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Background

In 1966 at independence after eighty years of British protectorate, Botswana was the third poorest country of the world, suffering from one of the severest drought of its history. Landlocked, heavily dependent on external aid, without industrial base or pre-colonial manufacturing experience, non-existing infrastructure (12 kilometers of paved roads), low educational attainments (22 college graduates), Botswana had one of the lowest GDP per capita in the world.
Since independence in 1966, the country has developed at a remarkable pace, with a more than 7% annual growth rate of real per capita income over the past forty years. The high growth rate, facilitated by mineral wealth, was carefully nurtured by a disciplined fiscal policy and a coordinated program of economic restructuring aimed at reducing reliance on diamond mining and diversifying the economy to manufacturing and agriculture.
Between 1966 and 1974, Botswana was one of the fastest growing countries in the world. Real GDP growth averaged 16% between 1970 and 1974, and sustained high growth continued until 1989. With the discovery of diamonds in 1967 followed by an explicit industrial policy of private sector oriented development of the mineral sector, mining became (and still is) the leading economic sector of Botswana. Domestic savings started to exceed investment and the government ran budget and trade surpluses. The ratio of government revenue to GDP was a superb 50% and peaked to 64% in 1988. In 1997, Botswana graduated into middle income category.    

Currently, Botswana’s GDP is a comfortable $14 billion (2005). Per capita income is $8,800, while real GDP growth and inflation are 7.6 and 8 per cent respectively. The level of infrastructural development and socioeconomic indicators are impressive (with the exception of the AIDS crisis). Botswana has one of the highest foreign exchange reserves in the world, while foreign debt is only about 14% of GNP. Botswana has no internal debt and is a net exporter of capital. 
How did Botswana managed to initiate and sustain such impressive economic performance?

In a nutshell:  Clever minerals policy initiated and stimulated growth, and well-thought long-term development planning was crucial in channeling budget surpluses (from diamond revenues) into public investments that promoted growth and human development while maintaining fiscal discipline.
Part I – Initiating Growth: Critical Challenges and Development Strategy at Independence (1965)
Key Challenges at Independence:

The three major challenges confronting the Government of Botswana at independence related to how to:

1. reduce the negative economic influence of South Africa, 
2. become independent from British budgetary subsidies, 
3. and build a market economy. 
The Political Economy of removing Binding Constraints to Growth: the Government Strategy
· Component I - Renegotiate terms of the South-African Customs Union (1969), create an independent Central Bank (1975), and become independent from the Rand (South-African) Monetary Area (1976). The essential precondition to leverage mineral revenue (and reduce the dependence from British aid within five years after independence) was the renegotiation of the customs union with South Africa, so that state revenue would benefit from rising capital imports and mineral exports – rather than remaining a fixed percentage of total customs union income. This renegotiation was achieved in 1969. At the same time, the Bank of Botswana was established in 1975 to remedy to some of the disadvantages from the continued use of the South African Rand. In fact, while reliance on the Rand helped avoid balance of payment problems and gave Botswana a stable and internationally-recognized currency, it made the country dependent on South Africa’s monetary and credit policies. In 1976, Botswana left the Rand Monetary Area and issued its own currency (the Pula).  
· Component II - Build government and local administration capacity –shifting power from tribal chiefs to the national government. One of the first tasks of the new government was to redefine local government to integrate tribal governance structures into formal state administration. The first act of reform was to replace the tribal chiefs with District Commissioners selected by the national government. Chiefs were made ex-officio members of the District Council, but only with consultative powers. Taking power away from the tribal chiefs while integrating the various tribes in the process of state (and public administration) building was a crucial passage (Chieftancy Act 1965 and Chieftancy Amendment Act 1970), as the tribal large ranchers (the so-called beefocracy) represented the key constituency of the Botswana Democratic Party (BDP the independence party) and supported the ideology of modernization through market development with strong public institutions. Interestingly enough, it was cattle production and exports that first gave the Botswana economy and government revenue the lift-off that was then to continue with diamond revenues. Also, it is important to stress that it was not diamonds that induced professional management of public institutions, but the belief of Botswana’s political and economic (the beefocracy) elites that an open economy supported by strong and professionally managed public institutions would promote export industries (mainly cattle and the meat industry in which they had strong interests). Finally, as part of the process of shifting the power from the tribal chiefs to the central state, in 1967 the government passed the Mines and Mineral Act which vested all subsoil mineral rights in the national government. This decision, which had no explicit industrial policy objective at the time it was made, eventually set the legal foundations for the successful minerals policy and overall development of Botswana. Interestingly enough, the enlightened political leadership of Seretse Khama (the first president of Botswana) spearhead the nationalization of mining rights despite the fact that the major diamond mines were under the control of his own tribe. 

