Travel & Tourism
(T&T) Competitiveness Index (TTCI), which evaluates countries on 75 tourism-related
indicators. Botswana dropped 12 slots to 91 (of 139 countries) between 2010 and 2011.58
Clearly, Botswana cannot afford to be complacent in its tourism policies. Beyond strengthening
sector institutions, skills and infrastructure, reforms in a number of supporting sectors (air
transport, ICT, labor and work permits, access to land and zoning) are needed if the sector is to
attain its potential and play a more vital role in Botswana’s diversification efforts.
Performance of the Sector
Tourism is a major contributor to the Botswana economy, both in terms of the jobs it creates as
well as the export revenues it generates. In 2009, Botswana received 1.6 million international
tourists, who spent a total of $452 million in the country.59 The tourism industry’s direct
revenues represented 2.4 percent of total GDP in 2011, but the number climbs to 6.5 percent
when indirect and induced spending are included.60 Tourism is responsible for 18,500 direct jobs
in Botswana representing 3.1 percent of total employment in the country, a figure that increases
to 45,000 (7.6 percent of total employment) 61 when jobs that are indirectly supported by the
industry are included.62
The number of direct tourism jobs has increased 26.3 percent over the past five years. Of those
directly employed in tourism, 53 percent are female Batswana, 40 percent are male Batswana, 4
percent are male foreigners, and 3 percent are female foreigners.63 Data on the economic
contribution of the sector are poor, however, and reliable figures on tourism’s contribution to
services and total exports are not available, although estimates are that tourism constitutes about
15 percent of Botswana’s exports. In terms of receipts from international tourists, United
56
Botswana Department of Tourism (2010) Tourism Statistics 2005-2009, Ministry of Environment, Wildlife, and Tourism,
Gaborone.
57
including the creation of the Botswana Tourism Organization (BTO)
58
WEF (2011) Travel &Tourism Competitiveness Index Country Profiles: Botswana, WEF, Geneva.
59
ibid
60
Botswana Department of Tourism (2011) Tourism Statistics 2006-2010, Ministry of Environment, Wildlife, and Tourism,
Gaborone.
61
WTTC (2011a) Travel & Tourism Economic Impact 2011: Botswana, WTTC, London.
62
WTTC (2012) Travel & Tourism Economic Impact 2012: Botswana, WTTC, London.
63
Botswana Department of Tourism (2010) Tourism Statistics 2005-2009, Ministry of Environment, Wildlife, and Tourism,
Gaborone.
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Nations World Tourism Organization (UNWTO) data shows that the figure has more than
doubled in a decade. Receipts increased from $US222 million in 2000 to $US452 million in
2009, although the accuracy of these figures is debatable. 64
The growth potential of tourism is high, with the possibility of generating greater revenues and
more employment, particular among youth, women, and rural populations. Fifty-two percent of
surveyed tour operators in SSA indicated that Southern Africa as the region (highlighting, South
Africa, Botswana and Namibia, in that order) with the most potential for tour operations in SSA
between 2010 and 2015. (Twining-Ward, 2010) The sector’s potential to contribute to Citizen
Economic Empowerment (CEE) is also important, despite frequent claims to the contrary. In
2001, 36% of tourism businesses were citizen-owned; by 2010, the figure had grown to 49
percent (Figure 7).
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Figure 7: Ownership Structure of Botswana Tourism Businesses

Nevertheless, actual growth of the sector, in terms of international arrivals, has slowed
significantly in recent years and Botswana’s market share in the SADC region is falling. The
annual growth rate of arrivals was an anemic 1.3 percent between 2005 and 2009, a significant
deceleration from annual average growth rates of 6.3 percent over the past ten years, when
international arrivals grew from 923,250 to 1.6 million.65 To better understand these trends, it is
important to look at specific tourist segments.66 In Botswana, leisure tourists only represent
around 19 percent of total arrivals (see Figure 8). Leisure tourists are coveted above other types
of tourists, as they tend to stay longer and spend more: in 2008 the 19 percent leisure tourists
were responsible for 33 percent of the overall tourism spend.67 Compared to regional
competitors, Botswana receives few leisure tourists (Figure 9), and has a mere 1.8 percent market
share in the SADC region (Table 1). Of greater concern, however, is that this market share is
decreasing. According to an extensive market segment study conducted by African
Development Bank (AfDB) in 2011, Botswana is not effectively capitalizing on SADC tourism
64

Receipts data is likely unreliable and the methodology utilized to derive receipts data has changed in the past several years. Data
derived prior to the change in methodology may have been overestimated and data derived after the change may in fact be too low.
Regardless, the change in methodology means that it is difficult to accurately discern trends in data from the past decade. (Interview
with K. Jefferis, Managing Director, Econsult, Gaborone, Botswana, October 2011).
65
Botswana Department of Tourism (2010) Tourism Statistics 2005-2009, Ministry of Environment, Wildlife, and Tourism, Gaborone.
66
These segments include “leisure tourists”, “visiting friends and relatives” (VFR), “business”, and “transit”.
67
According to the Botswana DOT, the three top leisure source markets (country of residence) in 2010 were all from the region:
South Africa, Zimbabwe, and Zambia. These were followed by USA, UK, and Germany.
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growth. Between 2005 and 2008, Botswana only increased its number of international tourist
arrivals by 10,000 and as such, only experienced 0.3 percent of all SADC tourism growth during
that period.68 If Botswana’s growth had been on a pace with the rest of the region, there would
have been an additional 300,000 tourists, who would have spent an additional BWP 600 million
in 2008.69

Source: Botswana Department of Tourism (2009)

Sources: Messerli and Twining-Ward (2011) and South
African Tourism (2011)
Note: Zimbabwe figures may include same-day visitors

Figure 8: International Visitor Segments

Figure 9: Regional International Leisure
Tourist Arrivals

Botswana’s minimal tourism growth can in large part be attributed to its ineffectiveness in
attracting more foreign independent tourists (FITs), a fast-growing segment that is fueling much
of the tourism growth in the SADC region.70 The study concluded that Botswana should
concentrate the largest part of its resources on the Fly-in and FIT markets71; in contrast, currently
the largest number of arrivals is coming from RITs (119,200), not a high-yield market. Even
though there were 53 percent more RITs than FITs in 2010, FITs generated 34 more revenue
(BWP 413 million). Looking to the future, the FITs and Fly-ins are projected to account for the
largest revenue gains from 2010-2020 by a considerable margin: 49 percent and 22 percent,
respectively. The next largest is the RIT market at only 9 percent. In terms of employment
generation, the luxury fly-in market is strongest in job-creation, followed by the FIT, with RITs in
last place. The Fly-in market is fairly easy to convert, as high quality infrastructure and services
68

These figures are based on data obtained from UNWTO, which considers tourists to be only those spending at least 24 hours in the
destination. Therefore, all of their international arrival statistics exclude day trippers.
69
African Development Bank (2011) Preliminary Market Segment Analysis of the Tourism Sector in Botswana, April 2011.
70
The study classified and derived key statistics for the eight market segments that make up the majority of Botswana’s
international tourist arrivals:
1. Luxury fly-in safari visitor (Fly-in): fly-in visits to luxury game lodges in concession areas
2. Mobile safari visitor: travelling through organized trips to various destinations in the country
3. Cross-border excursionist: taking a short trip to Botswana from neighboring destinations
4. Overlander: traveling in large organized groups to see various highlights in overland trucks
5.
Foreign independent traveler (FIT): overseas (excluding Africa) visitors traveling independently with rented transport,
largely following their own arrangements.
6. Regional independent traveler (RIT): Africa residents traveling independently in own vehicles
7. Conference or meeting delegates: attending a conference or business meeting
8. Special interest visitors: visitors attracted to specific places for activities such as fishing, birding
The study evaluated each of the segments in order to determine which Botswana should target. Evaluation was based on yield (size,
expenditures per tourist, jobs created) and “ease of conversion”.
71
Annex 1 shows each segment’s yield in terms of current (2010) and projected (2020) estimates for arrivals, revenue generation,
and impact on job creation.
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are in place and the private sector has considerable resources to market Botswana to this segment.
The full potential of the FIT market, however, is not as easy to tap. This is the segment’s greatest
drawback, with some of the best channels for reaching FITs are currently under-utilized in
Botswana.
Table 1: SADC Leisure Tourism Arrivals Market Share and Growth (2005-2008)
Botswana
% Share of SADC
Leisure Tourism
Arrivals 2008
Real Gains in Leisure
Tourist Arrivals 20052008 (‘000s)
% Share of SADC
Holiday Arrival Gains
2005-2008

Mozambique

Namibia

South Africa

Tanzania

Zimbabwe

1.8

1.9

3.3

61.7

4.4

12.3

10

110

157

2,269

185

840

0.3

2.9

4.1

60

4.8

22.2

Source: African Development Bank (2011)

Table 2: Number and Ten-Year Growth Trends of Tourism Business

Accommodations
Mobile Safari
Operators
Game Drive
Operators

2001

2002

2003

2004

2005

2006

2007

2008

2009

2010

103
112

113
134

128
140

143
143

145
135

145
149

159
164

170
158

180
158

184
158

147

158

194

210

204

220

225

230

236

239

Source: Botswana Department of Tourism (2011)

Another shortcoming affecting tourism’s growth and market share in the region is the general
shortage in accommodations. Table 2 shows the growth trajectory of the main types of
accommodation supply business over the past 10 years. The growth in accommodations during
that period has been fair, but has not kept up with demand in some places. In fact, the 2000
Master Plan projected that at least 8,000 rooms would be needed by 2010, whereas the actual
number was only 6,693.72 This shortfall in rooms alone has cost 1,934 direct jobs given that each
room generates an average 1.5 jobs.73 Certainly the undersupply problem is quite acute in
Gaborone, which has a chronic shortage of hotel rooms. A World Bank SSA tourism database
reveals that the number of rooms in Botswana is the lowest among regional competitors. Using
data from 2008, Botswana’s 4,942 rooms were eclipsed by totals from South Africa (65,000),
Mozambique’s (11,583 rooms), Namibia (9,068), Zimbabwe (6,319), and Zambia (5,979).74
Mobile safari operators have increased from 112 in 2001 to 158 in 2010. However, the number
has stayed fixed at 158 over the past few years given a government-mandated license moratorium
while the Department of Wildlife and National Parks studies ways of reducing congestion inside
Republic of Botswana, Ministry of Commerce and Industry (2000) Botswana Tourism Master Plan, Department of Tourism,
commissioned by the European Union, Gaborone.

72

73

3.2 jobs are created per five-star hotel room, 2.2 jobs in a four-star hotel room, 1.4 jobs in a three-star hotel room, 1.3 jobs in a twostar hotel room. .92 jobs in a 1-star hotel and .83 in a non-star rated hotel . (African Development Bank (2011) Preliminary Market
Segment Analysis of the Tourism Sector in Botswana, April 2011)
74
Messerli, H. and Twining-Ward, L. (2011) Policy Note and Background Paper on Tourism Growth and Employment in Namibia,
Unpublished Report for the AFTFP, World Bank, Washington, D.C.
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key protected areas. The number of game drive operations has increased fairly steadily from 147
in 2001 to 239 in 2010. 75
Challenges to Growth in the Sector
Product Diversification
The need for diversification of Botswana’s tourism offerings, both in terms of types of products
and their geographical spread, is well understood by tourism stakeholders in Botswana. The
Okavango Delta and Chobe area have limited capacity for receiving more tourists, given the
importance of ensuring their conservation. Gains in revenue and employment will need to come
primarily from providing tourists with other options that will keep them in the country longer,
spread their expenditures, and give them compelling reasons to return. The importance of
diversification was stressed in the 2000 Tourism Master Plan and nearly every study or policy
document since then. There have, in fact, been a number of positive steps taken in past years.
These include BTO’s tendering of 11 new concessions (mostly in the South and West) in 2009
and its current work to develop seven community-based tourism projects around the country.
The approach to attracting tourists, however, continues to be largely supply-driven rather than
demand-driven. As such, it has not been based upon the interests and needs of strategically
selected target markets. Product diversification efforts have therefore had mixed success in
attracting high growth markets—particularly FITs. Specific challenges to product diversification
exist along several spheres: tourism policy, land access, and circuit development and community
tourism.
-

Tourism Policy

A major constraint for development of the sector is that the policy framework for the government
to address diversification and other key issues is not in place.76 In 2008, DOT worked with
UNWTO to review the 1990 Tourism Policy and subsequently create a new one.77 After
considerable stakeholder consultation, a new policy was produced but was never approved by the
Botswana government. Without a policy, DOT lacks a clear direction and mandate.
- Access to Land
Opportunities for investment have been hindered by difficulties in access to land. Establishment
or expansion of tourism destinations is often contingent upon having adequate accommodations
facilities. Yet investors report considerable difficulties in procuring leases from the Department
of Lands (DOL). UNCTAD (2003), FIAS (2004) and others have highlighted the impact of
difficulties for foreign investors in particular to acquire commercial land in Gaborone, although
anecdotal evidence suggests that citizens face difficulties and delays as well. This is particularly
inhibits new entrants into the industry. Land is only available through leases awarded by the
various Land Boards and it is not clear who qualifies for access, furthermore there are investors
75

There are also community tourism businesses, although the exact number is elusive. A recent estimate of community-based
organizations (CBOs) that are active in Community Based Natural Resource Management (CBNRM) projects is 41, of which an
estimated 13 offer tourism services. (Johnson, S. (2009) State of CBNRM Report 2009, and phone interview with the author).
Kalahari Conservation Society, Gaborone. They are dispersed across the country, but the largest concentration is in the North around
the Okavango Delta and in the Chobe area.
76
The two bodies working most directly in tourism are the Department of Tourism (DOT), which is part of the Ministry of
Environment, Wildlife, and Tourism (MEWT), and the Botswana Tourism Organization (BTO), a parastatal body set up through an
act of Parliament in 2003. DOT’s principal roles include tourism policy formulation and implementation, tourist facility licensing,
statistics collection, and industry training. Meanwhile, BTO’s principal activities are marketing, investment promotion, and quality
assurance through classification of facilities/services and an eco-certification program. BTO is also working to develop community
tourism products. BTO has offices in Gaborone, Maun, Kasane, Francistown, Ghanzi, Palapye, Tsabong, and Selebi-Phikwe.
Internationally it has an office in the UK and representation in the US and Germany. (Botswana Tourism Organization (2011b),
Botswana Tourism Organization Annual Review: 2009-2010, Gaborone)
77
Botswana Department of Tourism (2009) World Tourism Organization (UNWTO)/Government of Botswana Project for the
Formulation of a Tourism Policy for Botswana: Report on the Review of the Tourism Policy of 1990, Gaborone.
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who already have land allocated to them, but have difficulties in changing its zoning from
agricultural production to other uses. There are also delays in the registration of interests in land
titles. Progress has been very slow in responding to these concerns. In order to improve the
situation, a Land Bank was created through which DOL and BTO could set aside land in areas
with strategic tourism value, although results have been disappointing.78
-

Circuit Development

Botswana has not invested sufficiently in “circuit development”. FITs and RITs are enticed by
well-defined circuits, or routes that connect high-quality attractions along good roads with
infrastructure and services that fit their needs and budgets. Specific circuits have not been
created in Botswana. Meanwhile, regional competitors are aggressively assembling and
marketing circuits. With assistance from Open Africa (see Box 1), South Africa, Namibia,
Lesotho, Mozambique, Swaziland, and Zambia have created a total of 62 circuits over the past 15
years. Botswana is notably absent from that list.
-

Community Tourism

One of the ways that the government and civil society have looked to diversify the product base is
through community tourism, although this is in decline in Botswana. Community tourism has
been supported since the late ‘80s through CBNRM programs by numerous international
donors.79 However, as Botswana has become an upper-middle-income country, donor support in
this area has all but disappeared. Even the indigenous Botswana Community Based
Organizations Network (BOCOBONET), which served as an umbrella support organization for
CBOs, has collapsed due to lack of funding. According to the “State of CBNRM Report” of
2009, only 41 of the over 100 CBOs registered since the beginning of the CBNRM program are
still active.80 The decrease in active CBOs and revenues is largely due to the lack of technical
support that was once provided through donor-funded programs. Decreased capacity often results
in communities no longer being able to provide products and services that meet the expectations
of discerning tourists and tour operators. The CBNRM secretariat is now held within the
Kalahari Conservation Society and both MEWT and BTO have community tourism support
within their mandates whose capacity to provide critical technical support to community tourism
enterprises is limited.
Branding & Marketing
The Botswana tourism brand is not well defined. Despite the government’s policy objective of
“modified high volume/mixed price” tourism, the perception remains that Botswana is a low
volume, high value destination. BTO is currently leading the effort to market and brand the
country, yet is doing so without an official strategy. Its efforts seem to still be largely guided by a
strategy of focusing on low volume, high-yield tourism, with limited focus on the FIT market that
is driving much of the growth in the region. In the absence of a well-defined tourism branding
effort, the image of Botswana has been largely shaped by private sector efforts. Yet those are
aimed primarily at the Fly-in market. As such, Botswana’s image has become largely associated
with luxury and exclusivity. This to some degree constrains Botswana’s ability to attract a wider
market, including FITs.

