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Overview

This edition of the BIDPA Briefing discusses
the 2006/07 budget speech. It attempts to
establish whether the Budget Speech isgrowth
promoting, which is a requirement for
achieving the Budget theme. While we
conclude that the Budget is indeed growth
promoting, we also note that thereis still need
for further reform for the budget to fully
deliver onitspotential.

TheBudget

The total proposed budget for expenditure and
net lending in 2006/07 is P22.4 billion. The
expenditure, including an 8% across the board
salary hike, will be financed through revenue
forecast at P24.14 billion, of which 47.0% is
mineral revenues. This shows Botswanas
continued reliance on mineral revenues. Other
major sources of revenue are customs and
excise (22 percent), non-mineral taxes (12
percent) and the Value Added Tax (9 percent).
Thebudget, after taking into account the salary
increase and changes in taxes, forecasts a
surplus of P922.5 million. However, the
surplus could easily swing around due to the
uncertainties inherent in mineral revenues,
which are subject to unexpected changes in
both mineral pricesand demand conditions.

TheTheme

The theme for the 2006 Budget Speech,
“Building an Innovative Economy for the 21st
Century”, isdirected at helping to achieve one
of the major ambitions set out in Vision 2016,
which is to ensure that Botswana is a
“prosperous, productive and innovative
nation”, which can be achieved through
continued growth of the economy. Thus, inthis
Briefing, we attempt to establish the extent to
which the Budget Speech helps achieve
economic growth. This is done through
attempting to answer the twin questions of
whether the Budget Speech is growth
promoting=andwproviding, an environment
under whichthe private sector can grow.

I stheBudget growth promoting?

To have an understanding of whether the
budget is growth promoting or not, we |ook at
expenditure patterns of development
expenditure, as thisis the budget variable that
stimulatesreal economic activity. It essentially
represents government's investment as
opposed to recurrent expenditure, which is a
consumption variable. In addition, we look at
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how such expenditureislikely to affect growth
variables such as investment in physica
capital, investment in human capital and
investment in social capital. We also touch on
tax announcements and discuss how they are
likely to affect growth.

ExpenditureGrowth Patterns

The 2006/07 budget is expansionary. It is
around 8.0% more than the 2005/2006 budget
of P20.58 hillion, and 38% more than the
budget of about P16.2 billion at the beginning
of the Ninth National Development Plan (NDP
9) in 2003/04. 1t also marks the beginning of
the implementation of the Mid-Term Review
recommendation that development
expenditure be increased from 25 percent of
total expenditureto 30 percent by theend of the
Plan period in order to implement more
projectsand enhance economic growth.

Investment in Human Capital

Except for 1997, when the Ministry of
Mineras, Energy and Water Affairs got the
highest budgetary allocation on account of a
specia project, the North South Water Carrier,
the Ministry of Local Government got the
largest share of government's budget between
1998 and 2002. The largest share for this
Ministry went to construction of primary
schoolsin all theseyears. A sizeable sharea so
went to training of the country'shuman capital.
This underlined government's desire to
develop the country's human capital stock.
However, when the threat of HIV/AIDS was
realized in the early 2000s, government
priorities changed towards protecting human
capital fromextermination by HIV/AIDS. Itis,
therefore, not surprising that the Ministry of
State President (under which the National Aids
Coordinating Agency falls) got the largest

Chart 1: Grow th Patterns in Development
Expenditure, 2004 - 2006
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Thus, thisyear's development budget has been
increased from 20.0% of total expenditure in
2004/5 to about 25.6% in 2006/7. This shows
government's determination to boost the
economy and put itinagrowth path.

Budget Allocations

Budget allocations pay testimony to
government'sintentionsto grow theeconomy.

Allocations over the past ten years show
government's shift in priorities from
investment in the country's human capital to
protecting and sustaining it. Allocations also
show government's continued investment in
physical capital over thelast tenyears.

share from 2003 to the current budget year.
Thus, indicates government's objective of
ensuring that previous investment on human
capital is not lost to the economy. Thus, this
years budget seeks to ensure that previous
investment on human capital continues to
contribute to the growth of the economy into
theforeseeablefuture.

I nvestment in Physical Capital

In the last ten years, other ministries that have
predominately been in the top four in terms of
government allocations include the Ministry
of Works, Transport and Communications
(MWTC) andtheMinistry of Minerals, Energy
and Water Affairs (MMEWA). These two
Ministries are largely charged with the
responsibility of providing the economy with




the necessary infrastructure. In the last ten
years, the MWTC's budget has been
channelled towards, among others, the
development of the country's road network
and rural telecommunications. For example,
the bulk (29.0%) of MWTC's budget for this
year is taken by Bitumen, and Trunk roads,
secondary roads (18.9%) and Government
infrastructure improvements (13.9%). Other
infrastructure projects claiming this year's
MWTC's budget include bridge construction
(11.7%) and Air transport infrastructure
(11.5%). These account for 85.0% of the
proposed development expenditure for the

major infrastructure projects, namely, Major
Villages Water Supply and Development at
P282 M, Water Planning and Devel opment at
P159.0M and Renewable Power
Development at P100.7M. These are seen as
infrastructural developments that are needed
for the growth of any economy.

