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PREFACE

. The title of this study suggests its dual purpose. Firstly,'
it outlines a theory of..direct foreign investment in less
developed countries. Secondly, it examines the Eractice a
-of foreign investment, using the copper-nickel project

' in Botswana as the case study.

The dissertation is divided into three major sections.
Section I briefly describes the political and economic
history of Botswana and discusses some of the major
features of the post—independence political‘eoonomy.

" Section II is a survey of the theory of direct foreign

investment in underdeveloped countries. Chapters 3 and

4 outline a theoretical model and the remainder of the
section attempts to assess the impact of foreign invest-~
ment on a host economy. Although the analysis applies
specifically tQ mineral extraction it is often applicable
to manufactur}ng and plantation investment as well.

- It has to be emphasised that the discussion contained
- in Section II is conducted at the most general level,
The underdeve10ped "country" is an "ideal" type or
paradigm = an eConomy where the great majority of the
population is dependent upon the traditional agricultural
sector, where there is widespread unemployment and under-
employment, and where the distribution of wealth and
income is extremely inequitable. The industrial sector
is small and is dominated by the foreign investor. Such
an account cannot portray the state of affajirs:prevailing
- in a particular country - it is probably=a;maxe'accurate
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description of the paradigmatic African country than of

a Latin American or Asian country. Nevertheless, the
reader must bear in mind that Section II is concerned
essentially with describing a general pattern and,

given its underlying assumptions, must be assessed in
terms cf its internal consisténcy. Peculiar features
~of an existing country, legislation passed by the govern-
ment,‘or particular provisions contained in the agreements
between the company and‘the host QOVernment may modify
conclusions reached in Section II without denying the
validity of the analytical framework. Section II can

be read in isolation from Sections I and III.'However,
because of certain peculiar features of the case study,
the general theoretical analysis is particularly useful.
For reasons listed below, the contents of Section III
frequently rely on estimation and prediction and the
general theoretical framework outlined in Section II
enables us to predict more easily the outcome of events

currently occurring in Botswana.

Section III describes the development of the copper—nickel
industry in Botswana, Although negotiation and ekploration
commenced in 1959, the first shipment of matte was delivered
to the United States refinery in early 1974, Thus many
significant effects of direct foreign investment are

not yet apparent and, as notea above, one is compelled

to rely on a measure of conjecture. Furthermore, because
Botswana is only in its ninth year of independence many
important statistics are, as yet, ilnadequate or unavail-
able, despite the considerable achievements of the

planners and statisticians.
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SECTION I

THE REPUBLIC OF BOTSWANA - an introductory survey




CHAFTER 1

The Political Framework

1,1 Introduction

- — — > s M o S —

" Although the dissertation focuses upon the growth of a

. single enterprise - namely the copper-nickel industry at
Selebinikwe - it is crucially important to appreciate
the broader context within which the industry is situated.

This is particularly significant in the case of a large

. scale mineral extractive industry in a less developed

economy, where the industry in question occupies such a
prominent and pérvasive position in the economy as a
whole. The growth of the mining sector cannot be analysed
‘in isolation from the rest of the economy and the prevail-
ing political ideology.

This chapter commences with a description of the geo-
graphical and ethno-demographic features of Botswana.
This is followed by an attempt to outline the development
‘0of the internal political structure. The following
chapter attempts to provide a brief description and

analysis of the major features of Botswaha's economy.

s e il s B e o . T ——— s w o S o - ———— —— — i S - -

Botswana is a vast country covering some 570 000 square
kilometres. It is part of the Southern African sub~
continent and is considerably larger than Lesotho and
Swaziland, and somewhat smaller than the Republic of

South Africa. The country is landlocked sharing boundaries



with South Africa, Namibia (South West Africa), Rhodesia
and Zambia (see Maps A 1 and 4 2).

Botswana's outstanding characteristic is the chronic
lack of water, a factor which acts as a major constraint
on economic¢ development - agricultural, manufacturing

and mining.

Most of Botswana's development potential is concentrated
in the Eastern sector where the relatively good rainfall
ccmbined with the presence of underground water provides -
| good pastorage making the east excellent cattle breeding
territory.l Moreover the country's only railway line -
iAthe Bulawayo-Mafeking line - runs through the eastern
sector. Segments of this rich cattle breeding area are
“privately owned by foreign controlled companies and white
absentee owners - the Tuli, Gaborone and Lobatsi Blocks
(owned by the Anglo American Corporation/Charter
Consolidated) and the Tati Concession Area (owned by

the Tati Company).

The north-western area of Botswana is dominated by the
large (6 500 square metres) Swampy delta formed by the .
OCkavango River. This represents an important, as yet
untapped, source of much needed water which could be
used not only for irrigation schemes in the immediate
vicinity but also for providing water for the mining and
industrial sectors in theremainder of the country.
Feasability studies are being undertaken to assess the
possibility of using the swampwaters for agricultural

and industrial purposes.

The Southern and Central areas of the country are dominated



by the sparsely peopled Kalahari Desert which is a great
sandveld closely covered by thornbush and grass. Surface
water is non-existent and where borehole water is
available in sufficient quantities cattle ranches have
been established. -

The northern area enjoys a relatively high rainfall with
large tracts of indigenous forest and dense bushveld.
The potentially rich Makarikari salt pans lie in the
Southern portion of this area.

The population of Botswana, including absentees, is
estimated at 671 3792, of which 660 118 are Botswana
citizens. The resident population is estimated at

574 024, of which some 57 per cent is below twenty years

of ages.2

The largest, relatively modern, business centres are the
capital, Gaborone (population 18 436), Francistown

(19 903) and Lobatsi (12 920). The most densely populated
centres ‘are however the areas of the traditional

villages, foremost amongst themi:being Serowe, Molepolole,
Kanye and Mmadinare. Because of frequent absenCe at
‘cattle posts and migration to South Africa it is extremely
difficult to estimate the population of these rural
centres. Approximately 80 per cent of the country's
population live in the eastern sector.

Botswana is peopled primarily by the Tswana who are one
~ of the three main ethnic and linguistic divisions of the
Sotho group of Bantu~speaking peoples of central south

Africa. Many Tswana reside outside of Botswana, particu-
larly in South Africa. The Europeans excepted, there are



also considerable numbers of members of other ethnic
groupings residing in Botswana although the great majority
of these are also Bantu-speaking peoples and are generally

3

subject to the rule of Tswana chiefs,~ the Bushmen being

a notable exception.

The Tswana, although, in Schapera's opinion, sufficiently
homogenous to be classed as a single group, are subdivided
into several subgroups, clusters (which comprise several
different tribes), and into a large number of individual
tribes. The eight major tribes (or, in Schapera's termino-
logy, they would probably be referred to as "clﬁsters")‘
have all been granted portions'of land, as distinct from
the areas of "state land" and the, primarily white owned,
freehold territory. Thus Botswana is divided up into two
large tracts of state land, the tribal territories of

the Bamangwato, Bangwaketse, Batlokwa, Bamalete, Bakgatla,
Barolong, Batawana and Bakwena tribes, and the freehold
territories of the Tuli, Gaborone and Lobatsi Blocks,

the Tati Concession Area, and the Ghanzi farms (Map B).

Botswana's political status is that of fully independent
nation state. She 1s a member of the United Nations and
the Organisation of African Unity. The country is
governed along Western parliamentary lines similar to
the system prevailing in the United States. The ruling
political party is the Botswana Democratic Party (BDP)
headed by the President, Sir Seretse Khama.

Botswana's road to independence has been an extremely



interesting and thorny one. I will not attempt to describe
the political development of the Botswana Republic in any
detail, and the following constitutes little more than
a chronolocgical outline of the major events influencing

the political history of Botswana.

Possibly the most outstanding characteristic of Botswana"s.
political development is the degree to:which it was in-.
fluenced or; indeed, determined, by events and conflicts
of a far wider nature, events and conflicts which, in
essence, were unrelated to the internal affairs of the
territory. The most important factor influencing the
territory of the Tswanas was the conflict between Boer
and Briton. This conflict eventually, at various times{
involved the British, German, Transvaal and Cape Govern-
ments, Rhodes and his British South Africa Company and
the London Missionary Society in the Tswana territory.
The importance of the missionaries cannot be over-
emphasised - the London Missionary Society sent some

of its most dynamic members to the Tswana territory,
foremost amongst them being Robert Moffat, David
Livingstone and John Mackenzie, and their power and
influence over the tribal chiefs, the British Governments

and the British people cannot be ignored.

Modern political development appears to date from 1852,
when the Sandriver Convention was signed. This acc¢orded
a limited degree of political independence to the
Transvaal and effectively meant that the Tswana ﬁépe
_ faced for the first time by an organised political
" entity. The Convention specifically forbade the Tranéﬁalers
' from encroqching upon Tswana territory. It was, however,

the Transvaal's claim to the Western portion of the



Tswana territory, territory which included the "missionariés'
road" to the north that brought the Transvaal into conflict
with the men of the London Missionary Society, and also
"conflicted with Rhodes' dream of an empire to the north.

The Transvaalers' interest was strengthened by the dis-~
covery of gold in the Tati Area in 1860. In the same year
the Transvalers annexed the Tati Gold Area but because

of the simultaneous discovery of the Kimberley diamond

fields the expected gold rush did not occur and the

annexation was never made effective.

After a series of severe conflicts between the British‘
and the Transvalers the Pretoria Convention was signed
in 1881. The convention attempted to stipulate the
boundaries of the Transvaal but this did not prevent
Transvaal burgers from encroaching on Tswana territory.
The presence of these Transvalers in Tswana territory
led to the establishment of the Republics of Stellaland
and Goshen,5 both of which were in Tswana territory and

crossed the road to the north.

In 1884 the British and Transvaal governments signed

the London Convention, Small parts of Stellaland and
Goshen were incorporated into the Transvaal although

the British ensured that the road to the north remained
open. The Transvaal burgers ignored the London Convention
and began attacking Tswana territory. In late 1884,

after the Boers had raised the Transvaal flag atkMafeking,
a powerful British force under Colonel (later General

Sir Charles) Warren was despatched to the Tswana terr&tory.
British action at this time was prompted by German N
acquisition of South West Africa and the possibility

of a German-Transvaal link-up.



By Order-in-Council of June 1885 the British Government
finally established a protectorate over British Bechuana-
land. On the 30th September 1885 the area South of the
Molopo River was proclaimed British territory; This area
fell under the jurisdiction of the Governor of the Cape
Colony and was known as British Bechuanaland. The area
north of the Molopo River to 22 © S latitude fell under
the jurisdiction of the High Commissioner and was known
as the Bechuanaland Protectorate.

Matters were not allowed to rest there. For one thing

the tribal boundaries had not been determined but, of

more imminent importance, was the granting of the Charter
to Rhodes' British South Africa Company in 1889. The terms
of the Charter gave the Company the right to acquire

the powers necessary for government in an area which
incorporated the whole of the Bechuanaland Protectorate.
Moreover ‘it certainly appeared to be the intention of

both the British Government and the British South Africa
Company that the territory would eventually be administered
in a similar fashion to Matabeleland and Mashonaland. -

Several of the important Tswana Chiefs, ably supported
by the London Missionary Society, objected to the
prospect of being administered by the British South
Africa Company and in 1895 Chiefs Kgama, Sebele and
Bathoen went to London to plead their case. It waé,
however, the Jameson Raid, launched from the Bechuana-
land Protectorate, that put an end to Rhodes' designs.
Furthermore in 1895 the separation between British
Bechuanaland and the:*Bechuanaland Protectorate was
finalised ~ the former was incorporated into the Cape
Colony, and the latter was administered by a Resident
Commissioner directly responsible to the High Commissioner.
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to give maximum authority to the traditional leaders,
the British authorities soon found themselves embroiled

in tribal disputesoof every nature.

By 1920 it had become necesséry to create a Native

Advisory Council to advise the Resident Commissioner

on all matters affecting African interests. Within a

few months a European Advisory Council was formed. In

1951 a Joint Advisory Council was formed. These councils

had no legislative rights and it was this right that
Tshekedi Khama sought most avidly.

| 5

In 1958 Tshekedi was able finally to initiate a motion

in the Joint Advisory Council calling for the establish-

ment of a legislative council. An Executive and Legis-

lative Council was formed although the latter was

decidedly racist in its constitution, the Whites

receiving a degree of representation out of all propor-

tion to their numbers. It was neveftheless a significant

step towards responsible government.

In December 1960 Botswanas first political party, the
Botswana Peoples Party (BPP), was formed, followed in
early 1962 by the formation of Seretse Khamds BDP.

It was decided that talks would be held at Lobatsi in
July 1963 to discuss the granting of internal self rule
to the Protectorate. Pressure was however mounting for
a grant of independence. The proposals of the Lobatsi
Constitutional Conference were accepted by the British
Government and elections<were held in March 1965. The

- BDP gained a landslide victory and Seretse Khama was
elected Prime Minister of the Protectorate's first

African government.



'-_'ll-

The Government tabled its independence proposals in
December 1965, The system of government prevailing in
Botswana is broadly similar to that prevailing in the
United States, with Khama as Executive President of the
Botswana Republic. The most recent elections were held
in 1970 and although certain opposition parties did gain
a handful of additional seats the position of the BDP
appears to be secure. The pan-Africanist BPP appeérs

to be gaining considerable ground in the urban areas -
they hold both Francistown seats - whilst the newly
formed Botswana National Front (BNF) appears to derive
most of its support from the membership of ex-chief
‘Bathoen II, formerly chief of the powerful Bangwaketse

tribe,

After 1910 it appears that the area south of Botswané,
namely South Africa, did not exercise as direct an
influence on events within the territory's boundaries

as it had done in the nineteenth century. This is correct
in a certain sense but the importance of the triangular
relationship between South Africa, Botswana (then
Bechuanaland) and Britain cannot be overemphasised.

In terms of a schedule to the South Africa Act it is
evident that Britain envisaged that the High Commission
Territories would eventually be incorporated into the
Union of South Africa. At the time the British government
proferred the somewhat vague assurance that they would
not hand over the territories to South Africa before the
wishes of the inhabitants had been ascertained. Neverthe-
less, it is evident that both Britain and South Africa
were certain that incorporation of the territories into
the Union would take place in the not too distant future.
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This particular aspect of Botswanas history has been
extensively documented.7 Suffice it to say that none

of the High Commission Territories were ceded to South
Africa, although the expectation that this would
eventually happen was to exercise an important influence

on the nature of British rule in the Protectorate.

When assessing the part played by Britain in the
territory's economic and constitutional development

one must bear in mind Britainbs extreme reluctance to
extend her influence over the territory. In 1885 it

was explicitly stated that Britainb major motive in
according protectorate status to the territory was to’
safeguard the road to the north and to counter German
expansion and the possibility of a German-Transvaal
territorial alliance. Moreover, it appears that Britain
did not envisage bearing responsibility for the terri-
tory's administration for a protracted period. It
appears that, shortly after the declaration of a protec-
torate, it was accepted that the British S8South Africa
'@éﬁéany would assume responsibility for the government
of the territory. Furthermore from 1909, if not earlier,
the British Government appears to have assumed that the
protectorate would eventually pass into the hands of

the Union Govérnment. These factors undoubtedly contribut-
ed to Britain's neglect of the Protectorate.8 Stevens

asserts that,

!

"... there can be little doubt that the British
objective of establishing firm control over the
road to the north was thus achieved. At the same
time the acknowledged primacy of this goal was
destined to have the unfortunate effect of
retarding the social and economic advancement

of the indigenous population and of delaying the
Territory's political and constitutional
evolution." (p. 113)
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A glance at the financial records of the Protectorate
will illustrate one example of the attitude which

Britain adopted towards Bechuanaland's development.

The earliest available financial records are for the year
1899/1900. From this year to 1911/12 it appears that
Britain provided some R 1 044 000 in the form of
grants—-in—-aid after which these grants ceased. From
1930/31 the Bechuanaland Protectorate received small
annual allotments from the Colonial Development Fund.”
The report of the Pim Commission (1933) severely
indicted British policy in the Bechuanaland Protectorate
and, in its concluding rémarks, the Commission noted
that, '

YSpeedy results cannot be looked for and many
.suspicions have to be removed. Nothing would
do more to remove them than clear evidence that
Native prosperity and Native advance in all
directions, both economic and cultural, is the
genuine concern both of His Majestiy's Govern-
ment in the United Kingdom and of the local
administration." (par. 229)

From the mid-1930's it appears that the British Govern-
ment, prompted by the criticism of the Pim Report,
showed an added interest in the development of the
Protectorate. Allotments to the Protectorate under

the Colonial Development and Welfare Acts showed a
small, but steady, increase, the allocation under the
1945 Act (which covered a period of five years)
totalling R 2 033 750. Nevertheless between 1932/33 and
1954/55 it appears that revenue collected by the local
administration constituted some 83 per cent of total
expenditure. Under the 1955 Colonial Development'and
Welfare Act Bechuanaland's allotment was raised to

R 2 668 000. By 1964/65 the annual expenditure from the
Colonial Development and Welfare Fund had risen to

R 1 756 000, '
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Grants-in-aid from the British treasury recommenced in
1956/57 when the surplus balance accrued during the war
~years had been completely exhausted. The delay in
reviving budgetary assistance was subjected to severe

criticism. The Morse Commission noted that,

"In the ten years succeeding the war the policy

of husbanding the Territory's surpluses and

so postponing the day when a grant-in-aid would

be imperative meant that the territory made very
. slight progress; the standards of the public
service which were never lavish, became relatively
depressed to a level from which recovery might
well have been far slower than the decline."”

(p. 42)

Over the period 1956/57 to 1965/66 grants—in-aid

totalled approximately R 22 000 000. During that period

the British Government's total contribution to the
Protectbrate was approximately R 40 000 000. In 1965/66,

the year preceding independence, the grant-in-aid totalled

R 3 740 000 and there was little prospect of this dependency

being reduced in the foreseeable future.
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NOTES TO CHAPTER 1

1

The average rainfall for the whole country is about
450 mm. per annum. In the extreme south west the ,
average is less than 250 mm and in the extreme north

"east it is more than 650 mm. For more detailed in-

formation on rainfall see National Development Plan
1973 - 78, chapter 8.

For a detailled breakdown of the population figures
see Statistical Abstract 1972; Manpower and. Employ=-
ment in Botswana, 1973. Most of the information is
derived from the 1970 Census.

For a detailed analysis of the Tswana group see
Schapera (1953, 1970).

For historical background see, inter alia, Sillery;
Halpern; Stevens (1967). Also selected essays in

. Potholm and Dale (ed).

Despite the Pretoria Convention Transvaal burghers
continued to acquire land in Tswana territory. This
land was acquired either by outright freebooting,

-~ or from unscrupulous speculators and agents, -or

in return for assisting in inter-tribal disputes.
Stellaland and Goshen were acquired in the latter
manner - see Sillery, chapter 6. Also Davenport and
Hunt (eds).

Blue Book C 4588.

See particularly Hailey; Khama, Tshekedi; Stevens
(1972).

Henry, and Spence attempt to rationalise Britain's
attitude towards the Protectorates.

For an outline of Botswana's early financial history
see Financial and Economic Position of the Bechuana-
land Protectorate (1933) Cmd. 4368, chapter III.
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CHAPYER 2

The Major Characteristics of Botswana's Political Economy

2.1 Introduction

Before the implications of the growth of the mining
sector can be assessed the framework within which the
sector is situated must be outlined. I have attempted
thus far to outline Botswana's political history,

and the remainder of this section attempts to highlight
particular features of the politico-economic framework .
I have chosen to concentrate upon three broad feaﬁures
of Botswana's political economy. Firstly, Botswana as a
member of the Southern African region; secondly, the
characteristics of the labour force and the distribuR&on
of income; and thirdly,a brief description of the
economic base - the livestock and agricultural sectorl

\

the mining sector, and the manufacturing sector.

——— . ——————— —— - . - W v o T o

We have seen how so many aspects of Botswana's political
and economic development have been determined by her
geographical proximity to South Africa, or, in general,
by her locational "membership" of the Southern African
sub—-continent. Indeed, some of the most important events
in Botswana's history constituted little more than a
response to a situation prevailing elsewhere in the sub-
continent, and over which the people of Botswana exercis-

ed little or no control.

Botswana's‘membership of the Southern African region



...17.—

has remained an important determinant of her politico-
economic development. The question of the development

potential of Eotswana as part of the Southern African

periphery is an important aspect of the discussion in
Section III. In the present section, I will attempt to
outline, as briefly as possible, the institutional features

of the Southern African region.

Botswana, Lesotho, Swaziland (BLS) and South Africa have
been members of the Southern African Customs Union since
1910.2
ed for free interchange of goods between the member

The 1910 Agreement was extremely brief. It provid-

territories; it provided for a common external tariff

at South African rates; the shares of the common customs
pool were specified by the agreement. Botswana received
0,276 per cent of the revenue pool, Lesotho 0,886 per
cent, and Swaziland 0,149 per cent, the remainder
(96,6089 per cent) accruing to South Africa. Calculation
of these shares was based upon an estimate of the customs
and excise duty content of imports into the High Commission
territories over the period 1906 - 08. In 1965 the shares
accruing to Botswana, Lesotho and Swaziland (BLS) were
adjusted, although the ELS share as a whole (that is,

in relation to South Africa) was not altered. The 1910
Agreement did not permit BLS to protect their industries
against competition from South Africa. Furthermore, no

provision was made for consultation between the partners.

BLS received several clear cut benefits as a result of
the existence of the Customs Union. Firstly, BLS did not
‘have to bear the finanéial'burden of administering a
customs and excise department. Secondly, BLS enjoyed
privileged access to the relatively larée South African

market.
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The disadvantages of belonging to the Customs Union were
equally clear cut. Firstly, the BLS countries were not
permitted to protect their industries from South African
competitors. South Africa, on the other hand, utilised
protective tariffs in order to nurture her infant industrial
sector. The common external tariff was set with South
African priorities in mind and BLS consumers were compelled,
on occasion, to pay a price above the world price to
facilitate the growth of a South African industry. The

bulk of BLS imports were from South Africa but they were
not permitted to protect domestic industries which might

wish to compete with one of the South African suppliers.

Secondly, the BLS Governments were not able to exercise
effective control over customs and excise rates which are
a major source of government revenue and an important
policy variable. Under the 1910 Agreement the growth in
BLS revenue from Customs and excise duties did not
reflect the growth of the BLS economies as a whole, but
rather depended upon the state of trade in South Africa
and the level of its duties. Robson points out that in
1965/66 the proportion of ordinary revenue contributed
by customs and excise duties amounted to 21 per cent,

35 per cent and 32 per cent for Botswana, Lesotho and
Swaziland respectively whereas in other African countries
at similar stages of development the contribution made

by this revenue source amounted to approximately 50 per

cent to 60 per cent.

In general, the BLS Governments were forced to relinquish
control over important aspects of fiscal policy. The
implications of this situation were cléarly outlined

in 1969 when the South African Government imposed a sales
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tax on a wide variety of commodities, many of them
consumer necesSities, affecting the cost of living of

the lowest income groups. The BLS Governments were not
consulted before the imposition of this measure but were
forced to accept it. The action of the South African
Government was subjected to severe criticism and probably
served to emphasise many of the unsatisfactory implications

of the Customs Union agreement.

In December 1969 a new agreement was concluded. The new
agreement is considerably more comprehensive than the
1910 agreemént and many of the provisions'of;the new
agreement attempt, it appears, to overcome some of the
problems outlined akove. At this stage no .attempt is
made to assess the provisions of the existing agreement,
and the following paragraphs merely attempt to describe

the most important provisions of the agreement.

The agreement provides for the free interchange of goods
between the contracting parties (Articles 2 and 3) with
certain exceptions (Articles 11, 12, 17). The customs

duties and tariffs in force in South Africa will be

applied to all goods entering the common customs area

(Article 4). This is similar to the 1910 agreement. There

are however certain provisions which differ radically

from the provisions of the 1910 agreement and it is upon these

that attention will be focused.

Article 6 provides that the governments of BLS may impose
additional duties on goods imported "... to enable new
industries in its area to meet competition from other
producers or manufacturers in the common customs-area".

The duration of the protection is limited to a period
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of eight years. Article 7 provides that BLS may specify
certain industries which are or are likely to be of
major importance to their economies, and request the
South African Government to maintain or increase an
existing tariff on a competing import for a specified
period. Thus the new agreement does afford some form of

infant industry protection to BLS.

Significant alterations have been made regarding the
distribution of revenue (Article 14). The new revenue
formula relates the actual revenue transfer from the
customs pool to the value of each country's imports, and
it attempts to divide the common pool in proportion to
each country's consumption of goods. A multiplier of 1,42
is then appended to the total arrived at in terms of the
formula. Landell-Mills (1971) suggests that the multiplier
is intended to compensate BLS for the price raising
effects of protective tariffs and import quotas, for the
loss of fiscal discretion suffered by BLS, and for the
polarisation of development which inevitably occurs when
underdeveloped regions are linked to a relatively advanced
region in a customs union. The agreement itself does not
attempt to rationalise the use or magnitude of the

multiplier.

Finallyr the current agreement provides for the creation

of a consultative body, the Customs Union Commission,
‘which will meet at least once a year (Article 20).

Various other articies provide for consultation in respect
of particular problems (inter alia Articles 5, 7, 12, 14,
17, 18). |

The implications of the new agreement will be examined

in detail in Section III.
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The 6ther important institutional feature of the Southern
African region is the de facto Currency Union3 existing
between BLS and South Africa with the Rand serv1ng as

legal tender in BLS.

. Certain advantages accrue to BLS from the existence of
the Currency Union. Firstly, the cost of manufacturing

and administering a currency is avoided.