78

according to BTO, no land was put up for bid in 2010, while in 2011 there have been just six re-tenders of expired leases and two
community sub-leases. The problem can be attributed to limited authority granted to BTO, as well as an apparent lack of alignment
between DOL’s objectives with those of the tourism sector. A prime example is Gaborone, which has a perpetual undersupply of
rooms. This limits growth considerably, particularly in the lucrative and fast-growing Meetings, Incentives, Conferences, and Events
market.
79
Johnson, S. (2009) State of CBNRM Report 2009. Kalahari Conservation Society, Gaborone.
80
While some of these undertake tourism and hunting activities, others are involved in production of crafts and a variety of veld
products.
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Box 1: Open Africa
Open Africa is a South Africa-based social enterprise started 15 years ago under the patronage of Nelson
Mandela. Through the creation and marketing of self-drive travel routes, it helps independent travelers find
“authentic and inspiring journeys that help sustain rural livelihoods and enhance conservation”. Open Africa
has assisted six Southern African countries (South Africa, Zambia, Namibia, Mozambique, Swaziland, and
Lesotho) to establish 62 routes. These routes have incorporated 2,626 local businesses that employ 30,640
people.
More specifically, Open Africa works with local communities to develop the routes, provides training
workshops to build local tourism capacity, and helps market each route. A key marketing channel is Open
Africa’s website (www.openafrica.org) which profiles each route including photos; maps; downloadable GPS
coordinates; links to their YouTube channel; user reviews; contact information; and descriptions of all
accommodations, restaurants, activities, and services along the route. Other marketing channels include stands
at Indaba (the largest tourism trade fair in Southern Africa) and the Regional Tourism Organization for Southern
Africa’s (RETOSA) website and newsletters.
In June 2011, Namibia launched the “Kavango Open Africa Experience Route” at the Namibia Tourism Expo.
This is the fourth route created by Namibia, a key regional competitor for the independent tourists that travel
through Southern Africa.
Sources: Open Africa website (2011), RETOSA September 2011 newsletter

Figure 4: Botswana Tourism Logo and Brand Botswana Logo

Effective marketing must be based on reliable and timely data, which are not generally available
in Botswana. In the 2011 WEF TTCI, Botswana ranked 123 (of 139 countries) in “timeliness of
providing monthly/quarterly travel and tourism data”.81 While in some ways, Botswana’s tourism
statistics collection efforts have been commendable, with DOT having twice undertaken the
extremely complex UNWTO Tourism Satellite Accounts (TSA) process and conducting visitor
surveys twice a year (during the low and high season). One major constraint is that there is a
nearly two-year lag in getting key international arrivals statistics from the Department of
Immigration and Citizenship. This is in part due to the fact that the collection of immigration
card information has not yet been automated.
Air Access82
Botswana’s limited and expensive air transport service represents a major constraint to tourism
growth. 83 The problem stems largely from a lack of competition on both international and
WEF (2011) Travel &Tourism Competitiveness Index Country Profiles: Botswana, WEF, Geneva.
Although this issue is being addressed in another chapter of the report, it is worth briefly mentioning here given its importance to
the tourism sector.
83
Information from this section comes from a personal interview with air transport expert Yaw Nyampong and the presentation he and
Work Bank air transport expert Charles Schlumberger created for the “Competitiveness Diversification, and Sustained Growth in
Botswana” conference sponsored by the World Bank and held from November 7-8, 2011 in Gaborone.
81

82
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national routes. Currently, the only international route on which there is competition is the
Johannesburg to Gaborone route, operated by Air Botswana (AB) and South African Express
(SAE). A positive recent development is the re-opening of the Johannesburg to Maun, the most
important international route for tourism, in June 2012 to services by SAE. Prices are another
constraint, with round-trip prices of approximately US$500 and upwards for the JohannesburgMaun route, for instance. Such pricing excludes a significant part of the potential market. Air
Botswana has also enjoyed a monopoly on all domestic flights, yet its supply of aircraft cannot
fully accommodate demand from Gaborone to Maun and Kasane. As such, opportunities to
attract more tourists are being squandered.
Finally, Botswana does not currently receive any long-haul international flights from major
tourism source countries. Therefore tourists from key source markets such as the US and UK
must spend more time and money to reach Botswana. This undoubtedly depresses visitation
figures. Furthermore, those that do come generally spend less time and money in Botswana given
that they are flying in and out of another country. Nevertheless, the likelihood of many more
long-haul flights arriving in Botswana is slim, and other avenues should be pursued to ensure
easy links to regional hubs (see Chapter 5).
Skills and Training
There are significant gaps between the skills and knowledge being developed in Botswana’s
hospitality/tourism training institutions and those required by the industry. In the 2011 WEF
TTCI, Botswana ranks 134 (of 139 countries) in “Availability of Qualified Labor”, an even lower
ranking than 109 (of 124) in 2009.84 Yet the 2011 WEF TTCI also ranks Botswana 48 for overall
“quality of education system”.85 Clearly, the specific programs being provided for
hospitality/tourism are not up to the standards of other disciplines. While the number of training
institutions offering hospitality/tourism has increased in past years (to 8 public and 13 private
institutions), significant skills and knowledge gaps are still present. Graduates often lack skills
such as business management, problem solving, customer service, and tourism-related
technology. Commonly cited knowledge gaps relate to food & beverage service, environmental
conservation, and special interest areas such as birding. The training courses offered are still far
more theoretical than practical, attributable to a lack of adequate facilities. Indeed there are no
training institutions that are singularly focused on hospitality/tourism.86
The institutional shortcomings result in a scarcity of adequate Batswana candidates, particular at
the managerial and technical levels. Businesses are therefore compelled to hire foreign labor.
This practice is critical for businesses to meet the demands of their customers, particularly in the
high-end establishments. Yet it represents lost employment opportunities for Batswana and
reduces the competitiveness of businesses, which have to pay more for foreign labor. The
average foreign salary in the hotel and restaurant sector is 4.3 times higher than the average
citizen salary (1,759 pula vs 7,643 pula/month).87 The impact of government initiatives to
address this need – a two Pula per night bed levy that finances a tourism training fund – has been
limited by the lack of quality training institutions fact that the training is delivered by the same
institutions discussed earlier, which have limited capacity to prepare their students for the
industry. Another training fund, administered by the Botswana Training Authority (BOTA),
reimburses all types of business for costs associated with in-house training by accredited
organizations or individuals. Funds come from a small employee turnover tax paid by
businesses.88 Yet few tourism businesses participate, as the process for claiming reimbursements
an accreditation is extremely cumbersome.
WEF (2009, 2011) Travel &Tourism Competitiveness Index Country Profiles: Botswana, WEF, Geneva.
WEF (2011) Travel &Tourism Competitiveness Index Country Profiles: Botswana, WEF, Geneva.
86
Botswana Tourism Organization (2009) Training Needs Analysis of Botswana’s Tourism Industry. Study prepared by Deloitte,
Gaborone.
87
Republic of Botswana, Central Statistics Office (2011) September 2010 Formal Sector Employment, Gaborone. These statistics are
indicative of wage disparities, but salaries for the foreign workers and citizen workers cannot be directly compared because foreigners
generally fill more senior-level positions.
88
Botswana Training Authority (2011) Vocational Training Fund http://www.bota.org.bw/index.php?r=site/page&view=procedure
84
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Visas
While the lack of skilled local labor in some key areas creates the need to hire foreign labor,
obtaining visas for foreign employees has become even more difficult in the past few years. The
2011 WEF TTCI Botswana placed 123 (out of 139 countries) in “Ease of hiring foreign labor”.89
This represents a major challenge for businesses struggling to maintain the high quality standards
critical for success in a highly competitive industry.
With respect to tourist visas, Botswana has a favorable regime (ranking 29 of 139 countries for
“Visa requirements” in 2011 WEF TTCI),90 with citizens of 92 countries, including most key
source markets, do not need a visa to enter the country.91 A challenge exists in the processing of
visas for citizens of countries not on the list—which include several fast-growing source markets
such as China and India. Botswana tour operators say that some prospective clients are deterred
by the long processing time, which can stretch to two or three weeks. Some tourists interested in
including Botswana in regional circuits simply give up because of the time and difficulty
associated with visa procurement.
Conservation
Botswana has long been lauded for its strong wildlife conservation efforts, but important
challenges exist. In 2010 it won the prestigious Tourism for Tomorrow award for “Best
Destination Stewardship”,92 and the 2011 WEF TTCI ranks Botswana 6 (of 139 countries) in
“protected areas” and 27 in “quality of natural environment”.93 Yet, wildlife numbers in the
country have been decreasing significantly over the past several decades. In 2010, Elephants
without Borders conducted the most extensive wildlife aerial survey to date in the Okavango
Delta.94 They found “catastrophic” decreases in certain wildlife populations since the last survey
in 1996, including 95 percent for ostriches, 90 percent for wildebeest, 84 percent for tsessebe
antelopes, 81 percent for warthogs and kudus, and 66 percent for giraffes. Declines can be
attributed to drought, habitat loss, and increased poaching.
The situation is exacerbated by the thousands of kilometers of veterinary fences found throughout
the country. The fences, erected to control the spread of cattle diseases, fragment wildlife
populations and prevent seasonal migrations. As a result, wildlife suffers from decreased access
to food and water. Fences also cause death through entanglement and by making animals easier
prey for poachers.95
Coordination
Many of the issues discussed above can, at least in part, be attributed to a lack of coordination
among concerned government entities. The most pressing of these issues are land access,
training, visa processing, community tourism, and statistics collection. In some cases,
collaboration occurs on an ad-hoc basis and in others, not at all. Coordination is also sorely
needed at the destination level. No major tourism destinations have any structures through which
to promote dialogue and collaboration among government, private sector, civil society, and
community organizations involved in tourism. As such, opportunities for linkages, joint
marketing, data sharing, advocacy, clean-up/beautification campaigns, and other initiatives to

WEF (2011) Travel &Tourism Competitiveness Index Country Profiles: Botswana, WEF, Geneva.
WEF (2011) Travel &Tourism Competitiveness Index Country Profiles: Botswana, WEF, Geneva.
91
Republic of Botswana, Embassy of Botswana in the United States (2011) Countries that Do Not Require a Visa to Enter Botswana
http://www.botswanaembassy.org/index.php?page=countries-that-do-not-require-visa
92
Tourism for Tomorrow (2011) 2010 Winners and Finalists: Botswana Tourism Board
http://www.tourismfortomorrow.com/Winners_and_Finalists/Previous_Winners_and_Finalists/2010_Winners_and_Finalists/botswana
-tourism-board/
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WEF (2011) Travel &Tourism Competitiveness Index Country Profiles: Botswana, WEF, Geneva.
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Smith, D. (2011) “Drought and Poachers Take Botswana’s Natural Wonder to Brink of Catastrophe,” The Guardian, 6/18/2011,
London. http://www.guardian.co.uk/environment/2011/jun/18/botswana-natural-wonder-brink-of-catastrophe
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Mbaiwa, J. and Mbaiwa, O. (2006) The Effects of Veterinary Fences on Wildlife Populations in Okavango Delta, Botswana.
International Journal of Wilderness, Vol. 12 (3), pp. 17-23.
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improve the destination are lost.
Recommendations
Product Diversification
- Update and approve the tourism policy
The 2008 Tourism Policy document is highly regarded by DOT. While most of its
recommendations are still relevant, it should be updated to ensure it is aligned with the latest
industry trends and opportunities and vetted with relevant stakeholders. The final document
would then need to be championed by MEWT for swift approval by the Cabinet.
- Create circuits to attract independent travelers
With the assistance of Open Africa, a series of circuits should be strategically identified, based
upon the needs and interests of the fast-growing independent market (both FITs and RITs). Land
allocation for investors should be strategically aligned with the circuit creation effort. Given the
dependence of circuits on suitable road access, there may be a few areas where roads would need
to be improved, although, overall, the country’s network is good. (2011 WEF TTCI ranking of 44
out of 139).96 Such decisions would need to be studied carefully, taking into consideration their
potential environmental and aesthetic impact.
- Create a community tourism umbrella organization
International best practice suggests that an umbrella community organization, dedicated to
CBNRM or only community tourism, would be of great value. For communities to “buy-in” to
this organization, it is critical that they feel it directly represents their interests. While
BOCOBONET had previously played this role, it was broadly focused on all types of CBOs. A
more specialized organization is needed that would provide regular training and follow-up
technical assistance related to financial and organizational management, as well as in technical
areas such as accommodations training, food and beverage preparation, food hygiene, tour
guiding, etc. The organization would also facilitate joint marketing among members, provide a
platform for experience sharing among communities, and take on an advocacy role, allowing the
communities to speak with a strong, unified voice when dealing with government agencies. In
Botswana, there is a great opportunity to ensure that the organization is sustainably funded
through the National Environmental Fund (NEF), which was written into the 2007 CBNRM
Policy.97 The private sector could also potentially be called upon to contribute.
Branding & Marketing
- Create a Branding & Marketing Plan
A branding strategic plan needs to take into consideration high-yield target segments, most
notably the FITs. To capture the FIT segment, BOT would need to utilize new marketing
channels. These include electronic and social media outlets (thus the importance of improving
ICT services, see chapter 5), which are increasingly influential in the planning process of FITs.
Namibia is currently rolling out an innovative online media campaign with the help of the United
States’ Millennium Challenge Corporation (MCC) (see Box 2). Botswana’s Branding &
Marketing Plan should also include an in-depth analysis of how to capture key emerging
outbound markets, namely the BRIC countries (Brazil, Russia, India, and China) as well as South
Korea. Currently, these markets are primarily visiting well-established destinations in Europe,
the United States, and Asia. Yet over the next 5-10 years, they will begin to crave new
experiences and increasingly visit emerging destinations. Those countries prepared for these
markets stand to reap great benefits. In 2006, Botswana obtained Approved Destination Status
WEF (2011) Travel &Tourism Competitiveness Index Country Profiles: Botswana, WEF, Geneva.
Republic of Botswana, Ministry of Environment, Wildlife, and Tourism (2007) Community Based Natural Resource Management
Policy, Gaborone.
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(ADS) from China, a highly sought-after designation given that China is the world’s fastest
growing outbound market.98
- Produce more timely statistics to improve market intelligence
The amount of time DOT must wait for immigration statistics, estimated at nearly two years,
must be shortened significantly. Quicker access to key data will allow BTO to better understand
emerging trends, as well as gauge the effectiveness of marketing efforts.