IncomesPolicy

It was reported that the Revised National
Policy on Incomes, Employment, Prices and

Does it provide an environment under
which theprivatesector can grow?

Reforms

The budget reports that the Government
continuesto undertakereformswith aview to
creating a conducive business environment,
including the revision of the Industria
Development Act, to, among other things,
simplify licensing procedures for
manufacturing industries. The Companies
Act has also been reviewed with a view of
simplifying registration of companies.

Furthermore,
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activity has been mainly a function of




government spending, an unsustainable
situation that should be discouraged. The
private sector should recognise that
Government's responsibility is to create an
enabling environment for the private sector to
lead the country's economic activity, not to
have the Government as the leader of
economic activity.

Sill need for further reforms

Despite strides made in providing aconducive
environment for private sector activity, there
are still concerns as regards regulatory and
microeconomic bottlenecks that undermine
efforts to promote economic diversification
and growth of the private sector. Results of a
survey among companies in Botswana aimed
at understanding the costs and constraints
imposed on private businesses by regulations,
administrative procedures and other obstacles
issummarised below:

of the country's privatisation programme was
approved in early 2005. This is cause for
concern, as it puts in question government's
political will to implement the privatisation
programme. Thismay seriously affect investor
confidence on the entire privatisation
programme.

Furthermore, the Budget Speech is silent on
regulation of privatised entities. Experience
elsewhere shows that privatisation better
achieves its desired impact when the
regulatory framework and competition are in
place before privatisation. Any country that
fails to follow this sequence runs the risk of
transforming public monopolies into private
monopolies, which is detrimental to
consumers and the country as awhole. Suffice
to say, thereis no justification for Botswanato
take this risk particularly that the country
undertakes privatisation at the tail-end of the
programme, with wealth of country experience

Recommendations of the study should,
therefore, beimplemented without del ay.

Fiscal L egislation

The budget came up with a number of
amendmentsto both the Income Tax and Value
Added Tax.

Income Tax: The simplification of the tax
system by adopting a single company tax rate
and a withholding tax on dividends as a final
charge is a welcome development as this is
expected to attract foreign investors into the
country, thereby enhancing private sector
development. However, it is questionable
whether this will achieve any tangible results,
as noted above; there dtill remains an
assortment of hassles and impediments that
serve to ward off FDI. Not many foreign
investorswould want to put their money at risk
in a country where serious bottlenecks exist in

areas such as accessto land,
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69.1% of the companies identified the
availability of trained and skilled staff as the
major obstacle to the growth and operation of
companies in Botswana. Crime, theft and
disorder were aso identified as a major
obstacle, followed by low labour productivity
with 67.1% and 62.8%, respectively. 62% of
the companies felt that the cost of premises
was a major obstacle, while 60%, 58%, 56%
and 46.95 of the companies felt that the major
obstacles were cost of financing, cost of
telecommunications, accessto land and cost of
electricity respectively. 45.4% said HIV/AIDS
and related diseases and 44.4% said access to
financingweremajor obstacles.

The existence of these administrative
bottlenecks presentsachallenge. Thiscallsfor
a concerted effort by government to address
thebottlenecks.

Regulation, Competition and Privatisation

As noted elsewhere, apart from a mention of
privatising the Government Employees M otor
Vehicle Scheme (GEMVAS), the budget
speech is silent on the country's privatisation
programme, which is quiet surprising, given
that the Privatisation Master Plan, which is
expected to pave way for the implementation

fromwhich Botswanacan|earnfrom.

The passing of aCompetition Policy inAugust
2005 by Parliament iscommendable. But if the
timeit hastaken Government toimplement the
Privatisation Policy is anything to go by;
chances of the Competition Policy being
implemented in the next three years are very
remote, which rai sestwo key questions:

@ In the absence of a regulatory
framework in most sectors, how will
Government ensure that privatised entities,
some of which are monopoly companies like
the Botswana Power Corporation, Water
Utilities Corporation and Botswana Railways,
do not charge exorbitant profitssince thereare
no effective and independent regulatory
frameworks in place to regulate their
activities?

(b) In the absence of a Competition
Authority, how will anti-competitive
practices, such as price rigging, resale price
maintenance, price collusion and exclusive
dealing, which are likely to increase after
privatisation, be handled?