Secondly, and more important, the use of a powerful, well
established currency increases the confidence of domestic
savers and*foreign investors. Furthermore the use of a
single currency facilitates trade between the member
countries.

There are( however, many serious disadvantages arising
from membership of. the Currency Union., Firstly, use of
the Rand effectively means that BLS are providing South
Africa with an interest free loan, insofar as they {(that
is BLS) do not earn anything from the backing of the

currency in circulation.4

Secondly, BLS do not have access to the fiduciary issue.
This is an inexpensive source of finance which is not

available to the BLS planners.

Thirdly,membership of the Currency Union severely
restricts the BLS governments in their use of monetary
policy. The money supply adjusts automatically to
fluctuations in the balance of payments, a surplus in
the external accounts effectively means that currency
is imported. As Muzorewa points out, this means that
BLS cannot suffer from an external payments problem,

but it also implies that BLS cannot control. the supply of money and
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it is possibie that the BLS planners do not consider the
maintenance of external equilibrium to be a major priority.
They may prefer to maximise employment opportunities

which depends on the unfettered ability to finance
development projects which, in turn, is strongly influenced

by the ability to control:the:money supply.

Problems of a similar naturé arise from the existence
" of a common foreign exchange pool. It might be argued
that the foreign exchange pool effectively means that
Botswana faces no foreign exchange constraint and may
import in ﬁnlimited guantities. However, as pointed
out above, the fact that the money supply is dependent
upon the balance of payments acts as the relevant
constraint for if the country wishes to expand the
money supply it will have to forgo imported goods and
services. Furthermore, BLS have to obtain the approval
of the South African authorities to remit funds to the

non-sterling area.

In general membership of the monetary union does force
BLS to relinguish control of monetary policy. They may
not use exchange rate fluctuations as a policy instrument.
Their ability to control the money supply Es severely
limited and credit conditions in BLS will be strongly
determined by the situation prevailing in South Africa.
In essence then both the Customs and Currency Union force
BLS to relinquish a significant degree of control over

- fiscal and monetary policy to the more developed partner,
South Africa. The above is not intended as a rigorous
appraisal of the Customs and Currency Unions, but rather
as a description of the institutional features of the Southern
African region. The implications for Botswana of belonging
to the Customs and Currency Unions will be examined in

greater detail in the case study.



2.3 Labour and the Distribution of Income

The néed to ensure a rapid growth of employment oppor-
tunities and an equitable spread of income is, as shall
be discussed at a later stage, a major priority of the
Botswana planners. Thus discussion of the labour

market and the distribution of income is an important
aspect of the analysis that follows and it is necessary

to describe the existing situation in some detail.

a) Employment and Unemployment

Table 2.1 reveals some important movements in  the
labour force between 1964 and 1971. The economically
active population increased by 1,62 per cent per
annum over the period. Employment for cash wages
increased by 6,f5 per cent per annum and employment
for cash wages in the modern sector increased by
8,28 per cent per annum. The portion of the popula-
tion solely dependent upon family agriculture in-
creased by only 0,75 per cent between 1964 and 1971.
Thus by 1971 8,9 per cent of the population were
earning cash wages, which compares very favourably
with Kenya (6 per cent), Uganda (3,5 per cent) and
Tanzania (2,5 per cent). The proportion of those
actually in receipt of cash 'income increases con-
siderably when the remittances of the migrants working

in South Africa are taken into account.

The statistics do however require closer examination.
In 1964 12,6 per cent of the economically
N

active population were receiving cash wages and

by 1971 this had increased to 18,1 per cent (an



TABLE 2,1: " The Growth in Population, Employment, Labour Force and Migrancy - 1964 — 71

Total Resident . - . Cash Employment]
Resident Population ;kzifi%fi_ Total NOX S?izliiizly Em fgShent Excluding
Population| Aged 10 +| 8 oo asricu 1 proymentt Agriculture
Economically Active Population Aged 10 +
1964 |Males 236 025 153 423 | 35728 1125 4771 100 450 | 25 030 16 598
Females | 266 703" 182 476 1 6 394 125 201§ 118 580 6 630 5 470
TOTAL 502 728 | 335899 |42 122  |250 678 219 030 31 6601" 22 068
1971 [Males 262 121 | 168 621 |48 000  |131 080f 92 024 | 39 056 ! 28 67l
Females | 311 973~ 216 264 12 000" 151 410} 139 058 ] 12 352 11 173
TOTAL 574 094 384 885" | 60 000 . }282 490 231 082 = 51 4081 - 39 844
Average Rates ~ «
of Growth , 1,80 1,85 4,87 1,62 0,75 6,75 8,28
(Total) a AU ok DetodiNNOU IPhet - ANNNVEURRUOUIEY MR A RUUNY R

NOTES: 1 Includes people working on tribal lands, many of whom may be employed only for a brief period.

2 The inter—censal period was taken as being from 31st March 1964 to 31st August 1971, i.e.
7,42 years.

Source: Manpower and Employment in Botswana, Table A.l

Ve
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increase, in absolute terms, of 19 748). When

this is coupled with an absolute increase of

31 812 in the economically active population the

end result is that those relying on family agriculture
alone still increased by approximately 12 000 (1 700
per annum) . ‘

There are no reliable estimates of unemployment and
underemployment in Botswana. The 1973 Manpower Survey
estimates that approximately 5 000 urban dwellers
between the ages of 15 and 54 (that is, 13 per cent
of the age group) were unemployed in 1971. Rural un-~
employment and underemployment is even more difficult
~to estimate. From Table 2.1 it appears that, although
the numbers employed in traditional agriculture

| increased by approximately 5,6 per cent over the
seven year period, the numbers of males employed in
that sector actually decfeased. However, as the
Manpower Survéy points out, this is as much a result of
the rapid increase in emigration of males of working
age as of the growth of domestic cash employment.

Furthermore Table 2.1 does not reveal the importanf
fact that approximately 57 per cent of Botswana's
resident population is under 20 years of age which
means that the planners will be faced in the near
future with the task of providing employment for the
large school~-going population.

The question of absenteeism is discuSsed below but
suffice it to say that assumption 3 is considered
unrealistic. As employment opportunities in Botswana
expand the rdate of emigration is likely to decrease
somewhat and, although undesirable in many respects,
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TABLE 2.2: Projected Growth in the Economically Active Labour
Force to 1978 and 1988 under Alternative Assumptions
of Rates of Emigration and Absenteeism

Alternative ' 1971 - 1978 1978 - 1988

Assumptions . Increase |Average Increase |Average
in Active|Annual in Active]Annual No
Labour {No of Jobs{Labour of Jobs
Force [Required |Force  |Required
1. Continued Emigration .. :
and Absenteeiam 35 734 | 5100 | 79 067 ‘7 900
12, No Emigration, ml' ‘ .
Continued Absenteeis 56 628 3~]QQ : 1z !3% }1‘?99

3. No Emigration, Con- . ‘ ,
 tinued Absenteeism 67 948 9 700 126 602 |12 700
at 1972 level [ L N Y

NOTES: a) "Emigratioh" refers to those permanently absent
from Botswana whilst "absenteeism" refers to
those temporarily absent, usually in employ-
ment in South Africa. o

b) Declining mortality and fertility rates assumed
in each case,. |

SOURCE: Manpower and Employment in Botswana, Table 1.4.

“ there is little réason to expect a decline in the

rate of absenteeism (that is, those who seek work
in the economies of other countries on a temporary
basis). The emigration component is important - it
is estimated that between 1964 and 1971 approximately
36 000 people left Botswana permanently. The Manpower

~ Report suggests that the situation envisaged somewhere
between assumptions 1 and 2 represents a realistic
viewpoint. This implies that between 1971 and 1978
some 6 000 or 7 000 additional employment opportuni-
ties will have to be created each yéar. In the
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following ten year period approximately 10 009 new
jobs will have to be created each year. The 1973 -

78 National Development Plan estimates that during
the plan period 5 300 new jobs will be created each
year, an average rate of growth of employment Of

8,8 per cent per annum .which effectively means that
between 1973 and 1978 the planners expect to absorb
some 80 per cent of the increase in the resident
active labour force in formal sector cash employment.

' They acknowledge that the employment growth rate will
not be as high as 8,8 per cent per annum in the
following ten year period (1978 to 1988) although
over the fifteen year period they expect total em~
ployment in the formal sector to grow by approximately
6. per cent per annum. Thus by 1988 the planners expect
140 000 people to be employed in the formal sector,
more than 30 per cent of the resident active labour

force.

b) Labour Migration

As is the case in most underdeveIOped countries, the
Botswana labour force is charadterised by widespread
niigration between the rural and urban areas. Moreover,
as with all the underdeveloped regions of Southern
Africa, there is considerable movement of labour
between Botswana and South Africa.

The following table indicates that between 1964 and
1971 urban population increased by 32 986 (approxi-
mately 4 123 per annum) whereas urban cash employment
increased by 8 100, approximately 1 013 per annum.
Thus the proportion of the urban population in cash
employment has declined from 41,5 per cent in 1964



TABLE 2.3: Urban Employment and Population Growth,
1964 to 1971

De Facto Urban | Urban Cash Employment

Fopulation (estimate)
1964 21 430 a 8 900
1971 54 416 17 000
Average Annual . S
Growth 13,4 per cent 9,1 per cent

Fstimated Labour

fForce Growth (1) 138 per cent

NOTE: 1) Labour force is defined as that part 6f the
population between 15 and 54 years of age.
'2) In order to calculate the labour force growth
| ratekthe.estimates have had to be weighted to
allow for the higher concentxationkof males -
of working age in Selebi-Pikwe and Orapa, nhew:
towns since 1964. |
SOURCE: Manpower and Employment in Botswana, Table 1.2.

to 31,2 per cent in 1971, implying an increase in
both the number of unemployed and the rate of unem-
ployment in the towns, The Manpower Report states
‘emphatically that "... our estimate of 17 000 is an
absolute maximum for urban employment in 1971, giVing
a maximum estimate for intra-censal growth in the

urban areas" (p. 5).

‘The table below indicates that by 1971 only 54,5 per
~cent of the urban population of working age were:

employed in the formal sector.
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TABLE 2.4: Population Aged 15 to 54 in Urban Areas
in 1971, by Type of Economic Activity
~and Sex
Total Not per “Had per Had per
in Econo-{cent been cent |been cent
Age- mical- active active
Group ly in “|in
15-54 Active Family ; cash
: Agric.| . employ~-
only ment
Males |14 877 {1 190 |. 8,0 | 782 | 5,3 |12 905 | 86,7
_{Females {14 751 | 6 195 42,0 5 320 § 36,1 3 236 |21,9
TOUAL 29 628 | 7 385 |24,9 | 6 102 20,1 (16 141 |54,5

SOQURCE: Manpower and Employment in Botswana, Table 1.1.

It is, more0ver; reasonable to expect a substantial
increase in urban unemployment, as there is little

reason to expect a decline in' the rate of rural-urban

‘migration.'Migration of this nature is encouraged not
only by the rural-urban wage differential or by the
attraction of the city's "bright lights" but is
determined largely by the migrants' expectation of
obtaining employment. Thus as cash employment oppor-
tunities in the urban areas increase so too will the
rate of migration., Pikwe, the site of the copper-
‘nickel development, provides ample verification of
this phenomenon as is evidenced by the rapid growth
of a squatter village at the mine gates, The
population of this village is estimated conservatively
at 12 000.

The extent of inter-country labour migration is alsc
highly significant.5 In 1972 the total number of
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foreign black migrants working in Rhodesia and

South Africa was estimated to total 840 000,
approximately 7 per cent (58 800) of whom wefe
citizens of Botswana. Thus there are at least as

many Botswana in paid employment outside as inside
the country. The migrants are expected to remit
approximately R 1 000 000 per annum to their families
and depeéendents in Botswana. The continuing importance
of the South African labour marketvis succinctly
expressed in a government white paper which noted
that, ‘

"Although the numbers in modern sector cash
employment represent almost 40 per cent of the
male labour force - which is high by the
standards of the developing world - this is
largely due to the large numbers of people who
find work in the mines, factories, and firms of
South Africa ... It is unfortunate that so
many people should be forced to seek work out-
side the borders of this country, it must be
recognised that employment opportunities in
Botswana will only build up slowly, and it

is inevitable that large numbers will continue
to seek work outside Botswana for some years
to come." (Government Paper No. 2 of 1972,
Para 7).

c) The Level of Skills
The Report on Manpower and Employment identifies the

shortage of skilled workers as the major constraint
inhibiting the development of the Botswana economy

and the 1973 - 1978 National Development Plan acknow-
ledges that "in both the private and public sectors

of the economy, the present shortage of local supplies
of skilled and educated manpower has become an acute
constraint upon development" (para 7.21). Skilled

=

\
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employment is defined as including all people who
possess, or who are in a job which requires, some

post primary education or training.,

The shortage of skilled workers is the most important
factor accounting for thedependence upon expatriate
labour. The Manpower Report estimates that skilled

" employment comprises approximately 26 per cent of
total employment in the formal sector, 19 per cent
of these positions being held by expatriates. The
shortage of skills is particularly acute at the
higher level of employment, the proportion Qf
expatriates in skilled employment increasing from
approximately 7 per cent at the primary schooling
level to over 80 per cent of those employees regquir-
ing university degrees, although the Manpower Report
does reveal that only 67 per cent of the expatriate .
eniployees were, in the opinion ¢f their employers,

in jobs requiring post primary education.

The shortage of skilled workers, particularly at
higher levels of education, also serves to explain
the largé earnings differential between those jobs
requiring a high level of skills and those requiring
relatively little post-primary education, training
or experience. The Manpower Report notes that one
of the two most important characteristics of the
structure of wages and salaries in Botswana is the
enormous wage differential between the higher and
least well paid jobs. This assertion is borne out
by Table 4.1 of the Manpower Report which reveals
that Motswana graduates employed in the private and
parastatal sectors earn on average R 228 per month,
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whilst their fellow citizens who possess only a

Form I education (one year post primary) and some

training earn only R 47 per month (the differential

between non-Batswana graduates and non-Batswana with

Form I and training is only R 303 per month as against
R 186 per month). The earnings differential in the public

sector is not as pronounced.

Thus the Botswana planners are confronted with the
_situation of unemployment and a simultaneous dependence
' on expatriate workers. A major priority of the

planners is thus localisation of employment and

a reduction of the earnings differential between

highly skilled and less skilled workers, between

skilled and unskilled workers, and between those
employed in the cash sector of the econonmy and those
reliant on traditional agriculture. This presupposes

the development of a localisation programme, a wages
and incomes policy, and increasing concentration on
the provision of education and training. With these
priorities in mind the planners have attempted to
project the overall demand and supply position of
skilled workers in the Botswana economy.

Thus, assuming that,

a) public sector demand for skilled and educated
manpower will increase at the same rate as
departmental recurrent expenditure in real terms

b) private sector requirements for skilled and
educated manpower will increase at the same rate
as output per sector, and ’

c) wages, relative to other production costs, remain
constant,
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the planners expect the:overai;:suﬁply and demand
position for skilled employment to be as follows:

TABLE 2.5:

Expected Supply and Demand P051tlon for-
Skilled Employment in. 1978.and 1988 by

Level of Requlred Educatlon

school leavers will exceed demand.

b) Errors may appear owing to rounding. '
'SQQBQE:’ManPQWer"and Employment inh Botswana, Table 5.3.

$td. 7{Form I Form IIi FormjV4Degree
1972 Batswana in R : . ~
| Post 2 020 680 6‘39Q‘ 1 150 180
Expatriates : . '
in Post ; 210 70 | ‘820 710 580
1978 pemand .~ |3 700 |1 310 [13'590 | 4 390|1 420 !
Batswana Remaining| ' vn | e . N
Addition from ed. |_, - |, i e .
Expatriates _ - o N
Required. =1 | 2470 1 080 950
1988 Demand - 6 130 | 1 930 |19 090 - {10 490|2 190
Batswana Remaining| , . :
from 1972 1 560 520 | 4 920 880 140
Additions fr. - . | X
led./tr. 1972 - 87 |2 2.060 {16 240 |10 7401 990
[Expatriates - - _ A qen
Required « ' ; ' .,;ﬁp
NOTES ¢ a) Estimates unrellable ‘but supply of primary -

Thus it appears that by 1988 Botswana will be faced
with a small excess supply of skilled and trained
workers in all job categories except those ‘requiring
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The statistics on income distribution contained in
the 1973 - 78 National Development Plan are consider-
ably more detailed.

TABLE 2.6: Number of "Families" by Income Group,
Based upon Income Tax Returns 1970/71 .

® U W N = e

Income per annum (R). Numbers Percentage
0 - 750 . 95 146 97,2
751 - 1 000 - 316 0,3
001 - 1 500 372 | 0,4
501 - 2 000 313 0,3
001 - 3 000 | 479 0,5
001 - 5 000 | ' 740 0,8
001 - 8 000 437 0,4
001 + | 134 0,1
TOTAL 97 937 100,0

NOTES: It has been assumed that each tax payer represents
a family.
SOURCE: National Development Plan, 1973 - 78, Table 1.10.

Thus it appears that only 2 800 families, many of
which were expatriates, earned an income in excess
- of R 750 per annum. Of those Batswana in salaried
‘employment, 77 per ceht earn a mean annual inhcome of
R 300, and only 1,5 per cent of citizen families
employed in the formal sector earn an income in
excess of R 750 per annum.

In the rural areas there are, as is to be expected,
many more Batswana families earning fairly substantial
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incomes, in fact approximately 2:000 Batswana families
earn more than R 750. But there is a marked disparity
in incomes within the rural sector. In 1971/72
approximately 40 000 families earned between R 0 and

R 250 per annum, and approximately 7 000 rural families
earned a cash income of less than R 50 per annum and
grew no crops. These figures do not include remittances

from migrants.

When the impact of the mining sector is discussed
the existing distribution or, rather, maldistribu-
tion, of the national income muéf be borne in mind.
As I shall point out at a later stage, narrowing

of the earnings differential referred to above is

an important government priority and the implica-
tions of mining development will have to be assessed
in terms of this goal. '

2.4 The_Economic_Base

This introductory chapter concludes with.a brief des=
cription of the major sectors of the Botswana economy -
the agricultural sector, the manufacturing sector, and

finally, the mining sector.

a) Agriculture
As early as 1805 Henry Lichtenstein, the famous

traveller, noted that,

"The principal wealth of the country consists in
the breeding of cattle. Their herds are much
more numerous than those of the Koossas (sic)
and they have as great a veneration for them.
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One man alone will sometimes be the owner of
eight or ten considerable herds...".

The economy's dependence upon cattle has continued

to the present day. In 1968/69 livestock was responsible

for 74 per cent of the value added to the non-freehold

rural domestic product and in 1971/72 it appears that
this figure had increased slightly to 76 per cent.’

In 1968/69 livestock exports accounted for approxi=-
mately 67 per cent of total exports. The marketing

of livestock is contrelled by the Botswana Meat
- Commission, a‘coﬂoperative type organisation, which
also controls the large abattoir at Lobatsi. The
‘major export markets are South Africa, Zambia, and

the United Kingdom. The long term prospects for

these markets and the possibility of expanding into

as yet unexploited markets are sound. N

There are, however, important problems associated
with the dependence upcen livestock. Firstly the di=
stribution of this important source of wealth is
decidedly skewed. In 1971/72 32 per cent of the
rural population owned no cattle at all and 40 per
cent owned less than 10 head: The 1973 ~ 78 National
- Development Plan estimates that at least 50 head of
cattle are required to ensure a satisfactory liveli-
hood. Furthermore weather conditions cause consider-
able fluctuations in the cattle population and
‘although recovery from drought is fairly rapid it
"appears that in each post«drought period the owner-
ship of cattle has become more concentrated than in
- the preceding period. Smallstock - goats, sheep, pigs -
are distributed more eguitably but are not nearly as
- important a source of wealth as cattle.
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Secondly, livestock production is not labour intensive.
and, as such, does not satisfy one of Botswana's most -

pressing needs.

The majority of the rural population is unable to
earn a satisfactory livelihood solely from cattle
and, therefore, it is important that the Botswana
authorities encourage crop production as an alter-
native source of income and employment. There are,
needless to say, enormous obstacles to be overcome -
lack of water and irrigation facilities, lack of
draught power,. technological ineffibiency, soil
.erosion, poor credit facilities, t¢ name but a few.
No attempt will be made to review Botswana's problems
~in the sphere of crop production. Suffice it to say
that the agricultural sector will remain the base
of the economy for the forseeable future =~ it is
the only source of livelihood for the great majority
of the population, and, in 1971/72, the value of
agricultural output accounted for 31 per cent of
the gross domestic product. However, livestock
production, though highly lucrative for the few,
is too narrow a base to provide income and employ-
ment for the bulk of the rural population, and
attention will have to be focused on arable

agriculture.

b) Industry ' ‘
The inclusion of secondary industry in a description

of the major sectors of the Botswana economy is open
to criticism = its contribution to employment is
small; in 1971/72 the value of manufacturing output
comprised approximately & per cent of the gross
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‘domestic product, 80 per cent of manufacturing's
contribution being derived from the activities of

the Botswana Meat Commission.

Nevertheless the planners are paying consider- .
able attention to the expansion of secondary industry
and assert that. the government's goals will only be
.achieved with a much greater development effort in
the industrial and commercial sector. Furthermore

the government expects the industrial and commercial
sector to'grow rapidly - the 1973 - 78 National
Development Plan estimates that 10 000 new jobs will
be created in the industrial, commercial and related
sectors during the plan period, and it is estimated
-that almost 3 000 of these new job opportunities
will be made available by the growth of the manufac-

turing sector.

' The government will attempt to encourage the growth
of the industrial sector in a number of ways. Firstly
it will provide most of the basic infrastructural
requirements - industrial estates have been established
in Gaborone and Francistown; transport and communica-
tion facilities, both rail and road, will be improved.
Certain fiscal incentives are offered - the company
tax rate is only 30 per cent, depreciation allowances
are generous, and foreign investors will be able to
repatriate their earnings without government inter-
ference. Furthermore the government have indicated
that they will use, where necessary, Clause 6 of the
Customs Union Agreement which permits the erection
of a protective barrier against South African manufac~
turers. The government will use a tariff barrier to
protect.the brewery‘Which is to be established in
Botswana.
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Several para-statal bodies have been established to
facilitate the growth of the industrial sector. The
Botswana Development Corporation is a limited
liability company the share capital of which is
wholly owned by the government. The major activity

of the BDC has been in the field of township and
property development and in the management of various
government investments. The BDC also enters joint
business ventures with private capital and assists
private enterprise by providing a variety of financial
services and by leasing equipment and machinery. The
‘National Development Plan estimates that the BDC .will
invest in excess of R 10 million during the plan
period. It must be borne in mind that the BDC is a
corporation with the normal responsibility towards
its shareholders - in other words, it is a profit
maximising body and will not invest in any enterprise
which does not ensure a stipulated commercial rate

of return.

The other important institution is the Boﬁswana
Enterprises Development Unit (BEDU) which will work

- in conjunction with the Botswana Enterprises Develop-
ment Company Ltd (BEDCOL), another limited liability«

A company wholly owned by the Government. The task of
these institutions will be to encourage the develop-
ment of enterprises owned and managed by Botswana
citizens. Industrial estates are being established
in Gaborone, Francistown, and Mochudi which will be
made available to local entrepreneurs, and other
~financial and technical services will be provided.
BEDU and BEDCOL are required to promote the growth

of small scale, labour intensive enterprises.
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The output of the industrial sector will be aimed at
‘the export market and, it is hoped, will also be
import substituting. However it is important that
the local manufacturers cater for the domestic
‘market and it is hoped that the growth of the mining
sector will generate, both directly and indirectly,
the growth of a domestic market. This possibility
will be examined in depth at a later stage.

c) Mining8

Botswana has a long history of mineral extraction and
exploration, in fact the first gold discovery in
Southern Africa was made in north eastern Botswana

in 1866,

This aroused interest in the mineral potential of the
territory and widespread exploration was undertaken
but with limited success. Small scale gold mining
was undertaken in the Tati Area but the last gold
working closed in 1964; manganese and asbestos were
nined at various localities, although all mining of
these minerals had ceased by the mid-sixties; copper
attracted the attention of the early prospectors ‘
leading to the development in the early decades of
the century of the Bushman.Mine, 73 miles northwest
of Francistown; diamonds were found near Francistown
in 1959 and an assortment of semi-precious stones
were found in various parts of Botswana.

Mining output in the pre-independence era was never .
very significant and by 1965 all mining activity had
ceased. However, although the tempo of mineral
extraction was relatively slow, the mid~1950's saw
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a revival of prospecting activity by the Geological
.Survey ‘Department and by several international com-
panies. The intensified prospecting activity led to
several important discoveries - copper and nickel
‘occurrences at Selebi-Pikwe, Matsitamma and Selkirk-
- Phoenix; diamonds at Orapa; coal at Morupule and
 Mmamabula. The details of these discoveries are out-
lined in the introductory chapters of Section III.

Whereas at inderendence there was little hope of

. reducing the budgetary dependence upon Britain, a
few years after independence the mineral discoveries
provided the means for rapid economic déveloPment.‘
In ordexr to exploit these mineral resources Botswana
will have to rely upon the capital and expertise of
large international mining corporations, and the
remainder of this dissertation is concerned with
the question of direct foreign investment in a less
develdped country - Section II is a general survey
of the current literature and Section III is an
attempt to apply the ideas outlined in the survey to
the copper-nickel industry in Botswana.
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NOTES TO CHAPTER 2

1 Southern Africa is defined to include BotSwana,
Lesotho, Swaziland, South Africa and South West
Africa (Namibia). '

2 See inter alia, Customs Union Agreement 1910 and
1969; International Monetary Fund, African Depart-.
ment, 1971; Turner; Lombard, Stadler and Van der
Merwe; Robson; Landell-Mills (1971); Cowen. '

3 See Muzorewa (1972, 1974}.

4 Muzorewa (1974) estimates that, in the early
'seventies, Botswana would have earned approximately
R 542 000 per annum from their currency backing.

