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Abstract

The major objective of this article is to indicate how Botswana may achieve the industrial
development envisaged in the economic linkage model and thereby generate sustainable
employment that would lead to poverty reduction in the country. The findings of the
study are that poverty reduction through industrial-based economic growth that leads
to employment creation is the most effective way of dealing with poverty. This conclusion
is supported by empirical evidence on poverty reduction from China, Indonesia and
Singapore. For Botswana, evidence suggests that the public sector is now saturated
and can no longer be a major source of employment. Therefore, the policy shift to an
industrial-based economic growth for employment creation and poverty reduction under
the Citizen Entrepreneurial Development Agency (CEDA) is a step in the right direction.

1.0 Introduction

Even though mineral-based economies (MBEs) like Botswana’s often experience rapid
and high rates of economic growth, the benefits of this growth do not generally “trickle
down” to the majority who are not fortunate to find employment in the booming mining
sector. As a result, despite their abundance of wealth, the incidence of poverty in these
countries is often very high. Several factors have been found to account for this
paradoxical outcome. First, MBEs are prone to enclave development in which the
booming mining sector has limited backward and forward linkages with the rest of the
economy (Radetzeki, 1977). As a result, they have limited employment from the
backward and forward linkage industries. Second, mining is generally capital-intensive,
which means that very few people would benefit directly from the sector through
employment. Third, MBEs are generally characterized by an ever-widening wage-
productivity gap which is due to intense labor bargaining for government to close the
gap between wages of those employed in the booming sector and those of other sectors
of the economy. The spending process that ensues from this is said to lead to the “Dutch
disease” - de-industrialization and de-agriculturalisation (Corden and Neary, 1986; Auty,
1993).  This means that, unless these problems are overcome by policy, employment
creation from agriculture and the industrial sector will be small. Fourth, most MBEs
are small in terms of both GDP and population size. Consequently, they are not able to
take advantage of economies of scale unless they produce for export markets (Briguglio,
1998). In terms of employment generation, this means that unless firms are able to
penetrate world markets and thus achieve economies of scale, they will only be able to
generate employment for a few people.

, Botswana is an MBE. The country has experienced a diamond-driven high and
rapid economic growth over the last three decades. However, many commentators
hfwe argued that because of prudent macroeconomic policies, the impact of the Dutch
disease has not been significant to adversely affect industrial development in the country
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(Harvey and Lewis, 1990; Hill 1991, Sentsho, 2000). Rather, the country’s weak industrial
development is mainly due to the enclave nature of mining and the weak industrial base
the country inherited at independence. This article argues that, rather than being a
threat to industrial development and poverty reduction, mining offers government the
opportunity to initiate industrialization through the provision of economic incentives.
The objective of this article is therefore to indicate how Botswana may achieve industrial
development envisaged in the linkage model and thereby generate sustainable
employment that would lead to poverty reduction in the country.

The article is arranged as follows: section 2 covers the literature review, while
Section 3 discusses the economic linkage model and poverty reduction. Section 4
discusses the application of the model to Botswana, while section 5 is the conclusion.

2.0 Literature Review

The literature on economic growth and poverty reduction generally focuses on four
major questions (Quibria, 2000). These are (i) what is the fundamental cause of poverty?
(ii) How does economic growth provide a solution for poverty? (iii) What type of
growth is good for poverty reduction? And (iv) what kind of environment is conducive
for such a growth?

According to Kannan (2000), there are at least four causes or views of poverty.
First, poverty may be caused by inadequate intake of food (endemic hunger) or
unavailability of food (famine). Second, poverty may be due to an individual’s lack of
access to basic needs like food, shelter, clothing, safe drinking water and ownership of
productive economic resources. Third, poverty may be caused by lack of economic
empowerment which may be due to inadequate basic education and health care as well
as denial of political rights for self-determination. Lastly, poverty is said to be. c'aused
by deprivation from basic entitlements and capabilities for maintaining a minimum
standard of living. . ‘