Air Access
- Ensure greater competition on domestic routes
The government has invited domestic operators to submit Expressions of Interests for scheduled
domestic routes. Favorable conditions should be offered in order to elicit interest among the 13
companies currently offering non-scheduled service in Botswana. However, if none are able to
provide the service under conditions specified by the government, strong consideration should be
given to opening routes to foreign operators.

Box 2: MCC Tourism Program in Namibia
As part of the US$304 million in funding that Namibia is receiving from the United States’ Millennium
Challenge Corporation, around $67 million is for tourism support. Of that amount, roughly US$8 million
has been designated for marketing. One of the principal components is the creation and implementation of
an online marketing plan largely geared towards the North American market. Implementation will likely
include the following elements: Utilization of innovative destination marketing tools such as iPad apps,
digital travel planners, and GPS-integrated devices Building the capacity of the Namibia Tourism Board to
better understand the utilization of electronic and social media Developing a social marketing campaign
(through sites such as Facebook and twitter) in partnership with zoos to promote tourism and conservation
activities Developing and marketing itineraries that showcase locally developed and managed experiences
This campaign, to be implemented from 2012-2013, should significantly strengthen Namibia’s position
with the FIT market. It will also provide a good model which can be followed by regional competitors.

Sources: MCA (2011) and Solimar International (2011)

Encourage long-haul flights into Gaborone
Botswana has already signed bilateral agreements with over 20 countries, including India and
UAE. It should therefore aggressively pursue long-haul flights from carriers such as Air India
and Emirates. Luring these carriers would likely involve offering various incentives. The most
important of these would be fifth freedom rights, which allows carriers to fly between two foreign
countries on journeys that originate or end in the carrier’s home country.
Training
- Create hotel/lodge-based training school
The principal recommendation of the training needs analysis commissioned by BTO in 2009 was
that a “Tourism and Hospitality Center of Excellence” was needed to address the identified skill

Gabotlale, B. (2006) “Botswana to Benefit from Chinese Windfall,” Mmegi Online, 5/8/2006, Gaborone.
http://www.mmegi.bw/2006/May/Monday8/274371471408.html
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and knowledge gaps.99 It would have three components: 1) Training Safari Lodge, 2)
Hospitality and Culinary School, and 3) Mobile Training Unit. The training lodge, based in a
functioning facility in one of the country’s principal tourist areas, would focus on camp
management, safari guiding, and conservation. The hospitality and culinary school should be
attached to a real hotel, or at least be based in well-equipped training facilities that allow for
practical, hands-on learning (e.g. the Francistown College of Technical and Vocational
Education). Finally, the mobile training unit would travel across the country providing short
courses and seminars and training skills (for in-house trainers).
All of these suggestions have great merit. They would not only help fill major gaps, but could
help establish Botswana as a regional tourism training hub. A recommendation to establish the
training school was forwarded to the government after the study was released but shelved due to
insufficient funds. The proposal is reportedly being studied again through the Botswana
Education Hubs initiative. If the school is approved, there are some hospitality/tourism training
institutions models in the region that could be utilized. It may even be possible to bring in one as
a partner, either on an advisory basis or through a deeper partnership. A few possibilities would
be Kenya Utalii College or Cape Technicon Hotel School.
- Streamline BOTA training fund reimbursement process
In order for this potentially valuable program to be accessed by the private sector, the
reimbursement process must be made more efficient. Additionally, a transparent process must be
put in place to ensure that qualified in-house trainers can become accredited. This will serve as
an incentive for companies to utilize in-house trainers, which can have a profound impact on
service quality.
Visas
- Reduce restrictions for work visas
As discussed earlier, current gaps in local labor create the need for some foreign labor. If a
hospitality/ tourism training school is created, this could eventually eliminate the need to employ
foreign staff. However, this will not happen immediately. Therefore enabling qualified foreign
staff to come in the short to medium-term is still critical for the industry to be able to maintain the
high standards required by its clientele. Foreign staff should be considered a training resource
for building local capacity.
- Streamline tourist visa applications for key emerging markets
Reducing the processing time for tourist visa applications to one week will remove an important
deterrent for some prospective tourists. With sufficient manpower and efficient processes, one
week should be enough time to adequately vet tourist visa applications. Streamlining visa
applications will also help stimulate intra-regional travel, as some tourists planning trips through
Southern Africa now bypass Botswana due to visa delays.
- Continue effort to establish common SADC tourist visa
In 1998, all SADC countries signed the Protocol on the Development of Tourism, which called
for the establishment of a common “UNIVISA”.100 Yet development of the program has stalled
for many years and seems a long way off. A special effort could therefore be made to improve
ease of access between the Botswana, Namibia, Zambia and Zimbabwe. The introduction of a
single, special tourist visa that could be approved and purchased in advance of the visit at a
foreign office of any of the f countries and that will provide access to all these countries.
(BIDPA/World Bank, 2005)
99
Botswana Tourism Organization (2009) Training Needs Analysis of Botswana’s Tourism Industry. Study prepared by Deloitte,
Gaborone.
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Conservation
Continue fence removal to protect dwindling wildlife populations
Increasingly cognizant of the detrimental effect of fences on wildlife populations, the government
has removed several fences in the past few years. Studies have shown that removal of these
fences has led to relatively fast regeneration of key species. In light of recent studies indicating
alarming rates of decline of some species, the government needs to take a harder look at its
fencing policy, considering optimal land use options across the country. In considering which
fences may be removed, several areas should be prioritized: First, the wildlife corridor between
the southwest part of the Makgadikgadi Pans National Park and the Central Kalahari Game
Reserve could be restored through strategic fence removal; this would not only help spur
increases in wildlife populations, but also open new tourism opportunities that will create local
jobs and further diversify the country’s tourism offer. Two other priorities for removal would be
fences around the Okavango panhandle and those between Botswana and the Caprivi Strip, which
cut off wildlife migration that extends into Angola.
Coordination
- Form Integrated Tourism Planning Committee
Creation of this high-level committee across key ministries and departments will help signal that
tourism is a national priority. The objective of the committee would be to ensure broad
government coordination. It would be useful to form technical sub-committees that allow for
ongoing collaboration in areas that have been previously discussed in this document. Potential
sub-committees are listed in Table 3. It would be essential to include private sector representation
in these committees.
Table 3: Potential Tourism Technical Sub-Committees
Issue
Land Access

Relevant Tourism Body
BTO

Statistics
Collection
Visas

DOT
DOT

Training

BTO, DOT

Community
Tourism

BTO, DOT

Other Relevant Government Bodies
Department of Lands, Department of Environment
Affairs, Department of Wildlife and National Parks
Department of Immigration and Citizenship, CSO, Bank
of Botswana
Department of Immigration and Citizenship, Department
of Labour and Social Security
BOTA, Ministry of Education and Skills Development,
Botswana Education Hub
Department of Wildlife and National Parks, Department
of Environment Affairs, Department of Lands,
Department of Local Government Planning, Department
of Forestry and Range Resources, Department of
National Museums and Monuments

- Create local destination management committees
These should include representatives of the local government, private sector, communities,
relevant NGOs, and local tourism training institutions, in addition to local DOT or BTO branches.
Logical pilot areas would be the Okavango Delta (based in Maun) and Chobe (based in Kasane).
Collaborative efforts might include: private sector (perhaps with the public sector) undertaking
joint marketing campaigns; private sector better linking with community tourism enterprises;
members of the private sector sharing data; private sector working with training institutions to
help make curricula more relevant; private sector; businesses jointly organizing specific training
courses for employees; joint advocacy campaigns. At some point, the committees could evolve
into Destination Management Organizations (DMOs), which generally have paid employees and
an annual budget for activities such as marketing and training. This would increase effectiveness
of destination initiatives, but also entail payment of annual membership fees.
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Chapter 6: Promoting Exports to Spur
Diversification
Botswana’s export pattern is unusual for a middle income country in three respects:
comparatively few firms export, these exports reach only a relatively few markets and the
survival rate of new exports in foreign markets is on average unusually low. Only 10 percent of
firms export any products at all. Botswana sells in only 2 percent of markets that import its
products. And only 40 percent of its exports survive into a second year. Improving these
statistics fall in large measure on the shoulders of the export promotion agencies.
Export promotion agencies confront several challenges. At present, Botswana has nearly a dozen
agencies whose mandate is, directly or indirectly, related to export diversification. Coordinating
them is one challenge. A second challenge is establishing the right balance of public
interventions moving through the export chain – from supporting firms in the export readiness
phase, through market penetration, to survival and growth. This is difficult because the export
base outside of minerals is small and comprised mainly of small firms. A third and fourth set of
challenges concern trade financing and the revamping of the logistics networks. SEZs may
contribute to solutions in the long-term, but are not a panacea. Rather, policy adjustments – and
institutional reforms in all of these dimensions - can raise the productivity of public investments
in export promotion, and be requited with greater productivity gains for the economy.
Export Promotion Institutions
Botswana Export Development and Investment Authority (now BITC)
The Botswana Export Development and Investment Authority (BEDIA) is the main institution
responsible for export promotion in Botswana. BEDIA was established in 1997 as an autonomous
agency of the Ministry of Trade and Industry, with a joint public and private sector board. Its aim
is to “encourage, promote, and facilitate the establishment of export-oriented enterprises”.
BEDIA has responsibility for investment promotion and aftercare, export promotion (including
developing new exporters and helping existing exporters to expand), and policy advocacy. As
part of its role it also develops and rents industrial facilities (factory shells) for use by domestic
and foreign investors. Finally, BEDIA has recently been given responsibility to manage “Brand
Botswana”, the nation-marketing effort, which aims to promote Botswana as a place to invest,
visit, work, and live. In 2012, BEDIA merged with IFSC to become the Botswana Investment
Trade Centre (BITC).

Within BEDIA’s portfolio, export promotion has a relatively prominent position, judging by the
resources devoted to it (see Table 1). While in 2010, BEDIA devoted substantially higher
resources to investment promotion than export promotion, this was largely due to its inability to
spend according to budget plans for the Enterprise Development Program. In 2009 the
expenditure on export and investment promotion was much the same. Moreover, including the net
expenditure on the Global Expo – BEDIA’s annual business-to-business marketing exhibition –
arguably BEDIA devotes the largest share of its budget to export promotion.
Aside from the Global Expo, BEDIA’s export promotion efforts consist of two main activities:
traditional export promotion and export enterprise development. Traditional export promotion
focuses on raising awareness among non-exporters and existing exporters of export opportunities
in key markets and helping to facilitate exports through market information, contact creation, and
guidance in establishing export relationships. This happens mainly through trade exhibitions and
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inbound / outbound contact promotion missions. At the moment, these activities remain the
mainstay of export promotion efforts in Botswana, and receive the majority of BEDIA’s export
promotion budget (more than 80% in 2010, although it was only around 65% in 2009). While
export promotion missions included Europe and the US, 7 of 11 export promotion missions
conducted in the past two years targeted SADC countries.
Table 1: Summary of BEDIA financial statement
Total Revenue
Of which govt grant

2010 % revenue
92,288,260
76,840,832
83%

2009 % revenue
75,914,454
51,612,911
68%

Expenses
Investment promotion
Export promotion
Aftercare
Public relations
Research
Staff
Global Expo
Administration
Other*
Total
% of govt grant
% of revenue

2010
3,284,761
1,371,473
39,309
2,518,636
1,448,383
22,396,836
6,726,652
11,923,187
2,791,963
52,501,200
68%
57%

2009
3,456,864
3,047,286
40,336
3,151,800
5,758,579
18,925,863
8,118,315
9,890,669
2,591,601
54,981,313
107%
72%

6%
3%
0%
5%
3%
43%
13%
23%
5%

6%
6%
0%
6%
10%
34%
15%
18%
5%

* Depreciation, amortization of intangibles, and foreign exchange loss
Source: BEDIA Annual Report (2010)

The other platform of BEDIA’s export promotion is its Export Enterprise Development Program
(EDP). This program responds the need for deeper attention to the export development challenge
in Botswana: beyond simply raising awareness and promoting potential and existing exporters,
there is a need to focus on building enterprises that have the capability to compete in export
markets. Outlined in the National Export Strategy, EDP focuses on helping pre-selected
companies gain practical experience in improving productivity and innovation, including in
production, design, standards packaging, and other aspects of the business; and only after this, to
start developing strategies and tactics for entering export markets. The program is mainly targeted
to the manufacturing sector. BEDIA targets firms with at least ten staff that are deemed to have
the potential to grow from micro-level to small-medium level and have expressed a particular
interest in exporting (e.g. by participating in trade fairs). An extensive pre-program audit is
undertaken to identify the specific needs of these firms.
International Financial Services Centre
The International Financial Services Centre (IFSC) is responsible for investment and export
promotion in Botswana’s second main services sector. Established in 2003 and armed with a
generous set of incentives, including reduced corporation tax (15%), exemption from capital
gains and withholding tax, and zero-rated VAT, the IFSC aims to establish Botswana as an
offshore financial and business services hub (see Chapter 2). Prior to IFSC, BEDIA had at least
nominal responsibility for promotion of the financial services sector (although in practice there
was limited focus on this sector).
In 2010, a decision was taken to merge IFSC and BEDIA to consolidate investment promotion
activities and improve coordination. In 2011, government formalized the merger in a law creating
the establishment of the Botswana Investment and Trade Centre (BITC). A merger taskforce has
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been established, and a study has been initiated to determine the organizational design of the
future institution. However, decisions about leadership and operating model have yet to be made,
and so BEDIA and IFSC continue to operate with very different organizations strategies. The
IFSC relies largely on a small internal team, with most technical support outsourced, while
BEDIA manages most of its activities through its own staff.
Botswana Tourism
The Botswana Tourism Organization (BTO) plays the role of the investment and export
promotion agency (as well as the regulator101) for the country’s largest services export sector –
tourism. The agency was established by an Act of Parliament in 2004 (but was only operational in
2006) in order to complement the activities of the Ministry of Environment, Wildlife and Tourism
– specifically to be able to serve the sector in a quicker and more customer-focused way. BTO
has a mandate to address marketing and positioning of the country for the tourism segment, and
investment promotion. Prior to BTO’s establishment, BEDIA maintained responsibility for
promotion of the tourism sector.
The bulk of BTO’s activities to support exports are focused on traditional promotion, such as
subsidizing stands at exhibitions. Like BEDIA, however, BTOO is looking to provide greater
support to enterprise-level competitiveness. Recent seminars with tourism SMMEs have
identified that the challenges they face are similar to those in the industrial sector – in this sense
they are not tourism-specific concerns but rather issues with general managerial, marketing, and
commercial skills. According to BTO, until recently LEA had specific programs to support the
SMME sector, but their focus has shifted much more toward agriculture so there is now a gap in
the support to tourism SMMEs. As yet, however, BTO has no program in place like BEDIA’s
EDP and it lacks the resources to invest in such a program.
Botswana Export Credit Insurance
While export finance instruments (e.g. working capital, pre-export loans, and letters of credit) are
available through commercial banks in Botswana, the main export finance institution is Botswana
Export Credit Insurance (BECI). Established as a company in 1996 through Botswana
Development Corporation (BDC), BECI’s objective was to support the export-enabling
environment by providing insurance against counterparty and political risk (mainly to clients in
the garment sector). Following the phase-out of the FAP program (whose beneficiaries were
largely in the textile and garments sector), however, BECI’s export customers declined
significantly. As a result BECI expanded its offering to the domestic sector; now, a minority of its
customers is exporters – a handful of packaging and metals products companies selling mainly
into South Africa and Namibia.
Other institutions with export promotion roles
Several other institutions in Botswana have some role to play in supporting the export sector,
although they may not have a specific export mandate (Table 2).