5 See Wilsaon.

6 See National Development Plan 1970 - 75; 1973 - 78;
also Jackson. ‘ '

7 "Non-freehold" effectively refers to the traditional
agricultural sector. It does not include activity in
the Tuli, Gaborone and Lobatsi Blocks, the Tati Area
or the Ghanzi Farms.

8 For early mining history see Boocock; Pim Commission;
Rey; Gordon.
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SECTION II
The -Theory of Direct For’é‘i’g'n' Investment in
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CHAPTER 3

A Theory of Direct Fbreign Investment

3.1 Introduction

- — q— 1 - - o —

There are basically three channels of international
resource transfer. Firstly,K portfolio investment,‘which
includes the raising of capital by international boné
issues and investment in foreign stock markets; second1y,‘
official aid programmes; and finally, by means of direct

foreign investment (DFI).

I dobnot intend analysing the rise (and: fall) of these
various,channels'in any detail? because obviously the
major reason for focusing on direct foreign investment
arises from the nature of the case study which is most-

" definitely an example of private DFI. Suffice it to say
' however, that in the half century prior to the First World
War international bond issues predominated with England
being far and away the major international creditor. It
is interesting to note that even at this early stage the
majority of United States (US) owned foreign assets were
in the form of direct investments rather than foreign
bond holdings.2 '

Official aid began to assume importance after World War I
although in the post Second World War era the magnitude

. of official aid transfers increased rapidly o

Moreover this éeriqd is characterised by the rise of
multilateral aid bodies, the International Bank for

& Reconstruction and Development (World Bank) dominating
the field. | I
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What are the outstanding characteristics of DFI? Or, put
another way, is there any satisfactory definition of DFI?
Possibly two of the most outstanding characteristics of
DFI are that firstly;it implies that the transferor
retains some element of control over the resources
transferred. Secondly, DFI involves the transfer of a

package of resources, that is, it does not merely consist

of the transfer of financial capital but also technology,
skilled manpower, material inputs and other varied re-
sources. But it is extremely difficult to apply either
of these crucial characteristics in constructing a rigid
definition of DFI. To assert that because the investor
owns, let us say, 49 per cent of the share capital of a
particular venture nominal control is absent, and so too
therefore is the phenomenon of DFI, is clearly arbitrary.
Similarly to assert that because some element of a pre4
defined package of resources is not in fact part of the
resource transfer and,.therefore, does not constitute DFI,

is similarly unsatisfactory.

* Whilst acknowledging the importance of these characteristics
it is probably preferable to define DFI in terms of the
unit. responsible for the transfer of the resources, namely‘
the multinational corporation. This of course begs the
question, "what is a MNC"? Kindleberger (1969)
distinguishes between the national firm with foreign
operations, the multinational firm, and the international
firm - the dividing lines drawn by Kindleberger are highly
arbitrary (even metaphysical) and appear to depend on the
behavioural characteristics and awareness (or lack thereof)
of a national identity. Vernon's (1971) definition is
considerably more functional relying, as it does, on the
number of countries in which the firm operates, six
subsidiary operations being considered sufficient for
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the attainment of multinational status. Dunning's (1971 b)
broad definition embracing, as it does, all firms which
operate and control income creating activities in more
than one country, ié possibly preferable, although it does
raise the problem of defining "control” and "income

creating activities".

These various definitions, though important, frequently
involve the participants, in hairsplitting debates3 and,
once again, it is possible to fall back on the nature of
our particular case study for,whatever criteria one ‘
chooses, the companies operating in Botswana, the Anglo-
American Corporation and American Metal Climax, may be
designated multinational corporations. Thus given that
private DFI inevitably requiresi the active presence of

a multinational corporation it is, in light of the
attempt made below to assess the host-country implica-
tions of DFI, necessary to outline the characteristics
of the MNC.

Two assertions frequently made when the MNCs are

discussed concern their large size and the oligopolistic

nature of the market in which they operate. Raymond

Vernon's (1971) massive research project into US MNCs
provides some illuminating empirical evidence regarding
both assertions. Using "Fortunes'" list of 500 top US

companies Vernon classifies 187 as "multinational".

In terms of sheer size the 187 dominated the remaining
313 giants inithe top 500. In 1964 the sales per enter-
prise of the 187 averaged $ 972,3 million as against

$ 283,2 million for the 313 national firms; in the same
year the MNCs employed, on average, 35 800 people, whilét
the national corporations employed only 11 500 people;
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in 1965 the 187‘averaged 76 US plants per enterprise,-
whilst the 313 nationals operated on average 34 US
plants. The profitability figures reflect a similar
domination, with after tax earnings as a percentage of
sales for the 187 averaging 7,2 per cent,and for the
313 nationals 5,9 per cent; after tax earnings as a

E pércentage of capital investment’averaged 13,3 per cent
- for the multinationals,and 11,1 per cent for the

nationals.

Furthermore the rapid growth in importancé of the firms'
foreign operations is evident. Vaitsos (1972) cites a
study undertaken by Furtado which indicates that between
1955 and 1964 the sales of US owned manufacturing '
subsidiaries abroad grew by 170 per cent whilst in the
same period their sales in the US market grew by only:
50 per cent. At the turn of the century Vernon's 187
MNCs controlled only 7 manufacturing subsidiaries. By
1950 this had grown to 988 and by 1967 had mushroomed
~to 3 646. The nine US owned petroleum extractive MNCs
.controlled-24 extractive subsidiaries in 1930 and 96 in
1967; the nine non-petroleum mineral extractors controlled
17 subsidiaries in 1930 and 45 in 1970.°

The size of the average MNC is formidable in relation

to the giant US economy and particularly formidable in
relation to the industry of which it is part. It is thus
viewed with considerable trepidation in the economies
which play host to DFI. The Canadians (Hymer, 1967),
Australians (Penrose, 1956) and New Zealanders (Kindle-
berger, 1969) entertain a deeprooted fear and suspicion
of the giant MNC - obviously the size of US investment
‘in, for example, Canada, constitutes a small portion of
total capital formation in that country but it appears
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that the strategic heavy industrial sector ié firmly
controlled by foreign interests. The small less

developed countries (LDCs) find themselves in a more
unenviable.position’where their export sector or, for

that matter, the great portion of their industrial assets
are controlled by one or, possibly, two or three foreign
companies who may easily co-operafe in a manner which
inéreases their already great bargaining strength vis=-&=-vis
the host govérnment.

It is more difficult to validate the assertions regarding
the structure of the market within which the MNCs operate.
Vaitsos (1971) cites studies which indicate that in 1957
15 out of 1 547 US firms controlled 35 per cent of total
manufacturing investment abroad. In the mid-sixties 46

British firms controlled 71 per cent of all British owned
foreign assets and three firms controlled practically all
British owned foreign assets in the petroleum industry.

Vernon (1971) admits to considerable difficulty in
measuring the oligopolistic position of the markets of
the 187 MNCs, measurement being thwarted by the diverse
lines of production in which many of the corporations
engage. Nevertheless a concentration index was established
by calculating the ratio of the sales of the four largest
firms in each industry to total sales of the industry.
The results were 43,2 per cent for the 187 MNCs, 40,9 per
cent for the 313 nationals, and 37,9 per céent for US
industry as a whole. R&D and advertising expenditure,
generally sound indicators of an oligopolistic market,
assist inverifying the assertion. Corporate funded R&D

as a percentage of sales for the 187 amounted to 2,48 per
cent, and 1,85 per cent for the remainder of Fortunes'
500; advertising expenditure as a percentage of sales was
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2,52 per cent for the multinationals and 2,39 per cent
for the remaining 313. But without calculating concen-
tration ratios or aavertising expenditures the assertions
regarding the‘oligopolistic nature of the MNC's market,
‘may be verified on a purely impressionistic basis -

. six US companies in the petroleum industry controlled
foreign assets worth $ 20 billion in 1969 and although
non-American competition: in the petroleum industry is
significant,no more than a handful of firms control this
industry. The same may safely be said of the copper,

aluminium, and, certainly, the nickel industries.

Thus whilst it is not necessary to agree with Servan=
Schreiber's assertion that the European econdmy is "in
a state of collapse" in the face of a "foreign challenger
(who is) breaking down. the political and psychological
framework of our societies" (p. 12). Nor indeed is it
necessary to accord full suﬁport'to his oft cited prophecy
that "fifteen years from now the worlds third greatest

industrial power, just after the United States and

Russia, might not be Europe, but American industry in
Europe" (p. 17). Nevertheless, when attempting to assess
.the implications for: the hest country of DFI, account
must be taken of the size of the average unit responsible
'for DFI and the structure of the market within which it

operates.

—— . S o —— U - " —— ] —— G o T T W — D o G S . L e i o Sl . W

Attempts to explain the phenomenon of DFI incorporate
"many different approaches.6 Many attempts have been made
to adapt the framework of capital theory, which purports

to rationalise factor flows by reference to the international
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interest rate structure (Mundell, 1960), but it is recogn-
ised that whilst capital theory may be useful in explaining
portfolio investment it does not significantly advance

our understanding of the MNC or, indeed, of DFI in general.
Capital theory cannot, in essence, account for the:ifact
that DFI does not involve a change in ownership of the
resources transferred. Nor, of course, can it incorporate
elements of the DFI package other than financial capital -
the transfer of technology, skilled manpower, etc. cannot
be rationalised by differential interest rates.

Attempts have also been made to use the framework of
international trade theory (Mundell, 1967). Kindleberger

- (1969) succinctly points out that under conditions of
perfect competition DFI would simply not exist for,

"... in these conditions, domestic firms would
have an advantage over foreign firms in the
proximity of their operations to the decision
making centres, so that no firm could survive
in foreign operation. For direct investment to
thrive there must be some imperfection in the
market for goods and factors, including amongst
the latter technology, or some interference in
competition by government or by firms which
separates markets" (p. 13).

Johnson (1970) has attempted to incorporate the question
of technology transfer into the international trade
theory approach. Ultimately however the trade theory
approach places the nation state and its attempt to
optimise its welfare function at the centre of its
analysis at the expense of a rigorous analysis of the
MNC itself (Murray, 1971, 1972).

Two other approaches to the problem of DFI have achieved

widespread recognition in the recent past. The first may
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loosely be termed the oligopoly approach which is basi-
cally an attempt to extend the theory of the growth of
the firm to the international economy (Hymer, 1960, 1970;

Kindlebergef, 1969; Girvan). The second is an ingenious
adaptation of location theory (Murray, 1972). The
theoretical framework employed in this dissertation comprises

an attempt to combine the oligopoly approach with loca-

tion theory.

Any attempt to explain the growth of DFI and to assess

its implications for the host country must recognise:

a) the size of the unit which is primarily
responsible for the international transfer
of resources and the economic power which
it is thus able to exercise vis-d-vis the
less developed economy within which it is
located;

b) the oligopolistic structure of the market
within which the large MNCs, particularly
those engaged in mineral extraction,
operate;

c) the relationship of the subsidiary to the
corporate structure of which it is part.
This latter point is of crucial signifi-
cance. In Girvan's excellent analysis of
MNCs in mineral export economies his

fundamental proposition is that,

"... the functioning of these industries in
the national economies in which they are
phsyically located can be better understood
by an analysis of their functioning in the
corporate economies of which they are an
organic part. Such problems as their
dependence on foreign demand, prices and
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d)

e)

decision making; the large amount of
profit repatriation and its reflection,
the low share of the industry's value
which is 'returned' to the national’
economy; and the lack of integration of
the industry with the national economy
are the surface manifestations of the
institutionalised relationships between
- subsidiaries and their parent firms ...

The pursuit of this idea led to the need
for the development of the notion of a
corporate economic system as conceptually
guite distinct from a national economic
system, although obviously the two do
overlap in the real world" (p. 491);

that DFI does not only, or even most importantly,
consist of a flow of capital funds but also a .
flow of knowledge, technology, skilled manpower,
etc., and that these parts of the resource
transfer cannot be accepted or rejected by the
host country as mutually exclusive entities.

In other words the resources mobilised by

the MNC are transferred as part of a "péckage
deal" and it serves no purpose to construct

a model which implies acceptance of, for example,

‘the capital fund element of the package and

rejection of the technology element;

that the MNC is part of a, predominantly capi-
talist, international economic system and that
its decision can only be made within the
limitations of that framework. This point

will be elaborated in the analysis that follows.
It has considerable bearing on the question of
the location of productive activity in the
international economy.
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The oligopoly model of DFI accords specific recognition
to the size of the productive unit responsible for the
greater part of DFI, and to the structure of the markets
within which they operate. In fact, the model is based
on the observation that the prime mover of capital and
other resources between natiohs in a firm of great size

situated within a highly concentrated market.

The fundamental hypothesis is that firms expand in the
international sphere for the same reasons and in materially
the same manner as they expand in the national economy.

The movement of the firm into the international arena

- is seen as a further step along a historical continuum.

The Industrial Revolution might be seen as the starting
point and ever since then the representative firm has
shown a tendency to increase in size from the small (pin)
workshop of the Wealth of Nations, to the Marshallian
firm, the national corporation,and finally to the multi-

national corporation.

The Industrial Revolution and the small factories and

‘workshops which characterised that period of economic

history were thus the precursors of the contemporary
MNC. Prior to the Industrial Revolution there were, of
course, large companies operating on a global scale

but they are to be distinguished from the contemporary
MNC insofar as they were, |

n

... like dinosaurs, large in bulk, but small
in brain, feeding on the lush vegetation of
the new worlds.

The activities of these international merchants,
planters and miners laid the groundwork for the
Industrial Revolution by concentrating capital
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in the metropolitan centre, but the driving
force came from the small scale capitalist
enterprises in manufacturing, operating at first
'in the interstices of the feudalist economic
structure, but gradually emerging into the open
and finally gaining predominance. It is in the
small workshops, organised by the newly emerging
capitalist class that the forerunner of the
modern corporation is to be found" (Hymer,

1972, p.  115/16).

' Thus, in effect, the capital accumulated during the era
of merchant capitalism was one of the important factors
giving rise to the era of manufacturing or industrial
capitalism, whence the prevailing mode of production was
centred on a free labour market, the members of which sold
" their labour to those who had accumulated capital during
the era of merchant capitalism. The capitalist's power
therefore rested in the ownership of the means of pro-
duction and in his ability to reap the profits of co-
operation (division of labour). The capitalist thus brought
together labour in his workshop, accumulated additional
capital (largely as a result of the productivity increase
generated by an increased division of labour), reinvested
this capital in his small workshop,and so widened the
scope of his activities giving rise to the Marshallian
firm. The structure of the enterprise did not change
materially as a result of the advance from Smith's work-
shop to Marshall's firm, but the rapid growth of the US
economy in the last quarter of the previous century,
accompanied by the great merger movement of that period,
gave rise to the great national firm. |

The spread of what was ‘formally & tightly controlled,
localised family enterprise over a wide geographical
area necessitated an alteration in the mode of business

organisation, characterised largely by the need for a
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vertical division of the management function. For the first
time the executive was placed in a position of authority owver other

executives. The parent company retained coﬁtréi of
overall strategy, whilst the executives in charge of
the individual subsidiaries concentrated their energies
on the activities of their particular subsidiaries.
This, crudely, is the mode of‘organisation of the

giant multinational.

- The obvious omission from the analysis thus far is the
failure to outline the reasons for the growth of the
unit from the small family firm to the giant MNC. The
major factors prompting the growth in the size of the
firm were the advances made in technology, both produc-
 tion and communication, the necessity for minimising
the added risk of large-scale capital commitment, the
economies to be derived from large-scale production,
and the widening market for both consumer and capital
goods. Norman Girvan notes that, '

"It appears that the emergence of the integrated
firm was an inherent and possibly indispensible
part of the revolution which took place in the
scale of production and demand, in the level

of technology, and in the quantity bf capital
utilised in production. With much more capital
committed to production on a much larger scale,
firms had to minimise the risks of investment
and assure their facilities of full capacity
operation by acquiring their own raw material
supplies and marketing outlets. All stages of:
production and marketing had to be brought as
far as possible within the frontiers of corporate
control. Those firms which got a headstart,
because of strategic control of one stage of

the industry or the technology of production,

or because of entrepreneurial foresite and
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initiative or because of a combination of all
three, were able to absorb in one way or another
the weaker and more vulnerable firms. This
process continued until a small number of

firms faced each other, each with its own
supplies of raw materials and its own marketing
outlets." (p. 494). '

The factors accounting for the spread of the large national
corporations into the international economy are identical
in almost all respects, and it is in this manner . _.:.:

that the greatest part of capital, technology, knowledge,

etc. is transferred across international boundaries.

The "oligopoly school" stresses the question of bargaining

(see particularly Vaitsos,‘l970 b, 1972 a; Penrose, 1968,
Girvan),the bargaining line being drawn between the MNC
on the one hand, and the host—-country government on the

‘other. Thus, within thisframework, the distribution of

bargaining strength is of paramount importance.

We must however avoid exaggerating the power and the role
of the MNC. Kindleberger (1969), one of the most
enthusiastic propagators of the oligopoly approach,
asserts somewhat hyperbolically that "the nation state

is just about through as an economic unit"7 because

L the multinational corporation is evolving into the
intérnational one faster than the national governments
are girding themselves to produce adequate policies to
meet it" (p. 210). Kindleberger's argument implies that,
in the face of this alleged tendency on the part of the
multinational to acgqguire an international character,
that is, to loosen its ties with any particular state
(for example, Lever Brothers, Shell-BP, etc.), the nation
state will find it increasingly difficult to protect

‘its individual national interest. Thus, as Penrose (1971)
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points out, Kindleberger's view would appear to coincide
with Galbraith's vision of a "new industrial state", a

world managéd by the technocrats of the large corporation.

Penrose (1971), however, accuses Kindleberger of arguing
by exaggeration and asserts that as long as the nation
‘state retains its political sovereignity it will not '
relinguish significant aspects of its economic autonomy
to the multi-, or indeed, international corporation. Thus
Penrose argues that there are, within the bargainiﬁg
framework, certain important options available to the
nation.state, and that these alternatives will be
bolstered by firm action on the part of existing inter-
national bodies and by the formation of interregional.

associations of the less developed countries.

v.Penrose's criticism of Kindleberger's extremist views

is undoubtedly important. However insofar as it implies
rigorous discussion of every policy alternative open to
the LDC it will not be examined in detail. Whether or
not particular policy alternatives can be detailed in a

general theoretical statement is questionable. The patterns
of DFI and development are sufficiently similar to permit
general analysis but a discussion of policy alternatives
implies a rigorous analysis of the socio-economic

situation in each LDC,

In addition one must ensure that the role of the MNC in
the international economic system is not overemphasised.
The MNC reflects the growth and direction of the inter-
national economic system, and, largely because of its
size, it provides us with a transparent view of the
workings of that system, but it does not determine

interrelationships or, more particularly, the location
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of productive activity, within the international economy.
In essence, whilst the classical school views the
international economy as a summation of sovereign inde-
pendent nation states, the oligopoly approach analyses
the international economy as though it ‘was a

sunmation of individual corporate units. Murray, on the
other hand, argues that

H

«es 1t is more helpful to see it as a single,
predominantly capitalist system, in which the
geographical distribution of particular struc-
tural features of a capitalist system will be
governed by market determined laws of location
and only secondarily by the actions of nation
states. Competitive firms, particularly inter-
national firms, become the dominant units of
the system. States, which in part reflect the
interests of these firms, are subordinate, modi-
fying elements" (1972, p. 167).

Thus, in terms of Murray's model, the activities o% the
nation state are dominated by the activities of the MNCs.
Murray however takes: the analysis a step further and by
ingenious adaptation of Location Theory and the

Theory of the Firm, shows how the geographical distri-
bution of production in the international economy is
governed by market determined laws of location.

In certain important respects Murray's analysis of the
location of production in the international economy does
modify and bolster certain of the conclusions reached

by the oligopoly school. In the final analysis, however,
it appears that all Murray is saying is that the MNCs

do not determine the ultimate habitat of their produc-
tive factors in vacuo, but that there are certain undex-
lying laws of market determined location with which they
must comply and which cause the international polarisa-

tion of productive resources and activity.
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The mechanics and implications of Murray's analytical
framework, so painstakingly outlined in his 1972 article,
will not be detailed at this stage but will emerge

in the analysis that follows.



NOTES TO CHAPTER 3

For excellent empirical and theoretical surveys
of international capital mobility see Cooper, R. N.;
Cooper, R. N. and Truman; Dunning (1972 b).

It is also sometimes difficult to distinguish
between assets in the form of bonds and DFI in
the British case. Thus railway investments in
South America and India might be in either form.

See Dunning (1973 b) for a survey of the debate.

This only refers to subsidiaries engaged in mineral
extraction. The corresponding figures for all sub-
sidiaries in the petroleum industry are 212 and

1 442, and, in the non-petroleum extractive
industry, 32 and 417.

For examples of corporate collusion in Zambia see
Faber and Potter; in the Caribbean Girwvan and
Jefferson; in Latin America see Mikesell (ed.).

For a éurvey of the theories of DFI see Dunning
(1973 b).

He continues: "General de Gaulle is unaware of

it as yet and so are the Congress of the United
States and rightwing know-nothings in all
countries. Tariff policy is wvirtually useless,
despite the last-gasp struggles of the protec-
tionists to keep out Japanese steel, Danish cheese,
Middle East o0il, Brazilian coffee, and of the
Johnson administration to get the American public

to stop going abroad. Monetary policy is in the
process of being internationalised. The world is

too small. It is too easy to get about. Two-hundred-
thousand-ton tankers and ore carriers and containeri-
sation, airbuses and the like will not permit
sovereign independence of the nation state in
economic affairs." (p. 207/208).

It would also closely coincide with Karl Kautsky's
vision of "ultra-imperialism", that is "... the
joint exploitation of the world by internationally
united finance capital in place of the mutual
rivalries of national finance. Such a new phase

of capitalism is at any rate conceivable" (cited
Lichtheim, p. 105/06).,



CHAPTER 4

Direct Foreign Investment and the Transfer of Technology

4.1 Introduction

The lack of access to sophistiCated techniques of produc-
‘tion (or, what is the same thing, "knowledge") is
frequently viewed as one of the most severe constraints
inhibiting ecohomic development. Thus, insofar as
.technology is one of the most ubiquitous elements of
the package of resources transferred by the process of
DFI, it appears that DFI will almost inevitably relax

a serious constraint facing the planners in é less

developed economy.

The question of technology transfers cannot however be
analysed in isolation from the socio-economic conditions
prevailing in the recipient country, and it is frequently
argued that the process of DFI, through the agency of

the MNC, transfers technology the characteristics of
which are fundamentally unsuited to the conditions

prevailing in the host country.

The remainder of this chapter will be devoted, firstly

to a discussion of the choice of technique and the

characteristic features of the technology transferred
by the process. of DFI. Secondly an attempt is made to

assess the implications for the host country of the

technology transferred. The view that preferential

access to technology (or knowledge) constitutes a

source of monopolistic advantage is discussed.in some :
detail.
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When the host country implications of the technology
transfer are discussed the analysis will be conducted

at the most general level. The characteristics of the
technology transferred are impoftant factors determining
the effect of DFI on the host country's labour market,
government revenue, and linkages (see Chapter 5) and
therefore on the Balance of Payments (see Chapter 6).

It is also a significant determinant of the host country's
distribution of income (see Chapter 7). It will be argued
that the process of DFI transfers technology of a
Charactéristic type, an understanding of which provides

an essential background for a discussion of the subject
matter of Chapters 5, 6 and 7.

—T— s —— L ——— O —— - i " D o

The'question of the choice of techniques is generally
analysed in terms of the observation that the "ideal"
LDC is characterised by an unlimited supply of cheap,
unskilled labour, and scarce and conseguently costly
supplies of capital. Thus any attempt to arrive at an
optimum choice of technigue will be geared towards
employing large quantities of labour and spreading the

scarce capital over as wide a spectrum as possible.

The simple neo-classical model assumes that a wide
spectrum of efficient techniques is available and that
labour and capital are perfectly substitutable. However,

as Stewart points out,

"This view is completely unhistorical. Techniques
of production are ways of producing goods -
generally machines. Each method of production

has to be invented, developed and used at a
particular point in time. The range of techniques
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available to produce a particular good arises.
from the historical development of the industry
in question." (p. 103)

It is hypothesised that the choice of technique adopted
by the foreign investor is exércised primarily by the
MNC and not by the LDC itself. It is not suggested that
the selection criteria employed by the MNC and the LDC
are always contradictory. Nor, indeed, is it suggested
that the LDC planners are unable to influence the choice
in any way - an adjustment in depreciation allowances,
the provision of a subsidy per worker emploYed, etc.,

- will conceivably influence the firm'é decision. It is |
however argued that, because of the technological |
dependence of the underdeveloped world, the range of
alternatives will be severely limited, and therefore, \ ‘
insofar as it is possible to distinguish between a | X
corporate and a national economy, there will exist two
sets of factor proportions and two objective functions.
It is of greater practical relevance to determine the
factors affecting the corporation's choice of technique
than those affecting the recipient's choice, The analysis
does, of course, beg one important question, that of the
choice of industry. That is, if it can be rigorously

shown that the choice of technique adopted in any
particular industry will, for whatsoever reason, give

rise to a sub-optimal allocation of resources, the

' obvious (or perhaps "first-best") implication is that

- the resources would be better employed in another activity.
This argument ignores the possibility that the resources
will not be made available for alternative employment and
is, under these circumstances, a weak argument. However,
without further argument, it is assumed that the LDC

wishes to extract its mineral resources and the possibility
of employing the necessary factors in an alternate manner

is not considered at this point.
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The technology transferred by the MNC to the LDC is
generally technology that has been developed for use

in the industrialised metropolitan economies. The

- technology is thus geared towards large scale production
and is specifically designed to absorb the relatively
abundant supply of cheap capital saving on the scarce
factor, labour. Thus when transferred to the LbC it uses
relatively little of its abundant supply of cheap labour
and, because of the sophisticated~nature of the technology,
‘much of the labour that it does use must be imported
from the metropolis.2 On the other hand it uses a
relatively large quantity of the supposedly scarce

factor, capital.