· Component III - Develop the Transitional Plan (1966-68) to rescue public finance, reduce dependence on British aid, and establish sound economic management. In order to achieve these objectives, the government came to adopt the “Transitional Plan for Social and Economic Development” (1966-68) which entailed the following pillars: 1) careful raising and monitoring of government revenue, 2) tight control of public spending (civil service), 3) prudent management of public debt, 4) deliberate and concentrated effort to focus public investment only on projects essential to capital growth. In order to support the implementation of the plan, the government went about developing its bureaucratic apparatus on a professional basis. The government was eager to use skilled expatriates while its people were gaining professional training. It was during the first five to 10 years after independence that the bureaucratic and development apparatus of the state was set up. The center of this machinery has been the Ministry of Finance and Development Planning, which manages and controls the use of public finance and development activities. Line ministries function as implementation agencies.  
· Component IV - Create a stable and conducive business environment to attract foreign private investment (starting with mining). The new political and bureaucratic elite leading Botswana after independence adopted a pragmatic and reformist approach to the modernization and economic transformation of the country, which entailed

· creating a stable and credible political system, backed up by a rational and bureaucratic apparatus implementing development policies;

· opening up the economy to foreign investments, and supporting FDI attraction with both cross-cutting and industry-level reforms (eg. mineral extraction licensing reforms, free repatriation of profits and dividends, etc.) that would ensure policy predictability and reduce investment uncertainty;

· secure long-term government revenues from the investment deals with MNCs through an explicit government-MNCs negotiation strategy (backed up by strong negotiation teams). “A purposeful government that acquires the expertise to deal foreign companies on its own terms need not have a fear of domination by foreign companies, however large they may be. The important word is purposeful – and I believe our government has been able to put together strong negotiation teams, has backed them up with well-worked out negotiation mandates, and has then overseen the implementation of our major agreements with detailed care as well.” Masire, late Vice-President of Botswana and first Minister of Finance and Development Planning.
· Invest government revenues in infrastructure, health, and education to attract and retain foreign investment and create the economic infrastructure to support private sector development;

· Channel government revenues (diamonds) into professionally managed state enterprises  (the Parastatals) that would complement FDI, enable the development of a mixed public-private economy, and build local industrial capabilities to diversify from agriculture to manufacturing and services (more under sub-section A);    
Part II - Key Long-Term Development Policies and Institutional Framework
1. Growth Policy I –  effective institution building of state capacity for economic management and  development policy management;
2. Growth Policy II – effective mining sector industrial policy
3. Growth Policy III – effective management of windfall gains from diamonds

Growth Policy I - Effective economic management and development planning policies
Soon after independence the new political leadership realized that it was necessary to create the institutional capacity at the center of government to establish sound public economic management processes and effectively implement development policies. The government adopted a two-pronged approach to creating an efficient economic management and development planning process by: A) establishing a sound institutional framework and streamlined budgeting and planning process at the center of government, and B) devising effective organizational mechanisms within the institutions/ministries/planning units at the center of government to build both technical and professional capacity of civil servants, and leverage to the maximum extent donors TA through expatriates.