On the second question, Quibria (2000) points out that economic growth is the
key to poverty reduction because it increases employment creation and hence govemrr.lenj
income to provide social services. This perspective is supported by the “Job§ for Afr.wa
Report (1997) of the International Labor Organization (ILO) wing of the United Natlons
Development Programme. According to the report about 50 percent of people in Sub-
Saharan Africa will be living below the poverty datum line in Fhe 2000s. Furthermore,
the report points out that the solution to this problem is for Africa to launck
“...investment-led growth strategies that maximize employmen? and reducg poverty
(ILO, 1997). On the environment that is conducive for economic growth with equlty,
studies by Quibria (2000) and Oxfam (1997) emphasize trade openpess, macrpecgnqmlc
stability, market orientation, investment in physical and human capital, sound institutions
and good governance.

: Egmpirical studies also reveal an interesting relationship based on the “grovxfth
elasticity of poverty reduction.” According to Oxfam (1997), a one percentage point
growth in East Asian countries like China, Indonesia and Malaysia reduces the.number
of people living below the poverty datum line by around 3 per'cent or more. Tl;lls figure
is estimated at 2 percent or less for Africaand 1 percent for Lgtm Amencfa.‘ Furt er;nore;
the study points out that between 1970 and 1990, “China lifted 175 million people 0:0
of poverty while the population increased by 300 ml.lllOH. Ind'onf’:’s:a hfﬁed ;);,;;~1
million people out of poverty while adding 60 million to its population” (Oxfam, ;vt;’-

The most impressive record of poverty reduction .through ecox:jc:lrpchgro
and employment creation is that found in Singapore. According to Zahralddin-Aravena
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(1998), at independence in 1959, Singapore had no sources of income except a deep-
water harbor. There was widespread poverty, with most people depending on gambling
and opium. However, within a period of three decades, Singapore had transformed itself
into an industrialized country. Today, “Singapore is a seeming utopia, free of crime,
poverty, litter, graffiti and unemployment” (op cit: pp9). All these came about because
the country pursued industrial-based economic growth with equity.

3.0 An Economic Linkage Model and Poverty Reduction

Industrial development in mineral-based economies (MBEs) is based on the concept of
economic linkages. There are several types of these linkages through which a booming
sector may be linked to the domestic economy (Freudenburg and Gramling 1998; Turok,
Ivan 1993). These include the backward linkage in which an incoming firm purchases
inputs from domestic firms, the forward linkage in which the output of an incoming
firm is used as a productive input in the domestic industry and the fiscal linkage which
accrues to government in the form of royalties, taxes and dividends, as well as the
public goods linkage which is mainly the use of the proceeds from the mining sector for
recurrent and development expenditure in the public sector.

These linkages have important implications for industrial development and
poverty reduction ina resource-based economy. First, in a case where the above linkages
are very limited between the booming sector and the domestic economy, the country
may experience what is known as enclave development. This path of economic
development is generally characterized by limited industrial development and hence
limited employment creation and poverty reduction. This is illustrated by the left
trajectory in Figure 1.

Figure I Industrial Development for Poverty Reduction in a Resource-Based Economy.: Botswana
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Conversely, if the booming sector is linked to the rest of the economy through all
or some of these important linkages, the country would have what is known as integrated
development (Freudenburg and Gramling 1998; Turok, Ivan 1993). Figure 1 also gives
an illustration of the evolution of industrial development and economic diversification
under this development scenario. The figure shows that under integrated development
scenario, a country will generally have a substantial amount of revenues from the booming
sector to provide the required infrastructure and economic incentives in order to initiate
industrial development and employment creation for poverty reduction. Ideally, the
linkage model suggests that these industries should range from the first generation to
the n® generation industries.

4.0 Application of the Economic Linkage Model to Botswana

According to the economic linkage mode} employment for poverty reduction may be
achieved through two channels, namely, the public goods sector and the industrial sector.
This section gives a brief outline of how these sectors have performed in Botswana.