This would appear to be an essentially irrational act

on the part of the investor. This is however not the
case. Firstly, as has been noted above, the technology
has already been developed in the ecbnomically advanced
source economy. R&D is an expensive process, relying
on certain inputs which are more readily available in the

- source than in the host country. Furthermore demand for

+ producer goods arises mainly in the advanced economies

~and production will thus)be geared towards satisfying
that demand. It might be argued that the earlier, '
‘"relatively labour—intensive‘products of the R&D process
should be used in the LDCs, however much of

this early machinery is obsolete and éxpensive‘to
maintain. The Japanese method of copying the techniques
of the advanced Western economies might meet with some
success but even this requires a basic technical and
scientific infrastructure. Moreover, particularly, in

the case of low grade mineral extraction, there is
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usually a certain minimum scale of operations, and in’
order to achieve this scale relatively sophisticated
technology must be employed. Thus as Merhav points out, -

"The technical progress of the entrepreneur

in the underdeveloped economies is not limited,
like that of entrepreneurs in an advanced

economy, to the rate of invention and scienti-

fic advance in his own country or in other
similarly advanced economies, He has the advantage
of the latecomer, and can make much greater
rélative advances than the entrepreneur in the
advanced economy N

The underdeveloped country, one might say is a
case Of 'Economic Growth w;th Unllm;ted Suppl;es
of Technical Progress' - but it depends for that
progress.on the advanced countries.’ (p. 50)

One obvious solutlon is to raise the prlce of capital in~
the LDC. This need not necessarily have any noticable
‘effect, because the MNC is not subject to the same con-
straints that face the LDC. Wherever the MNC chooses to
invest it will be able to make use of its privileged
access to international capital markets. Moreover it may
capitalise its often vast reserves of undistributed
profits,3 The MNC does not rely'on the supply'of local
capital funds. Thus if the MNC does use domestic capital
funds is is likely to be highly interest elastic with
respect to its use of local capital but an increase in
the domestic rate of interest is not likely to affect
its capital formation because of its ability to draw on

‘alternative sources (Dunning, 1973 a).

The obvious solution of this technological dependence

lies in the establishment by the LDC of a domestic capital
goods sector. This possibility is severely constrained

by several important factors one of which is the limited
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Under competitive market conditions the price effects
arising from an added inflow of factors (for example,
technology) determine inter-country distribution.4

- However, because of the public good'characteristics

of knowledge;bthe price of technology cannot be determined
on a competitive market and is determined by bargaining
between the owner of the information (the MNC) and the
purchaser of the information (the LDC).6 The owner of
the information is able to extract a monopoly rental,
and, moreover, is able to perpetuate this monopoly rental
by means of patent and tie-in arrangements.7 Private
ownership of knowledge thus constitutes an insuperable

obstacle to welfare optimisation;

The above argument applies whenever knowledge is privately
owned although the conclusions might be of particular
relevance to the case of a LDC because of the
inequitable distribution of the bargaining powers
between the MNC and the LDC. Johnson in fact argues
that the MNC behaves like a discriminating mon0polist
and, because he assumes that the LDC will have a more
elastic demand curve for knowledge intensive products
than other purchasers of technology, asserts that the
LDC will be charged a lower price., There is however
sound reason for assuming .that the LDC's demand curve
will be less elastic than that of the other purchasers -

the technoloy element cannot be extracted from the

package of resources transferred by DFI and if the

LDC is to extract minerals on a large scale it will
require considerable capital, expertise and access to
sophisticated technology. The demand curve for technology
is derived from the "demand curve" for "industrialisation"



or "development" and is likely to be highly inelastic.

The characteristic features of the techniques of produc-
tion used by the MNC are the important determinants of
the impact of the technology transfer on the LDC. What
does this reliance on capital intensive, foreign
technology imply for the host economy? This is,

broadly speaking, the subject matter of the reﬁainder
of this thesis but it will probably be useful td out-
line the answer to this guestion, albeit in the most

general terms.

Reliance on foreign technology provides the MNC with a

useful avenue of profit remission. This does

not only refer to the question of royalty payments or
licensing fees, but, more importantly, to the firm's
ability to utilise inter-firm accounting techniques

which effectively allows the firm to show its returns

in the geographical area of its choice. If the knowledge
was available locally and the necessary capital equipment
was produced domestically the MNC would not be able to
remit profits to the parent economy with such easé.
Reliance on imported, expensive capital equipment

carries the obvious balance of payments implications

and places considerable strain on foreign exchange
reserves. But still of greater importance is the fact
that both these points clearly raise the controversial

unestion of the continued underdevelopment of the less

developed world. They, in essence, suggest that the means
of income generation, the means of production will be
centralised increasingly in the already developed economies.
This is, of course, a crucially important question which
will be raised at -a later stage. A related problem

concerns the extent of linkage investment encouraged by
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the MNC's subsidiary. The structure of the MNC céftainly
inhibits the creation of link induétries in the domestic
economy. Moreover it is reasonable to assume that a
technologically sophisticated, capital intensive core
industry will, in general, reguire inputs which are
produced in a like‘manner. Thus the linkage effects will
be generated in the source economy and, where they aré
generated domestically, the structure of the link industry

will be similar to that of the core industry.

An important policy goal of the typical LDC is that of

employment creation. In order to attain the goal the

planners will attempt to encourage the growth of a labour
intensive industrial sector. Dependence on foreign |
technology encourages capital intensity which implies

both a smaller abgplute number of workers employed and

a differently structured work force. The wage and employ-
ment policies of the MNC will be an important determinant
of domestic income distribution. The importance of this
latter point cannot be over-emphasized because,although
DFI usually generates rapid economic growth - using Gross
Domestic Product, Gross National Product, national income
per capita and other commonly applied indicators - we A
~should not treat society as a monolithic entity, and there

- is reason to believe that the activities of the MNC

promote the welfare of select groups within that society.

As pointed out above,the remainder of this section will
consist of an attémpt to elaborate upon the points
mentioned above. The process of DFI cannot be divorced
from the characteristics of the MNC which, in turn,
presuppose a certain technological structure.'It is

to an analysis of the implications of the corporate and
technological structure situated, as they are, within a
predominantly capitalist international economy that I

now turn.
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NOTES TO CHAPTER 4

1 For excellent surveys of the theory see Sen,
Stewart, Merhav.

2 In the next chapter it is argued that the structure
of the LDC's labour force actually encourages the
*use of capital intensive techniques.

3 Similarly it need not be severely constrained by a
© shortage of skilled and technical manpower in the
LDC ~ it may draw on its already established cadre
of trained manpower.

4 See Vaitsos (1972 a); Johnson. This can lead to a
’ deterioration in the terms of trade and. therefore
- "immiserising growth" (Bhagwati). This problem will
be overcome by an optimum tax on capital or on
"technical progress" (Johnson; Kemp; Negishi),

5 - By "public good characteristics" I refer to.

: indivisibility and incomplete appropriability.
Knowledge is, by definition, indivisible. Although
there are devices available whereby knowledge
or information may be appropriated (e.g. patents)
the technical characteristics of knowledge are such
that its use by one party does not preclude its
use by any other party. Moreover, as Arrow points
out, patent laws would have to be unimaginably
complex to enable full appropriation of a commodity
as intangible as knowledge. Certain properties of
the demand for information also prevent welfare
optimisation. In order to assess the economic value
of the information the potential buyer will have
to possess the information but then he will have
acquired it without cost. If the seller was able
to appropriate fully the information this problem
would be avoided and therefore, because of incomplete
appropriability, the buyer will have to base his
decision to purchase the information on sub-optimal
criteria. Essentially the buyer requires "knowledge
about knowledge" but this is impossible because of
the principle of incomplete appropriability =- see
Arrow. !

6 For elaboration of this argument see Vaitsos (1970 b).
The process of price determination is complicated
further by the fact that the purchaser is a subsidiary
of the seller and the price will be determined virtual-
ly unilaterally.
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For an analysis of the use of patents in LDCs see
Penrose (1973); Vaitsos (1970 a,.1970 b, 1972 b).
For a discussion of tie-in agreements see Vaitsos
- (1970 a). The product cycle theorists recognise

that knowledge constitutes a source of monopolistic
advantage but argue that the process of competition
will reduce this advantage (see inter alia Vernon
(1966) ; Gruber, Mehta and Vernon). They fail to
recognise the importance of patents and tie-~in agree-
ments and they do not realise that:the transfer of
technology across international borders is an intra-
firm transfer and therefore the knowledge is not
transferred into new hands.



CHAPTER 5

DFI and the Host Country Implications - Labour, Govern~

ment Revenue and Linkages

5.1 Introduction

This lengthy chapter attempts to assess the impact made
by DFI on the host country's labour market and on the
reveénue accruing to the government. It also attempts
to measure the impact of DFI in terms of the linkages
generated by the foreign controlled industry. However,

before attempting to assess the impact of DFI, the
criteria in terms of which the assessment is made must

be outlined clearly.

5.2 The Assessment Criteria

o o W - — o W o — Y ——

I will use two distinguishable, but closely interrelated
sets of criteria and, in so doing, have been strongly
influenced by the criteria used by the Botswana Govern-
ment.lThe first set of criteria may somewhat loosely be
termed the "narrowly economic" criteria, whereas the

' second set attempts explicitly to introduce certain of

the important politico-economic variables.

Killick, in an attempt to assess the impact of DFI in
the Sierra Leonean diamond mining industry, attempted
to calculate the value-added by the MNC. A slightly
altered version of the tabular lay-~out employed by
Killick is reproduced below,.
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The contents of the table will be analysed in this chapter
and in chapters 6 and 7. Item (b) is analysed when link-
ages are discussed; item (d) is discussed when the wage
and employment policy of the MNC is analysed; discussion
of items (e), (f) and (g) is incorporated in: the analysis
of the impact of DFI on government revenue. The‘contents
of column (b) are discussed in chapter 6 when the impact
of DFI on the external accounts 1is analysed. An analysis
of this nature makes use of the normal national aCcounting
indicators - domestic value added is, in fact, a measure
of the industry's contribution to Gross Domestic Product
‘whilst the national value added measures the industry's
contribution to the Gross National Product. Thé’table

does not take account of the multiplier effects generated
. by the industry although these are dealt with in part by
item (b). Despite this omission from the table the analysis
will attempt to take account of the multiplier affects.

" These measures may be misleading particularly insofar

as the implied goal is the maximisation of each item

in column (a) of thetable.2 For this reason it is neces-
sary to qualify these criteria by the use of a somewhat

broader set of criteria.

Dudley Seers (1972) asserts that development must be
viewed in terms of creating conditions conducive to the
realisation of the potential of human personality. In
order to attain this goal, continues Seers, the planners
must concentrate an eliminating poverty, providing employ-
ment, and ensuring an equitable distribution of the
national product. These criteria are not very functional
and are very difficult to measure (particularly the
"poverty" criteria), but they are no less important than

the quantifiable national accounting measures.
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TABLE 1: Expenditures of Mining Companies and their
Disposal -
Expendi- Mean Expen-
tures Foreign ditures
Exchange on
Require- local-
ment goods
and
‘ services
(a) (b) (c)
y
a: Gross Output (a)
b. less Material Inputs
1. Imported
2. Locally Produced
c¢. Gross Domestic Value Added
of which:
d. Wage and Salary Payments
1. to expatriates
2. to citizens
e. Direct Tax Payments
f. Depreciation
lg. Profits
h. Gross National Value Added
(c minus g)
i. Net Naticonal Value Added
(h minus f)
j. Item (i) as % of item (a)
k. Item (i) as % of item (c)

(a) taken as equivalent to export values

The employment criterion is included in the value-added

computation, but the important omission from Killick's

table is the question of distribution, and by this is

meant not merely distribution of income but, more impor-

tantly, distribution of power, that is, relative access
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"to the means of production. Chapter 7 is devoted to a

discussion of the question of distribution but this

doces not in any way imply that discussion of distribution
is omitted when the other criteria are evaluated. The
broader criteria are not added to the "narrowly economic"
criteria, they serve to qualify the latter and are
discussed concurrently. It has already been suggested
£hat‘DFI raises the question of continuing underdeVelop—
ment of the periphery in soAfarias the distribution of
gains from the project and the ability to indulge in

large scale investment is increasingly centralised in the

- industrialised core areas. The process of DFI also raises .

the question of the development of a secondary c¢ore with-
in the underdeveloped periphery and it might be. argued
that the development of this secondary core is achieved f
at the expense of the continued underdevelopment of the

internal periphery.

The remainder of the present chapter attempts to assess
the impact of DFI on labour,; -linkages and government
revenue emphasising the question of value added. The
following chapter will concentrate on measuring the ‘
value retained and chapter 7 will focus upon the questioni

of distribution and the broader politico-economic criteria.

5.3 Labour

It has already been suggested that it would be to the MNC's
advantage to use techniques of production similar to

those employed in the industrialised economies. Thus

the techniques employed would be of a capital intensive

" nature supposedly ignoring the factor proportions pre=-
" vailing in the host country. Whilst the MNC's choice of

techniques can be easily rationalised in terms of the cost

N
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and location of R&D, the capital resources of the MNC,
and the limited range of techniques available, it would
appear that in terms of relative labour availability the
MNC's choice remains'essentially irrational, that is, if
all other things remained equal it would be to the cor-
poration's benefit to employ labour intensive techniques

of production in the LDCs.

IA factor is, however, only cheap or éostly in relation

'jto’its productivity. Thus, to assert that a LDC is .

‘ characterised by a plentiful supply of cheap labour is
meaningless until we evaluate the quality of the labour
force. Any large scale industrial activity presupposes
some degree of training or, at least, familiarity with
an industrial milieu, from its workforce. Thus, despite
the apparently low price of the LDC's workforce, it
is clearly in the MNC's interest to employ as small a

portion of the local workforce as is feasible,

Arrighi points out that capital intensive techniques

do not only require an absolutely smaller number of
workers (in relation that is to labour intensive tech-
niques) but they also require a differently, structured
workforce. Labour intensive techniques require a workforce
in which unskilled and skilled workers predominate,
whereas capital intensive techniques presuppose a
workforce largely composed of semi-skilled operatives

and high level manpower. By dividing complex operations
into simpler processes; the producer simultaneously reduces
his need for both skilled and unskilled workers and
intensifies the need for semi-skilled operatives and

high level manpower. Givenﬁthg conditions facing a LDC

it will be easier to overcome a shortage of semi-skilled

operatives and high level manpower, than a shortage of
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skilled artisans. If this is in .fact the case the condi-
tions in the LDC's labour market will favour the intro-

duction of capital intensive techniques.

The high~level manpower requirement of the MNC generally

. exceeds the short run supply available in the LDC but

this need not significantly constrain the activities

of the MNC. The MNC has at its disposal a well established
cadre of skilled and experienced managerial and technical
personell. Moreover the supply of high level manpower
already existing in the LDC can be easily attracted to
the MNC by the company's greater ability to 'pay higher

. wages.

In order to establish a semi-skilled workforce the MNC
will have to engage in a limited degree of training most
of which will be provided "on-the-job". The semi-skilled
workers already employed in government or other firms
within the LDC's industrial sector are another potenfial

source of labour for the MNC.

Obviously a particular labour force structure necessitates

"a particular wage structure. The upper reaches of the

high level manpowexr force will be predominantly
expatriate, although, often for public:relations reasons, locals
will occupy some of the top management positions (parti-
cularly in personell) and possibly some of the high

level technicai positions., The expatriateg will have to

be drawn from the labour market of the industrialised
countries and their wage levels will reflect those
prevailing in the source country market plus an additional
allowance for working in the unfamiliar, unattractive
environment of the LDC. The lower reaches of the high-
level manpower hierarchy (e.g. middle management,
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accounting clerks, trained secretaries, etc.) will be
occupied by a combination of expatriates and locals.

The wage level of the latter group of employees will

be determined by two primary factors: first, for public

relations reasons, the MNC will not pay the local emplbyees

a lower wage than the expatriates whose wage will be
determined ;in'" the markets of the metropolis. Secondly,
the wage rate prevailing in the ‘local civil service
may be an important factor determining the wage

i

structure of the second order high-level manpower. The

‘civil service wage structure is usually inherited from

the days of colonial rule. When the civil service is
localised,not only is the complex structure of employ-
ment often retained, but so too is the wage structure
which was determined by the wages prevailing in the
mother country.

The wage structure of the semi-skilled, predominantly
local workers, is also of crucial importance. The labour

force of most LDCs is characterised by widespread

~movement between the rural areas and the towns, that

M s w

is,-between bouts of industrial or urban employment

and traditional rural employment. The worker is unable
to earn sufficient income in either the towns or rural
areas to maintain his family and therefore oscillates
between the two. Arrighi argues that it is in the
interests of the MNC that this migration be curtailed.
In order to stabilise (or, in Arrighi's terminology,
"proletarianise") this semi-proletariat, the MNC will
have to cut the links existing between the town and the
country by offering the workers a higher wage. The semi-
skilled workers of the MNC are thus offered a wage rate
above that necessary to attract them to the industry, but

rather aimed at stabilising their employment in the
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service of the MNC. The MNC's ability to meet these

added labour costs is beyond dispute. Labour costs
generally comprise five or ten per cent of the value

of output (see Church), and the vast resources of the

MNC ensure that the added cost. of stabilisation are not
viewed as a significant constraint. In any event, we

may assume that the MNC will concentrate on stabilising
its workforce only if the productivity increase generated

thereby justifies the additional expenditure.

'The above analysis is, however, subject to some doubt.

{ It might be in the corporation'sinterests to'encourage

‘ semiwurbanisation.3 This argument suggests that the
corporation benefits from the process of labour migration,
By encouraging the worker to maintain his rural ties the
corporation will pay a lower wage insofar as the wofkerS,
income is supplemented and he is assured of a form of
old~age pension (Meillassoux). Furthermore by preventing
permanent urbanisation some of the socio-political
problems associated with the existence of an industrial
proletariat are avoided.4 Scattered empirical evidence
does, however, appear to indicate that average earnings
in the foreign owned mineral extractive industries are
considerably higher than those prevailing in the rest

of the economy and that the workforce of the MNC exhibits
greater stability (Church).

The wage and employment policy adopted by the MNC has

several important implications for' the host economy.5

Firstly, in so far as the MNC does succeed in stabilising
it own small workforce, it might prevent the dissemination
of therudimentary skills acquired by its workers through-

out the remainder of the economy. The much vaunted rise
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in productivity, supposedly generated by the injection
of skills into the host economy, would thus appear to

be of a highly localised nature, that is, it would

appear to benefit the MNC but not the economy as a whole.
This brings to mind Becker's distinction between general
and specific training for, in fact, the MNC provides a
form of general training but, because of its ability to
stabilise its workforce, is able to appropriate the
‘lion's share of the return from the productivity increase.
There are of course limits to the MNC's ability to appro-
priate this return. Evidence suggests that the numbers
employed by the MNC tends to decline after the initial
phase of production (and particularly after the compfe—
tion of the construction phase) despite increasing

output (Church, Mamalakis). Those workers laid off then
go out into the wider economy equipped with certain
skills which allow them to seek other employment or,
possibly, to establish themselves as small scalé‘entre~
preneurs. In this sense, therefore, the MNC does offer
benefits to the economy as a whole. It is important not
to underestimate the magnitude of this benefit - Baldwin,
in fact, appears to view it as among the most significant
benefits arising from DFI in Zambia, though with consider-
able‘reservation. The impact of increased skills on the
economy as a whole, uitimately depends upon the opportu-
nities available to use these skills, these opportunities
being strongly dependent upon the linkages generated by
the extractive industry.

Secondly, in Church's words, "the tendency for relatively
high wages paid in the resource industries to stimulate
upward pressure on the level of remuneration in other
industries and in government appears to be well established

" in our case studies", (p. 91). The higher wagés paid by
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the MNC are "justifiable" insofar as the relatively

large amount of capital available per worker in the
" extractive industry raises the marginal product of each
worker. But if the wage rate paid by the MNC sets the
national wage, the corporations wage policy might well
inhibit the development of secondary'industry. Baldwin,
in fact, identifies the impact on secondary industry

as being "the most unfavourablé‘repercussion of the

high wage policy" (p. 197) adopted on the Zambian copper-
belt. Wage costs constitute a far greatér poftion of
operating costs in government and secondary industry

than in mining, and therefore a percentage increase

in wage costs raises total cost to a far greater extent
in the secondary sector, forcing them to decrease employ-
ment and output or to raise prices to an uncompetitive

‘level.

‘The mining sector obviously will genefate some additional
activity in secondary industry so that, in the short run,
total employment in secondary industry will probably not
decline absolutely after the wage rise. In the longer run,
however, if the wage level in the mining sector sets the
‘national wage 1eVel, secondary industry will be encouraged
to reduce the number of workers in its employ by opting
for more capital intensive techniques of production. The
productivity of each worker will be higher than those
employed under the previous wage structure but the govern-
ment of a LDC cannot be concerned with output alone because
of the existence of widespread unemployment or under-

employment.

The revenue implications of the MNC's high wage~low em=-
i ployment policy are two-fold. The first relates to
i labour's rights as a third claimant on the returns from
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~ the investment, and the second to the gquestion of the

consumption demonstration effect.

Theoretically the host government is faced with the
clear-cut choice of retaining part of the industry's
surplus by profit taxation and thus directly chanelling
the revenue into their coffers or, alternatively, by
pressing for highef wages. These wages are then subject.
to personal income taxation and also generate an increase
in consumption. In the LDCs trade unions are not as
powerful an influence on wage levels as they are ih the

industrialised countries. Poor organisation} lack of

‘experience, and, particularly, the large number of un-

employed weakens the nominally sophisticated bargaining

"rights frequently accorded to the unions by 1egislatidn.

Thus the government must take upon itself the advocacy
and protection of the workers' rights. To opt for increased
wages would probably be an error.

The arguments agaihst a high wage policy have already been
outlined in some detail. Government support for this can
only serve to strengthen the already deleterious effects
of the high wage/low employment policy followed by the
MNCs. Furthermore, if wages are relied upon as a means

of increasing the host country's share of the return,
investment is likely to be less than if the government
retained the surplus because a large portion ofithe wage
increase will be devoted to consumption. This stimulus
prbvided to domestic demand is not per se unfavourable -

and should have the effect of raising national income.

 However, the possibility of a demonstration effect on

expenditure patterns giving rise to a demand for imported
consumer goods cannot be ignored. A high import propensity
is directly related to a high wage policy insofar as it
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stimulates demand for goods of high income elasticity
like consumer durables, brandname products and expensive
foodstuffs. The import propensity 6f the expatriates
who tend to maintain the expenditure patterns of their
home countries will be extremely high, and it is
possiblé that there will be a demonstration effect
from the expatriates to the high wage nationals. Thus
a high wage policy is not likely to provide a signifi-
cant stimulus to domestic consumer good industries.
Furthefmore a large portion of the food requirements
of the high wage earners will have to be imported,
although, if the necessary resources are available

to improve the quality of the domestic agricultural
sector's output, in the long run a larger portion of

" these earnings would be spent locally.

To summarise then, the capital intensive techniques

used by the MNC imply a small workforce with a large
component of high level manpower. Although capital |
intensive techniques will reduce the need for unskilled
workers and increase semi~skilled component of the work-
force, mining industry in particular will continue to
rely upon a large component of unskilled labourers.
Although this would, on the face of it, appear to ignore
‘the prevailing set of factor prices, on closer exXamination
it is found to constitute a rational response to the
conditions prevailing in the LDC's labour market.
Furthefmore, in the long-run, the high wages paid by

the MNC probkably inhibit the growth of a secondary
industrial sector or, at best, encourage the development
-of a similarly capital intensive industrial sector. A high
wage policy will not necessarily stimulate‘demand'for
domestically produced consumer goods.
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 The skill level of the labour force will be raised by
the activities of the MNC although there is reason td_
believe that these added skills will not be disseminated
widely.6

¥

Following Hirschman (1958), a distinction is drawn
:between backward and forward'linkages. The former refers
to the inputs demanded by the MNC's subsidiary and
supplied through domestic production, whereas £he
latter refers to the ability to utilise the output of
the industry as inputs in further productive activity

in the host economy.

The question to be asked is, "Does the mineral extractive
industry remain a small developing enclave within the
underdeveloped host country, or does it link up with the
national (host) economy so as to stimulate the further
development of the LDC's industrial and agricultural
sectors?"

Kindleberger (1969) asserts that,

"The investment linkages Hirschman suggests
are stimulating to economic growth ... run
abroad ratheri than to the host economy. With
little or limited contact with the local
economy, foreign investment occupies an
enclave, tightly bound to the home country,
far away, but only loosely connected. except
geographically to the local scene." (p. 188)

Mikesell assures us that the "backward linkage effects
of the resource industries are not strong", although the

asserts, somewhat unconyincingly that "resource industries
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can have important forward linkage effects" (p. 628).