A) Institutional Framework and Development Planning Process (evolution from 1965 to 1987). 
A1 - Institutional Set-Up for Strategy Formulation (Central Government). To draw up the Transitional Plan in time for independence, a small Economic Planning Unit in which there were two professional economists was set up in the Ministry of Finance in 1965. Soon afterwards a Central Statistics Office responsible to that Unit was created. To ensure the maximum coordination in the formulation of economic policy, an Economic Committee made up of all the Cabinet ministers was established and it was serviced by the Economic Planning Unit. 
Public-Private Dialogue for Strategy Formulation. To secure adequate communications with the private sector, a National Economic Advisory Council was also appointed. The Council met twice a year and enabled the government to bring in the private sector through such organizations as the Livestock Advisory Board, the Technical Training Advisory Committee, the Medical Advisory Board, or the Town and Country Planning Board. 
The Transitional Plan was followed by a more comprehensive National Development Plan for the period 1968-73. The placing of the Economic Planning Unit in the Ministry of Finance soon appeared inadequate to ensure coordination between development policies and public finance management. In 1967, therefore, a new Ministry of Development Planning was created with the Vice President, who was also the Minister of Finance, as its Minister. The new ministry was in charge of the development plan and, in close consultation with the Ministry of Finance, also of drafting the annual development estimates. Its duties also involved the negotiation of foreign grants and loans and the supervision of the National Development Bank. 
Coordination Mechanisms within Central Government. By 1970, it became clear that placing the planning and development process in a separate Ministry of Planning did not allow for the necessary coordination with the Ministry of Finance (unfortunately, concentrating the role of minister of planning and minister of finance in one person, but keeping the two ministries separate did not assure an effective coordination mechanism), and actually spread the scarce professional manpower and financial resources too thin between the two ministries, which could not rely on a critical mass of qualified civil servants. For these reasons, the public economic management and development planning functions (and ministries) were combined together again in 1970 under the Ministry of Finance and Development Planning (MFDP). 
Strategic Functions of MPDF. Policy, objectives, strategy, implementation, funding, coordination and control of planning and budgeting were brought under the MFDP, which implemented the following functions:

· Developing sound fiscal and economic policies and overseeing implementation;
· Monitoring national and international economic trends;

· Mobilizing funds from internal and external (donors) sources;

· M&E system for effective control and management of all public finance;

· Providing sound economic and financial analysis and statistics;

Coordination Mechanisms with the rest of Public Administration (Transmission Belt). In 1973/74, the creation of Planning Units in each of the key ministries concerned with development improved coordination and strengthened the planning capacity of line ministries (namely Agriculture, Education, Works and Communications, Commerce, Industry and Water Affairs). Unlike the Finance Units, which had been created when the line ministries were first set up and staffed by finance officers directly posted by the MFPD, the Planning Units had their own planning officers selected from the staff of the line ministries. Around 1973/74, the development planning capacity of the Districts was also built-up and panning officers were posted to districts as Districts Officers and to act as secretaries to the Districts Development Committees which, since their establishment in 1967, had been largely ineffective due to the lack of qualified staff.

Accountability and Key Organizational Drivers. In 1982, all planning officers were absorbed into a Planning Officer Cadre under the control of MFDP which posts them to line ministries like for the finance officers. This organizational structure according to which different categories of professionals  are centrally accountable to the MFPD and assigned to the line ministries was progressively extended to all the key civil servants categories (e.g. economists, finance officers, accountants, etc.) and ensured strong coordination between MFPD and line ministries and facilitated the harmonization of both development and recurrent budgets. 

Central Government Restructuring – Functional Specialization within MPDF. In 1987 the organizational structure of MFDP achieved its current form and was headed by a Permanent Secretary who was supported by the following top central departments:

· Administrative Secretary: controls the Budget Administration Unit (BAU) and supervises the Accountant General, Director of Supplies, and Manager of Computer Bureau and their respective departments;

· Director of Financial Affairs: in charge of government relationships with the parastatals (SOEs), internal audit, Department of Taxes and Department of Custom and Excise (which together accounted for half of government revenues);

· Director for Economic Affairs: controls the Macro Policy Unit, the Project Unit, and the Statistics Office;