It isimperative that the implementation of the
Competition Policy be speeded up and aproper
regulatory mechanismis put in placeto ensure
that privatisation achievesitsobjectives.

Itis, however, reassuring that the privatisation
agency recognises this and has undertaken an
infrastructural sectors' regulatory study.

maximum tax bracket
becomes applicable above
P120, 000 instead of P100, 000 is aso a
welcome development as it partially
compensatesfor the 16.1% increasein the cost
of living during 2004 and 2005.

Unfortunately, the tax changes did nothing for
those earning less than the old P25, 000 tax
threshold, which serves to widen the gap
between the better off and the worse off. Thus,
Government should have increased their
salaries by more than 8% to compensate them
for not benefiting from the increase in taxable
income which only accrued to those who
earned P25, 000 at thetime of theadjustment.

Value Added Tax: The zero-rating of additional
basic foodstuffs, such as millet grain, millet
meal and wheat grain is also welcome, asit is
expected to benefit the poor. This is because
the poor spend a high proportion of their
income on food, and local studies have shown
that cereal sarethemost consumed foodsinthe
country.

The shortcoming arising, however, isthat zero
rating will not do much for peoplewho haveno
income. It aso has to be noted that such tax
concessions serve to erode the tax base, and
with it the ability of government to provide
targeted assistance to the poor and the
malnourished. Another shortcoming is that
quite a few non-poor beneficiaries will
unjustifiably benefit from the tax concessions.
For example, thereseemsnojustificationfor




zero-rating of the agricultura inputs such as
some pesticides, fertilizers and farming
tractors. If the argument is that they produce
food for the poor, what about pharmaceutical
companiesthat produce medicine for the poor,
building materials companies that produce
input for the provision of shelter, a basic
commodity that the poor need so badly?
Doesn't this constitute compromising the spirit
of ensuring alevel playing field and directing
the scarce nationa resources to their most
productive uses? Or does that only matter
whenwespeak of “Agriculture”?

It is, also surprising that the budget has,
without any strong reason, allowed those who
combine farming with other businesses to
continue to claim farming losses against other
income, which in essence represents a non
agricultural activity tax refund to a tax payer
simply because he claims to have lost on his
farming business. Thisshould be stopped asit
represents a significant drain on revenue from
tax payers engaged in farming and other
businesses.

Budget mplementation

Botswana has suffered project implementation
problems for some time now. Table 3 shows
that for the past five years, the Government has
not been able to fully spend its budget
allocations. This has normally been blamed on
“capacity constraints’. While Government
has consistently expressed renewed
determination to address capacity problems,
the successive budget speeches have decried
implementation problems, suggesting that
even now government hasnot made significant
inroads into solving the problem of capacity
congtraints. It is, therefore, imperative that
authorities ensure that this budget is
implemented fully for it to achieve the
intended objectives. It has to be noted;
however, that project implementation does not
lie with Government alone, but also cals on
the private sector to deliver. In particular, local
companies should endeavor to, not only
completetheir assignmentsontime, but alsoto
produce quality output, asthiswould go along

way in helping to achieve the budget's
objective.

Conclusion

andthe country asawhole.

The VAT zero-rating of additional basic
foodstuffs is a welcome development as this
will be good for the poor in the
country. However, in doing so,
careshould betaken asthisalso
represents loss of income to
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The 2006/07 budget has many characteristics
of a growth promoting budget. First, it is
expansionary, hence is expected to put the
economy on a growth path. Second, it
highlights strides made in providing a
conducive environment for the private sector
to operate. It, therefore, challengesthe private
sector to take advantage of the conducive
environment. However, there are still
administrative bottlenecks that the
government has to work on to further improve
the business environment. These include,
among others, provision of appropriate
manpower and improvement in productivity
levels. -

While privatisation isexpected to help develop
the private sector, the basics for a successful
privatisation programme, such as sound
regulatory framework and a competitive
environment, are not yet in place. It is
advisable to have these in place before major
transactions are undertaken, lest publjc
monopolies are transformed into private
monopolies, all to the detriment of consumers

living during 2004 and 2005.
Unfortunately, zero rating will not do much for
peoplewho havenoincome.

In addition, there seems no justification to
continue to alow offsets of farming losses
against other income, as this represents
significant revenue losses caused by the need
to make refunds to those claiming farming
|ossesagainst other income.

Finally, unless implementation capacity
problems are dealt with, the budget will not
stimulate the growth of the economy, as the
lack of implementation takes away the
mechanism with which the budget is expected
to boost theeconomy.
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This edition of the Bidpa briefing was written by Monnane Monnane and Pinkie Kebakile.
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