Hans Singer asks if, when attempting to analyse the
multiplier effects of foreign investment "Qe economists
have become slaves to the geographers?" suggesting that
"if the proper economic test of investment is the

" multiplier ... then a good deal of the inveStmént in
underdevelOped countfies which we used to consider as
'foreign' should in fact be considered as domestic in-
vestment on the part of the industrialised countries"
(p. 475). I

These views are supported by numerous case studies

(Baldwin, Girvan and Jefferson, Mikésell,}gdgzi/eﬁ)r

Why do large 9cale,foreign owned, minerai extractive
industries fail to generate these 1inkagés? In attempting
to answer this question I will draw on two important
contributions to DFI theory, namely, Girvan's distinc-
tion between the corporate and the national economy and
Murray's (1972) view that "... capitalism, like other

. economic systems, will have its own laws governing the

geographical location of production; that these laws

will generate sharp disparities in the type and
J quantity of productive activity found in the various
regions in the system; and that these laws are increasingly
applicable to the current distribution of economic activity
in the world market" (p. 164).

a) Backward Linkages
Girvan asserts that "it is to the institutional
integration of these (resource) industries' multi-

national corporate system that we should ascribe
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their lack of integration within the national econo-
mies" (p. 513). Thus, in Girvan's view, it is the
mode of organisation of the MNC that reduces the

possibility of backward linkages.

Firétly, the tendency towards vertical integration
frequently results in the production of 'some essen-
tial inputs by the pareht company itself. As Caves
has pointed out, where significant economies of
scale may be derived at any particular point in

the prodﬁctivevpfocess it will be to the firms
advantage to supply these inputs from one location,
transplanting bnly the,remaihing processes to the

subsidiary.

Secondly, even when the inputs are not produced
within the'corporate structure, the observed tendency
of the MNC to centralise its purchases in the offices
of the parent company drastically redﬁces the poSsi-
bility: of backward linkages. It will obviously be

to the firms advantage to purchase in bulk from a
well-established supplier. As Rollins has pointed
out, the cost of transporting these inputs from the
metropolis to the gatelliteneed not be seen as a
significant constraint - the firm will have to .
arrange for the transport of the subsidiary's output
to the metropolis and it may use the same transport
facilities to ship inputs to the subsidiary on its
inward journey. Furthermore, given that the transfer
of inputs may take the form of an intra-firm accounting '
entry, the corporation is not constrained by a

possible shortage of foreign exchange in the host

country.
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Girvan's analysis does not, however, fully explain
why the MNC cannot establish cheap sources of supply
in the LDC, or why the. local government or entre-
preneurs cannot similarly establish the required
input producing industries. This point has, to
some extent, been touched upon already. The inability
of the LDC to generate a capital goods sector
supplying the needs of the MNC can be related to
the capital-intensive techniques employed by the
corporation ~ a capital intensive resource industry
generally presupposes the use of capital intensive
inputs.7 Nevertheless, in order to providé a rigorous
analysis explaining the failure of the MNC to generate
significant backward linkages, we must look at the
factors determining industrial location. I do not
'intend discussing this question in great detail,
but suffice it to say that Murray (1972) has success-
fully shown that,

“... the strongest attraction for

agglomerative tendencies are agglome-
rations themselves. There is a continual
reinforcement. The existing centres will
be terminals for communication, enjoy
the benefits of scale economies in ‘
servicing, distribution networks, public
utilities, and specialised business
services. They will have a large market
with conseguent marketing economies. They
- will offer a wide range of suppliers and
customers ... For any business already
located in the centre there will be
economies in expanding near existing plant"
(p. 171).

Mineral extraction is an obvious example of a
. locality bound industry - nevertheless the economies
of urban agglomeration, improvements in transport

and communication, the locality of the final markét;
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ensure that the proverbial Mchammed will not have
to bring his entire entourage to the mountain., It
is not suggested that there will be a complete
absence of backward linkages, and certain inputs,
particularly in the retail and service sectors, are
similarly locality bound. However the ancillary
industries which cluster around the major export
staple are not likely to make a significant con-
tribution to the development of the host econdmy.8
The crucial fact is that the major industrial link-

- ages will be generated in the economies of the source

countries for it is here that scale economies may
be realised, that skilled labour is available and,
in general, where the necessary social and physical
infrastructure is to be found. The market created
by the development of the mining industry might
stimulate theAproductiOn of arable crops in the
neighbouring areas. The quality of the fresh food~ 
stuff will wusually have to be improved if they are
to appeal to the high wage earners, and a reliable
marketing network will have to be established. Where
the mining companies are actually responsible for
providing food to their employees they might be

encouraged to undertake arable‘crop production.

Thus Mikesell's assertion that "... for the primitive
economies ... domestic production of equipment requir-
ed fOrﬁthese (resource) industries must await a higher
stage of industrialisation” (p. 428), would appear

to be extremely shallow, because the vertically
integrated structure of the MNC, coupled with the
market determined laws of location are important
factors preventing the attainmentréf this "higher
stage of industrialisation”. '
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b) Forward Llnkages

_The important forward linkages to be derived from
mlneral extraction generally refer to -the refining
and processing activities inextricably associated

,with the mining industry. It appears'that very little

?<‘ref1n1ng or proce551ng is carrled out in the host

economy

It 1s a well establlshed fact that the mlneral
extractlve corporations’ almost 1nvar1ably draw -
their raw materlals from more than one source.
Lstabllshlng an expen51ve proce551ng and/or refln—»
ing plant at every raw_materlal source is clearly
irrational, and'faced‘with the ‘choice between
establiShing the prOcesSing and, particularly,
'reflnlng plant at any -one of ‘the raw materlal sources
. or in ‘the economy of the parent economy, there is
vgood reason to believe that" the MNC will generally
*'opt for the latter.

Firstly, the MNC's initial raW—materialfsourceais
often to be found in the metropolitan country itself,—4
the US copper, bauxité, and oil richeés are merely |
several amongst many examples. The processing acti-
vities had'thﬁs'already been established in' the.
source country, and it is generally cheaper to
expand an already existing plant’ than to establish

a new one.

Secondly, the uncertain political structure pre*
vailing in many LDCs Suggests'that the corporation
" will reduce its risk by”minimising the extent of
its activities beyond its national borders. The
possibility of losing its mineral resources through
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' measures undertaken by both the US and Jamaican
governments in relation to aluminium production
- appeared to ensure a low cost bauxite procéSsing
. operation, but it still proved extremely difficult
to encourage the aluminium corporation to establish
a processing plant in Jamaica. In this particular
instance, it appeared that the costs of the inputs,
particularly Caustic Soda, required in the proces-
sing stage, determined the firm's choice of location.
Caustic soda was far more easily available in the
" US than in Jamaica. Moreover,if the firm was faced
with a shortage of Caustic Soda in the US, the
size of the metropolitan market meant that the
~firm could if necessary establish its own caustic
soda plant which would be assured of a large‘market
over and above the requirement of the firm, thus
allowing the plant to achieve economies of scale.
Furthermore, processing frequently gives rise to
.valuable by-products, which can be more easily
marketed in the metropeclis than in the satellite.
~ Thus agglomeration economies definitely reduce the

i possibility of establishing a local processing plant.

There would thus appear to be little a priori reason
fov expecting significant forward linkages to be
generated in the host econémy and once again‘it
would appear, somewhat predictably, that the extent
of forward linkages is crucially dependent upon the
stage of development of the host economy. But once
agaiﬁ the "vicious circle of poverty" rears it head
for in the poorér LDCs the 1link industries generated
by the major export staple are a crucial determinant
" of theeconomy's ability to attain a higher stage of
development. - |
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¢) Infrastructural Development.

The development of physical infrastructure is not
conventionally defined as a link industry. However,
a large mineral extractive industry necessitates
considerable expenditure .on infrastructure - power
plants will have to be constructed, a reliable supply
of water will have to bé secured, transportation
facilities'will have to be conStruéted, and housihg
and other amenities will have to be provided for

the MNC's workforce. These infrastructural facilities
are thought to provide a considerable stimulus to

‘the LDC's economy .

Contemporary practice dictates that the hdst govern-
ment (as opposed to the corporation) bears the-
financial responsibility>for the required infra-
structure. Where the LDC draws on its own financial
resources a considerable outflow of foreign exchange
results. However the funds and technology required
‘forrthe provision of infrastructure are:generally
provided for by foreign aid bodies and, although I
do not wish to debate the controversial question of
foreign aid, it appears that the overall impact of
the infrastructure is strongly depehdent‘uponvthe’

~character and priorities of the loan body.

Ultimately therefore any decision on the impact of
infrastructural development will depend, to a signi-
ficant extent, on the nature of the particular
project in question and will be discussed in detail
in the following section. In general, however, it
would appear that the provision of roads and power
should stimulate the development of the host:economy.lo

‘Furthermore, infrastructural development, particularly



the provision of social amenities (housing, etc.),
is likely to provide a considerable stimulus to

the local construction industry.

5.5 Revenue

S - -~

- The revenue derived from the presence of a large produc-
tive unit within the LDC's fiscal jurisdiction is one of
the most important considerations prompting ‘these govern-
‘ments to encourage DFI. Although certain reservations are
expressed with regard to the foreign investor's revenue
contribution no attempt is made to understate its impor-
tance. It is, in fact, recognition of the importance of
the revenue contribution that compels us to concentrate
on these measures whereby the MNC might decrease its

contribution to the LDC government coffers,

The revenue accruing to the LDC treasury from the activi-
"ties of thevMNC stems from three major sources, namely,
corporate profit taxation, import duties and personal
income taxation. Personal income taxation has already
been discussed, and this section concentrates on corporate
profit taxation and import duties only. Furthermore,
revenue is generated not only by the direct activities

of the MNC but also by the activities which it indirectly
. encourages. This is crucially dependent upon the link
industries generated by DFI, a question which has also

been discussed above.

when discussing the revenue effect the distinction between
the corporate and the national economy must be borne in

‘mind. It cannot simply be assumed that the corporation
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will réalise its objectives by recording its profits in
the accounts of any particular subsidiary. It may, for
reasons outlined below, attempt to shift its profits

from subsidiary x to subsidary y or z, or it may wish to
record its profits in the accounts of the pérent company .
This of course assumes that the firm exercises some ‘
‘degree of control over the location of its profits.
The discussion of the channels of profit remission is

an important aspect of this section.

Robin Murray (1971, 1972) has provided a useful framework

within which the problem may be analyséd. Murray draws

a distinction between the exercise of monopoly power in

economic‘space and the exercise of monopoly power  in

territorial space. The former refers to the attempts

made by the holder of the monopoly power to "... secure

... the maximum proportion of surplus value produced by

the society in which he operates" (p. 219). The exercise

of monopoly power in geographical space refers to the
firm's ability to transfer its surplus to the geographical

area of its choice. In essence the entire dissertation

is concerned with both aspeéts of monopoly power. This is

no less true of the present discussion although it does

~concentrate upon the latter aspect of monopoly power.

Strictly speaking the nation state has the power to control
the transmission of profits to areas outside of its fiscal
jurisdiction. Furthermore the objectives of the firm will
coincide, in certain instances, with those of the host
country. The most obvious example of this arises as a.
result of a tax differehtial between the source and

host countries and, given that the cdrporate profits

tax is generally lower in the less developed than in the -
industrialised world, it should follow that the firm will
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be content to record its profits in the underdeveloped
11 . ,

host economy.” =~ This argument does not, however, take

account of the multiple objectives of the multinational

enterprise.

' The primary objective of the MNC, like that of any firm,

i1s assumed to be the maximisation of profits, but in the.
case of the MNC, it is the maximisation of global

profits and not those of any particular subsidiary.

As Vaitsos (1972 a) and Penrose (1968) haﬁe pointed

out, it is perfectly feasible that the firm should view
the profits of the subsidiary as part of the corpora-
tion'scash flow - thus the profits of any particular
subsidiary may be used to offset expenditure in one

of the firmyg other productive units, thus avoiding
taxation altogether. This will be particularly important |
in the situation where the firm's parent company'is' |
essentially administrative or where the parent incurs
substantial overhead expenditure. Where the profit of the
subsidiary may be used to offset expenditure incurred

in another geographical area any attempt by the LDC to
control the remission of profits will run counter to

" the global profit maximisation aims of the firm. Vaitsos

(1972 a) notes that,

"Given the ability of a firm to 'expense' certain
outlays that are directed towards future returns
(such as R&D) ... (and) ... if these expenses,
together with the direct costs for the operation
of a given firm (assume that it is the parent),
exceed therevenue from sales in its home market
"and to non-affiliates abroad, then. it will be

to the overall advantage of the trans-national
enterprise to transfer untaxed income from its
foreign affiliates through transfer pricing to
cover these costs. In this way it reduces its
global tax payments by reducing taxable income
elsewhere through appropriate adjustments." (p. 34)
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I have already indicated that because 6f agglometation
economies and the vertically integrated structure of

the firm, it will prefer to incur its overhead expen-
diture - R&D, global administration, marketing, legal
costs, etc. - in the economy of the parent. Moréover,
particularly in the case of the large mineral extractors,
the major profit points are frequently situated outside
the source country.12 Thus, for this reason alone, there
is considerable incentive for the firm to remit profits 

from the subsidiary to the parent.13

Formally the firm remits its profits by means of dividend
payments and/or the payment of interest on loans advanced
by the parent to the subsidiary. Given that interest

- payment are frequently considered as an expense it will
usually be to the firms benefit to remit its profits in
this manner, effectively providing the firm with an
incentive to rely on loan rather than équity capital as
a source of finance for its subsidiary. Thefe are, how-
ever, othei, somewhat more surreptitious, channels of
profit remission which the firm may utilise,‘for example,
pricing of the inputs and output of the subsidiary, and
the roYalty payment on the technology transferred. These
channels of pfofitbremission are collectively referred
to as "transfer pricihg" which, in effect, permits the
firm to understate the profits earned by the subsidiary,
simultaneously overstating the profits earned4by<the
parent company.

There are many varied réasons why the firm would prefer
to use transfer pricing rather than dividend or interest
payment as a means of profit repatriation. Firstly, the
firms public image would suffer if it was seen to be
remitting a substantial portion of its profits to a
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foreign shareholder. More important, however, are the
restrictions which the host government fregquently places
on profit remission by way of dividends and when the
host government attempts to seal off the conventional
channels of remissidn, the firm will resort to transfer

pricing as a means of profit repatriation.14

Where the parent acts as the central purchasing agent

for the MNC it may remit profits from the subsidiary to
the parent by selling machinery or other essential inputs
to the subsidiary at inflated prices. Research undertaken
in Colombia revealed that the inputs purchased by Colom=
bian subsidiaries in the pharmaceutical industry from their
' US parent were overpriced by 155 per cent, in the rubber
industry by 40 per cent, and the chemical industry by
25,5 per cent (Vaitsos, 1970 a). Similar studies under-
taken in other Latin American countries Support these

- findings. Similarly, underpricing of the output of the
subsidiary may also be used as a vehicle for the remis-
sion of profits - the activities of the aluminium MNCs

in the Caribbean are outstanding examples (Reno).

" It is extremely difficult to close these channels, and

the LDC government must ensure that all channels are
sealed off. Closing one will merely result in intensive
use of one of the other channels. Note however that
certain factors\restrict the use of tranéfer pricing. o
Fees and royalty.payments, forlékample,must be related

in some way tb technology used by the subsidiary. Further-
more, the attitudes of divisional managers must be con-
sidered, insofar as the low profits in any particular
division cast aspersion upon the ability of the responsible
manager. The problem may be overcome by using more than
one set of books (see Shulman). |
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It would thus appear that stated profit figures are
generally unreliable indicators of the subsidiarx's perz
formance. Nevertheless,the corporate profit tax based,
of course, upon the stated profits, constitutes an
important portion of the revenue accruing to the host
economy, and it is to a brief examination of alterna-

tive taxation policies that I now turn.

" The objectives which the host country hopes to realise
through taxation of the MNC's subsidiary depend, to a
large extent, upon the role and importance of the
industry in‘each particular LDC. The present analysis
is concerned with the case where the industry accounts

" for the great bulk of the country's export earnings

-and is its major growth determinant. Within this frame-
.work, maximisation of the host government share of the
value of the industry's output is identified as the primary
objective of taxation policy. Other objectives cannot, |
however, be ignored, particularly where the attainment
of the primary objective conflicts with the attainment
of any subsidiary objectives. Subsidiary objectives might
include maximisation of the backward and: forward linkage
effects, tax measures designed to influence the rate of
mineral extraction and the geographical pattern of
development, and a host of political objectives, all of
which may presuppose a taxation policy inconsistent with

the attainment of the primary objective.

Most important, however, the government must ensure that,
in attempting to maximise its share of the value of the
subsidiary's output, it does not decrease its share of
the global industry's output. The relationship between
! the host and the MNC is highly asymetrical, for, whereas
' the LDC is often wholly dependent upon the acitivities
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j@f the MNC, the MNC has alternative sources of raw
.materials which it may draw on. This re-émphasises the
need for a bargaining model of DFI. The inequitable
deployﬁent of bargaining strength arising from the
asymetrical nature of dependence is an important factor
prompting the LDC to grant significant concessions
(e.g. differential tax rates, depletion allowances,
etc,) to the MNC. These concessions naturally conflict
with an attempt to maximise the governments share of the
subsidiary's profits but are necessary to secure the

LDC's share:of global output.

As noted above the subsidiary's profit is commonly used
as the tax base, frequently supplemented by a tax on
dividends remitted and an "excess" profits tax. Where a
corporate profit tax is relied upon the price of the
subsidiary's output is of crucial importance. The MNC
may attempt to hold down the price of its output thus
reducing its tax commitment. The LDC may be able to
prevent this by establishing posted prices in terms of
which the subsidiary's tax burden will be assessed. Alter-
natively the government may compel the MNC to sell its
output at stipulated prices.

Alternatively the LDC may decide to use the volume of
output as the tax base. In recognition of the difficul-
ties involved in determining the subsidary's profit,
‘several of the pauxite rich LDCs have attempted to levy
taxation according to the quantity of bauxite produced
in each tax year. Given the highly volatile price struc-
ture characteristic of the miningkindustry a tax of this
nature is ill adviséd as it will preclude the LDC from
benefiting from the high profit periods of the MNC, and
" will also encourage the MNC to opt for high prices at a
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low level of production (see Reno). Where, however, thé
corporate income tax acts as a discincentive to increas-.
~ed output, the LDC is well advised to reduce the level
of taxation once a stipulated volume of production is

achieved.

The duty levied on the imported inputs required by the
MNC is another important source of revenue for the LDC.
This will be particularly important in the early, con-
‘struction stage of the corporationy activities and will
decline markedly after the first few years of produc-
tion - the planners should thus not view it as a con- -
tinuing source of revenue. Any attempt by the MNC to
remit profits by means of overpriced inputs will lead

to an increase in import duty charges. This factor might
explain Vaitsos' conclusions that bargaining over tariffs
is generally viewed by the MNC as being of greater
importance than most of the other items on the bargain-
ing agenda. A low tariff structure is also an important
concession frequently granted by the LDC to the MNC and
constitutes an impbrtant source of competition between
LDC's vying for foreign investment.

I do not suggest that the above discussion constitutes
an exhaustive analysis of the important question of
revenue and taxation. It has attempted merely to outline
the two crucial problems in this sphere, namely, , the V ;
asymetrical nature of the dependence which exists between
the MNC and the LDC, and, secondly, the.corporation's
ability to determine the geographical location of its
profits and, so, the size of its ‘tax base. The former is
broadly similar to Murray's exercise of monopoly power

in economic space insofar as it places a definite limit
on the LDC's ability to extract surplus from the MNC by
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tipping the bargaining powers in favour of the latter; the
second refers to the exercise of monopoly power in
geographic space.

s O e e oo WD Gmih W O e e Sam G YW M A W S S WS

The above analysis underlihes the importance of the
investorfs contribution to government reVenue. The
importance of this contribution becomes particularly
appareht when seen in relation to the weak linkage and -
‘multiplier effects of DFI. The revenue contribution is
‘also accentuated by the high import propensity of the

MNC's workforce which suggests that the gbvernment planners
would be well advised to extract their share of the

surplus in the form of corporate taxation rather than

by encouraging higher wages. The wage structure of the

MNC is, in part, attributable to the Capital.intensive
techniques favoured by the MNC and also to the structure
‘and characteristics of the LDC's labour force. The use 7
of "capital intensive techniques perpetuates the structural
deficiencies of the LDC's labour market and encourages
further use of similar techniques. Furthermore, the high
wages paid by the MNC will probably result in an overall
increase in the national wage level, and,. as such, will
retard the development of a domestically controlled

industrial sector.

In essence, most of the mineral exporting LDCs are
heavily dependent on the revenue earned from the taxation
of the MNC's profit. Recognition of this situation leads
Girvan to several highly pessimistic conclusions, and he
argues that the LDC will become structurally dependent
upoh the revenue and foreign exchange provided by the
activities of the MNC. He notes that,
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"... the mineral export industry does not expand
indefinitely: the very factors which make it
important to the national economy -~ the high
rate of growth of output and the growth of the
tax taxke - are those that make it necessary

for the company or companies to shift the loca-
tion of new capacity elsewhere ... This puts
pressure on the most important propulsive
mechanism of the system -~ the growth of public
spending - and the most important permissive
mechanism - the growth af imports. Hence the
political economy will either have to contain
these mechanisms, or to find ways and means of
allowing them continued operation™ (p. 523/524).

Thus Girvan suggests that in a foreign controlled, mineral
extractive economy the responsibility for future develop-
ment is completely shouldered by the planners (as opposed
to the investment multiplier) whose activities are ‘
determined by the revenue and foreign exchange contri-
butions of the MNC. The weakness of the investment multi-
plier is directly related to the structure of the MNC

and the market determined laws of location, implying,

as they do, the use of capital intensive techniques of
production. But the LDC is largely dependent upon the
resources offered by the MNC, and any attempt on the

part of the host country government to increase radically
its revenue share will hasten the demise of the multi-

national's subsidiary.
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NOTES TO CHAPTER 5

1 Cf. chapter 11.

2 An example of the misleading use to which these
criteria may be put is provided in chapter 6.

3 This appears to have been true of the companies
operating on the Zambian copperbelt (see Baldwin).

4 This raises an extremely important question which

: I shall not detail at this stage. La Clau in fact:
argues that the capitalist class benefits from the
maintenance of two contradictory modes of produc-
tion, namely, the capitalist and pre-capitalist
modes. From La Clau's Marxist perspective the
situation cannot be maintained indefinitely and
the contradiction will be resolved by the rise
of the predominant (capitalist) mode. For an
excellent application of this argument to Southern
Africa see Wolpe.

5 Streeten notes: "The foreign firms pride themselves
on the high labour standards which they introduce
into less developed countries, the high wages they
pay, the short hours the workers work and the
generous welfare services they provide. In fact,
all these are detractions from, not contributions
to, the development effort. It is precisely in the
area where host government and foreign firms seem
to pursue common interests, when the profit motive
and national aspirations seem to coincide, that
most damage is done ..." (p. 244).

6 Although even if the unskilled workers are not
provided with any specific skills they are familiar-
ised with an industrial milieu which, in itself,
will increase the skill level of the workforce.

7 For a detailed discussion of the problems faced
by the LDC in establishing a capital goods producing
sector, see Arrighi, Baldwin, Murray (1972).

8 Murray )1972) cites studies by Christaller, Borgue
and Alexandersson in support of this statement.
Christaller shows that even the service sector
requires a minimum size "catchment area" (using
population as a measure) which suggests that even
this sector is likely to consist of small scale
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10

11

12

13

services which will not employ a great number of
locals or significantly contribute to national in-
come. Alexandersson distinguishes between "ubiquitous"
and "sporadic" industries, the former being found in
most urban areas and comprising 20 service and three
manufacturing industries (constructlon, printing and
publishing, food processing).

In Zambia both Anglo American and RST were extremely
reluctant to establish a local refining plant,
largely because of the high tariff barriers in the
developed countries but also because a processing
plant in Zambia would have competed with established
European fabricators, some of whom were major
customers of the abovementioned corporations. The
imminent possibility of one of their rivals
establishing a Zambian processing plant eventually
encouraged Anglo and RST to integrate forwards. -
The Economist (London), 22nd April, 1967.

Although as Baran persuaéively notes:

"... it is not railways, road and power stations

that give rise to industrial capitalism: It is

the emergence of industrial capitalism that leads
«L t0: the building of railways, the construction

of roads and to the establishment of power sta-

tions. The identical sources of external econonmies

if appearing in a country going through the

mercantile phase of capitalism, will provide,

if anything, external economies to merchant

capital" (p. 193).

The existence, or otherwise, of an agreement between
the source and host. countries preventing double
taxaticn might be an impcrtant consideration, For
present purposes it is assumed that such an agree-
ment is in force.

Lonrho is a case in point, with 96 per cent of its
prOfltS earned abroad - Chairman's Statement,
reprinted in the Cape Times, 4th January, 1974.

Tax differentials do sometimes provide an-incentive

for remission from the subsidiary. Anglo's interests

in Zambia are an example, with Zamanglo incorporated

in a "tax haven", Bermuda. Note too, that although

tax considerations often appear to be of' paramount
importance when decisions regarding profit remission
are made, there are other factors that must considered,
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e.g. currency fluctuations, the stability of the
host government, the rate of inflation in the
host economy, etc. For a detalled discussion of

- these factors, see Shulman

For a formal analysis of transfer pricing see
Horst. Horst's analysis is unconvincing insofar
as he only considers the height of the tariff
charged on inputs as a determinant of transfer
pricing. There are, of course, other objectives

- which the firm will wish to realise and it might

continue to utilise transfer pricing desplte high
tariff walls.