· Coordinator of Rural Development: ensures that line ministries allocate proper priority to rural development projects in the formulation of Budget Estimates. 
Private Sector Governance for Industrial Policy Implementation: The Parastatals.
As part of the overall institutional framework devoted to the implementation of development policies, the government created a system of state-owned enterprises (SOE or the Parastatals) that were effectively managed and played a key role in the execution of Botswana development strategy. For example, in 1970 the government created the Botswana Development Corporation (BDC) to promote industrial diversification. Unlike many other developing countries, Botswana avoided establishing a multitude of state enterprises and control boards, but it focused on making a small, manageable number of parastatal corporations function properly (mainly the BDC, the Botswana Meat Corporation (1965), the Botswana Telecommunications Corporation, the Botswana Housing Corporation, the Botswana National Development Bank, and all the joint ventures in the mining sector). 
Control over these organizations was exercised by government representation on the Board, which was appointed by (and accountable to) the relevant line minister and needed approval from the Ministry of Finance to obtain public loans and funding. Even though government directors usually constituted a minority of the Boards of the parastatals and did not interfere with daily management (particularly in the area of pricing policies), they paid special attention to the strategic decisions of these organizations (especially on their investment programs) with the advice and support of the Division of Economic Affairs of the MFDP. 
As a result of this effective and market-oriented governance structure, SOEs and parastatals were never a drain on public finance and actually substantially contributed to government revenues (for example the Botswana Development Corporation paid 8 million pula in income tax in 1982).         

A2 – The Development Planning Process. 
Stage I: Strategy Formulation at Sectoral and Industry Levels. The genesis of the National Development Plan started with the preparation of sector policy papers by line ministries, while at the same time the Macro Policy Unit of the MFDP would undertake an economic review, estimate resource availability, foreign aid, allocations between current and investment expenditures during the Plan period, and provisional sector ceilings. The preparation of these sector strategy papers provided the initial opportunity for dialogue between the line ministries and MFDP. Once an overall policy framework directive was agreed between the line ministries and MFDP, MFDP would submit the sector policy framework papers to the Economic Committee Cabinet (composed by the Cabinet of Ministries, all Permanent Secretaries, the Governor of the Central Bank, Commander of the Defense Force and the Commissioner of Police), which was a consultative body to the Cabinet of Ministries and met on a regular basis (usually twice a year for a two-days meeting) to discuss the sector policy papers with the relevant line ministers and make final recommendations to the Cabinet. The consultation process was not limited to Central Government, but it also involved few rounds of interaction with the Village Development Committees, the District Councils and District Development Committees. 