Promotion Challenges Across the Export Chain
To assess the effectiveness of Botswana’s efforts to promote diversified exports, Figure 1
presents a simplified three step chain of export development: i) pre-export readiness: the process
by which a firm reaches the point of growth and productivity that exporting becomes a realistic
opportunity; ii) market penetration: the process by which a firm first enters into the export
market; and iii) survival and growth: the process by which firms maintain their position in export
101

In the sense that BT provides quality assurance through the grading of tourism venues and operators.
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markets and introduce new products and/or enter new markets. What is clear is that Botswana’s
exporters (and therefore, its export promotion institutions) face significant challenges in all three
phases of the export chain. These challenges are both structural and policy induced.

Table 2: Overview of secondary institutions involved in export promotion102
Government agencies
Local
Enterprise
Authority (LEA)

Role

Relevance for export
promotion

Promoting
entrepreneurship
and enterprise development in
SMEs through business support
and technical assistance

Enterprise
Competitiveness
Development Strategy has
“promoting exports” as one of
its aims; has an “export
promotion program”
Among objectives, identifies
provision of financing through
equity credit guarantees for
establishing a presence in
foreign markets
Services to exporters to meet
international quality standards;
also set standards for imported
inputs

Citizen
Entrepreneurship
Development
Agency (CEDA)

Subsidized
financing
citizen-owned firms

Botswana Bureau of
Standards (BOBS)

Responsible for standardization
and
quality
control
in
Botswana

for

Autonomous, government-owned agencies
Botswana
Autonomous,
governmentDevelopment
owned investment company:
Corporation (BDC)
industrial,
commercial,
agribusiness, and services
investments
Botswana National
Parastatal
focused
on
Productivity Centre
improving competitiveness of
(BNPC)
public and private institutions
through training, research,
information, and technical
assistance
Industry representative bodies
Employers association, with
Botswana
large
membership
base;
Confederation
of
represents interests of business
Commerce,
to government, trade unions,
Industry,
and
and other stakeholders
Manpower
(BOCCIM)
Botswana Exporters
Private business association
and Manufacturers
representing mainly SME
Association (BEMA)
exporters and manufacturers

Most investments depend on
exports for viability – involved
in
major
export-oriented
investments (e.g. float glass
factory)
No specific role, but Enterprise
Support Services has similar
role to some of BEDIA (as
well as LEA and CEDA)
technical support

Services
to
support
diversification and exporting,
including
training
and
organizing
trade
and
investment missions
Services to exporters include
assistance
in
registration,
market
and
technical
information, training, and
consultancy

Pre-export readiness: small firms thrown in at the deep end?
Recent research has shown that exporters are significantly more productive than domestic firms
(e.g., Bernard and Jensen, 1999; Melitz, 2003). While some of this productivity arises from
learning in export markets, these studies argue that in most cases productive firms “self-select”
into exporting. The normal progression is that a firm grows and becomes increasingly productive
102
“Secondary” refers to the fact that these institutions have a role to play in export promotion, but it is not their primary focus, in
contrast to BEDIA, Botswana Tourism, IFSC, and BECI, who have mandates focused on exports and investment.
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by competing in its domestic market and then reaches a point where it can compete in global
(usually first, regional) markets. But clearly not all domestic markets offer the same scope for
nurturing firms to become competitive. This is particularly the case in countries – like Botswana
– with small domestic markets. Among the important determining factors in productivity is scale.
On the way to growing to reach productive scale, Botswana’s firms soon reach the limits of the
local market. This gives SMEs an incentive to start exporting, but it also means they are forced to
enter export markets at an earlier stage than would companies with a much larger domestic
market to exploit (e.g. in South Africa). Thus, they face the challenge of going up against
globally competitive firms in export markets when they are still at a relatively small stage of
development. As Figure 2 indicates, nearly 90% of operating firms in the formal sector in
Botswana have less than 30 staff. Even with its small share of exporters, this indicates that a
significant number of firms with less than 30 staff (still SMEs) are exporters.
Figure 1: Acute challenges across the export chain
(Pre-) Export
Readiness

• Incentive to export
• Domestic market scale and firm size
• Productivity challenge

Market
penetration

• Small and narrow existing base offers
little potential to leverage success

Survival and
growth

• In addition to firm-level productivity
challenges, new exporters face
constraints in key areas like finance and
trade logistics

Source: Author

The implications of having a large share of small firms entering into the export sector is that they
are more likely to struggle to survive, much less expand, in export markets. Indeed, they are
particularly vulnerable in the first few years of exporting. Figure 3, which shows the three-year
survival rate of Botswana’s exporters segmented by size103, illustrates this challenge starkly.
Botswana’s largest exporters have survival rates above 70%, on par with countries like South
Africa and even OECD countries. By contrast, the large majority of exporters (mainly SMEs)
have survival rates of around 30% - i.e. less than one in three of these firms remain an exporter
after three years.
Figure 2: Firm size distribution in Botswana
>100

2%

50-99

3%

30-49

6%

5-29

42%

<5

47%
0%

10%

20%

30%

40%

50%

Source: Author’s calculation based on data from World Bank Enterprise Surveys (2010) and CSO
(2005 Industry Census)
103
While there are no data matching firm size (e.g. employees or assets) directly with export volumes we proxy this relationship in
Figure 3 by segmenting exporters based on the size of exports. Three groups of exporters are shown here: the top 5% of exporters;
exporters in the5th to 20th percentile; and the remaining 80th percentile (i.e. the rest).
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Figure 3: Survival rates for Botswana’s exporters – segmented by size
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Source: Author’s calculation based on Botswana customs data

The SMME sector in Botswana has deep gaps in its competitiveness. According to the World
Bank (2011), Botswana’s SMMEs face serious constraints in terms of access to finance, skills
shortages, and construction-related infrastructure. Another recent study which surveyed more
than 300 SMMEs for LEA (LEA, 2009) suggested that while many firms required basic business
knowledge and systems, including strategic planning and financial management, even those that
had such systems in place faced significant structural hurdles to growth and export participation.
Market penetration: little leverage from the existing base
Even assuming firms are productive enough to be considered “export ready”, they face significant
challenges in entering export markets. Exporters not only face tangible costs of packaging,
transport, and possibly tariffs and standards, but they also face significant “information costs” in
starting to export. For example, they must learn about the product and service preferences of
export markets and the procedures for packing, shipping, and dealing with all trade-related
paperwork; they must also locate and negotiate reliable business partners and arrange financing
for the shipments. All of these impose risk and costs for exporters – what are traditionally
referred to in the trade literature as “fixed costs of exporting”. An important finding from the
recent research on firm-level export performance in Africa (Cadot et al, 2011) is that the
likelihood of firm entry and survival in export markets is strongly linked to having an existence
base of firms from the same sector selling in the same market. This is because much of the
information learned through “pioneer” exporters benefits future exporters, lowering the fixed cost
of market entry.
In Botswana’s case, export market penetration is made more difficult by the fact that it lacks a
broad and deep base of exporters, thus offering little opportunity to lower fixed costs through
information spillovers. According to customs transaction data, just 1,866 firms exported, mostly
on a smalls scale. Only 537 (non-diamond) firms exported an annual value of more than
P100,000. More importantly, these larger exporter are concentrated in commodity areas that
operate largely outside the existing trade promotion channels. As illustrated in Figure 4, more
than 60% of goods and services exports are in diamonds and ores. Outside of minerals, the
largest goods exports are in clay, lime, and salt-related products (mainly from Botswana Ash),
which operate based on commodity contracts, and beef, which is exported through an
independent marketing channel (BMC).
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Hausmann and Klinger (2010) analyze this same problem in terms of the “product space”. They
note that Botswana’s production structure concentrated in mineral clusters is less conducive to
easy adaptation of firm skills and capabilities to similar products than that of other, more
diversified middle-income countries.
Exports other than minerals include textiles (a sector widely seen to be in terminal decline) and a
collection of small, “eclectic” exporters (Grynberg, 2011) which are sold almost exclusively to
the South African market and encompass a handful of firms who appear to have managed to
compete in export markets across a wide range of different, often niche, products. This export
base appears to be driven more by firm-specific characteristics than by any comparative
advantage that is inherent to Botswana. In fact Grynberg (2011) points out that the successful
non-traditional exporters are actually selling products that would seem counterintuitive to anyone
with knowledge of Botswana: boats (in a landlocked country); foam (in high transport cost
environment); furniture (with limited access to wood); chewing gum (with no local production of
any inputs).
Figure 4: Narrow sectoral scope and idiosyncratic exporters

?
Services
26%

9

Other goods
Electr dist equip
7%
1%
Apparel and footwear
1% Beef
1%
Clay, lime, salt
2%

X

X
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Source: Author’s calculation based on data from Comtrade and UNCTAD

This product structure makes the task of export promotion institutions that much more difficult.
The first set of large minerals exporters needs little assistance, but also has relatively limited
potential to pull along other exporters with them. The second set of existing exporters,
encompassing mainly beef and garments is facing existential crisis. The third set of “eclectic”
exporters is also struggling to remain competitive in export markets, and appears to offer little
scope for replication, either by other companies in the same sector or by exporters more widely.
Thus, rather than focusing on broadening and deepening export penetration in existing strong
sectors, export promotion institutions will be forced to put additional attention to assisting not just
new firms, but entirely new (or relatively undeveloped) sectors to enter export markets.
Survival and growth: structural and policy-induced challenges to export
competitiveness
Finally, once firms are established in export markets, the challenge is to maintain and grow their
position, both at the intensive margin (selling more of the same products to the same markets) as
well as expanding at the extensive margin (introducing new products and/or entering new
markets). Here, Botswana’s exporters face not only the structural problems outlined previously in
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this section, but also policy-induced ones. A wide range of constraints to export competitiveness
are discussed in other chapters of this report; here we focus briefly on two that tend to have a
significant impact even on established exporters: trade finance and trade logistics.
Trade Finance- Working Capital
As indicated in the National Export Strategy, getting access to working capital loans at a
reasonable rate seems to be problematic. One exporter reported that an audit of the CEDA
program found that in virtually every case, working capital needs were significantly
underestimated. And as BEDIA describes trade finance as an issue that has been “overlooked” by
Botswana’s trade support institutions – none of the development finance organizations (including
BECI and the National Development Bank) provide working capital loans, and rates from
commercial banks can be as much as 10% above the prime rate, with high collateral requirements
for small firms. Moreover, commercial banks are seen to have little appetite for the
manufacturing sector and little understanding of the needs of the agricultural sector, the two main
channels for export-oriented diversification in Botswana.
Box 1: The OSEG Group: BPO pioneer for Botswana or another eclectic exporter?
The OSEG Group started in 2003 with only four staff as an outsourced collections service for the mobile
phone operator, Masscom. In 2005, they decided to expand their range of “front end” services to include
outbound and inbound call centre activities, picking up contracts with a range of banks and mobile phone
operators. Since then, OSEG has expanded rapidly and now employ 150 staff in Botswana. They have also
expanded their service offering beyond traditional BPO to include financial services for SMEs, including
factoring services.
Recognizing the limited size of the local market, OSEG has in recent years begun to take steps to
participate in export markets. In 2009, they set up a call centre in Namibia in 2009, which now employs 50
staff and services the Namibian market – they are also looking to use the Namibian base to target call
centre business from German firms in Europe. Similarly, OSEG has begun to pursue potential opportunities
of taking on business (in its Botswana base) for clients in the UK, US, and Germany, although the high cost
of IP telephony in Botswana restricts this potential at the moment. Finally, OSEG has been in discussions
about the possibility of establishing a fairly large joint-venture call centre in the Northwest Province of
South Africa.
OSEG is exactly the kind of firm that Botswana hopes to see replicated many times over. Started by a local
entrepreneur – Majakathata Pheko – with some seed funding from CEDA, but taking the initiative to invest,
grow and seek out regional and global market opportunities. Most importantly, OSEG represents the
potential to create moderately skilled employment opportunities for young people in Botswana.

BECI’s insurance product is used primarily as a substitute for letters of credit (L/Cs) by smaller
exporters trying to break into markets through new export relationships, partly to cover risk and
partly to avoid having to request that (usually much larger, South African) buyer sets up an L/C.
However, even among the limited export base in Botswana, take up of export credit insurance is
low, and of its newer factoring product, much lower104. This is in part due to the perception of
high cost (usually around 1.5% for insurance). More importantly, however, BECI feels there is
insufficient promotion of the product by commercial banks, who could package it to mitigate risk
in their working capital loans. Similarly, they note the need for more institutionalized cooperation
with BEDIA to promote trade finance instruments – they note that at the moment “the
appreciation of the product comes with individual officers, but it is not institutionalized."
Trade facilitation
Transport costs and time have long been identified as among the most important constraints to
competitiveness for Botswana’s non-minerals exporters. Botswana’s distant location from
market, its landlocked status, and its lack of scale not only raise transport costs, but make delivery
reliability difficult to guarantee. The structural problems with transport are aggravated by
104

Note that factoring is a relatively new product in Botswana, but aside from BECI it has also been introduced by the OSEG Group.
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inefficient border operations, and in particular by restrictions (both in policy and de facto105) that
prevent efficient regional transport operations.
The poor transport environment has significant implications for the potential for Botswana’s
firms to be competitive in many export sectors. For example, in the apparel sector, Botswana is
increasingly unable to compete on price with competition from Asia. Maintaining a competitive
edge in this market requires quick, reliable delivery. But Botswana’s location and its difficult
transport environment means it tends to lose out in this market to North African and Eastern
European suppliers in Europe and Caribbean suppliers in the US.
Effectiveness of export promotion: performance and constraints
BEDIA’s performance: doing the right things but not getting results
For export promotion, BEDIA seems to be following established international practice in terms of
their market and sector focus, the management of their resources, and the delivery of their
services. BEDIA puts significant effort into providing market information and to developing indepth training modules for exporters. On both of these activities, exporters report satisfaction
with the services BEDIA provides. The increasing emphasis on building enterprise
competitiveness is also in line with global best practices and, more importantly, with the needs of
Botswana. Tactically, BEDIA is making relatively effective use of their embassies to leverage
their reach into global markets, bearing in the mind the need to focus on markets where
investment and exports are most likely. No doubt, there are areas in which BEDIA could improve
their tactics and delivery; for example, in developing contacts for trade missions and in postmission follow-up. The main concerns raised about BEDIA is that there is a gap between their
efforts at setting up trade missions, which they are seen to do effectively, and actually facilitating
quality leads on the ground. But by and large, BEDIA’s implementation is appropriate to its
objectives.
For investment promotion, reviews are mixed. Many new and potential investors question
whether BEDIA is able to deliver on what it promises. In this context, one of the key challenges
for BEDIA is its lack of authority to fulfill its role as a “one stop shop”. At the moment, BEDIA
has been given this responsibility, but lacks the authority to compel other ministries and agencies
to comply – indeed, they can simply facilitate approvals but have no mandate to actually make
decisions.
Finally, one of the limitations of BEDIA from a diversification perspective has been its almost
exclusive focus on the manufacturing sector. Certainly, BEDIA would bring services sectors
along on its external missions, but it had no expertise or focus on these sectors. Until the recent
(ongoing) merger with IFSC, most of the main service sectors were the responsibility of other
agencies: tourism under Botswana Tourism, finance and business services under IFSC, and
knowledge-intensive services recently being picked up under the Innovation Hub. Thus, the scope
of services activities that remain tend to be narrow and include sectors that are unlikely to be
major sources of exports or FDI.
Despite BEDIA’s efforts and the generally positive view of their performance, as the data on
export trends shows, their success has been limited; this is evident in the discussion and statistics
presented in Chapter 1 and recounted in the introduction to this Chapter. Seen from a different
perspective, the amount of non-mineral exports per US dollar of export promotion expenditure106
is relatively low (Figure 5).
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including restrictions on third-party cabotage, inspections, and police stops in South Africa.
Note that the figure for export promotion expenditure is estimated based on BEDIA’s 2010 Annual Report (see Table 1). It takes a
conservative estimate that approximately one-third of BEDIA’s budget (including staff, administrative, and overheads) is devoted to
export promotion and two-thirds is devoted to investment promotion. In fact, in previous years the split have been closer to 50/50
between the activities.
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The panel in Figure 5 shows a wide range of export promotion efficiency, ranging from just over
US$200 in Zambia to almost US$3,000 in Peru. The global average based on the World Bank’s
export promotion survey (Lederman, Olarreaga, and Payton, 2009) is around US$900 for all
exports, which translates to around US$750-800 of non-mineral exports. In this context,
Botswana compares relatively poorly at US$558.
Figure 5: Non-mineral exports per US$ export promotion expenditure
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Export Promotion Agencies in Latin America and the Caribbean: An
Institutional Portrait