For a more detailed discussion of these subsidiary
objectives see Behrman.
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CHAPTER 6

The Value Retained

It is, of course, impossible, at this stage, to ascribe
any approximate magnitudes to the items in the value
added table. It is assumed that the mining venture is
one of significant size, and it therefore follows that
gross output will be considerable, if not in relation

to the industry's global output, then at least in rela-
tion to the total value of the host country's industrial
output. The absolute amount of profit earned is also
assumed to be considerable, particularly when compared
with the profit earned by existing local enterprise,
and tax receipts earned by the government from the
foreign bwned enterprise will also be considerable. A
large scale, capital intensive,mineral extractive enter-
prise will require costly material inputs, although much
of this expenditure will be incurred abroad. The number
of workers employed will be small in relatioﬁ to the quan-
tity of capital employed but, given the small number of
workers in cash employment in the host country, the wage
bill of the MNC will constitute a significant portion

of the national wage bill.

Although the question of the value retained is implicit in the
above analysis it is necessary to focus directly upon this
important issue. Raymond Mikesell and many of the contributors
to his volume (see particularly Mamalakis) purport to measure
the impact of DFI éntirely in terms of the project's
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foreign exchange contribution, that is, by comparing the
value of exports with total foreign exchange receipts in
the form of the MNC'S domestic expenditure plus its pay-
ments to the government, Mikesell et al are able to cal-
culate the ratio of foreign exchange earnings to export
values and thus assess the "impact" of the enterprise on
the host country. Although there are several problems

1 there

associated With Mikesell's particular formulation,
are several fundamental questions which must be pbsed

concerining the calculation of foreign exchange receipts:

Firstly, many Latin American writers assert that, over

a stated period of time, the flow of capital on invest-
ment account from the metropolis (read, USA) to the satellite
(read, Latin American sub-continent) is dwarfed in sheer
magnitude by the reverse flow, that is, by the flow of
profits from the satellite to the metropolis. The satellite
is thus a net loser of foreign exchange and, on this basis,
the MNC, as the prime mover of capital between nations

is viewed as "exploitative" and an "agent of neo-
imperialisn" (see particularly Frank, Magdoff). This
argument is based upon an extremely superficial analysis

that warrants considerable re-examination.

' Essentially the above argument implies that the only
balance of payment impact of DFI arises from the inflow‘
of capital and the remission of profits. This is, of
course, incorrect. If the foreign capital is invested
in import substituting industries the quantity imported
declines, and if it is invested in export industries
the volume of exports increases, the foreign exchange posi-
tion being affected in both cases. In fact, using data
of the early 'sixties for US manufacturing subsidiaries,
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Vernon (1971) shows that satellite countries are only
small net losers of foreign exchange, the annual loss
increasing slightly over the life of the subsidiary.2
Furthermore, insofar as Frank's analysis suggests that
new investment can be compared with dividends and in-
terest remitted, it might be argued that, on the assump-
tion that each new capital inflow is used productively,
each debt should generate a sufficient increase in
productivity to service itself.> Finally the balance

of payments is a macro-economic concept and should be
dealt with by macro-economic tools, thus any argument
which suggests a restriction of DFI by reference to the
balance of payments is a second-best argument (Johnson),.
However, the imperfect nature of the LDC's economy will

juStify.the use of second-best policy (Kindleberger).

Secondly, and of more fundamental importance, when ‘
attempting to measure the impact of DFI in terms of the
enterprise's contribution to foreign exchange, it must

be assumed that, a) either these foreign exchange earnings
finance inputs required by the LDC that are only obtain-
able from abroad thus relaxing a foreign exchange con-
straint. That is, as Areskoug puts it, it must be assumed
that "... the policy makers attempt to create an incremental
trade (goods and services) deficit, above and beyond any
such deficit expected to be financed through private
capital inflows or reserve reduction, of a magnitude

equal to the official capital inflow in‘that year" .
(p. 183)4 or, b) that the inflow of foreign exchange has

a positive impact on the level of domestic savings,

that is, that a savings constraint is relaxed.

Although I do not intend debating this highly complex
subject in any detail, it appears that there are strong
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theoretical and empirical grounds for questioning
these assumptions. Acceptance of these assump-
tions implies that gbvernment policy measures will
always be able to ensure that the additional foreign
exchange is directed into investment with no consump-

tion linkages.

Aﬁ econometric study undertaken by Weisskopf shows quiﬁe
cohclusively that savings generated by inflows of
foreign capital do not necessarily supplement domestic
savings and, in fact, indicates that there is an inverse
relationship between foreign capital inflows and exiante

savings.

- Areskoug asserts that when the effect of thée foreign
capital inflow on the domestic financial variables is
considered (as opposed to thosemodeéls which only take
account of the effect on the real variables) the

question of the government policy response to the
foreign'capital'inflow must be considered.

.The government may respond to the inflow by using ex-
penditure increasing policies (i.e. increasing“the

level of government expenditure) or expenditure switching
policies. If the government chooses to use expenditure
increasing policies it will induce a situation of infla-
tionary excess demand unless it is able simultaneously

to depress the level of private spending. Econometric
-research undertaken by Areskoug revealed that those
governments that relied on expenditure increasing policies
diverted a large portion of the incremental foreign
exchange into consumption expenditure giving rise to

the expected pressure on the domestic price level.
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Admittedly these arguments are extremely inconclusive
and deserve more detailed treatment. They do however
cast doubt upon those models which glibly assume that
an inflow of foreign capital automatically relaxes a

foreign exchange and/or a savings constraint.

Bearing these gualifications in mind, it will be use-~

ful to examine each element in the value added table
outlined in chapter 5, and attempt to estimate the portlon
of value added which is likely to be retained in the

host country, or, in Killick's terminology, the mean
foreign exchange content of the value added. The

following will comprise little more than a brief summary
of selected aspects of the contents of chapter 5.

Material Inputs: In the value added table material

inputs are disaggregated into imported and locally
produced inputs. Obviously the foreign exchange re-
guirement of the former will be 100 per cent, whereas
purchases of locally produced inputs will not reguire
any foreign exchange. The real problem, of course, is
to estimate what portion of the material inputs will

be imported.

For reasons outlined above it appears that the lion's

share of the material inputs will be imported. Capital
intensive techniques of production will require simi-

larly capital intensive inputs; the integrated struc-

ture of the MNC suggests that many of the important

inputs will be produced within the firm itself; in

general, the market determined laws of location ensure

that most of the important inputs will be produced in

the advanced, industrialised economies and will thus

have to be imported by the subsidiary. In essence, backward
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linkage effects of DFI are weak and, therefore, most of
the material inputs required will be imported. Some of
the required inputs may be produced locally - construc-
tion inputs like bricks, nails, possibly protective
clothing for the miners, but the costly inputs, the
machinery, steel, etc. will have to be imported.

Wage and Salary Payments: In order to calculate the

foreign exchange required as a result of the wage and
salary payments, the import propensity of the MNC's
labour force must be estimated. ‘

‘ The import propensity of the highly paid workers will

be considerably greater than that of the low paid

WOrkers, and the fact that the former are generally

expatriate raises their propensity to import. The

expatriate employee will attempt to maintain the mode

of living of his home country and a demonstration effect

is likely to filter down from the expatriate workers to

the highly paid nationals. Furthermore, with the excep-

tion of fresh foodstuffs, the locally produced consumer

goods demanded by the highly paid will be luxury goods

and their production will embody a high import content.
The import propensity of the low income unskilled and

* semi-skilled employees will be considerably lower than

' that of their high income colleagues, although the

existence of a demonstration effect cannot be discounted.

Furthermore in an isolated mining town the retail outlets

will cater to the needs of the high income earners,

bolstering this demonstration effect.

It would thus appear that the foreign exchange content
of the MNC's wage bill is likely to be significant. The
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farger the portion of the wage bill attributable to
- expatriates, the greater will be the foreign exchange

content.

Profitg: There is not very much that one can say about

~ the foreign exchange content 6f the subsidiafy's profits.
Pfofits are remitted to shareholders and the location
of the shareholders detexrmines the foreign exchange |
content of the profits. In the case of a wholly owned
foreign subsidiary the amount of profit‘Will‘reflect ;
the foreign exchange requirement. Where the host govern=-
ment or local citizens share in the ownership of the
subsidiary the foreign exchange content will obviously
‘be smaller. -

Government Revenue: It is virtually'impossible to make

a general estimate of the government sector's propensity
to import. In a LDC where the government will be engaged
in providing much of the basic social and physical infra-
 structure, the foreign exchange requirement is likely
to be significant, although lower than that of the other
categories mentioned. The provision of social infra-
structure - schools, hospitals, local government - is‘
not likély to embody a high foreign exchange content. The
provision of physical infrastructure, particularly insQfar
as it involves the purchase of sophisticated equipment
(e.g. power stations) is likely to involve a high foreign
exchange element, although the funds for costly projects
‘of this nature will not usually be drawn from recurrent
government revenue. Control of a large mineral extrac-
tive industry generally presupposes the creation of a
government department staffed by trained, skilled
- ‘administrators, technicians and economists. In this sense
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then the revenue fronlthenunlng sector might contain
a 51gn1f1cant forelgn exchange content.

.In general, it would appear that the impact_of the -
foreign owned sector cannot be measured in terms of
the enterprise’s value added. The value ggggg will

diverge from the value retained, the latter measure
constituting a more meanlngful indicator.of the cor=

' poration's impact.
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How, for example, is the price and/or quantity
of S arrived at, and does D constitute the
bulk of remissions abroad?

c) From whom ‘and &t what price is M imported? Is
it not conceivable that the nature of DFI
allows the investor to impose a similar
oligopolistic structure on the market for
inputs? ‘

However, Vernon's analysis is based explicitly on
the dubious assumption that the stated profit figures
reflect the true remission. i ‘ ‘

It would however appear that this argument is
-only necessarily valid in a situation of competitive
markets. That is where the foreign investment is
encouraged by or gives rise to an oligopolistic
market structure or the existence of a tariff, further
investment could in fact lead to "immiserising
growth". Thus the argument is only necessarily

valid when it is assumed that the investor is only
able to extract a certain portion of the productiwity
increase, and is therefore only tenable in a
gsecond-best sense.

Areskoug's article is concerned with the effect of
official foreign aid inflows. In the passage
cited, "official" and "private" may be transposed
without disturbing the analysis.
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CHAPTER 7

DFI and the Distribution of Income

7.1 Introductio

v v o —— i S -
»

Many of the issues raised in this chapter have been
referred to in previous chapters but whereas the analysis
thus far has concentrated on the question of value added
and retained this chapter will focus attention upon the

distributional criteria.

This chapter also concentrates on the problem of what |
Kindleberger refers to as "disaggregated interest groups",.
a problem which is inextricably bound up with the question
of distribution. That is the distribution of income and

' the distribution of access to income generating opportu-
nities gives rise to the existence of various socio-
economic groups with divergent interests. This has important
implications for'the nature and effectiveness of government
policy, and to the magnitude and direction of economic

. development.,

e G g T i S — — — T - D G S — - S SW W

If, as Véitsos (1972 a) has pointed out, the MNC is able
to extract the entire rental and all the additional
income accruing from its investment, there will be no
direct intracountry distributional effects as long as
prices are unaffected and full employment prevails. .

If the increase in productivity (income) generated by
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the influx of foreign factors is reflected in lower prices
to the consumer (as opposed to premium prices for the
foreign factors) the distributional effects will be
determined by the consumption package of the host country
consumers. In the case of mineral extraction, particularly
where the ore is unprocessed, a price reduction is not
likely to affect distribution in the host country.

If, on the other hand, under the reasonable assumption
that foreign investment flows into the relatively capitai
intensive sector of the host economy, and if the returns
and rental accruing from the investment reflect itself

in a change in the general level of factor prices (as
opposed, that is, to a premium on the factors specifi-
cally employed by the MNC) distribution could move both
relatively and absolutely in favour of capital and
against labour.

The above analysis is outlined in the following diagram

(reproduced from Johnson, p. 46).

* -

Capital

Labour
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Prior to the investment there are two sectors employing
-differing capital-labour ratios, x and y. Foreign
factors flow into sector x. If the entire rental‘accrues
to the investor prices will remain unchanged and the
investor earns a profit on his technological superiority
(illustrated by the differehce in efficiehcy between x
and xl) at the rate of MMl/oMl. Where the increased
efficiency is reflected in a product price reduction
the price of x falls by MMl ‘
effect on factor prices. If, on the other hand, the

in terms of capital with no

product price level prior to the introduction of the
foreign capital is maintained, and the increased
efficiency is reflected in a change in overall factor
prices, the new price ratio is reflected by MM, an

absolute and relative decline in the price of labour.

- Thus, given that an increase in efficiency does not
manifest itself in a reduction in product prices, it
appéars that the foreign investor's influence in
determining distribution will be exercised through a
change in factor prices. Furthermore the analysis shows
that the distribution will move in favour of capital

and against labour.

The capital employed by the MNC stems,; it has been assumed,
from the advanced metropolis. In the case of joint ventures,
- that is, where a portion of the capital is raised in

the host country, the increased price of capital will

~ benefit the local owners of capital - the government

sector or individual capitalists. A certain portion of

the working class also benefits from the introduction of
foreign capital, most noticeably those directly employed

by the MNC. "
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The question of distribution is analysed more fruitfully
within an "interest group" or "class" framework. In
essence it is hypothesised that large-scale DFI encdurages
the emergence of divergent interest groups, and possibly
exacerbates tensions existing between established socio-

economic groups. In Streeten's words:

X ", .. the nation state is not monolithic. Diffe~

rent interests within it align themselves diffe~

¢ - rently with the foreign owned firm. Among those

who will side with it are bribed officials,

- the small employed aristocracy of workers who
enjoy high wages and security, the satellite
bourgeoisie to whom world wide mobility and

" prospects are opened, and the domestic industries

\ ‘ producing complementary goods who benefit from

\ the concessions which the MNC has achieved for -

1

A

itself. On the other side of the fence are the
masses of unemployed, non-employed and under-
employed, those who suffer from the higher costs,
the competitors, actual and potential, and those
who dislike foreigners. In view of the division,
it is misleading to speak of the interest of

the nation state" (p. 257).

7.3 Disaggregated_Interest_ _Groups

o o G g (100 W T T S o T - U W o . T —

The formation of these interest groups has already been
analysed in some detail.

lv ’ ] . ' a
'The capital intensive techniques employed by the MNC, the

-t

gattempts to stabilise its workforce, give rise to a small,
,§relatively highly paid workforce. We have seen that a
‘clear tri-partite division is discernible within the
MNC's workforce: the highly paid technical and managerial
personell, frequently referred to as the "elite"; a "sub-
elite" (accounting, clerical, secretarial, artisan staff)

whose wage level is determined by a combination of MNC
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priorities and the civil service wage structure; and the

proletarianised, semi-skilled and unskilled workforce.

' The latter are often incorporated in an amorphous group

referred to as the "labour aristocracy". This term,

although in common usage, will not be employed, Although

the unskilled and semi-skilled workers might find them-
selves in a privileged position vis-d-vis the unemployed
urban dwellers and the peasantry, it is probably mislead-

ing to refer to them as an "aristocracy".

Furthermore,the MNC stimulates the formation of a small
services sector:and a class of small retailers. The
livelihood of these establishments is likely to be

strongly dependent upon the demand generated by the

corporation and their employees. The lack of integration
between the MNC and the remainder of the host economy
places the burden of development, not on the investment
multiplier, but on the LDC planners which necessitates
the formation of a bulky, sophisticated, civil service.
The combined effect of the colonial civil service struc-
ture and the MNC's wage policy sets the high wage

level prevailing in the c¢ivil service, the maintenancé
of which is strongly dependent upon the revenue derived
from the MNC.

It is extremely difficult to represent the emergence and
position of these interest groups within a single frame-
work. It appears, however, that three broad groups have
been identified. Firstly, the corporation's workforce,
composed, as it is, of a highly paid elite, a sub-elite,
and a semi-proletarianised force of unskilled and semi-
skilled workers; secondly, the retailers and service
sector, including the civil service, whose position‘is
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strongly dependent upon the presence of the MNC; and
finally, the government in power, the bulk of whose

revenue is so strongly tied to the existence of the MNC.

But what of the other side of the fence? The small
commercial farming sector is strongly dependent upon
the demand generated by the growth of the moderh sector,
but, as outlined above, there is every likelihood that
the high wages paid by the mining company might reduce
the magnitude of this demand. Furthermore, insofar as
the MNC's wage level sets the national wage level, em-
ployment in the modern sector might be reduced in the
long run, and those who remain unemployed or who are
laid off as a result of the capital intensive bias
generated by a wage increase, will be ﬁorced to fall

back on the rural sector.

It would thus appear that the MNC encourages the forma-
tion of a national elite, varying in wealth and influence,
from the managerial staff of the MNC to the unskilled
miner, from the ruling political power to the small
retailer established in the mining town. The nature and
strength of their ties vary considerably but, in the
broadest sense possible, it does appear that their

interests are furthered by the presence of the MNC.

I must at this stage digress slightly and examine the
superficially powerful argument which suggests that the
creation of a national elite is an important, indeed
necesséry, factor stimulating further development. This
argument turns on the size of the "re-investment coeffi-
cient", that is, it is postulated that, whatever .the
short run effects,‘capital intensive techniques, in

the long run, release a greater supply of investment
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funds. This argument has been used by Dobb, Sen, and
Galenson and Leibenstein - these writers all assume
the existence of a centrally planned economy where the
reinvestment of thelsurplus and the prevailing wage

level are closely determined by the planner.

Essentiélly the same argument is used to justify the
creation of a highly paid national elite. That is, it

-is argued that the highly paid elite will save a‘greater
'portion of their earnings thus releasing a greater supply
-0of investment funds. Furthermore, it is arqgued,

dbmestic demand will be stimulated by the greater

spending power of the small high income group.

As far as the predominantly expatriate elite is concerned
(as opposed to the sub-elite and proletariat), it appears
that a substantial portion of their earnings is banked

in the source country or is earned in the form of a bonus
paid on the expiry of their contract. Furthermore, it is
by no means certain that the portion of the earnings of
the elite and sub-elite that is saved, will be reinvested
in the host country. In fact, the nature of the commer-
cial banking sector in most LDCs reduces the possibility
of substantial reinvestment. Where the banking sector is
dominated by foreign owned banks and where the LDC is not
able to'control the outflow of funds, a large portion of
the savings of the LDC will be reinvested in the metropolis.

Furthermore, as noted above, the stimulus to local pro-
duction of consumer goods is feduced by the high income
elasticity of demand of the highly paid elite, and "
possibly by a demonstration effect on the expenditure
patterns of thesub-elites and workers. The creation of

an elite will not necessarily generate demand for locally
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produced consumer goods - for imported consumer goods,
certainly, but not necessarily for locally produced

commodities.

It would thus appear that the creation of a national
elite does not necessarily offer the investment bene-
fits frequently referred to. But does it actually reduce

the policy options available to the satellite government?

At the one extreme, insofar as the government itself 1is
part of the elite created and maintained by the MNC, the
- possibility of a convergence of interest between the MNC
and the government could drastically reduce the welfare
of the LDC citizens, Meillassoux, noting the high portion
of Middle Eastern government revenue spent on internal
security, coupled with the high proportion of government
revenue derived from the petroleum industry, concludes
that there is an important link between DFI and the
maintenance of the internal political structure (cited
Mutray, 1972). ‘

But, discounting for the moment the possibility 6f‘a
government-MNC alliance, any conflict between the govern-
ment and the MNC may manifest itself as a conflict between
the government on the one hand, and the urban workforce
and local capitalists on the other. For example, any
attempt by the government to increase its share of the
MNC's surplus might reduce the share of the working‘class,
and thus a conflict between the government and the MNC
concerning the distribution of the returns on the invest-~
ment, might appear as a conflict betweenthe government
and the proletariat. In fact, the distribution of income
encouraged by the MNC might prevent successful implemen-
tation of a government policy measure designed to
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redistribute income from the urban to the rural areas,
insofar as measures of this nature imply that the small,
but politically powerful, elites would have to bear

the brunt of the redistribution.1 It is interesting to
note that Nicholas Kaldor, drawing on his wide experience
as a tax consultant to many LDC government, writes that,

§t

... Since I invariably urged the adoption of
reforms which put more of the burden of taxation
on the privileged minority of the well-to-do,
and not only on the broad masses of the popu-
lation, it earned me (and the governments I
advised) a lot of unpopularity, without, I fear,
always succeeding in making the property owning
classes contribute substantial amounts to the
public purse.

The main reason for this ... undoubtedly lay
~in the fact that the power, behind the scenes,
of the wealthy property-owning classes and
business interests proved to be very much
greater than the responsible, political func-
tionaries suspected" (p. XVIII).

Kaldor also found that in two countries that accepted his
proposals, British Guiana and Ghana, attempted reform of
the tax system was met by considerable opposition from
the trade unions, who, he found, objected to the intro-
duction of greater equity in taxation, although none of
the proposals would have directly affected the wage
earning classes. "In underdeveloped codntries", concludes
Kaldor, "the moneyed interest is capable of exerting

‘its infiuence in strange and unexpected ways: if not
through the Cabinet, or through Parliament, or through
the revenue administration, then, in the last resort,
through organised labour" (p. XX).
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It is, of course, very difficult to arrive at any
unequivocal conclusions regarding the possibility of a
convergence of interests between divergent national
groups and the MNC. The possible conflicts which have
been identified may arise from any large scale industrial
development, domestic or foreign controlled. However,

in the case of a foreign investor the confliét is

- exacerbated by the very element of "foreigness", that
is, by the fear that a share of the control of the LDC's
economy has been surrendered to foreign owned interests,
and that certain national groups will ally themselves
with the needs of the foreigner at the expense of the
perceived interest of other groups in the society. '
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NOTE TO CHAPTER 7

1 The opposition of the Chilean copper miners to
Allende's socialist programme is cited as an
example of an alliance between the labour elites
and the foreign owned MNC,
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CHAPTER 8

Summary and Conclusions

The theoretical framework used in this paper stresses
what appear to be the two crucial characteristics of

DFI, namely

1) the structure of the MNC and its tendency to
maximise profits from a global perspective,
and‘ ,

2) the technological dependenée of the LDCs on
the developed, industrialised West.

Furthermore, it appears'that the process of global profit
maximisation coupled with the overriding market determined
laws of location perpetuates the situation of techno-

logical dependence.

The primary implication of this is that the LDC finds
‘itself in a situation from which it cannot easily emerge -
it may grow, but the growth is achieved without develop-
ment. The rapid growth in the GDP of many LDCs, burgeon-
ing government revenue, and the emergence of a small,

but prosperous, high income group within the satellite
are sound indicators of a growing economy but they do

not necessarily'imply development, because the funda-
mental situation of dependence is not alleviated. In

Dos Santos' words,

"The relation of interdependence between two
or more economies, and between these and
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world trade, assumes the form of dependence
when some countries (the dominant ones) can
expand and can be self-sustaining, while other
‘countries (the dependent ones) can do this
only as a reflection of that expansion..."

(p. 231). ‘

The process of DFI reinforces the condition of dependence -
a lerge portion of the surplus realised by the foreign
investor is remitted abroad thus reinforcing: the geo-
graphical concentration of capital required for large
scale industrialisation; the linkage effects are realised,
for the large part, in the metropolis; the LDC does not

| acqguire the means to develop its own R&D capabilities and
it remains technologically dependent on the advanced
economies. DFI obviously fulfils certain sorely 1acking
needs in the host economy - it does, to some extent,
disseminate industrial skills and knowledge; it makes a
significant contribution'tokthe government coffers; and

it does provide employment for a small number of LDC
nationals. In effect, if DFI is assessed purely in terms

of value added and even value reteined criteria its con-
tribution is significant. Thus we are faced with a seemingly
insoluble eontradictien ~ it appears that if any LDC wishes
to industrialise it will have to tie itself to the inter-
national economy, it -cannot industrialise in isolation.

On the other hang the process of DFI, the process by

which the LDC integrates itself with the international
economy, reinforces the condition of dependence, it
reinforces the tendency towards the geographical centra-~
lisation of the means of production., The foreign owned
industry remains a small developing enclave and the
important linkage and spillover effects are realised in.
the metrepolitan economies..
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As Balawin points out, in an economy characterised by

an efficient allocation of resources the pecunlary
externalities generated by DFI will not be 1mportant

that is, changes in market demand and supply merely
result in a reorganisation of given factors. Technological
spillovers, on the other hand, may be of importance, even
under conditiorsof efficient resource allocation.1
However, in an economy where resources are not

allocated efficiently (e.g. a less developed economy)
both technological and pecuniary externalities should

be of significance. The importance of technological
‘spillovers has already beeﬁ recognised -~ the additional
skills acquired by the corporation's employees, the infra-
structural faciiities such as power and transport, may
all be utilised in the wider economy. But whether or not
these technological spillovers make a significant contri-
bution to econcmic development will depend, to a large
degree, upon the extent of the pecuniary externalities.
Thus Baldwin's'analysis of the Zambian economy concludes
that,

"Unlike economies in which resources are fully
employed and efficiently allocated, changes in
demand conditions, that is, pecuniary spill-
overs, in underdeveloped areas do affect the
qgquantitative and qualitative features of the
basic means of production ...