Stage II: Design/Formulation of Overall Development Plan-Strategy. Once the Cabinet approved the sectoral policy directive framework, line ministries were required to prepare a list of project briefs which would lead to the realization of the targets set forth in the directive framework. The brief would always include the impact of the project on both the development and recurrent budgets, and would go through several rounds of revisions between the line ministry and MFDP. Approved project briefs would then go into the Development Plan, but this would not guarantee funding as each project brief would have to compete with all the other approved briefs and be developed into a complete project memorandum by the Planning Unit of the specific line ministry, before receiving final funding. 
Stage III: Solution Design (Project Feasibility). The preparation of a complete project memorandum usually entailed the close collaboration between the Planning Unit of the line ministry, the MFDP, and the Budget and Administration Unit (BAU) of MFPD. Special attention was usually paid to the institutional and manpower implications of each proposed project, to ensure that the necessary institutional capacity would be there for the successful implementation of the project. Only once the complete project memorandum is finally approved, MFDP would include it into the Development Fund Estimates section of the National Budget.
Stage IV: The Budgeting Process – Reconciling Development and Recurrent Budgets.
The Annual Budget of Botswana consisted of two parts: the Estimates of Recurrent Revenue and Expenditure covered by the Consolidated Fund, and the Development Fund Estimates, covered by the Development Fund. The Estimates Committee (which consisted of the Permanent Secretary of MFDP, the Administrative Secretary of the President’s Office, the Director of Personnel and the Chief Economist of the Project Unit) oversaw the preparation and submission to the Cabinet of both the Recurrent Estimates and Development Estimates sections of the Annual Budget. In this respect, the Estimates Committee played a critical role in reconciling the development expenditures with the recurrent expenditure section of the budget, thus making sure that the incidence of development policies and projects on the recurrent budget would be sustainable. 
Balancing Public Finance Discipline and Development Priorities. The Economic Committee established the sectoral recurrent expenditure ceilings and closely monitored that the impact of development policies on the recurrent budget would be in line with the ceilings. During the process of Budget formulation, every accounting officer from each line ministry or other government agency had to appear before the Economic Committee and defend his/her budget submission. This strict financial discipline ensured an overall balanced national budget and, most importantly, ‘forced’ the government to carefully define its development priorities and realistically allocate the necessary financial and human resources towards them.  
Stage V: Implementation and Monitoring and Accountability Mechanisms.
Once the Annual Budget and Development Plan had been approved, the Government of Botswana also established two effective project monitoring and financial accountability mechanisms that ensured timely implementation of the projects and minimized corruption. 
· First, in 1976 the government enacted the Finance and Audit Act to set the legal framework for the so-called the “warrant, subwarrant, and virement” system which held any accounting and project officer personally accountable for any misuse of public funds. According to the system, no disbursement of funds could take place without the initial signature of a General Warrant and a Statutory Expenditure Warrant by the relevant line minister to the Permanent Secretary of MPDF. Upon receipt of the General Warrant, the Permanent Secretary of MPDF issued several Finance Warrants to the various accounting officers (located in the line ministries but directly accountable to the MPDF) in charge of the specific projects, which in turn would issue a sub-warrant to authorize actual disbursement to the project officers in charge of implementation. This system minimized the risk of corruption or mismanagement of public funds as accounting officers were personally prosecutable and legally accountable for the misuse of project funds. At the macro level, the Cash Flow Unit of MPDF was in charge of constantly monitoring the aggregate public revenue, expenditure, and borrowing.
· Second, to monitor progress in the implementation of development projects and of proper disbursement of the Development Fund Estimates, the government adopted the “warrant, subwarrant, and virement” system as well by making the Planning Unit of each line ministry (but also directly accountable to MPDF) directly accountable to the accounting officer of the relevant Finance Unit (in the line ministry but accountable to MPDF as well) for monitoring both the projects’ financial and physical progress. Furthermore, the Projects Unit of MPDF carried a comprehensive review (the Annual Project Review) of all active projects on an annual basis as a way to monitor project performance and make recommendations on follow up actions. At the same time, planning officers regularly reported more informally on the status of project implementation during the monthly meetings with the Projects Unit of MPDF.  
B) The Organizational Drivers behind Development Policies: Effective Donor TA Coordination and Management of Expatriates (1965 – 1987)
The political leadership of Botswana has been committed since independence to the concept that competent and effective management of the economy and of development policies depends on the quality of the public service. With an initial very low capacity of the civil service at independence, Botswana adopted the strategy of systematically leveraging donors’ technical assistance to build a competent civil service that could effectively manage development policies. 
B1 – Early Donor Engagement and Overall Coordination Strategy. Overall, Botswana’s excellent track record in managing foreign aid can be attributable to the following factors:
1. full utilization of aid funds from the beginning (1965-1970), mainly driven by the commitment to break out of colonial underdevelopment as early as possible. This initial effort towards accelerated implementation signaled to the donors that Botswana was a reliable partner;
2. early harmonization of donors’ interventions with Botswana’s development priorities. In this regard, the Transitional Plan (1965-1967) and the setting up of an effective development planning framework enabled the government to articulate and specify development priorities down to the project level. This in turn facilitated aid coordination, as donors could align their funding priorities with a clear portfolio of government programs and follow a thematic/programmatic approach rather than a project-based approach (for example, while the UK focused on capacity building of MPDF and agriculture, USAID focused on education and manpower development, and CIDA focused on mining and supported the Department of Mines – which played a strategic role in the development of the sector);
3. as part of the development planning process, the government devised streamlined procedures for donor funding administration and procurement;   
B2 – Key Function: TA and Expatriates Management. With the growth of aid funds and, later on, the surpluses generated by the booming mining industry, during the first decade after independence it became clear that the main constraint to development was no longer finance but implementation capacity. To overcome the shortage of qualified civil servants, the government realized that it had no alternative but to rely extensively on expatriates and donors TA to quickly ramp up the capacity to manage development policies. Expatriate manpower budgeting became an integral part of the development planning process and it was centrally managed by the Directorate of Personnel (DOP). Over the first two decades after independence, public sector staffing of central government at the senior and middle levels rose from 717 (with expatriate staff covering 61% of the posts) in 1965, to 2,281 (19% expatriates) in 1972, and finally to 3,046 (23.5% expatriates) in 1982. 
Strategic Drivers. The process of scaling up the capacity of central government institutions mainly through expatriates was accompanied by the explicit government strategy of:

· localizing as early as possible top management positions within the civil service, as a way to support country ownership of major development decisions by putting Botswana nationals in charge (the percentage of expatriates covering top civil service positions decreased from 94% in 1965 to 22% in 1982);

· adopting a gradual approach to the localization of middle-management positions and technical positions, to avoid the risk that an accelerated localization process would adversely affect the institutional capacity to implement development policies. The government adopted a very pragmatic approach to localization and always gave priority to effective implementation of development policies  (as late as 1982 around 52% of middle level professional staff consisted of expatriates);

· fast localization of low-level and clerical staff on the grounds of job creation (96.7% of clerical positions in central government had already been localized by 1969), while continuing to rely on expatriates for technical and science-based positions (as late as 1983, 60% of expatriates worked in science-based and technical positions); 
· deploying the majority of expatriates in executive (line) positions, rather than advisory positions. The focus on implementation rather than advisory role of expatriates brought the following advantages:

· First, at minimum it ensured that development policies were properly implemented, as expatriates were held directly accountable for project objectives (the work got done);

· Second, it helped bridge the gap between design and implementation of development policies, thus igniting an healthy competition among the various departments in charge of implementation;

· Third, having expatriates in line positions helped establish best-practice organizational routines and professional standards for the positions they covered, that were quickly replicated thought the government.       
· subjecting expatriates to the rules and regulations of the Botswana Civil Service (the General Orders Governing the Conditions of Service of the Public Service). Expatriate staff were treated, supervised, evaluated, and rewarded like any other Batswana in the public service, in accordance with the scheme of service under which they operated. Furthermore, they also reported to the Directorate of Personnel (DOP) which was in charge of 1) manpower needs budgeting in cooperation with MPDF as part of the Development Planning process, 2) negotiating with donors both general and bilateral TA framework agreements on manpower assistance required to achieve development goals (duration 3 to 5 years), 3) regularly monitoring the performance of expatriates and conducting a joint evaluation with donors of the TA program on a biannual basis.

· centralizing the management (recruitment, benefits, performance evaluation, etc.) of expatriates in the hands of the Directorate of Personnel and adopting a common remuneration framework based on a TA supplement to basic government salary (very often doubling it). The TA supplement used the British Overseas Aid Supplementation Scheme (OSAS) as reference and supported the harmonization of compensation packages among the various sources of TA and donors. The centralization of expatriates management by the DOP introduced scale economies in the administration of TA, and enabled line ministries to focus exclusively on projects implementation and expatriates’ performance.         
Growth Policy II - Effective Mining Sector Industrial Policy
At independence the Botswana mineral sector contributed about 1% of GDP (32million pula), less than 1% of exports and about 3% of formal employment. By 1985 the sector’s contribution to GDP (2,810million pula), exports, and government revenues had increased to 44%, 82%, and 55% respectively. The government realized from the outset that it had neither the financial resources nor the expertise to embark on a successful program of mineral development on its own, and therefore made the strategic decision of attracting the international private sector to lead the exploration, development, and operation of mines.
· Reforming the Property Rights and Legal Framework for Mining. As the first step to create a conducive environment for private investment in mining, the government progressively acquired all the mineral rights owned by the tribes (Mines and Mineral Act 1967), thus considerably simplifying the procedures for obtaining prospecting licenses and mining leases. Mining companies were spared the frustrations of having to negotiate prospecting rights with several authorities and tribes.