4.1 The Public Goods Sector The public goods linkage comes about as government
uses the revenue that accrues to her from the mining sector to provide public goods such
as infrastructure, education, health care and the provision of public service in general.
The provision of these essential services provides employment which is essential for
poverty reduction. Because Botswana was ruled from South Africa from the year of
protectorate declaration in 1885 to independence in 1966, the creation of the public
sector was perhaps the first form of employment creation that had a bearing on poverty
reduction. With the discovery of minerals soon after independence, the public ser\.'ice
continued to expand and absorb almost all graduates from high school and tertiary
institutions. It was only in the 1990s, when it became evident that government could no
longer continue to absorb all the educated manpower that graduates were allowed to
seek employment in the private sector. Nevertheless, as indicated in Table I, government
remains the largest employer in the country, followed by services, manufacturing and
finally the country’s major engines of growth, mining and agriculture. o

An important development today is the call for increased product}vxty in thf:
public service and the rest of the economy in general. As part of this exer'c1se., there is
a call to “downsize” the public service to a manageable level and. to anat}ze some
government departments in order to make them efficient and effective in their service
delivery. This policy means that the country’s future employrpent needs no logggr rest
with government as a major employer, but with the industrial sector. Thus it is the
industrial sector that is expected to become a major source of employment for poverty
reduction in years ahead.

73



SI834 SOOLRA ‘SEHAfAG [BIMSHAG 10FD MO

‘samdyy Areumunjald # 17 ipusddy w
soyex afireyoxs Smsn sBururea Bodxs S0 [85Y 01 TR B sSumures 1odxs [6a1 WOY PIPSATUO ey
IO JGO Fusn saumBy eai 0} [PURNO WOY P Tures) 1ody [y PUE FUAATY UMD 165
“Kot]og SoUTISISSE [PIoueUL] = gV ‘anyrpuads jusudofaaq = amdvg ag

‘amyfpuadxg juaLmosy = amydxg 0oy A = A% U] = JIIEIN 0 [B3U30) = JA00) USD famymouBy = oy :saoN
2 ¥ oL £ z 085262 14 sZvv8  wleevl | ZZ L€ 95 | s8¥99 | 92 65 €U ve | 0SvSS 126661
F+3 12 oL 8¢ 4 BLLYER (VA Y928 OVELSL [S 4 Tey | 00080 | €€ 9 T 9t | 08¥81S |96/5661
[+ € [ 4 00£1€2 bag:1 TWIEL TGSt | 202G viv | E9'C6ET | 1ZE 9 (213 6€ | 05'L¥eY |56/v66L
43 [4 oL g€ 4 002162 1094 ¥.'60L LLesst | LV 66t §26 | L8€0ET | 9€E 9 891 v | osoolr |veee6lL
[43 v 6 £ z 002922 1694 8r'ove evvipl | € €SH g2y | 8L0682 | £€€ €9 x:]) ¥y | 00'9ISH (£6/266)
e ¥ 0L £ € 005222 0594 Z108L eLoveL | 2T S vob |ezviez | 6vE 5] -3 v | oe'1zsr |T666L
2 € e € 008222 196} ELphL gs08lL | 21 8 vor |osovez | €€ ¥9 gFl Ly | ovzsey [16066L

-4 ¥ oz € 00586} Sivk HOEL 96596 Ve 82 965 | 0s908Z | Ve s'9 (X 78 &v | ociiee {08/8861
' ¥ v sE € 002944 60°Es 108 €992l | S 8T 085 | 09€89C | SOV s9 691 S | 05Z0i6 |ea/e8sl
[ ¥ 0 S ¥ 00809} £204 \¥'256 88086 [ 20 4%t 06s | vryaLz | Sy €9 ZoL 29 | oLseoe 8806k
[ S o £ 12 0020%4 >4 [-TN¥1:} 095 | 8§ 82 195 | 16196'L | SO 95 6vt Ly | 01969z |18/9661

2 9 6 or ¥ 005€Z4 a0l TSISEL weLL Yy v o¥s | bL05°L | 89F %] [543 55 | oooeve |9e/seel