... Demand repercussions, in other words, cause
not just a shift in resource allocation but
lead to an increase in the productive powers of
existing resources. Unfortunately, the nature

- of the production function for copper was such
that the direct and indirect demand effects
derived from the industry were not very large."
(p. 215)

Thus when comparing the overall impact of plantation
economies with mineral extraction, Baldwin concludes,
that,
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"In terms of facilitating the training of skilled
labour, the mineral industries are in a more
favourable position than are the agricultural
producers of export commodities working under
a plantation system. But the low level of
domestic demand generated by mineral industries
tends to confine the demand for skilled labour
to the mineral export industry itself. A small
part of the population gains considerably from -
the creation of the mineral export industry, but
// development fails to affect the rest of the

economy to any significant extent." (p. 73)

There are, of course, policy measures available to the

LDC whereby it might raise its share of the return from
the investment. Although these alternative policy measures
have not been analysed it is probably generally correct

to assert that the MNC is not as tax elastic as one might
suppose, and the host government may impose a harsher or
more sophisticated system of taxation on the foreign
investor without significantly reducing. the inflow of
foreign capital; the LDC government may, within limits,

- compel the MNC to adopt a wage-employment policy more
suited to the host's needs than would normally be followed
by the MNC; it may, to a limited degree, compel the MNC

to purchase some of its regquirements in the LDC or, in
very exceptional cifbumstaﬁces, establish a local process-
ing plant; indeed the host government may even ensure

that the MNC is, on entry, subject to a certain degree

of local control, or it may take éteps to nationalise

the investors share without seriously reducing future
inflows.2 The nation state is not, as Kindleberger would
have us believe, "through as an economic unit" for
political autonomy does permit some degree of control

over the nation's economic base.

But these measures, welcome as they are, serve merely to

reform marginally the existing system - they cannot



- 133 -~

redeterniine the logic of a market economy. Thus, I must
stress again,vthe multinational corporations are not, as
it were, viewed as the "bad guys" who, with malicious
intent, undermine the LDCs;attempt to develop economi-
cally - the corporations merely conform to the dictates

of economic rationality which appear to ensure the relative
advance of the alreédy developed nations and the continued
underdevelopment of the less developed countries. In |
essence, the less developed countrieé will not develop

by further injection of capital funds, technology, or
skilled manpower - they can only develop once the
structure of inter-relationships within the international

economy undergoes fundamental change.

Possibly the only fundamental solution to the problems
outlined above lies in active co-operation between less
developed countries. Seers (1963) envisages the creation

of an international agency, possibly under the auspices

of the United Nations, and Penrose (1968) suggests the

"ed develophent of a method by which international firms
are incorporated under international law and subject to

a single international tax" (p. 273). Cooper and Clark
strongly encourage co-operation as a means of overcoming

the technological dependence of the less developed countries

on the industrialised nations.

A co-operative organisation would give rise to certain
important benefits - to list but a few, it coﬁld, for
example, help dispel the harmful bargaining which takes
place between LDCs' vying for the services of the MNC;
mineral exporting countries; in particular, could benefit
from the establishment of a marketing agency. Cipec and
Opec offer sound pointers in this direction; the creation .
of a sophisticated patents office might serve to counter
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some of the harmful effecté of the international patenting
system; an organisation of this nature could be used as
an‘information pool which would allow the LDCs to dis-
criminate between alternative investors and techniques

of production.

Ultimately, however, the LDCs would have' to co-operate

in a manner which allowed them to alleviate the situa-
tion of technolégical dependence, and which enabled them
to capture the external economies at present being

_ realised in the metropolis - whilst the output of a
single LDC's mining sector might not justify'the
establishment of a processing and refining plant, the
combined output of several LDCs might permit the reali-~
sation of the necessary economies of scale; an individual
mineral exportef may not be able to provide many of the
inputs required in the mining operation, but the combined
resources and, particularly, the combined markets of
several LDGsmight enable a single producer supported by
the associated LDCs to compete with established metropolitan

- suppliers,

Obviously co-operation of this nature could, and frequently

'does, enhance the prospects of the most powerful member of

the association, leahing the process of underdevelopment

of its co-operating partners unchecked. In essence, if a
co-operative venture is to ensure an equitable spread of

~development, the co-operating partnensgwill have to:. :
relinguish a significant degree of their sovereignity

. to the centralised planning councils, a pre-requisite

which most attempts at co-operation have failed to realise,

b
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NOTES TC CHAPTER 8

1 Scitovsky defines "pecuniary externalities" as
the situation where "... the profits of the firm
depend not only on its own outputs and factor

. inputs but also on the output and factor inputs

of other firms" (p. 246). That is, pecuniary
externalities include interdependence of producers
through the market mechanism and, as such , is a
meaningless concept in equilibrium theory. "Tech-
nological externalities”, on the other hand, are
concerned with direct interdependence amongst
producers. That is, when the output of firm A
depends not only on the factors utilised by it,
but also on the output of and factors utilised by
firms By... . Thus technological externalities can

be incorporated within the framework of general
equilibrium theory. It is interesting to note

that one of the only two significant examples which
Scitovsky and Meade found of technological externa-
lities in industry, is the case where firm A bene-
fits from the labour market created by firms Bl"'n'

2 See Appendix.
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APPENDIX

Alternative Ownership Structures

The above analysis implicitly assumes that the corpora-
tion's subsidiary is wholly owned by foreign shareholders.
There are, however, alternative ownership structures
which may affect the tentative conclusions reached above.

Two aspects of ownership structure will be discussed:

1) where the host government stipulates the
conditions of entry governing DFI, that
-1s, where the host government stipulates
that a certain portion of the subsidiary's
equity has to be held by host country nationals

or government;

2) the nationalisation debate, that is, where
the government acquires a share or total control
0of the enterprise after the initial investment

has been undertaken.

1) Joint Ventures

The gowernments ability to enforce joint control és a
condition of entry will be determined by the bargaining
powers of the two parties and, frequently, where the
corporation insists on complete control, the government
might have to breach or modify stated policy. Neverthe-
less, empirical research confirms that strong policies

encouraging joint control do give rise to a foreign
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investment pattern that includes more local contrxol than
is found in other countrieé (Wells, Table 1). Moreover,
it appears that corporations which tend to avoid local
participation in areas of free choice, have almost the
sanie proportioniafthéir subsidiaries in LDCs which insist
upon joint control as in those where they may exercise

complete control.

‘Furthermore, joint ventures are often entered into at the
behest of the corporation itself, and it appears that the
nineral extractive MNCs are more willing to enter into

' joint ventures than the non-extractive MNCs. This
obviously implies that the MNC envisages some definite
benefit arising from joint control, Firstly, joint control
‘does offer some form of insurance against nationalisation,
insofar as subsequent nationalisation might affect the
interests of both the foreign investors and the local
capitalists who have acquired a share of the control of
the subsidiary. Effectively therefore, conceding a portion
of control to local citizens allows the MNC to purchase

a certain amount of political pressure. Secondly, by
permitting local participation the firm may acquire access
to specialised marketing knowledge and channels of

distribution.

It is however by no means certain that the interests of

the host economy are advanced by joint control:

Firstly, the MNC may reduce the quantity produced and/or
exported from the jointly owned subsidiary in relation
to its wholly_owned‘subsidiaries,l*Empirical evidence
supports this assertion (Wells).

Secondly, the corporation will have an added incentive
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to withdraw profits by means of transfer payments,
although the government will be in a better position

to safeguard its interest in this regard. Although
Vaitsos finds marginally less evidence of overpricing

in the case of joint cbntrol;‘it appears that higher
payment is demanded for know-how and management fees
from a jointly owned than a wholly owned subsidiary.

As Wells notes, "... a common royalty fee of 2,5 per
‘cent of sales would offset reduction of over 130 per
cent on transfer pricing, if purchases of'components and
parts from the pareht accounted for 4,2 per cent of sales,

' including the overpricing margin" (p. 24).

Finally, a joint vénture'aoes~generate added competition
for scarce capital funds. Local capital will only go to
the MNC if it earns a higher rate of return than alter-
nate uses permit. There is nevertheless a case for |

protecting local users of capital.

Thus there is no clear-cut answer concerning the guestion
of joint control. Nevertheless I would agree with Wells,

who argues that,

"In spite of the lack of clear economic gain to
the country from having more joint ventures, the
government may still be right in its insistence
that the foreigner take in local partners. If

a feeling of local control over industry or the
political ease of allowing foreign investment.

‘weighs heavily in the list of government objec-—

- tives joint ventures may provide advantages
over wholly owned subsidiaries ... Joint ventures
seem almost always to transfer some control
-from the parent to the local partner." (p. 35)

Thus the scepticism regarding the possibility of economic
gain from joint ventures stems largely from the MNC's
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ability to remit profits by means of transfer pricing or,
more fundamentally, its tendency to maximise global
profits - a joint venture agreement does not close these
channels of remission and does not alter the corporations
fundamental objectivés, The local partner may however act
as a watchdog with varying degfees of success and govern-
"ment attempts to encourage joint ventures should be
furthered. Where possible, however, government, rather
than local capitalists, should secure a share of the
control of the MNCh subsidiary.

'2) Nationalisation

One of the most controversial questions concerning DFI
relates to the current spate of nationalisation in LDCs

for, as Bronfenbrenner notes, "... confiscation of
property and property income runs counter to Western
notions of economic morality. More important it runs

~counter to Western economic interests." (p. 213)

There are three broad arguments against nationalisation:
 Firstly, it is argued that nationalisation violates the
natural rights of the investor. This argument does not
warrant serious attention - the "natural" rights sanctioned
" by "natural" law and supposedly accepted in the advanced
industrial countries might not accord with the "natural"
laws of the Bamangwato tribe or Cuban government. The
imposition of "natural" law in this regard might justifiably
‘be viewed as just another example of "cultural imperialism",

albeit one with distinct economic overtones,

Secondly, it is argued that, if the advanced Western

countries provide us with a development model, the tendency
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towards nationalisation is inexplicable insofar as con-
fiscation of privately owned interests did not make a
significant contribution to Western economic development.
Bronfenbrenner convincingly dismisses this argument. He
argues that confiscation of a:sort did characterise the
early economic history of many Western countries - the
USA, South Africa, Australia and New Zealand all provide
examples of confiscation of natural resources from
aboriginal tribes. Moreover, the demonstration effect
filtering down from the industrialised countries and

the use of sophisticated planning techniques by the LDC
planners give rise to a desire for more fapid economi.c
advance in the contemporary LDCs than prevailed in the
early years of the industrialised countries' development.
Finally, the LDCs are confronted with two conflicting
politiéal ideologies and a crucial factor in this con-
flict is the question of ownership of property. There

is therefore no generally accepted natural law or pre-
vailing ideology to which individual LDC governments

are expected to subscribe.

Thirdly, and most important, it is argued that nationa-
lisation of foreign owned property is detrimental to the

economic interests of the LDC.

Essentially the desire for nationalisation is prompted
by what the LDC views as the excessive return the MNC
earns on its investment and the large proportion of that
return which leaves the host country. The return demanded
by the MNC is determined, in part, by the supply price

of capital plus a certain allowance for risk. Particu-
larly in the case of mineral extraction the degree of
risk attached to the investment declines enormously once
the exploration process proves successful. Thus, what
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was ihitially viewed by the LDC as a fair return, now
becomes excessive in relation to the reduced: risk. The
LDC thus threatens to amend the original conditions of
entry by demanding a larger share of, or total, owner-
’ship of the corporations subsidiary. This, of course,
serves to raise the risk associated with the venture,

- prompting the MNC to demand a greater return which, in

- turn, leads to a greater desire by the LDC to nationalise
the corporations interests. Nevertheless there are
certain important obstacles confronting a LDC intent

upon nationalising foreign owned interests:

Firstly, the sourcé country and international aid bodies
may bring pressure to bear upon the host country. The
Hickenlooper Amendment to the US Foreign Assistance Act
threatens withdrawal of aid i1f US interests are
expropriated. The World Bank similarly threatens with-
drawal of its assistance in the event of nationalisa-
tion of foreign owned interests.

Secondly, the vertically integrated structure of the MNC;
may prevent the LDC from marketing the output of the
industry and/or purchasing crucial inputs. Where the
marketing outlets are controlled by the MNC, they can
effectively prevent the sale of the nationalised
subsidiary's output. The problem may be overcome to some
extent by co-operation between mineral exporters (e.q.
Cipec and Opec) and the formation of a marketing organi~
sation. Furthermore, unless the producers can combine
effectively, the metropolis might close its m;;yets to
the output of the nationalising satellite (e.g.cmﬁm{sﬁmﬁﬁ.
The problem is intensified when the processingAfacilitiéé
are controlled by the MNC and are situated in the metro-
polis. ‘
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Thirdly, the MNC might organise the production process
in such a way as to make post nationalisation production
impossible. The Zambia Copperbelt companies (Anglo and
RST) are alleged to have failed to train Zambians in
certain key positions so as to ensure that the companies
remained indispensable in the mining process. Moreover,
nationalisation effectively means that the workers
previously employed by the MNC now become government
employees. Any attempt to reduce the wages of the already
privileged mining labour force will manifest itself as
a government-worker conflict. If, on the other hand, the
government doeé‘not attempt to reduce the wages of the
mine workers, it will be forced to raise the wages of

all other workers in its employ.

Finally, the government may not be able to afford
nationalisation. If compensation is paid the government
may be hard pressed to raise the necessary foreign

exchange.

Thus, it would appear that the vertically integrated
structure of the MNC, coupled with the market determined
laws of location, ensure the LDC's dependence upon:the
corporation. This, bolstered by the actions of the metro-
politan governments and multilateral aid bodies, brings

into question the wisdom of nationalisation.

There is, however, one important caveat - it is, in

fact, unlikely, in the event of nationalisation, that

the MNC will take steps to halt production or seal off
the marketing channels of the nationalised subsidiary.
The LDC will not be able to operate the former subsidiary
without the assistance of the MNC. Thus Hoskins notes
that, ,
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"... there is an important aspect that the
investor should not overlook - namely that
confiscation, in essence, is simply a change

of ownership., If the expropriated enterprise

is a useful part of an economic system, then
legal ownership is ~ at least for economic
purposes - immaterial ... the only significant
difference is that the investor should act as

a contractor or agent rather than a proprietor”
(p. 111). ' ' ‘

The corporatioh would exercise control over exporting,
the provision of inputs, and the technological and mana-
gerial requirements of the LDC, even after nationalisa-
tion. Thus the only channel of profit remission closed
to it is that by way of dividend payment, and it may
rechannel the bulk of its profit remission to transfer

pricing and, of course, managément fees.

Nevertheless, frequently ekpropriation or part-expropriation
is to be encouraged. Firstly, insofar as the MNC does

not wish to forgo its activities in the LDC, nationali-
sation does provide a means of renegotiating an existing
contract and might encourage the MNCs to compete amongst
themselves for the management‘contract offered by the LDC
government. ' '

Furthermore, political imperatives would appear to suggest
that nationalisation will be resorted to by the LDCs to

an increasing extent. As Hirschman has pointed out, the

MNC itself should take steps to facilitate the eventual
transfer of its assets to the LDC - in this way it can

avoid a headlong clash with the government which will, in
most cases, be detriméntal to both parties Hirschman. ,
in fact, suggests alternative mechanisms whereby planned
withdrawal might be institutionalised.
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NOTE TO APPENDIX

1 This argument is, of course, not valid under con-
ditions of perfect competition.
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SECTION III

DIRECT FOREIGN INVESTMENT IN BOTSWANA
A STUDY OF THE CQPPER-NICKEL INDUSTRY
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CHAPTER 9

‘Mining in the post-Independence Era - an Introduction

9.1 Introduction

Section I attempted to oﬁtlinerBotswana's political
development and to survey the major characteristics of
‘the political economy. The pattern of ecdnomic life in
Botswana is similar to that of many LDCs - the great
majority of the population is dependent upon the agri-
cultural sector for its livelihood although the most
important agricultural asset, livestock, is inequitably
distributed. The manufacturing sector is small and is
dominated by the Botswana Meat Commission. Although
statistics are unreliable, there is evidence of consider-
able unemployment, pafticularly in the urban areas, and
many Botswana citizens are compelled to seek work in South
Africa. Botswana, Lesotho, Swaziland and South Africa

" are partners in the Southern African Customs Union and

in the de facto Currency Union. ‘ .

At independence (1966) Botswana still relied upon
budgetary assistance from the United Kingdom. In‘thevpost—
independence era there have been several important mineral
discoveries, and it i1s now hoped that the opportunities
for large scale mineral extraction will provide means

for the development of the Botswana economy.

Mining activity in Botswana is financed and managed by
several large multinational corporations. Section II
attempted to provide a survey of current literature in
the field of direct foreign investment 1in less developed
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countries - chapters 3 and 4 outline a general theoretical
model of DFI and chapters 5, 6, 7 and 8 examine the effect
which direct investment will have on the hOSt country.

This section will attempt to assess the effect of DFI

in the copper-nickel industry on the Botswana economy.

Although the analysis concentrates on the copper-nickel
industry, minerals of a varied type and of varied economic
significance are found in Botswana. This chapter will out-
line the nature and extent of current mining activity in

Botswana, and the likelihood of future developments.l

2

9.2 Botswana's Mineral Resources

a) ManganeSe

Shortly after independence»the mining of manganese ore
was revived at two placés in south-eastern Botswana,
namely, the Kgwakgwe mine approximately 50 km north-west
of Lobatse, and the Gopani mine south-east of Lobatse,
adjacent to the Transvaal border. In 1970 R 842 836 worth
‘Qf manganese Ore was exported, but exports decreased to
R 432 340 in 1971,

Adverse conditions in the manganese market forced the

closure of Anglo-American's Kgwakgwe mine at the end of
1971, and of the Gopani mine in March of the same year.
Closure of these mines led to the dismissal of 350 and

60 persons respectively.

The Cyril Hurvitz Exploration Company (Pty) Limited is

in possession of a mining léase for manganese over an
area of 1913 hectares around Otse, near Lobatse, adjacent
to the railway line. Proved reserves amount to 300 000
tonnes of battery grade ore and medium scale mining is
likely to commence in the near future.
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b) Diamonds

In 1966/67 De Beers Prospecting (Botswana) (Pty) Limited.
discovered diamonds in the Orapa area, west of Letlhakane,
approximately 180 km west of Francistown. The largest
pipe, Aki, extends over a surface area of approximately
112 hectares, rivalled in sizé only by Tanzania's
Williamson pipe. Another pipe, Dki, approximately 50 km
south-east of'Orapa,vhas been located, and other recent
discoveries, whiéh are as yet unconfirmed, are likely to
make the Botswana diamond fields amongst the world's ‘
richest. Further prospecting activity is being carried

- out by the De Beers group, as well as by United States
Steel (Northern Ngamlland) and Cyril Hurvitz Exploration
(Ngwaketse District).

The approximaté-gréde of 0,89 carats per tonne at Orapé
is relatively high, but the relatively low average value
of production (approximately R 8,00 per ton) is explained
by the low proportion of gem to industrial stones

(12 ; B8). The, as yet unconfirmed, discoveries in the
Ofapa vicinity are thought to bear a higher proportion

of gem stones. The Aki pipe was brought into full produc-
tion in July 1971 and is being mined by De Beers Botswana
'VMining Company, a member of the De Beers Group of
companies. The De Beers Botswana Company has béen allo-

. cated a quota of'4 per cent of the sales of the Central
Selling Organisation for the Orapa mine. The 1972

diamond production was valued at about R 20 millioﬁ.

c) Copper and Nickel

In 1959 Bamangwato Concessions Limited (BCL), a subsidiary
of Botswana RST (BRST) commenced prospecting activity in
the Bamangwato tribal territory. Copper deposits were



discovered west of Francistown in the early 'sixties and,
in 1964, substantial copper and nickel bodies were locat-
ed at Selebi and Pikwe, approximately 90 km south-east

of Francistown. By 1971 it was firmly established that

ore reserves at Sélebi and Pikwe totalled:

Million Tonnes | % Nickel | % Copper
PIKWE , ;
Proven 22,1 : 1,45 _ ‘1,14,
Probable 9,0 o 1,13 1,09
SELEBI
Proven 10,0 - 0,70 1,56
Probable 2,6 0,88 1,28

Mining at the rate of'approximately 2 million tonnes per
annum, the life of the Selebi-~Pikwe mines is expected to
extend over some 23 years. Mining operations at Pikwe

- commenced in late 1973, and smelting operations in early
1974 when the first shipment of matte was delivered to
the US refining plant. Mining of the Selebi deposits is
expected to commence in 1979, The Smelting process is
also expected to release 127 500 tonnes of marketable

sulphur each year.

BCL also discovered copper deposits in the Matsitama
area, 80 km west-northwest of Francistown.in 1963/64.

In 1968 it was announced that the Matsitama ore reserves
totalled |

Million Tonnes % Copper
Proven ) 4,7 2,24
Probable 1,72 2,15
Oxidised Ore | 1,46 , 2,87
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It appears however that no further work has been carried
out on these deposits. BCL is also investigating copper
deposits in the vicinity of the old Bushman Mine.

Substantial copper deposits estimated at 7,6 million
tonnes of ore (1,4 per cent copper, 0,8 per cent nickel)
have been located at Selkirk and Phoenix in the Tati
area. The mineral rights in this area are privately
owned (by the Tati Company) and, although the initial
exploratory work was undertaken by an Anglo American
subsidiary, Sedge Botswana (Pty) Limited, it appears
that Anglo and the Tati Company have not been able to
reach agreement regarding more intensive prospecting

or actual exploitation. ‘ '

US Steel and the South African Vendome Company (Pty)
Limited are also engaged in copper prospecting in

Ngamiland in the extreme north-west.

d) Coal
The Geological Survey Department has devoted consider-
able time and energy to prospecting for coal. Its
efforts have been rewarded by the discovery of substantiel
deposits at Morupule, approximately 6 miles-west of
Palapye, and at Mmamabula, approximatély 80 miles south
of Palapye. The Anglo American Corporation is now
responsible for prospecting in these areas. To date,
their activities have proved reserves of approximately
5 000 million tonnes over an area of 256 square km in
the Morupule area, and a further 400 million tonnes over
an area of 44 square km in the Mmamabula region. The coal
is of a low grade (non coking) but is suitable for power

. generation.
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The 1973 - 78 National Development Plan briefly mentions
the prospect of converting Botswana's coal resources into

3 which, if successful, will substantially increase

oil,
-the value of the coal deposits. A recent report indicates
that the Royal Dutch-Shell group have been awarded a
special prospecting licence to seek coal, oil shales,

and radio~active minerals over an extensive area in the
eastern and southern regions. The report indicates that
the company's charices of finding o0il shales are small,
although there are indications of vast undelineated coal

fields on the edge of the Kalahari.?

e) Brine
Makgadikgadi Soda Limited, a subsidiary of BRST, has
concluded lengthy investigations into the brine deposits
located beneath the Sua Pan which forms the Eastern
part of the Makgadikgadi Depressidh;&“weSt of Francis-
town. The production of salt, soda ash, and sodium |
sulphate is under consideration. Deposits are sufficient
to support the minimum commercially feasible levels of
production which are estimated at 80 000 tons of soda
ash and 100 000 tons of salt per annum. Although‘the.
company has not yet released its final report it appears
that production will commence within the current plan
period (i.e. before 1978).

f) Other Minerals
Various other minerals are‘being sought in Botswana,

-Asbestos Investment (Pty) Limited is prospecting for
asbestos in the area of the old Moshaneng mine and
Johannesbﬁrg Consolidated Investment is undertaking wide-
spread prospecting activities in the Mochudi area. Semi-

precious stones are being sought in many areas of Botswana.
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As at 31st December, 1971 42 prospecting licences were
in force. In 1971 private firms spent approximately

R 4 200 000 on prospecting activities. An additional

R 60 000 accrued to-the Central Government for licencing
and rental fees, and a further R 60 000 to the District
Councils. As at 31st Decembef, 1971 there were 3 mining
leases in force covering the Orapa Diamond mine, the |
Selebi-Pikwe copper—hickel deposits, and the manganese
mine at Otse. A small notarial mining lease was backdated
to February 1967 to.cover the Gopani manganese mine. Mineral
rights in the Tati area are privately owned. All mineral
rights vested in the tribal authorities were'transferred
to the state by the Mineral Rights in Tribal Territories

Act of 1967. Prospecting rights and mining leases are

granted in terms of the Mines and Minerals Act of 1967
which consolidated all previous legislation concerning

mining.

This dissertation will concentrate on the development of
the copper-nickel resources at Selebi-Pikwe. Manganese
mining is conducted on too small a scale to warrant
detailed attention. At this stage, the exploitation of

the coal resources is dependent entirely upon the demand
generated by the Selebi-Pikwe complex and, therefore, will
be discussedvas an integral part of the copper-nickel
projéct, Although, on the face of it, the sophisticated,
large-scale diamond mining industry warrants detailed
attention, it appears that certain characteristics peculiar:
to diamond mining will limit the extent of its impact

upon the rest of the economy. Whilst it is an extremely
important contributor to government revenue and foreign
exchange, it will provide employment for only a small
number of workers when compared with the copper—nickei
industry. Furthermore, it will generate insignificant,

if any, linkages to the rest of the economy.



~ 153 -

The copper-nickel industry, on the other hand, is likely

to be of considerably greater significance. The capital
\sum reguired is enormous in relation to total capital
formation in Botswana and, of course, in relation to
| that of any other enterprise; with the exception of the
Civil Service and, possibly, the Botswana Meat Commission
it will provide‘employment for a greater number of workers
than will any other enterprise; its contribution to
government revenue will be considerable; and it is hoped
that it will encourage, via the investment multiplier,

the further development of the industrial sector. Further-
more, the copper-nickel industry has necessitated

considerable expenditure on infrastructural facilities.