· Building Effective Institutional Governance of Mining. Second, the government built an efficient institutional arrangement for the administration of mineral exploration and development, consisting of:

· The Department of Geological Survey (Key Function: Market Development), which serviced the mining industry at exploration and prospecting stage. The department’s mission was to gather, assess and disseminate all the data on the mineral wealth of Botswana (by directly conducting mineral explorations in areas not covered by private companies), and to both oversee and encourage mineral exploration by private companies (by issuing three types of prospecting licenses – reconnaissance permit, restricted prospecting license, and a prospecting license – to private companies and ensuring – through direct visits and monitoring - that the companies obtaining the license would carry out the explorations agreed upon). Interestingly enough, the department has received substantial bilateral and multilateral technical aid since the late 1970s (CIDA, the EEC, the UK, etc.) to conduct mineral exploration projects that led to discovery of major mines that were subsequently put into operations by private companies. Without such efficient Department of Geological Survey, Botswana would not have achieved the current level of prospecting and mineral development.  
· The Department of Mines (Key Function: Investment Promotion), which provided services at the exploitation or mining stage and was organized in four units (Development and Operations, Inspectorate, Air pollution, and Administration), constituted the main contact point with mining companies and was in charge of promoting mineral investment in Botswana. The department was also in charge of evaluating mining lease applications, monitoring and inspecting ongoing operations and, most importantly, providing technical and professional support to the government’s negotiation teams and directors serving in mining companies. In particular the Development and operations unit was active in investment promotion and provided technical support to the Mineral Policy Committee and the negotiating teams. It was also responsible for the development of small mines as a way to contribute to job creation and diversification of the economy.   
· The Ministry of Mineral Resources and Water Affairs Headquarters (Mineral Policy Committee – Key Function: Negotiation Strategy and MNCs Relations)Negotiation Teams), assisted by the interministerial Mineral Policy Committee, which provided the necessary policy guidance and took the lead in negotiations. The Mineral Policy Committee played a pivotal role (the negotiation function) in promoting mineral development in Botswana by negotiating special agreements with multinational mining corporations. 
Negotiations Teams - Critical Success Factors:
1. Usually, the Committee would develop a specific negotiation strategy for each project and assign a specific well-qualified negotiation team. 
2. The composition of the negotiating team constituted a critical factor and the Committee would pay special attention to the right mix of technical and professional skills of the team before entering negotiations with MNCs on a specific deal. 
3. Experience also showed that maintaining the same team of negotiators through several contract negotiations helped consolidate the experience and tactics of the team and was a winning strategy. Equally, the fact that foreign advisors joined the teams on a retainer basis proved successful (advisors proved to be more effective when they have been retained for a long period of time). 
4. Building the internal capacity (both technical and legal) and taking the lead in drafting the documents used as the basis for the various rounds of discussions with MNCs, as opposed to leaving the initiative entirely to the counterpart, also increased the effectiveness of the negotiation teams. In particular, it often helped reach good compromises between the desire of the government to minimize the duration of the agreements (in order to have enough flexibility to respond to technology changes, mineral prices oscillations, and changes in the development objectives) and the preference of MNCs for longer-term deals to reduce investment and policy unpredictability risks. 
Major Mining Deals and Negotiations: 
	1. Selebi Phikwe copper/nickel mine. Total investment: 397 MBWP of which 37 MBWP was equity. Major shareholders were Amax and Anglo American and the government was allocated 15% of equity free of consideration. The requisite infrastructure, mainly power, water, roads, railways and township were built by the government with donor funding (namely the World Bank, USAID, and CIDA) for a total investment of 56 MBWP. The negotiations between the government and the investors were extremely complex, lasted for a long time, and were finally reflected into forty interlocking agreements.
2. Orapa (1967), Letlhakane and Jwaneng (1982) diamond mines. Following a prolonged series of negotiations the mines were built for an initial investment of 291 MBWP. Orapa and Letlhakane mines were financed 100% by DeBeers through equity. Jwaneng was also financed through an 80% equity subscription by De Beers and 20% by the government. Once the profitability of the diamond mine became evident, the government renegotiated a 50% equity subscription in 1975. Subsequent expansions of these mines (658 MBWP) were financed by internal savings.
3. The soda ash project at Sua Pan was initiated as a joint venture between AECI (52%) and the government (48%). By 1992 the total investment amounted to 870 MBWP of which 428 MBWP from equity (in the meantime Anglo American and De Beers had acquired part of AECI shares), 60 MBWP as loan from Botswana banks, and the rest as export credits. The government and its SOEs (the parastatals) provided 212 MBWP investments in infrastructure.
4. The last major coal mining project at Marupule Colliery was entirely financed by the Anglo American Corporation.            