Limited capacity and technical expertise hamper delivery of support
One of the critiques from industry of both BEDIA and LEA is that they lack the technical
expertise, in particular the sector knowledge, to deliver effective enterprise support. While this is
seen to be the case across the board, it is particularly felt outside the agricultural sector, and most
acutely in services sectors. In the case of LEA, there have long been complaints that its officers
are too young, and lacking both sector specific knowledge as well as general business experience.
The result is thought to be a bias toward providing basic support in business plan development for
micro entrepreneurs, over working with established firms to help them grow to a stage where they
may be ready to start planning for exports. In the case of BEDIA, only two staff are dedicated to
the EDP program internally. This may not necessarily be a major hindrance, however, as BEDIA
has relied on using external expertise with very specific technical knowledge, while BEDIA staff
plays mainly a coordinating role. The approach has in fact been perceived as a real strength of
BEDIA relative to the LEA approach.
One implication of this is, of course, that significantly more resources need to be made available
to fund external consultants and service providers (perhaps through a reallocation of existing
export promotion budgets). Aside from resources, a challenge is the lack of sufficient expertise in
the local business development services (BDS) market to deliver the specific expertise required.
Lack of coordination hinders effectiveness and efficiency
Because of the large number of institutions dealing with export promotion, overlapping
institutional mandates, and the low density of the potential exporter base, coordination is a
challenge. Coordination has been effective where institutions recognize each other’s relative
technical strengths. In this context, most institutions report that they have developed an effective
working relationship with BEDIA, at least with regard to BEDIA’s investment promotion role.
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For example, BTO relies on BEDIA for “awareness raising” for investment promotion; and BDC
and the Agriculture Hub both report working closely with BEDIA to identify investment
opportunities and facilitate investment partnerships.
The ongoing process to merge IFSC with BEDIA will at least help to consolidate the institutions
that have a pure investment and export promotion mandate. At the same time, however, the
Diamond Hub and the Innovation Hub are building separate, sector-specific institutions whose
primary role will be investment and export promotion; so the existence of parallel institutions is
being replicated. It is quite possible that similar institutions will be built up as part of the
development of other of the hub initiatives. The future development of SEZs may result in yet
another regulatory and promotion institution.
In the area of enterprise and export development, BEDIA, LEA, and CEDA all provide enterprise
support services, and all claim to have at least some mandate or interest in supporting exports.
According to reports from firms, each has little idea of what the other agencies are planning and
doing. For example, Botswana Tourism complained that CEDA was granting funding to tourism
SMMEs without BTO even being aware of the applications. Similarly, CEDA, LEA, and the
Ministry of Agriculture’s extension services are all aiming to provide similar services to smallscale farmers. While MOUs are in place across many of the public sector institutions delivering
business development services, in most instances they are apparently not being enforced and no
measures were being taken to make strategic use of one another’s resources (LEA, 2009).

Special Economic Zones: Can They Help?107
The government has contemplated setting up SEZs since 2008. While industrial parks and
factory shells exist throughout Botswana, including those run by private developers, BDC, and
BEDIA, the country has yet to set up an SEZs. There is also no legal or regulatory framework
through which to support such zones. Nonetheless, The National Export Strategy provides for
“economic laboratories” to be set up in SEZs. BEDIA has been given the role of Authority of the
proposed SEZ on an interim basis.
For the SEZs to make a difference, they would need either to reduce significantly input costs or
offer a substantial fiscal incentive. Assuming exports are for SACU markets, Botswana will not
likely be able to reduce costs by eliminating duties or VAT on inputs. Reducing transport costs in
any substantial way is also unlikely. If the zones were able to build a significant agglomeration
of manufacturers, then availability of local inputs and the creation of two-way logistics flows
would reduce both input and transport costs, potentially making the argument for manufacturing
in Botswana more compelling. But Botswana would have to lower costs to sufficiently to
become competitive with Lesotho, Swaziland, and Mozambique.
That said, an SEZ might help Botswana develop niche markets in high value to weight ratio
manufacturing, services associated with a regional transport hub, minerals beneficiation,
corporate headquarters, or even for agriculture and its services if land use constraints could be
overcome. But to be successful in any one of these activities, Botswana has to be willing to
experiment with several investment climate reforms. These could include, for example,
loosening the restrictions on land, speeding up trading licenses, providing more flexible work
permits for skilled foreign workers, improving speed of construction permits, and providing
access to world class telecommunication and electricity supplies at prices more competitive than
in the rest of SACU. To date, the government has yet to design a strategy for SEZs, decide on
the nature of policy experimentation, or formulate a draft law for their implementation. In the
next section, we suggest policy options for doing so.
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See Thomas Farole “Assessment of Special Economic Zones in Botswana” November, 2011 for a more extensive discussion of
SEZs and their prospective role in Botswana.
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Policy Options to Improve Effectiveness of Export Promotion
To improve the effectiveness of Botswana’s export promotion, the government may wish to
consider several options. These include:
Support the strategic shift of BEDIA to new sectors beyond manufacturing, specifically
embracing services and agriculture. Manufacturing has long been at the heart of Botswana’s
diversification efforts, but this strategy is increasingly being called into question. Agribusiness,
services, and minerals beneficiation are now much higher on the agenda. This will have
implications for BEDIA, which has spent a decade building up some expertise in the
manufacturing sector and has, over this period, essentially surrendered its role in the services
sector to other organizations like IFSC, Botswana Tourism, and the Innovation Hub. Indeed, the
process is already beginning, with the agreed merger of IFSC and BEDIA to form the BITC. But
like any merger, the decision to combine organizations is just the start of the process. Within the
services sector, it will also require the new organization to go beyond the scope of the former
IFSC to embrace a range of potentially exportable services sectors. As part of this, it will be
important for the new organizations to establish close, formal working arrangements with the hub
initiatives. Delivering sector-targeted strategies will also require developing effective working
relationships with sector-specific institutions (especially private sector associations), where these
exist. International best practice in export promotion shows that export promotion strategies and
activities are normally developed in close collaboration with industry bodies.
Shift and expand resources to scale up the Export Enterprise Development Program
(EDP) to provide greater support to improving competitiveness for incipient exporters. BEDIA
has correctly recognized the limitation on the existing export base, and has rightly opted to start
further up the export promotion value chain. Resources devoted to the EDP remain limited.
Within BEDIA, aside from the Global Expo, traditional trade promotion activities – i.e. inward
and outward trade missions – absorb the majority of the export promotion budget. Even in 2009
(a more normal year) traditional activities accounted for around two-thirds of the budget, while
EDP accounted for only one-third in 2009 and less than 20% in 2010. It makes sense to shift
greater resources to this “front-end” of the export promotion chain (see Figure 6) and perhaps rely
on greater cost-sharing from firms in later stages of the chain.

Share of government
co-funding

Figure 6: The export promotion chain and government support
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While BEDIA spent BWP 1.1 million on the program in 2009, it was able to disburse only 15%
of that level in 2010. This is because of the 15 companies that enrolled in the program, only six
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ultimately participated, despite the fact that there are no direct cost implications for the
participating firms. Clearly, 2010 was affected by the global recession – most companies that
dropped out of the program cited the recession as making their plans to export no longer viable.
On the other hand, this experience also underscores the struggle BEDIA may have to deliver a
significant impact with such programs, at the scale it is presently operating. Taking the 2010
experience, not only was BEDIA only able to reach six firms with the program, but five of these
firms were in the same sector (crafts), with the sixth in a related one (jewelry). Unless the
program is scaled up significantly, it will take decades to have any measurable impact on exports.
Upgrade technical capacity in export promotion and business support agencies to deliver
on the new mandate. Shifting the focus of BEDIA more toward services and toward developing
export readiness has significant implications on the skills and expertise required. As indicated
earlier in this note, one of the main weaknesses identified by clients of business support
institutions in Botswana is the perceived lack of industry expertise of the staff. Without
significant resources, it is not realistic to build an organization that has all the expertise to deal
with each and every industry that Botswana exporters may participate in; it is also not possible to
have the technical expertise in everything required to build firm-level competitiveness, such as
production, quality control, commercial management, human resources, logistics, and marketing
among others. Thus the challenge for BEDIA will be to develop some limited technical expertise
in-house, while also coordinating to make effective use of expertise that exists within the local
and regional business development support market. One possibility will be for BEDIA to
organize around broad sectors (e.g. manufacturing, services, agriculture) or around key target
sectors within these broad areas (e.g. BPO within services) and have one in-house sector expert
for each. These experts should ideally have had significant expertise working in the sectors. In
addition, experience from other international export promotion agencies suggests the importance
of having staff with masters degrees in key functional areas like ICT, marketing, and engineering.
Improve coordination among export promotion and business development support
institutions to reduce overlap and facilitate movement of firms into exporting. The lack of
effective coordination among business development support institutions not only results in
overlap and inefficient use of budgets, but perhaps more importantly makes it more difficult to
deliver effective support for incipient exporters through programs like EDP. Indeed, the decision
for BEDIA to focus more on facilitating (pre) export readiness – specifically in developing more
productive firms – raises questions over how far back into the value chain of the firm it is
necessary to go in order to facilitate export entry, expansion, and survival, and where in this value
chain does BEDIA’s own mandate and expertise begin and end. Coordination, specifically with
LEA, will be critical in this process. Given LEA’s on-the-ground coverage, they may be valuable
in providing information on firms that are ready to enter an EDP program, and in carrying out the
necessary pre-program audits. Putting in place a formal Memorandum of Understanding (MOU)
on how the organizations can work together should be the minimum step to improved
coordination. Similarly, MOUs would be useful between BEDIA and the hub initiatives, to help
establish joint objectives and coordinate activities. Going another step, the business development
support institutions could share information (Customer Relationship Management - CRM)
systems. This would help to track and coordinate the assistance given to specific clients.
Adopt a matching grants program to better leverage the private business development
services market, in order to more effectively scale export promotion support and align incentives
of firms. As discussed in the second policy recommendation, international best practice in export
promotion suggests a shift toward greater government commitment in building export readiness
(specifically, here, the EDP), with a greater share of the costs being borne by individual exporters
as one moves further down the export chain (see Figure 6). In fact, many export promotion
organizations charge full cost recovery for the large share of export promotion support, such as
developing export promotion plans and assistance in targeting specific markets. One mechanism
to ensure that exporters have the incentive to share costs is to implement a matching grant
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scheme. Such programs have been used effectively not only for export promotion activities, but
more widely to facilitate the provision of business development support for SMEs. Matching
grants have the added benefit that they are a source of funds and demand that can play an
important role in helping to build a quality, competitive, business development support market.
Expand efforts to monitor and evaluate the efficiency and impact of export promotion and
industrial policy initiatives. Finally, it is clear that to date there has been little impact evaluation
carried out of export promotion initiatives or of industrial policy initiatives in general (see
Chapter 2). More effective targeting of scarce resources will of course rely on having a better
understanding of what works and what does not, and from an industrial policy perspective, of
what the costs are of the outcomes achieved. Given the important policy advocacy role of
BEDIA, it seems sensible for this expertise to be placed within the organization.
To realize the potential of SEZs to contribute to the export expansion effort, policy makers
may wish to consider:
Defining clearly the nature of the policy experiment, the strategic objectives and the
economic advantages to be realized with SEZs. While the SEZ Policy sets out objectives and
principles for the program, they remain too broad to be made operational at this point. Even the
development of the SEZ Law, while it should be constructed to be flexible, will require more
direction if it is to be made fit for purpose. Indeed, drafting the SEZ law without a complete
understanding of which sectors are likely to be involved, how the SEZs would be used, and what
would be their regulatory needs would be problematic. The strategy must lay out clearly which
policies are to govern investment in the SEZ, and why the new policy regime might confer a
competitive advantage for firms in the SEZ.
For example, if the intention is to create business opportunities for SMEs through linkages, the
SEZs will need to be structured in such a way to enable this, such as allowing domestic firms to
invest in the SEZ. This may in turn raise other issues that the law and regulations may need to
address, such as how to avoid domestic investors shifting existing activities into the SEZ legal
structure and potentially depriving the fisc of tax revenues. As another example, if a key objective
is to facilitate clusters or cross-sectoral linkages, it will be important to think about which clusters
and sectors are likely to take advantage of such opportunities from SEZs in order to understand
what implications this may have on the program design. Finally, it will be important to assess the
market demand potential for the zone or zones, and to determine what level of “business case”
exists – and which of the prospective niche markets authorities hope to serve through the policy
changes in the zones.
Move forward with all deliberate haste. It has been more than two years since the
completion of the Commonwealth study, which left the government with the ingredients for the
Draft Policy. In that time the policy has managed to get through Cabinet, but no further. There
remains the need to draft the legislation and get it approved through Parliament, develop all the
rules and regulations, amend other laws that will inevitably be impacted by the SEZ law, conduct
market studies, and undertake a rigorous masterplanning process (including getting
environmental approvals on planned zones). Only following this can construction proceed. Most
zones take several years to develop and 5-10 more years to begin to move onto a growth path. As
it is, there is little chance of the SEZs playing any real role in supporting Botswana 2016 strategy.
This raises the importance of mobilizing the resources and expertise to move forward as soon as
possible on the planning. At the same time, it means that the government may need to be more
innovative in its approach, perhaps moving forward with a pilot (e.g. in the Botswana Innovation
Hub) based on some existing legislation in the short term.
Clarify the nature of BEDIA’s interim authority to design strategy and propose SEZ
policy regime. There is some concern that BEDIA has been named as the interim authority and de
facto responsibility for implementing the program now falls mainly to them. However they have
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received no formal policy mandate and no additional staff or financial resources with which to
support implementation. Moreover, neither the organization nor the individuals involved have
had any prior experience or knowledge of SEZs. The government may need to consider
seconding technical expertise into BEDIA to facilitate the implementation. Moreover, whether or
not it is BEDIA, the ultimate SEZ Authority must have the resources, a clear mandate, and strong
authority if it is to deliver a successful SEZ program. It is worth remembering that BEDIA is
supposed be a one stop service for foreign investors at the moment. But they lack to authority to
deliver on it and, as a result are able to do little more than facilitate and lobby on behalf of
investors. Indeed, the failure to deliver a proper one stop service is one of the main complaints
echoed by investors. The Innovation Hub is apparently facing a similar challenge. As a key nonfiscal incentive, they have been given special labor dispensation to allow investors to bring in
foreign workers, however, they have no formal authority to actually approve and administer visas
and residence permits.