82 9 8 6 £ 008944 8.9 2Lt 68'669 9t TE €15 | 9000l | 88 147 veEl €9 | 08152z [semB6l

62 L 6 o S 00004 %'y PLacAnt 0829 6v  v6l 9y | 266208 | 208 s x4} g | ozi012 |veresi

2z L L Vi 2 005001 Z€ 2008 L2685 98 6. (33 zevee | asr [X°] - X4} g2 { ovvest [esre6i

-4 L ] v v 002004 8L2 9€'69L sgely | o2 o6 -4 wees | e It X8 6 | osezar {eenest

>4 L 8 s 00¥6 ovaLT 1992€ | €2 €T 662 ¥LiS | VeE 19 zet S01 | 00LISE |18/0061

= 8 L o€ ] 00vE8 82592 SBEYE | €2l ZTEE 6Z¢ | €9609 | 162 1 zyL Lti_| 0008EL .

seonIes a:z!“ ey woo  ouby :Nﬁ e .usmwm owﬂw,m el 10040 SRBUW |(UoHiw ‘d) | Buu  deywe W00 e ouby [(uomw ‘d)] J8eA
wew ol ERL 0% waukopus [ V4 weg ‘90| enuenay 80D 10 % ‘AOY OO Qo feed J0 % 40O Pey

DUDMSIOF Ul fuudD)duT [D10] PuD 2.IPUSANT JUBUNIZACL) ‘INUINTY IUIULIIAOD IDFY ‘JTD [09Y 01 S| J0 uoynqLauo) annv.wdwo) v 7 oL

74



4.2 The Industrial Sector A major advantage of MBEs is the abundance of mineral
wealth which can be used to initiate industrial development through the provision of
economic incentives. The industries that emerge as a result of this policy would be
important for the creation of sustainable employment and poverty reduction. Botswana’s
major effort to achieve industrial development started with the Financial Assistance
Policy (FAP) of 1982. The policy offered financial grants to firms which produced
goods and services for either the domestic or foreign markets. Furthermore, the policy
encouraged production methods that were labor intensive as a means of maximizing
employment creation for poverty reduction. Table 1 shows that a substantial amount of
funds were put into this scheme. However, when the scheme proved unsustainable due
to problems of institutional capacity and widespread rent-seeking, it was closed in the
year 2000 and replaced by the Citizen Entrepreneurial Development Agency (CEDA).
CEDA continues with, among others, the objective of achieving industrial development
for employment creation and poverty reduction. The scheme provides interest-subsidized
loans to citizen-owned firms with potentially viable and sustainable projects. It is hoped
that through this scheme Botswana will achieve economic diversification by (i)
diversifying the agricultural sector into horticulture, poultry and dairy farming, (ii)
manufacturing into both low-tech low-labor skill manufacturing and high-tech high-
labor skill manufacturing; and services into financial services, tourism and transport.
All these are expected to generate employment for poverty alleviation in line with the
predictions of the economic linkage model. If this can be realized, the share of
employment in agriculture, manufacturing and services will be expected to increase
significantly and reduce the country’s current high incidence of poverty.

5.0 Conclusions ’ '
The major objective of this article was to indicate how Botswana may achieve industrial

development envisaged in the economic linkage model and thereby generate sus_tainable
employment that would lead to poverty reduction in the country. The conclusions that
ial development that

emerge from the study are: (i) poverty reduction through industrial de 2
leads to employment creation is the most effective way of dealing w1th. poverty. .(u)
Empirical evidence on poverty reduction from the most populous East Asian countries,
China and Indonesia, strongly supports this proposition. Furthermore, in Sxpgapore,
poverty vanished in a period of about three decades as a resulF of 1ndqstr1al-based
economic growth with equity. (iv) Evidence suggests that the public sector in Botswana
is now saturated and can no longer be a major source of employment. Therefore, the
policy shift to a diversified industrial development for employment creation and povgrty
reduction under CEDA is a step in the right direction. All that is required now is to
make the policies effective in order to realize the industrial development envisaged in

the economic linkage model.
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