· Streamlining Regulations and Public-Private Governance of Mining Sector (Fiscal Policy). Third, over the years the government improved and streamlined the legislation and regulations governing mineral development to encourage mineral exploration, and guarantee an appropriate rate of return to private investors while raising mineral revenues to achieve national development objectives. More specifically, the government maintained a fiscal policy towards mineral development consisting of Equity participation, Taxation, and Royalties:

· Equity participation was not merely intended as an instrument to increase government revenues from mining through dividends, but as a governance mechanism to ensure direct government representation on the boards of mining companies. This facilitated a constant dialogue between mining companies and the government that helped align the strategies of mining companies with the national development objectives and, more importantly, enabled the private sector to directly and timely discuss with the government any regulatory or policy issues that would adversely affect the development of the sector. In pursuance of this policy, the government became a shareholder in all major mining projects. It held 50%, 15%, and 48% of the shares of companies operating in diamond mines, copper/nikel, and soda ash/sodium chloride (15% for small mines). The 50/50 partnership between the Government and De Beers resulted from many years of negotiation and cooperation, as well as the special marketing arrangements through the Central Selling Organization. The government also influenced mineral development through the administration of exploration and mining licenses and control of infrastructure. 

· With respect to Taxation and Royalties, mineral projects were subjected to the same tax rate of all other commercial enterprises (40%). The Income Act Tax provided for accelerated write-off schedules for the capital and exploration expenditures. It also provided for special tax agreements on large mining projects, to be ratified by Parliament. Under the Mines and Mineral Act, royalties were considered an allowable tax deduction and, most importantly, royalty rates were not fixed for all times but would be periodically revised/renegotiated with the government according to the gross market value of the various minerals (between 3% and 10% of the GMV). This periodic renegotiation mechanism was supported by effective negotiation teams on the side of the government.     
Growth Policy III. Effective Macroeconomic Management of Windfall Gains from Diamonds 
Large-scale diamond operations started in the early 1970s and ten years later Botswana had emerged as one of the world’s top three diamond producers. With more than 45% of the country’s GDP generated by the mining sector and with diamonds accounting for 75% of exports, Botswana managed to avoid the inflationary and deindustrialization effects (typically draining of resources from the other sectors of the economy to the booming sector) typical of a booming natural resource-based economy (Dutch Disease) by adopting sound macroeconomic policies and effectively managing diamond revenues to support public investment and development programs. 
More specifically, the government has used the revenues from diamonds to promote national income, rather than subsidize different sectors (such as import-substituting manufacturing) and support various interest groups. To maximize national income, a large proportion of the revenues from diamonds have been invested, not in Botswana, but in foreign banks and firms. By sterilizing revenues abroad and executing non-expansive monetary policy at home, the inflationary effects of the diamond boom have been contained. 
At the same time, government’s policies promoted both high saving ratios (20% of GDP during the 1970s and 1980s) and public investments mainly in infrastructure and mining (two-thirds of total investment in Botswana were public). The remaining part of government surpluses (thanks to diamond revenues) not sterilized and invested abroad was invested in education and infrastructure in an attempt to diversify the economy. Rather than using diamond revenues to finance the expansion of the public sector (which has always been under ‘controlled’ growth) or to finance the policy of import substitution, the role of the government in the development process has been indirect, rather than direct, where it has tried to create opportunities for private sector development.       

PAGE  
1