128

References
Auty, R. 2011. “Early Reform Zones: Catalysts for Dynamic Market Economies in Sub-Saharan
Africa.” in Farole, T. and Akinci, G. (eds). Special Economic Zones: Progress, Emerging
Challenges, and Future Directions. Washington, DC: World Bank.
Bearing Point. 2008. Botswana Special Economic Zones Regulatory Assessment (Phase I).
September, 2008.
BEDIA. 2010. Annual Report. Gaborone.
Bernard, A. B., and J. B. Jensen. 1999. "Exporting and Productivity." NBER Working Paper No.
7135, National Bureau of Economic Research, Cambridge, MA.
Behar and Edwards, 2011. “How Integrated Is SADC? Trends in Intra-Regional and ExtraRegional Trade Flows and Policy” Policy Research Working Paper Series 5625, Washington:
World Bank.
Botswana Institute for Development Policy Analysis (BIDPA) (2000) Fourth Evaluation of the
Financial Assistance Policy, Report for the Ministry of Finance and Development Planning.
Bown, Chad 2011. (ed) The Great Recession and Import Protection Washington: World Bank.
Bown, Chad 2011b. “Temporary Protection in SACU” mimeo. Washington: World Bank.
Boyenge, JPS. 2007. “ILO Database on Export Processing Zones, Revised”. Geneva:
International Labor Organisation.
Brenton, P., O. Cadot and M.D. Pierola. 2011. “Surviving: Pathways to African export
sustainability” Mimeo. Washington: World Bank.
Brenton, P. and R. Newfarmer. 2007. "Watching more than the Discovery Channel : Export
Cycles and Diversification in Development" Policy Research Working Paper Series 4302, the
World Bank.
Cadot, O., Iacovone, L., Pierola, M.D., and Rauch, F. 2011. “Success and Failure of African
Exporters”. Mimeo. World Bank.
Carrere, Celine (2006) “Revisiting the effects of regional trade agreements on trade flows with
proper specification of the gravity model“, European Economic Review, Vol. 50/2: 223- 247
Carerre, Celine, Oliver Cadot and Vanessa Strauss-Kahn, 2011. “Trade Diversification: Drivers
and Impacts” March. Washington: World Bank.
Center for International Economics, 2010. “Study on the Review of the Revenue Sharing
Arrangement for SACU.” Draft Report. Canberra and Sydney: Center for International
Economics.
Charalambides, N. and K. Ngwenya (2011) “Achieving Balanced Industrial Development within
a Regional Setting: Challenges and Pitfalls”, Paper presented to the SACU Regional Conference,
Johannesburg, 29th July 2011
De Melo, Jaime, and Cristian Ugarte, 2011.
Diversification in MENA” mimeo June.

“Resource Dependence, Integration, and

Easterly, William and Ariell Resef, 2010. “African Export Successes: Surprises, Stylized Facts,
and Explanations” NBER Working Paper 16597.
Edwards, L. and R.Z. Lawrence. 2008. “SACU Tariff Policies: Where should they go from here?”
CID Working Paper 169. Harvard, Mass: Harvard University.
Farole, T. 2011. “Competitiveness and Diversification for Sustained Growth in Botswana: Role,
performance and challenges for export promotion in supporting diversification “ Mimeo.

129

Washington: World Bank.
Farole, T. 2011. Special Economic Zones in Africa: Comparing Performance and Learning
from Global Experiences. Washington, DC: World Bank.
FIAS. 2008. Special Economic Zones. Performance, Lessons Learned, and Implications for Zone
Development. Washington, DC: World Bank.
Flatters, F. and M. Stern. 2006. “SACU Revenue Sharing: Issues and Options”. Policy Brief.
Washington, DC: USAID/SEGA.
Goldberg, J. 2011 “Livestock Issues in Botswana” mimeo.
Government of Botswana. 2008. Botswana Excellence: A Strategy for Economic Diversification
and Sustainable Growth. November, 2008. Gaborone: GICO.
Government of Botswana – Ministry of Trade and Industry (2009) Investment Strategy for
Botswana 2010 – 2016 (December)
Government of Botswana – Ministry of Trade and Industry (2009) National Trade Policy for
Botswana (July)
Government of Botswana – Ministry of Trade and Industry (2010) Botswana National Export
Strategy, 2010-2016 (February)
Government of Botswana – Ministry of Trade and Industry (2010) Special Economic Zones
Policy for Botswana (December)
Government of Botswana – Ministry of Trade and Industry (2011) Economic Diversification
Drive: Medium to Long-Term Strategy, 2011-2016 (June).
Grynberg, Roman
Botswana.”

2010. “South African Electricity Subsidies and Import Dependence in

Grynberg, R. 2011. “Botswana’s Exports and Competitiveness Policy and Non-traditional
Exporting Firms”. SADRN Working Paper Series. June 2011.
Grynberg, R. and M. Matswapong (2011) Competition and Trade Policy: The Case of the
Botswana Poultry Industry (draft discussion paper, Botswana Institute for Development Policy
Analysis).
LEA. 2009. “Needs Assessment for the SMME Sector and Business Development Service
Providers”. Final Report, 5 June, 2009. Kaiser Associates Economic Development and
Maphanyane & Associates.
Hausmann, Ricardo and Baily Klinger 2010 “Achieving Export Diversification in Botswana”
Mimeo. May.
Isham, J. , Woolcock, M. , Lant, P. and G. Busby, 2005. “The Varieties of Resources Experience:
Natural Resources Export Structure and the Poloyical Economy of Economic Growth”, The
World Bank Economic Review, vol 19., n.2, pp.141-174.
Imani Development. 2010. “Study on SADC Protocol on Trade in Services, Government of
Botswana P145”.
International Telecommunication Union (2011) “Measuring the Information Society”. Geneva.
Jansen, Marion, 2008. “Income volatility in small and developing economies: export
concentration matters” Geneva: WTO
Jefferis, K. 2011. “Botswana Competitiveness and Diversification Project Review of
Government-Induced Incentive Structure.”
Lall, 2000. “The Technological Structure and Performance of Developing Country Manufactured
Exports, 1985-1998” Queen Elizabeth House, University of Oxford Working Paper 44.

130

Lederman, D., M. Olarreaga, and Payton, L. 2009. “Export Promotion Agencies Revisited”.
Policy Research Working Paper 5125. Washington, D.C.: World Bank.
Lederman and Maloney, 2010 “Does What You Export Matter? In Search of Empirical Guidance
for Industrial Policies” mimeo. Washington: World Bank.
Limão, N. and A.J. Venables. 2001. “Infrastructure, Geographical Disadvantage, Transport
Costs, and Trade” World Bank Econ Review.
Madani, D. 1999. “A Review of the Role and Impact of Export Processing Zones”. World Bank
Policy Research Working Paper 2238. World Bank: Washington, DC.
Melitz, M. J. 2003. “The Impact of Trade on Intra-Industry Reallocations and Aggregate Industry
Productivity.” Econometrica 71 (6): 1695–1725.
Ministry of Trade and Industry. 2009. Special Economic Zones Policy for Botswana. May, 2009.
Mobile Revolution, World Bank,
http://siteresources.worldbank.org/INFORMATIONANDCOMMUNICATIONANDTECHNOL
OGIES/Resources/AfricasICTInfrastructure_Building_on_MobileRevolution_2011.pdf
Nathan Associates (2004). Best Practices in Export Promotion. Technical Report submitted to
USAID El Salvador. April 2004.
Research ICT Africa (2012) “Africa Fair Mobile Pricing Rankings”. www.researchICTafrica.net.
Strongman, 2011. “The Outlook for Diamond Production and Government Income from
Diamonds” mimeo. Washington: World Bank.
TeleGeography Inc (2012) “International Bandwidth Report”. www.telegeography.com.
Teravanithorn and Raballand, 2009
Velde D.W. and M. Cali. 2007. “Assessment of Botswana’s Services Sector: A Study for the
BTPP/BIDPA”. London, UK. Overseas Development Institute.
Williams, M., Mayer, R. and Minges, M. (2011) Africa’s ICT Infrastructure: Building on the
World Bank. 1992. “Export Processing Zones”. Policy and Research Series No. 20. Washington,
DC: World Bank.
World Bank. 2009. Connecting to Compete: The Logistics Performance Index 2010. Washington,
DC: World Bank.
World Bank (2010) Botswana Public Expenditure Review, Report No. 53959-BW (March).
World Bank and BIDPA. 2011. “Promotion of Entrepreneurship in Botswana: Constraints to
Micro-Business Development”. Report No. 59916-BW, March 2011.
World Bank (2012, forthcoming) Information and Communication for Development: Mobilizing
Mobile.
World Economic Forum (annual) “Network Readiness Index”. www.weforum.org.
Younger, S.D., P. Moepeng and H. K. Siphambe. 2010. “Consultancy Report Reviewing the
National Strategy for Poverty Reduction (NSPR): Policies and Programmes for Economic
Diversification, Employment and Poverty Reduction.” Report Prepared by Cornell University
Food and Nutrition Policy Program and Botswana Institute for Development Policy Analysis.
World Bank, 2005. Diversifying Botswana’s Exports: An Overview Washington: World Bank.
World Bank, 2006. “Botswana: Investment Climate Assessment” Washington: World Bank.
World Bank. 2011. “Harnessing Regional Integration for Trade and Growth in Southern Africa.”
Washington, DC: World Bank.

131

Annex 1: Database of oil, mineral, and resource-based economies.
To construct this database, we follow the classification provided by Isham et al (2005). The
authors classify countries that in the 1980 were dependent from oil, minerals, or where plantation
based economy and for some of them they list the top 2 commodities (according to the SITC at 3
digits) to which were dependent. We use this sample of countries and eliminate the products to
which they were/are dependent. This provides for the following list of exporters included in the
database and the list of products dropped from their bilateral exports. Since for Botswana they do
not provide the top 2 commodities, we employ the 2 top commodities using the same
classification of the authors and that relate to diamond exports: industrial diamond and the
category pearls and precious stones, which include also diamonds as gems).

country

sitc1_rev1

sitc2_rev1

Algeria

Petroleum, crude and partly refined

Petroleum products

Benin

Cotton

Bolivia

Gas, natural and manufactured

Botswana

Natural abrasives incl. industrial

Pearls and precious and semi precio

Brazil
Burkina Faso

Coffee
Live animals

Petroleum products
Cotton

Burundi

Coffee

Tea and mate

Coffee
Coffee

Cocoa
Wood in the rough or roughly square

Ores & concentrates of non ferrous
Coffee

Copper
Petroleum products

Costa Rica
Dominican Republic

Fruit, fresh, and nuts excl. Oil n
Sugar and honey

Coffee
Pig iron, spiegeleisen, sponge iron

Ecuador

Coffee

Petroleum, crude and partly refined

Cameroon
Central
republic
Chile
Colombia

Africa

Tin

Egypt

Cotton

El Salvador

Sugar and honey

Petroleum, crude and partly refined
Coffee

Ethiopia

Coffee

Hides & skins, exc.fur skins undres

Fiji

Sugar and honey

Gabon
Ghana

Wood in the rough or roughly square
Cocoa

Petroleum, crude and partly refined
Aluminium

Guatemala

Coffee

Crude vegetable materials, n.e.s.

Indonesia

Petroleum, crude and partly refined

Gas, natural and manufactured

Iran

Petroleum, crude and partly refined

Floor coverings, tapestries, etc.

Iraq
Ivory Coast

Fruit, fresh, and nuts excl. Oil n
Coffee

Petroleum, crude and partly refined
Cocoa

Jamaica

Ores & concentrates of non ferrous

Inorg. chemicals elems., oxides, ha

Jordan
Kenya

Fertilizers, crude
Coffee

Fertilizers manufactured
Tea and mate

Madagascar
Malawi

Coffee
Tea and mate

Spices
Tobacco, unmanufactured
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Mauritania
Mauritius

Fish, fresh & simply preserved
Sugar and honey

Iron ore & concentrates
Clothing except fur clothing

Mexico
Morocco

Petroleum, crude and partly refined
Fertilizers, crude

Petroleum products
Inorg. chemicals elems., oxides, ha

Niger

Live animals

Ores & concentrates of uranium & th

Nigeria
Paraguay

Cocoa
Oil seeds, oil nuts and oil kernels

Petroleum, crude and partly refined
Cotton

Peru
Rwanda

Ores & concentrates of non ferrous
Coffee

Petroleum products

South Africa
Sudan

Coal, coke & briquettes
Oil seeds, oil nuts and oil kernels

Special transactions not classd.acc
Cotton

Syria

Petroleum, crude and partly refined

Petroleum products

Tanzania
Togo

Coffee
Cocoa

Cotton
Fertilizers, crude

Tunisia
Uganda

Petroleum, crude and partly refined
Coffee

Clothing except fur clothing
Hides & skins, exc.fur skins undres

Venezuela

Petroleum, crude and partly refined

Petroleum products

Zambia

Copper

Zinc

We run a gravity equation in the following form:
is the log total exports from country o to country d,
are exporter country dummies,
Where
are importer dummies, which capture all country effects.
are bilateral variables such
and
as the log of distance, common language, common border, common languages dummies, and rta
dummies. All the time variant variables are averages for the period 2005-2007.
Results
OLS regression
b/se
-1.738***
Ln (Distance)
(0.047)
0.572***
Common RTA
(0.102)
1.281***
Common Language
(0.071)
1.563***
Common border
(0.167)
0.306
Colonial relationship
(0.216)
0.7
r2
6555
N
Exporter and Importer dummies not reported. *** denotes 1% significance level
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Annex 2: Estimation of Botswana vis-à-vis South African export performance
The estimation is a two-steps procedure.
The first step consists in running the following gravity equation of bilateral trade:
is the log total exports from country o to country d,
are exporter dummies,
Where
importer dummies, and
are bilateral variables such as the log of distance, common language,
common border, common languages, and rta dummy. We use as baseline category for the
exporter dummies, South Africa, such as the
represents the export performance of country o
relative to South Africa.
We then retrieve the
and use them as dependent variable in the following equation:
represents a set of explanatory of country o.
Where
We first run equation 2 using the following
variables: the log of GDP, the log of pop, the log
of remoteness, a landlocked dummy, and a dummy on whether the country is a traditional
commodity, or natural resource exporter. These variables are the typical variable use to explain
the volume of trade. Theoretically for every exporter, we should divide the explanatory variables
with their respective South African values. Given that this division is applied to every country,
the constant will capture them.
We then retrieve the error from equation 2. The error will tell us the performance of the export of
country o vis-à-vis South Africa once controlling for traditional determinants.
In a second set of regressions, we add to the
variables, the log of skills (defined as the
percentage of the population attaining primary and secondary education), the log of the
communication infrastructure index, which measures the quality of communication, and the
overall LPI index (which measure the performance of the logistics). We always retrieve the errors
to identify how much adding these variables explain the performance of Botswana relative to
South Africa.
All the variables are average of the period 2005-2007. Export values exclude diamonds and we
use all the countries for which data are available.
Results
OLS regression (First step)
b/se
-1.559***
Ln (Distance)
(0.028)
0.511***
Common RTA
(0.059)
0.915***
Common Language
(0.050)
0.773***
Common border
(0.119)
0.943***
Colonial relationship
(0.097)
0.783
r2
18183
N
Exporter and Importer dummies not reported. *** denotes 1%
significance level
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Second step
Ln GDP
Ln population
Ln remoteness
landlocked
Monoproduction

b/se
1.336***
(0.073)
-0.111
(0.083)
1.963***
(0.401)
-0.292
(0.220)
0.772***
(0.203)

Ln (Skill)

b/se
1.231***
(0.078)
-0.024
(0.086)
1.896***
(0.386)
-0.404*
(0.217)
0.808***
(0.191)
0.872***
(0.235)

Ln
(communication)

b/se
0.842***
(0.152)
0.385**
(0.164)
2.015***
(0.372)
-0.162
(0.214)
0.600***
(0.200)
0.547**
(0.233)
0.678***

b/se
0.457***
(0.161)
0.615***
(0.161)
1.916***
(0.311)
-0.289
(0.194)
-0.296
(0.189)
0.724***
(0.249)
0.597***

(0.216)

(0.201)
1.472***
LPI
(0.265)
0.906
0.917
0.925
0.945
r2
108
108
108
108
N
*** denotes 1% significance level, ** denotes 5% significance
level, * denotes 10% significance level
Performance of Botswana vis-à-vis South Africa (error from equation 2 transformed to reflect
percentage difference i.e exp(error)-1).

Regressions results: Botswana export performance compared
to South Africa
baseline

adding skills

adding skills,
communication

adding skills,
communication, and lpi

-46%

-83%

-78%

-74%

Source: Authors based on a two step estimation (See Annex 1). The variable represents the unexplained part o
Botswana bilateral average 2005-2007 exports versus South Africa bilateral average 2005-2007 exports
controlling for several characteristics. The baseline model control for the relative size of GDP, remoteness,
landlocked dummy, population, commodity or resource exporter dummy.

We also repeat the second step by decomposing the LPI across its component
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Second
d step decom
mposing thee
LPI
Lngdp
p
p
Lnpop
moteness
Lnrem
Landloocked
mm
Lncom
Lnskilll
my_mono
1.dumm

eq0

eq1

eq2

eq3

eq4

eq5

eq6

b/se

b/se

b/se

b/se

b/se

b/se

b/se

0.842***
*

0.727***
*

0.536***
*

0.445****

0.733***
*

0.332*

0.501***

(0.152)

(0.154)

(0.160)

(0.161)

(0.151)

(0.177)

(0.160)

0.385**

*
0.422***

0.577***
*

0.619****

0.427***
*

0.726***

0.642***

(0.164)

(0.160)

(0.163)

(0.155)

(0.160)

(0.170)

(0.164)

*
2.015***

2.040***
*

2.023***
*

1.949****

1.904***
*

1.859***

1.836***

(0.372)

(0.359)

(0.338)

(0.311)

(0.339)

(0.287)

(0.317)

-0.162

-0.229

-0.153

-0.287

-0.247

-0.331*

-0.28

(0.214)

(0.202)

(0.189)

(0.202)

(0.199)

(0.194)

(0.201)

*
0.678***

0.600***
*

0.646***
*

0.612****

0.603***
*

0.682***

0.633***

(0.216)

(0.209)

(0.207)

(0.195)

(0.216)

(0.204)

(0.204)

0.547**

0.639**

*
0.657***

0.727****

0.511**

0.817***

0.755***

(0.233)

(0.246)

(0.221)

(0.263)

(0.240)

(0.262)

(0.248)

0.600***
*
(0.200)

0.532***
*
(0.193)

-0.416**

-0.345*

-0.335*

-0.31

-0.322*

(0.200)

(0.191)

(0.197)

(0.188)

(0.188)

meliness
lpi_tim

*
0.636***
(0.201)

lpi_traacking_traciing

*
1.035***
(0.213)

petence
lpi_loggistics_comp

1.303****
(0.227)

lpi_intternational__shipments

*
1.003***
(0.242)

lpi_inffrastructuree

1.212***
(0.208)

lpi_cusstoms

1.103***
(0.212)

r2

0.925

0.931

0.941

0.944

0.936

0.945

0.943

N

108

108

108

108

108

108

108

Performancee of Botswana vis-à-vvis South Africa
A
(erro
or from equuation 2 traansformed to reflect
peercentage ddifference i..e exp(errorr)-1).
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Annex 3: Policies, programmes, institutions and expenditures covered
Key Policies: Industrial Development Policy (1998) and draft revised Industrial Development
Policy (2010); Botswana Excellence Strategy (2008); Investment Strategy for Botswana (2009),
the National Trade Policy (2009), Economic Diversification Drive (2010) and the National
Export Strategy (2010). Other key initiatives include the six Hub projects (Diamonds,
Agriculture, Transport, Innovation, Education, and Medical) and IFSC.
Credit: Citizen Entrepreneurial Development Agency (CEDA), provision of subsidised loans
under various schemes to citizen owned firms, across all sectors; two other state-owned DFIs
(Botswana Development Corporation and National Development Bank) providing credit on more
commercial terms; BDC direct investments in specific enterprises (mostly manufacturing and
property); government direct loans and guarantees to public enterprises.
Government Procurement: Economic Diversification Drive (EDD) and Local Preference
Scheme (LPS), which gives a price preference to locally-based companies over external
suppliers;
Trade Measures: infant industry protection under SACU; seasonal border closures to
agricultural products to protect local farmers; Botswana Meat Commission (BMC) beef export
monopoly; bans on beef imports and live cattle exports; restrictions on services imports;
Institutional Support: Local Enterprise Authority (LEA), providing business and technical
support to SMMEs, with a focus on agro-processing; Botswana Export Development and
Investment Authority (BEDIA), providing institutional support to both exporters and inward FDI,
mainly market information, promotion and also property; International Financial Services Centre
(IFSC), providing institutional support and attracting FDI in offshore finance and BPO activities;
Fiscal Incentives: concessional tax rate (15% compared to 22%) for manufacturing companies,
IFSC-accredited companies, Innovation Hub companies; and other companies on individual
approval (requested for agricultural activities); accelerated capital allowances for mining
companies;
Direct production subsidies: employment subsidy for textile and garment firms;
Public Enterprises: Botswana Power Corporation (BPC) – de facto monopoly over electricity
generation and distribution; access to government equity finance and loan guarantees; Botswana
Telecommunications Corporation (BTC) – monopoly over certain telecommunications
infrastructure and wholesale supplies; access to government equity finance and loan guarantees;
Water Utilities Corporation (WUC) – monopoly over water supply infrastructure and services;
access to government equity finance and loan guarantees;
Agriculture: various subsidy and support schemes, including National Master Plan for Arable
Agricultural and Dairy Development (NAMPAAD), focusing on dairy, horticulture and rain-fed
farming; runs demonstration farms and assists farmers with the preparation of business plans for
loan applications to financial institutions; Integrated Support Programme for Arable Agriculture
Development (ISPAAD), provides heavily subsidised draught power, fertiliser, tractors, logistical
support and seeds; Livestock Management and Infrastructure Development (LIMID), provides
animal husbandry and fodder support, water development, poultry abattoirs; Department of
Veterinary Services, vet services, infrastructure and SPS support to meet EU export market
requirements; Botswana Agricultural Marketing Board (BAMB); Agricultural Credit Guarantee
Scheme.
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Utilities
BPC
-133.6
BTC
144.8
WUC
139.7
Transport
AB
-87.0
BR
50.8
Finance
BDC
343.3
CEDA
32.2
NDB
50.8
Agriculture Support
BAMB
14.7
BMC
81.9
[1]
Capital
&
reserves

P million

2008/9
Profit/Loss

1,756.2
833.8
586.0

104.7
-160.0
0.0

210.7
100.1
73.9

6.0
132.4

776.7
155.0
260.5

Equity Cost of capital
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62.8
7.8
328.3
40.1
excludes
exceptional
losses

50.3
1,103.4

-159.1

-31.6
28.4
[2]

6,466.5
1,278.3
2,145.7

Govt
[1]

-2.7
14.6
39.6

Net transfers

Annex 4: Selected Parastatal Finances

-10.6
3.4
currency
hedge

0.0

57.8
-1.0
-89.1
from

46.4

-267.5

-2.2
29.7
-16.2

Net transfers

203.6

-45.1
-30.9

-549.5 [2]
181.1
171.6

2009/10
Profit/Loss

13.2
30.7
P1

78.1

253.4

28.2
132.4

653.8
136.1
291.7

billion

Equity Cost of capital

107.7
238.3
of
approx

626.8

2,111.4

235.0
1,103.4

5,269.9
1,127.0
2,416.5

Govt
[1]

COMPANY NAME
Seed Co International
African Alliance International
Cyberplex Holdings
ABC Holdings
Kingdom Bank Africa
AON Risk Management
Imara Holdings Botswana
Wilderness Holdings
Cherubin Ventures
CB Richard Ellis Regional
Bergstan Financial Services Company
Finluca International
Letshego Holdings
PAM International
Island View
Windward Capital
Pangaea Development Holdings
WESTCOR
Aerospace Africa Holdings
Leisure Investment Holdings
Genesis Global Finance
Runway Asset Management
EFFCO
Business Software Services
Walfin

Annex 5: IFSC Companies
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BUSINESS SECTOR
Group Holding Company
Group Shared Services
Group Holding Company
Group Holding Company
Group Holding Company
Financial Advisory
Group Holding Company
Group Holding Company
Investment Funds Manager
Financial Advisory
Group Shared Services
Financial Advisory
Group Holding Company
Group Holding Company
Group Holding Company
Group Treasury & Confirming House
Group Shared Services
Group Holding Company
Group Holding Company
Group Holding Company
Group Holding Company
Group Holding Company
Investment Holding Company
Group Holding Company
Business Process Outsourcing

UNDERLYING BUSINESS
Agr. Research & Seed Development
Fund Administration Services
Software Development
Banking
Banking
Risk Services
Asset management
Tourism & Leisure operations
Fund Management
Property valuation & Advisory Services
Acctng & Admin serv. - engineering group
Investment Advisory Services
Consumer lending services
Property valuation & Advisory Services
Property Investment holding
Goods Sales & Distribution
Property Development
Infrastructure development
Aviation Leasing
Casino/Gambling operations
Investment Advisory, micro financing
Aviation Leasing
Asset backed finance and leasing
Software Development
Card Processing Operations

YEAR
CERTIFIED
2000
2000
2001
2002
2003
2003
2003
2003
2003
2004
2004
2004
2005
2005
2005
2006
2006
2007
2007
2007
2007
2007
2007
2008
2008

Emeritus Reinsurance International
Summit Development Group
Bourse Africa
Vantage Capital
PTA Solutions
ARIYA Capital
ABN AMRO
Central Transmission Corridor
SAMSTAR Capital Management
SME Financial Holdings
Sasco Africa Holdings
SDG Africa
Untu Holdings
Vital Investments
SAMDEF Capital Management
Southern Africa Media & Technology Fund
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International Insurance
Group Holding Company
Capital Markets
Investment Fund Manager
Business Process Outsourcing
Financial Advisory
Banking
Group Holding Company
Investment Fund Manager
Investment Holding Company
Group Accounting & Treasury Company
Investment Fund
International Business Company
Business Process Outsourcing
Investment Fund Manager
Investment Fund

Re Insurance
Property Investment holding
Commodities & derivatives exchange
Fund Management
Call Center
Investment Advisory Services
Specialised Regional Diamond Financing
Regional Power Infrastructure
Fund Management
Diversified Investment Holdings
Industrial Weighing Services
SME focused development fund
Micro Finance
Call Center Operations
Fund Management
Investments in regional media houses

2008
2008
2008
2008
2008
2009
2009
2009
2009
2010
2010
2010
2010
2010
2011
2011

•

•

• VAT
exemptions
on •
selected agricultural inputs

Public goods (e.g. • NAMPAAD
•
investment
• LEA – focused support on
promotion)
selected
agricultural
activities
and
agroprocessing
• Agriculture Hub

Other levies

Tax measures
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Services
Manufacturing
(including energy
&
downstream
minerals
processing)
• Innovation Hub tax
Sector-specific variable • Concessional
15% profits tax
concession (15%)
profits
tax
rate
rate
(standard
rate
• IFSC
companies
minimum)
(offshore
financial
and
business
Accelerated
services)
tax
depreciation
(capital
concession (15%)
allowances)
Royalty on gross value • Alcohol
levy • Telecomms levy of
3% of turnover (to
of mineral production
40% of import /
fund regulator)
ex-factory price
• Electricity levy
P0.05/kWh
(approx 9%) to
fund
rural
connections
Diamond Hub (includes • BEDIA focus on • IFSC
cutting & polishing)
manufacturing
• Botswana Tourism
(for
inward
Organisation
investment,
• Transport Hub
export support, • Innovation Hub
premises)
• Education Hub

Annex 6: Summary of General and Sector-specific Incentives
Agriculture & Agro-industry Mining

• LEA – business and
technical support to
SMMEs

• Training levy 0.2%
of turnover for
VAT-registered
firms

• Normal corporate
tax rate 22% (wef
1.7.2011)
• Standard VAT rate
of 12% with few
exemptions

Not sector specific

Mining
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Services
Not sector specific
Manufacturing
(including energy
&
downstream
minerals
processing)
• Veterinary services
• Medical Hub
Infrastructure
• Investment in infrastructure
• BEDIA
related to cattle/beef SPS
provision
of
measures
factory shells
Trade measures • Seasonal border closures for • Small-scale
mining
• Restrictions
on
and market entry
selected
agricultural
reserved for citizens
certain
services
products
imports
(esp.
professional services,
• Ban on beef and poultry
telecoms)
imports
• Air
Botswana
• BMC beef export monopoly
monopoly
• Infant industry protection
• Reservation policy
(40% intra-SACU tariff) for
(closed to foreign
UHT milk
ownership):
some
non-tradeable
services (see Appx
5); some tourism
activities;
road
passenger transport
Finance
• CEDA Young Farmers Fund
• CEDA
loan
subsidies
• NDB
• BDC
• ACGS

Agriculture & Agro-industry

Subsidies

Price regulation

Procurement

• ISPAAD – free or heavily
subsidised draught power,
tractors, fertiliser, seeds,
logistical support

• BAMB

Agriculture & Agro-industry

Mining
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& • Telecomms services
• Bank charges

• Employment
subsidy
in
textiles/
garments

• Electricity
water

Services
Manufacturing
(including energy
&
downstream
minerals
processing)

• NDB
• Government direct
loans
and
guarantees
to
parastatals
• Local
Preference
(EDD)
• Fuel

Not sector specific

Annex 7: Reserved Activities
1.
Reserved under the Trade Act
2008
Auctioneer
Car wash
Cleaning services
Curio shop
Fresh produce sales
Funeral parlour
General clothing sales
General dealer
Hairdressing
Hire services
Laundromat
Petrol filling station
Takeaway (food)

2011
Agent
Auctioneer
Car wash
Cleaning services
Curio shop
Dry-cleaning depot
Florist
Fresh produce sales
Funeral parlour
General clothing sales
General dealer
Hairdressing & beauty parlours
Hire services
Internet café and copy shop
Laundromat
Petrol filling station
Takeaway (food)
Source: Trade Act, 2008; Trade Regulations, 2011
Items in bold – newly added in 2011
2.
Other
Small-scale mining
Road passenger transport
Selected tourism operations

Annex 8: Major Policy Strategies and Programs
Botswana Excellence Strategy (2008). The “Strategy for Economic Diversification and Sustainable
Growth” is aimed at addressing the primary challenge of Botswana, which is to diversify the economy to
ensure that Batswana continue to enjoy the fruits of sustained economic growth post depletion of
minerals, especially diamonds. The strategy is predicated on international competitiveness, openness, and
integration with the global economy. The strategy aims to benefit all sectors but includes some sectorspecific activities and projects, including:
• Agriculture: commercialising, restructuring and rebuilding the livestock sector; high value crops; and
agro-industry projects;
• Tourism: diversification away from current reliance on high-cost low-volume activities in northern
Botswana;
• Transport hub: positioning Botswana as an air, road and rail traffic, as well as logistics support hub for
Southern and Central Africa;
• Free zones: providing incentives (tax, labour, land, telecommunications costs), for highly specific
investment ventures, likely to include information technology, communications bio-technology and
specialist medical, diamond polishing and jewellery;
• Innovation hub: infrastructure, space and incentives for companies in the IT, communication and biotechnology fields
• Diamond beneficiation: cutting, polishing, trading, finance etc.
• Banking & financial services (IFSC)
• Mining diversification, with a particular focus on activities based on coal and gas reserves
The BES envisages a combination of deregulation and policy reform (e.g. open skies to promote transport
and tourism); improved public finance management and budgeting; tax and other incentives (unspecified),
and government-led investment projects, particularly in infrastructure. The Botswana Excellence
Strategy has been officially adopted by Cabinet, and is meant to be spearheaded by the National Strategy
Office (NSO, formerly Government Implementation and Co-ordination Office (GICO)). However,
implementation appears to have lagged, and some policies implemented by other agencies appear to
conflict with the BES.
Botswana Trade Policy.
Botswana trade policy refers to the framework of laws, regulations,
international agreements and negotiating positions as well as Government’s guidelines and
pronouncements on trade which define how the country will conduct its trade with bilateral, regional and
multilateral trading partners. This policy plays a key role in the flow of goods and services between
Botswana and her trading partners. Even though the policy is founded on the principles of free trade and
competition, the Government notes that countries rarely put in place policies that permit perfectly free
international trade. Instead, each country maintains a mixture of both restrictive and free trade policies.
• The Government uses tariffs ostensibly for infant industry protection purposes. Botswana maintains
export levies and taxes on certain commodities to achieve the country’s objectives of food security and
domestic industry access to essential raw materials.
• The Government is committed to supporting and strengthening export development and promotion –
as reviewed later in this chapter -- through (i) innovative ways of using economic incentives through
the development of a two-tier incentive system: one set of incentives applicable to export firms located
inside the special economic zones (SEZs) and a general set of incentives applicable to firms located
outside the SEZs and the “hubs” operating outside the SEZs. (ii) promotion of Botswana’s globally
competitive exports through BEDIA’s effective implementation of Botswana’s Investment Strategy
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and (iii) simplification of trade rules and procedures as well as removal of all factors that impede trade
facilitation in Botswana.
• Botswana has no entity dedicated to providing financing for export activities. There are, however,
institutions that provide general business financing, namely, the Citizen Entrepreneurial Development
Agency (CEDA), the National Development Bank (NDB) and Botswana Development Corporation
(BDC). Botswana Export Credit and Insurance (BECI) provides credit insurance that covers both
commercial and political risks.
The policy, approved by Parliament in 2010, includes strategic trade policy considerations, which form its
core elements. These include tariff-based measures, taxes and duty drawbacks as well as non-tariff
measures, which are used as tools for industrial development; trade defence measures which are used to
advance the country’s offensive and defensive interests; measures affecting production and trade which
are instruments for stimulating export development; trade negotiations which define the country’s
negotiation strategies to derive maximum benefits from trade agreements while simultaneously protecting
its interests; as well as a host of cross cutting issues which are expected to impact on Botswana’s trade
policy.
Capital allowances are provided at specified rates depending on the type of asset.
Table 1: Capital Allowances

Asset

Initial
Allowance
Industrial Buildings
25%
Commercial Buildings
0%
Furniture, Fixtures, Office Machinery and Fittings
0%
Plant and Machinery (general)
0%
Other self propelled plant or machinery used directly 0%
in manufacture or production
Plant and machinery (Heavy engineering plant)
0%
Aircraft and Motor vehicles
0%
Computer Hardware
0%

Annual
Allowance
2.5 %
2.5 %
10%
15%
25%
25%
25%
25%

Source: BURS
The rates of capital allowances appear to be fairly closely related to the economic lifespan of the assets
(the main exceptions being aircraft and motor vehicles, where the economic lifespan is considerably
longer than the tax allowance period, and the initial 25% allowance
Industrial Development Policy. The revised IDP aims to provide a framework for industrial development
and diversification, leading to sustained employment creation, as diamond output declines. It is focused
on building an economic base of regionally and internationally competitive firms – i.e. diversification is
based on an outward looking export-focused approach rather than an inward-looking, import substitution
approach. The IDP encourages levelling the playing field in incentives to service sector and
manufacturing, in contrast to the current situation where manufacturing has been enjoying more
incentives than service industry. It proposes a number of interventions, including reducing the cost and
improving the efficiency of production through improving the business environment and the investment
climate, and through investment in appropriate public goods, notably efficiency-enhancing infrastructure.
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A draft Industrial Development Policy document was prepared in 2010 and is being reviewed by the
Ministry of Trade and Industry.
Botswana Trade Policy.
Botswana trade policy refers to the framework of laws, regulations,
international agreements and negotiating positions as well as Government’s guidelines and
pronouncements on trade which define how the country will conduct its trade with bilateral, regional and
multilateral trading partners. The policy, approved by Parliament in 2010, includes strategic trade policy
considerations, which form its core elements. These include tariff-based measures, taxes and duty
drawbacks as well as non-tariff measures, which are used as tools for industrial development; trade
defence measures which are used to advance the country’s offensive and defensive interests; measures
affecting production and trade which are instruments for stimulating export development; trade
negotiations which define the country’s negotiation strategies to derive maximum benefits from trade
agreements while simultaneously protecting its interests; as well as a host of cross cutting issues which
are expected to impact on Botswana’s trade policy.
National Export Strategy (2010). The major aim of the National Export Strategy (NES) is to make
Botswana globally competitive with a view to expanding current levels of exports and placing new ones
in the international markets as well as diversifying the country’s export base and creating employment. To
achieve this, the NES aims to develop competitiveness strategies that will strengthen Botswana’s place in
the global economic arena.
The National Export Strategy is designed in a way that makes it applicable to any export sector based on
the broad strategic priorities identified. However, as a starting point, the strategy identified seven key
manufacturing sectors. These sectors, which are of primary but not exclusive focus, are for initial
implementation by the NES: arts and crafts; garments and textiles; jewellery; diamonds and other
mineral beneficiation; glass and glass products; leather and leather products; and meat and meat products.
These sectors were identified by BEDIA on the basis of export potential, job creation potential, and
various other factors. Although the emphasis is on manufacturing, a similar process has identified
priority service sectors, including: tourism; financial services; ICT; business process outsourcing (BPO);
transport; medical services; and mining engineering services.
The NES consists of a mixture of general objectives (e.g. “to move Botswana from natural resource-based
competitiveness to competitiveness based on efficiency enhancers and innovation and sophistication
factors”) and very specific objectives (e.g. “negotiate for 24 hour opening of all strategic commercial
border posts”). It also proposes a sophisticated institutional framework for overseeing the implementation
of the NES and related components of other policies and strategies. The NES was also approved by
Cabinet in 2010.
Botswana Investment Strategy. The proclaimed objective of this strategy is to attract high levels of
domestic and foreign investment inflows into Botswana through the creation of an investor-friendly
business environment. The strategy is premised on creating incentives for the private sector to produce
globally competitive goods and services that will create a significant market share for Botswana in world
markets; and the removal of all obstacles and impediments to business development in the country. The
BIS proposes reviewing of the investment incentive package, provision of better access to finance credit
and reduction of multiple tax systems. As with the NES, the Investment Strategy for Botswana was
approved by Cabinet in 2010.
Private Sector Development Strategy. The strategy is designed to provide a systematic and coherent
framework to promote the development and growth of the private sector. It identifies the gains achieved
thus far and the constraints; and provides proposals to spur entrepreneurial development; attract foreign
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and domestic investment and create business opportunities. It focuses on 4 cross priority areas: Trade
Expansion, Labour Productivity, Trade Support Institutions, Business Climate. The PSDS is primarily a
strategy to be implemented by the private sector, with some government support.
Economic Diversification Drive (EDD). The EDD strategy is at the centrepiece of the Government’s
economic diversification efforts, and in many ways seems to supersede earlier initiatives such as the
“Botswana Excellence” strategy. The EDD is formulated in two phases: Phase I – the EDD Short-term
Strategy, and Phase II – the EDD Medium-to-Long Term Strategy, 2011-2016. The EDD Short-term
strategy is focused on local procurement, preference margins and citizen economic empowerment. It is
intended to ensure that procuring entities support local manufacturers and service providers by promotion
of local procurement through preference margins. The programme is applicable to procurement by
central and local government, and by parastatals. Phase II of the EDD comprises the Medium to LongTerm Strategy, which “envisages diversification of the economy through the development of globally
competitive enterprises that need little or no Government protection and support”.
The program comprises seven thematic areas:
(i)
Sectoral Development and Business Linkages
(ii)
Export Development and Promotion
(iii)
Investment and Finance
(iv)
Quality Control, Standards and Production
(v)
Technology Development, Innovation and Transfer
(vi)
Research and Development
(vii)
Entrepreneurship Development
The EDD Phase II will be promoted by a new body, the National Economic Diversification Council, and
supported by seven thematic teams. To date, Phase I is in operation, while Phase II is being finalized
after approval by the cabinet.
Reservation Policy. Entry to certain activities is regulated and restricted to citizens only (so foreign
ownership is not permitted). The scope of reserved activities, while fairly narrow, has gradually been
expanding. [What are the covered activities and recent new additions?]
“Hub” Projects. Six specialized structures - termed hubs - have been established in agriculture,
diamonds, education, health, innovation and transport to drive diversification and growth. These areas
have been selected on the basis of several considerations including increasing efficient utilisation of
existing areas of strength, resources and capacity, exploiting regional opportunities and emphasising the
development of a number of niche opportunities. The Hubs comprise a mixture of ongoing and planned
physical projects, investment promotion initiatives and regulatory/policy reforms. To date, hub coordinators have been appointed, attached to the relevant ministries, with small support staffs.
Agricultural programmes. There are several agricultural programs funded by the government. The
programs aim to make agriculture competitive and reduce the country’s reliance on imports of agricultural
produce that can be viably produced locally. The programs offer financial assistance and technical
assistance. The programs include: National Master Plan for Arable Agricultural and Dairy Development
(NAMPAADD), Integrated Support Programme for Arable Agriculture Development (ISPAAD),
Livestock Management and Infrastructure Development (LIMID).
• NAMPAAD: the primary objective of is to promote the commercialisation of agriculture, to make it
competitive and reduce the country’s reliance on imports of agricultural produce that can be costeffectively produced locally. This programme focuses on dairy, horticulture and rain-fed farming.
NAMPAADD has no financial assistance component. Instead it assists farmers with the preparation of
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business plans for loan applications to financial institutions. It also operates demonstration farms.
• ISPAAD:
provides support for rainfed crop production, particularly small-scale farmers.
Approximately P200 million is spent annually on ISPAAD.
• LIMID: one of the main agricultural support schemes and is composed of animal husbandry and
fodder support, water development, co-operative poultry abattoirs for small-scale poultry producers.
Assistance is extended only to resource-poor farmers.
• Veterinary services: are provided for the agricultural sector, primarily the cattle industry (beef and to
a smaller extent, dairy). Much of this is support for disease control (e.g. FMD), and for meeting SPS
and related requirements for access to the EU market.
The activity breakdown of these companies is shown below.
• Table 2: Manufacturing DAOs by sub-sector
Sub-sector
Number
Diamond cutting etc
7
Vehicles & parts
8
Paints, chemicals
9
Plastics, fiberglass
17
Furniture
20
Brick & concrete products
20
Metal products
20
Food processing
26
Other & unknown
27
Textiles
31
Source: MFDP
Marginal Effective Tax Rates (METRs)
The METR measures taxes paid by a marginal investment as a share of the required before-tax rate of
return on that investment. The METR depends on:
• headline profits tax rate
• capital allowances
• any other taxes (e.g. mineral royalties)
• allowable depreciation rates for tax calculations
If there is no investment (capital) allowance and tax depreciation exactly reflects the economic
depreciation of physical assets, then for an equity-financed investment the METR will equal the statutory
tax rate.
The METR calculations here reflect:
• the three different profits tax rates in Botswana: standard - 22%; concessional (manufacturing, IFSC,
BIH) -15%; and mining - variable, 22% - 55%.
• initial capital allowances: industrial buildings -25% (but subject to 5-yr limit on loss carry-forward);
and mining - 100% (no limit on loss carry-forward).
• depreciation allowances - generally aligned to economic depreciation (no wedge);
• withholding taxes (WHT) on dividends: standard rate 7.5%; IFSC 0%
• other taxes - mineral royalties: 3% - 10%
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Table 3: Illustrative Examples of METRs108
Sector
IFSC
Concessional (manufacturing, BIH)

METR
15%
21%
28%

Standard (e.g. services, construction)
Mining – diamonds (35% formula rate)
40%
Mining – diamonds (standard rate)
28%
Mining – gold (standard rate)
23%
Mining – coal/copper (standard rate)
22%
Source: own calculations
These results illustrate that effective tax rates are close to statutory rates. The 100% capital allowance in
mining is beneficial and largely offsets (or more than offsets) impact of royalties.
The table below shows the breakdown of government revenues in FY 2010/11 (revised estimates, Feb
2011)
Table 4: Sources of Tax Revenue, 2010/11
P mn
% of total
Total
29,768
Mineral Tax
2,728
9.2%
Customs Pool
6,004
20.2%
Non-Mineral Income Tax
5,806
19.5%
Sales Tax/VAT
4,668
15.7%
Mineral Royalties and Dividends
6,589
22.1%
Other*
3,973
13.3%
Memorandum items
Minerals total
9,317
31.3%
o/w Banks’ corporate tax
470
1.6%
Manufacturing (concessionary)
80
0.3%
IFSC
14
0.05%
Sources: MFDP, BoB, BURS, IFSC
Notes:
(i)
“other” includes fees, charges, vehicle taxes, BoB dividends, interest, sale of property etc.
(ii)
non-mineral income tax includes both personal and corporate tax; the split between the two is
approximately 35% personal 65% corporate
(iii)
the share of mineral revenues in total revenues was relatively low in 2010/11 by historical
standards, due to impact of global financial crisis
(iv)
the banks are largest contributors to non-mineral corporate tax, and contribute approximately
16% of total.

108

These illustrative METRs are derived for examples with a pre-tax IRR (on a cash-flow basis) of 30%. They are 100% equity financed
and pay out 100% of post-tax profits as dividends.
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Table 5: IFSC Details
FY2008/9

FY2009/10
35
P59m

FY2010/11
42
P13m

# of accredited companies
Taxes paid by IFSC companies
P87m
GoB
Subventions:
- operations
P7.4m
P9.4m
P9.3m
- legal review
P1.0m
P2.0m
Aggregate capital IFSC companies
P6 billion
P8 billion
P4 billion*
Source: IFSC Annual Reports
Note: derived from survey of IFSC companies. *definition changed
These figures result in average tax rates – calculated as % of value added – as follows, for 2010-11:
Table 6: Effective Tax Rates
VA
Tax
Effective rate
Non-mining*
42,358
5,806
13.7%
Mining
31,561
2,728 (a)
8.6%
Mining
9,317 (b)
29.5%
*Excludes non-taxpaying sectors (agriculture, water & electricity and government); includes taxes on
employees.
Notes: (a) mining income tax only; (b) includes royalties & dividends
Financial Assistance Policy. The FAP was a subsidy scheme focused on manufacturing and non-cattle
agricultural activities that operated from 1982 until 2001. There were various components to the scheme,
but the main element was an employment-related grant available to new or expanding medium- and largescale firms over a five-year period, and to small-scale firms as a one off payment. The scheme was wound
up after its 4th Evaluation (BIDPA, 2000), which found that it had little success in creating sustainable
firms and employment, and was subject to increasing abuse, especially for small-scale FAP grants. As a
result, the cost per job created had risen excessively. Although the FAP scheme has not operated for some
years, it is important as it provided the foundation of investment incentives for nearly two decades. When
FAP was wound up, it was replaced by subsidized lending from CEDA.
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