It is not necessary to rationalise a decision to study the
copper-nickel industry in these terms. Conversely, the
relative size and potential impact of the copper-nickel
industry does not suggest that a study of diamond, or
even manganese, mining would be inconseguential or
irrelevant. I wish merely to sdggest that if, by
industrialisation, Botswana is to escape from the impasse

. in which so many LDCs find themselves, the obvious industry
to gonqentiatékoﬂ .. . is the copper-nickel industry.
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NOTES TO CHAPTER 9

1 This chapter relies heavily upon information
contained in the annual reports of the Geological
Survey Department. The most recently published
report is that for the year ended December, 1971.
Additional information contained in the National
Development Plans, 1970 - 75 and 1973 - 78 has .
also been used.

2 See Map C.
3 This technique is used by SASOL.

4 Cape Times - 6th March 1974.
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CHAPTER 10

‘Botswana'e Copper—Nickel Industry - the Corporate
and Technological Structure .

10.1 Introduction

The tentative conclusions reached in Section II rest on

' the assumption that the process of DFI in LDCs is dominat-
ed by large MNCs operating within oligopolistic markets..
These firms use sophisticated, capital intensive tech-
nigues of production in the host country. This pattern

is confirmed by an analysis of the corporate and techno-
logical structure of Botswana's copper-nickel industry}

The ensuing chapter provides little more than a brief
summary of the extremely complex financial arrangements
governing the Selebi-Pikwe project.l'At the ceremony
marking the successful negotiation of the major mining
contracts, Sir Ronald Prain, then chairman of the o
companies responsible for the mining of the Selebi-Pikwe

copper and nickel resources, said,

"By any reckoning this is an historic occasion,
It marks the culmination of sixteen years of
discussion, scientific endeavour, negotiation,
and the creation of an international financial
structure which can have few, if any, parallels
in complexity and scope" (cited Ostrander,

p. 1).

One cannot but agree'with Prain. The financial structure
of the Selebi-Pikwe project involves at least three
governments (Botswana, West Germany, South Africa) and
numerous government agencies; several giant MNCs -
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. American Metal Climax,the Anglo American/Charter Consolid-
~ated Group and theif subsidiaries, Metallgesellschaft,

and, to a lesser degree, Mineral Separations Ltd, and

| N.M. Rothschild and. Sons, Ltd; banking and other financial
iinstitutions in West Germany, South Africa and the United
'Kingdom; and, not least, several multilateral aid bodies.

I must repeat therefore that this chapter does not '

pretend to provide more than the barest skeletal out-

line of the complicated arrangements between the govern-

ments, the companies and the other authorities.

The companiés directly»involved in the exploitation of
the Selebi-Pikwe resources are Botswana RST, Limited

x (BRST) and its subsidiary, Bamangwato Concessions

| Limited (BCL).
Negotiations concerning the granting of prospecting
rights in the territory of the Bamangwato tribe commenced
in 1959, The two parties to'the negotiation were the
Bamangwato Tribal Authority and Rhodesian Selection
Trust (later renamed Roan Selection Trust), a company
controlling an important share of the Zambian (then,
Northern Rhodesian) Copperbelt. The US multinational,
American Metal Climax,held a 43,3 per cent share in RST.

| At the 1359 negotiations BCL was formed in order to
undertake exploratory work in the territory. The presence
of copper ‘and nickel was cohfirmed at Selebi and Pikwe

in 1963 and 1965 respectively.

In July 1967 BRST was incorporated in Botswana to hold.
RST's interest in the mineral riches fully confirmed
earlier that year. BRST's sole assets comprised a
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60,95 per cent interest in the share capital of BCL,Vand
a 64,63 per cent interest in Makgadikgadi Soda Limited.2
The remaining 39 per cent of BCL's share capital was held
by Mineral Separétions Limited (23 per cent), the Anglo
American Corporation o¢f South Africa (A2AC) (11 per cent),
and the International Nickel Cbmpany (5 per cent). ]
International Nickel's share was purchased subsequently
by the AAC raising the latter's share to 18 per cent. In
the event of BCL becoming a mining company it was agreed
that the Botswana government would receive a 15 per cent
gratuitous share in the company. In April 1968 a BRST
rights issue offered to RST holders gave AMAX a substan-
tial share (43,3 per cent) ianRST, an assortment of
small shareholders controlling the remainder of the

company.

In order to finance the Selebi~-Pikwe projeét the major
financiers required considerable guarantees but would
not accept BRST as the sole guarantor. Amax agreed to
guarantee one-half of the required sum. Mineral Separa- -
tions were unwilling to participate in the guaranfeés.
The AAC/Charter Consolidated Group indicated it was
willing to participate in the guarantees provided that
its shareholding in the project which, at the time,
comprised a 16 per cent share in BCL, be increased
considerably to equal that of Amax. They also demanded
participation in the technical and managerial control

of the project. It was decided that BRST should purchase
the minority shareholding in BCL by offering the minority
shareholders BRST shares in exchénge for their holdings
in BCL. The great majority of Mineral Separations inter-.
est in BCL was purchased by AAC/Charter and Amax. BCL
was required to increase its equity share capital by .

R 30 000 000. ”
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The re-organisation of BRST and BCL was affected by a
rights issue amounting to R 18 700 000 in mid-1972. The
‘ultimate outcome of the re-organisation is that BCL is
controlled by BRST which holds 85 per cent of the former's
equity. The Botswana governﬁeht has received a 15 per

cent gratuitous share of BCL's equity.

BRST's equity is controlled as follows:

AMAX | 29,82 %
|aac/cCharter ‘ 29,82
{Mineral Separations 5,73
[N. M. Rothschild and Sons “0,06

General Public (small lots) 34,57

- 100,00 %

Thus Amax's share in the project has declined slightly,
the public's interest has remained the same, and AAC's
share has risen substantially.3‘
The estimates of the cost to BCL of the project have
escalated rapidly. Originally it was ~ estimated at
R 86,5 million4 and, on the basis of this estimate, the
financial agreements were negotiated. R 43 million was
provided by a West German consortium of banks led by the
Kreditanstalt fir Wiederaufbau (KfW); R 13,5 million was
provided by the Industrial Development Corporation of
South Africa (IDC), conditional upon:the purchase of
equipment to the same value from a South African producer.
The balance of approximately R 30 million was provided for
by the;enlargéd equity capital of BCL, and the necessary
A bridging finance was provided by Union AcceptanceS'Limited,
a member of the AAC/Charter Group. | L -
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In November 1971 the cost estimates were revised upward
by R 14,5 million® to R 101 million. The KfW loan then

 stood at approximately R 47,8 million.® Amax and AAC/

Charter have agreéd to lend BRST the shortfall and they,
in turn, will advance the necessary funds to BCL. By the
end of 1973 BRST had borrowed approximately R 21 million
from Amax and AAC/Charter.7 ‘ '

In December 1972 and 1973 the cost estimétes were revised
‘upwards once again, because of technical complications.
Furthermore, these technical complicationé Havé |
delayed revenue inflows and, as a result, addi-

tional bridging finance, conservatively estim-

ated at R 15 million, was required.8 In the light

of these rapid cost escalations and the'conséquent
postponement of revenue inflows BRST has decided to
increase its eqﬁity share capital by a substantial amount.
As at December 1973 the company was authorised to issue
22,5 million shares (par value R 2 each) and 17 979 292
had been issued leaving about R 9 million of unissued
capital. ThisAié deemed insufficient to meet require-
ments and the company has decided to increase the '

authorised capital to R 80 million.9

In the most recent BRST interim report the Phase I cost
estimates (that is, excluding the Selebi Mine) have been
revised upwards to R 200 000 000 although the directors
acknowledge that the total requirements may well exceed
this figure.10 Technical problems continue to plague the
project and the level of output is ektremely low. In the

six month period between 31st December 1973 and 30th June .-/

1974 loans to BRST had increased from R 75 086 000 to

R 101 543 000 - Amax and Anglo have provided approximately
R 18,5 million of the additional loans and therefore must
have lent approximately R 40 million to BRST.
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The bulk of the loan and completion guarantees have been
undertaken by AAC/Charter and Amax. A West German firm,

Metallgesellschaft, has provided considerable guarantees.

In addition to the compahiesf financial arrangements,
the Botswana government has had to raise considerable
sums of money in order to provide the required infra-

structure.ll

Thus, in effect, thé financial and technical resources
of Selebi-Pikwe project are controlled by BRST's two
major shareholders, the AAC/Charter Group and Amax.

It is not necessary to attempt to detail the size and

- wealth of either company. The AAC/Charter Group.controls
substantial interests in many sectors of the‘South African
economy, particularly mining, although its interests
extend well beyond the confines of the republic. Its
interests in, inter alia, Zambia, Rhodesia, Canada,
Australia, Zaire, Portugal, Swaziland, secure, beyond

all doubt, its multinational status. Vernon (1971) cites
Amax as being one of the nine largest of the US MNCs .-

"engaged in non-petroleum mineral extraction.

Both companies have a substantial stake in copper mining,
particularly in Southern and Central Africa.

In Section II it is argued that the process of DFI usually
transfers teéhnology of a characteristic type. This techno-
logy will be of a capital intensive nature and the skill
component of the small workforce is likely to be large.
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Baldwin identifies three important characteristics of

copper production: a) a low aggregate labour coefficient;

: b) a high capital coefficient; c) significant economies

! of scale.

The general characteristics outlined above are

apt description of the Selebi-Pikwe_copper—nickél project.

Any attempt to calculate the labour and capital coefficients

'is bedevilled by a lack of statistical data. It is parti-

cularly difficult to distinguish between ‘those workers
employed in copper production itself and those employed
in the construction of the mine and the infrastructural
facilities - if the latter are included in the employment
figure the labour coefficient will be considerably higher

~in the initial phases of the project than in the later,

purely production, phase.12 Moreover, as will be pointed

out below, the official statistics do not disaggregate
sectoral employment figures by individual enterprise.

With the assistance of government and company officials

and company repbrts I have been able to estimate the numbers.
employed by BCL and BRST and this estimate has been used

in calculating the number of employees per R 1 000 of out--

put (the labour coefficient) for the copper-nickel industry.

Bearing these difficulties in mind, the following table
is the result of an attempt to calculate the labour
coefficient of selected industries in Botswana.

The table below indicates that the mining sector is
considerably less labour intensive than the construction
sector. It does, however, appear that the manufacturing
sector is marginally less labour intensive than the mining
sector. This situation will be reversed in the near futqre.



- 162 -

TABLE 10.1 Labour Coefficients?’ for Selected
Botswana Industries, 1971/72
(per R 1 000)

Industry Labour Coefficient
iningb) | 0,101
anufacturing®’ 0,095

Construction 0,311

L

Notes: a) see footnote 12 for a definition of
. labour coefficient

b) this'figure is calculated from 1971/72
employment and output figures for the
whole mining sector

c) manufacturing includes, and is domin-
ated by, the Botswana Meat Commission

| By 1971/72 production had not commenced ét Selebi~Pikwe
although approximately one-half (that is, 1 000) of the
copper-nickel industry workers were already in the

employ of the company. Thus within the next year the
output of the mining sector will increase greatly and
employment will increase only slightly, lowering the
labour coefficient in the mining sector by a considerable

-amOunt.13

Unfortunately it is impossible to calculate the capital
coefficients for these industries, as figures for capital
investment in the manufacturing and construction sector
are not available. The mining sector's capital investment
is considerably greater than thatof any other sector.

In 1971/72 gross capital formation in the mining sector -
totalled R 27,3 million and in the manufacturing and
construction sectors gross capital formation totalled =
R 2 million and R 1,7 million respectively. These figuresj
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are not a realistic indication of the relative size of

14 but it appears

the capital investment in each industry,
that the copper-nickel industry's capital coefficient

will be moderately high.

The copper-nickel project has made use of the most
sophisticated capital intensive techniques available.
Initially, the ore at Pikwe was to have been mined by
underground methods only, although, at a later stage,

it was decided to switch a significant part of the mining
process to the open cast method. The latter method is
considerably more capital intensive because it involves
the purchase of heavy bulldozers, graders, etc. The work-
‘force employed in open cast mining contains a larger
skilled element, thus increasing the human capital com-
ponent. Unofficial estimates of the decline in employment
resulting from the switch from underground to open cast

- methods range from 150 to 600 workers. The smelting process
employs a highly sophisticated method and machinery

~developed in Finland.

It appears that the mining company has faced considerable
technical problems since the.commenéement:of0perations.

_The Anglo-American Annual Report (1973)-fefers to the
"teething problems" c0nfrontihg the Selebi-Pikwe operations,
although the rapidly éscalating cost estimates for the
project suggest that the technical problems are of quite

- a serious nature. The exact nature of these technical
problems is spelt out in the BRST Chairman's most recent’
annual report.'The major problems appear to stem from
particular features of the Selebi-Pikwe ore which have
necessitated, inter alia, the construction of an expensive
washing plant and costly alterations to the ore feeder
system. Other peculiarities of the ore content have resulted
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in minor explosions in the concentrate drying, transport
and storage facilities and conseguently to a series of
plant stoppages. In September large production losses
occured as a result of major plant breakdowns in the
boiler system. Considerable uncertainty has been created
by the situation in Lourenco Marques and tine company
might be compelled to use alternate port facilities.14
Remedial measures are being undertaken at considerable
cost. As pointed out above, these technical problems have
resulted in the postponement of revenue inflows and the
company has needed to secure additional bridging finance
to meet its recurrent obligations and the additional

capital costs involved.

10,4 Conélusion

The copper-nickel ore at Selebi-Pikwe is mined by
'Bamangwato Concessions Limited. This company is controll-
ed by Botswana RST, which owns 85 per cent of BCL's
equity capital and the remaining 15 per cent is held

by the Botswana Government. BRST, in turn, is controlled
by two large multinational corporations, the Anglo Ameri-
can/Charter Consolidated Group and American Metal Climax.
‘The project is highly‘geared and loans have beén raised
from a number of sources. Technical problems have -
necessitated an increase in both the loan and equity
capital. Anglo and Amax have proVided the additional

loan finance and an offerof arights.issue, probably in
early 1975, will raise the additional equity capital.

Both Amax and AAC/Charter have considerable experience
in copper mining in Southern and Central Africa (Zambié)
and they have elected to use highly capital intensive
techniques of production - the 1971/72 labour coefficient ..
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of the mining sector is low and will decline markedly
when the value of the Selebi-Pikwe output is included
in the calculation. It is unlikely that the company (or
the government, had  they undertaken the venture) could
have employed significantly different techniques of
production. If the government'had elected to mine on a
cdnsiderably smaller scale the technological charac-
teristics might have been modified. Small scale copper
extraction did not prove successful in Zambia or
Botswana, and if extraction on a large scale is desired
it is unlikely that the technology employed could have

been modified very significantly.
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NOTES TO CHAPTER 10

10 .

11

12

For a detailed account of the financial arrangements
see: Botswana RST Limited, Circulars to Shareholders
dated 19th July, 1971; 30th November, 1971; 28th
April, 1972. See also Botswana RST Limited Annual
Report, 1973.

The company that will be responsible for the eventual
exploitation of the brine deposits of the Sua Pan.

Note that Amax's 43,3 per cent interest in BRST when
it controlled 60,95 of BCL is only slightly smaller
than a 29,82 per cent interest in BRST which now
controls 85 per cent of BCL.

See Circular to Shareholders dated 19th July, 1971,
para 6.

See Circular to Shareholders dated 30th November,
1971, para 6. :

The Deutsche Mark total remains the same (DM 222 mil-
lion). The small increase probably results from
currency fluctuations.

Botswana RST, Chairmanks Statement, year ended 31st
December, 1973

Chairmanb Statement, 1973.

Idem - note too that none of these estimates include
the additional finance required by 1977 to bring the
Selebi Mine into operation. It is estimated that this
will require an additional R 5,7 million. :

See Botswana RST Limited - Interim Report to Share-
holders dated 25th September 1973.

This is discussed in chapter 12.

The labour coefficient is defined as the number of
employees per R 1 000 of annual gross output. A
simple example will clarify this point. If annual
gross output isiwvalued at R 10 000 and 10 people
are employed the labour coefficient is equal to 1.
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13

14

If the number of employees doubles, the labour
coefficient will also double, i.e. if output
remains at R 10 000 and the number of employees
increases to 20, the number of employees per

R 1000 of output is 2. Conversely, if employment

- remains constant and output doubles the labour
- coefficient will halve.

See footnote 12 for a hypothetical example. By
1976 the value of the output of the Pikwe '
Mine will be at least R 50 million and the
numbers employed by BCL and BRST will be about
2 500. The labour coefficient will thus be as
low as 0,05.

See Botswana RST Limited - Interim Report to
Shareholders dated 25th September, 1974.
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CHAPTER 11

The Appraisal Criteria

11.1 Introductlon

The corporate structure of the copper-nickel mining
industry in Botswana closely-appreximates the ideal-type
outlined in Section II. The firms involved in the finan-
‘cial and managerial control ofithe Selebi-Pikwe venture
are large MNCs with mining and industrial interests in
many parts of .the world, including the neighbouring
territories in Southern and Central Africa. The firms
have quite rationally and predictably elected to employ
a capital intensive technique of production. The implica-~
tions of this structure for the Botswana economy are
broadly similatr to those outlined in Section II with
relevant modifications made in light of peculiar circum-
stances prevailing in Botswana. Thus, before proceeding
any further, it is necessary . - to outline a set

of criteria in terms of which the growth of the mining

development at Selebi-Pikwe can be assessed.

11.2 The Criteria

The most recent national accountlng data emphasis the

measurement of value added.

The Ministry of Finance and Development Planning has”
attempted to project &ts; caleulation of value added
and, in so doing, has arrived at the following estimates
" (see Table 11.2).
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TABLE 11.1:

Production Account of Mining Activities

(R million)

1971/72 (1973 prices)

Inputs Outputsj
Intermediate Consumption ) Sales of Charac-
Depreciation 0,1 teristic Products . 15,7

. ‘ - | Minerals not yet
Wages and Salaries 1(0 sold 1,0
Indirect Tax 0,1 :
Operating Surplus 10,1
Value Added®) 11,2
Total 16,7 16,7

Source: National accounts of Botswana

TABLE 11.2:

Estimated Production Account of Mining

Activities in 1977/78 11973/74‘prices)

Diamonds|Selebi~|Sua Pan
Pikwe

Intermediates 0,6 . 8,0 3,5
Debreciation' - - -
Wages and Salaries 5,8 5,9‘ 1,0
Profits ' 32,6 29,9 8,0
Interest Paid - 16,2 -
Value Added at

Factor Cost 38,4 42,0 3,0
Indirect Taxes—-Subsidies - - -
Value Added at

Market Price 38,4 42’Q_. 9FQ

Source: Ministry of Finance and Development Planning
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Mining is expected to make a significant contribution

to the Gross Domestic Product, and a somewhat smaller,

but still highly significant, contributicn to the Gross
National Product. The divergencé between the contribution
to the Gross National Product -and:thevGross: Domestic: Pro~
duct arises largely from the‘remission'of factor payments
to expatriate workers and, of course, to those shareholders

resident and incorporated abroad.

TABLE 11.3 Estimated Gross Domestic Product and Gross
' National Product at Factor Cost (1973

Sect : GDP GNP GDP GNP
ector - |71/72 | 71772 |77/78 . |77/78
Agriculture 25,2 24,8 35,1 34,3

Hunting, Fishing,

Forestry 2,2 2,2 2,6 2,6

Mining and Prospecting 12,5 5,4 60,8 45,6

Manufacturing 7,7 6,8 12,3 11,2

Construction 9,4 7,5 13,0 10,4

Water and Electiricty 0,5 0,5 5,6 546

frade, Hotels and §
Restaurants 203 5.3 11,7y 1110,5

Transport and Communis} .,

cations 4,2 3,4 8,3 6,6

Financial Institutions}

Business Services and 4,6 2,3 9,1 4,6
Real Estate

Persqnal and Community 0,8 0,8 1,2 1,2
Services

§11V§te, Non-Profit 0,9 0,9 1,4 1,4
ervices :

Central Government 9,8 9,0 22,0 19,3

Local Government 2,3 2,3 5,3 5,3

Traditional Ownership and ‘

own Construction of 2,4 2,4 2,9 2,9

Dwellings

lunallocated - 0,8}~ 0,8 - 1,6|- 1,6
Total 87,6 7,28] 189,7} 159,9 |

Source: National Development Plafi, 1973 - 78

<
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Mining is thus expected to make a significantfcontribution
to the growth of the Botswana economy. Whereas in previous
years the mining sector acted as a drain upon the Gross

Domestic Product,2

by 1971/72 approximately 14,3 per cent
of the GDP was directly attributable to the mining sector,

expected to rise to approximately 32,0 per cent in 1977/78,

In 1971/72 approximately 7,4 per cent of the Gross Natio-
nal Product is difectly attributable to the mining sector,
rising to 28,5 per cent in 1977/78. This leads us to an
extremely important point: The valuevadded is only
significant in so far as a'portion of thét value is
retained in the Botswana economy. My primary focus is,

as it were, on national value added rather than domestic
value added. This priority is incorporated in the model
;computatlon outlined in Section II and W1ll be dealt Wlth

in the following chapters

‘The value added computation used by the Botswana planners
is considerably more compressed than the model computa-
tion used in Section II. In the later chapters, when
‘each of the elements involved in the value added calcu~
lation is analysed, I will expand the 1nd1v1dual
categories used by the Botswana planners in order to in-

corporate all the elements suggested in Section II.

But this is not sufficient, for there are certain broader,
but no less important, criteria enunciated by the

Botswana planners and politiciéns, an assessmeht 6f

which cannot satisfactorily be incorporated»ihto'the
value added tables presented above.

Introducing the 1970 - 75 National Development Plan, the
vice-President and Minister of Finance and Development
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Planning, Dr Q. K. J. Masire, stated that the government's

key economic objectives were,

"1) to ensure the fastest possible rate of
economic growth in a manner designed to
raise the living standards of the great
mass of the inhabitants of Botswana;

2) to achieve budgetary self-sufficiency in
the shortest possible time consistent with
rapid economic growth;

“3) /to maximise the number of new job oppor-
tunities; and '

4) to promote an equitable distribution of
© income, in particular by reducing "income
v differentials between the urban and rural
sectors through rural development."

In the introduction to the 1973 - 78, National Development
Plan these objectives were restated, although the vice-
President noted that budgetary self-sufficiency had
already been attained. The other three objectives remain
in force and accord closely with Seers' three criteria

-of equity, employment, and elimination of povérty, the
'Botswana governmeht‘s accent on rural devélopment merely
constituting a special case of (or, possibly, a means of

attaining) all three objectives.

These objectives have been restated by the President who,

on one occasion, noted that,

"My idea of an independent economy is one whikch

is less vulnerable to weather conditions and
which is capable of being managed in a way which
permits government to plan for the welfare of all
its citizens; to create as many jobs as possible,
to spread development as equally as possible '
throughout the country, to see that rural develop-
ment keeps pace with the development of our towns,
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and, aboveall, to ensure that agricultural and
other rural activities can bring people a
decent living." (p. 5)

It should be noted that the growth of the mining sector

- 1s not seen as providing a palliative for Botswana's
economic ailments. The 1973 - 78 National Development
Plan acknowledges that mining might introduce severe

"economic distortions" and generate serious "social

problems". The President has stressed that the base upon
which Botswana's economy is developing, namely livestock

and mining, is too narrow and will have to be widened

' to incorporate the broad mass of the population. Thus,

it would appear that the Botswana government is concerned,
at least fofmally, that the returns from the mining pro--
ject be equitably distributed throughout the country.

They do not, it would seem, agree with Taylor Ostrander,
an Amax, BCL and BRST executive, who asserts that

"... fortunately as business men and mining
exXecutives, lawyers and economists, we had
neither the time nor the inclination to enter
into elaborate analyses of the differentations
between our separate 'elitism', or make the
elaborate probings of personal relationships
and animosities so beloved by sociologists"

(p. 3).

11.3 Conclusion

——— . s . " Sy

Thus, given that the Selebi-Pikwe copper—-nickel resources
are being exploited by large MNCs employing capital inten-
sive techniques of production, the remainder of this
dissertation will concern itself with an assessment of

the copper~nickel industry in terms of the criteria out-

lined above.
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In the following chapter I will analyse the gquestion

of employment and wages, linkages, and government revenue.
All are related to the guestion of value added and
retained, both directly and indirectly, as a result

of the mining operations. They are also, of course,
related to the gquestion of distribution or, what I choose
to call, the equity criteria. Thereafter the balance

of payments implications will be examined which, inter
alia, allow us to consider the question of value retained.
The question of distribution will be the subject of the
fourteenth chapter. This latter chapter will, in essence,
constitute a summary of much that precedes it,'although
it will also raise the question of the power relation-
ships arising in response to the growth of the foreign
controlled mining sector.
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NOTES TO CHAPTER 11

1 In the table below (11.1) value added is derived
by deducting the value of intermediate consump-
tion (R 5,5 million) from the value of outputs
(R 16,7 million), or by summating the factor
payments -~ the operating surplus figure in Table 11.1

~ is a residual. Note that because Botswana is a member

of the Customs Union it is inevitable that the
figure for intermediate consumption will include
an element of indirect taxation. Duty is imposed
at the point of entry and therefore Botswana im-
ports are frequently valued on a duty-paid basis.
Therefore the figure for intermediates is unaveidably
inflated. , ' '

2 In previous years mining has acted as a drain on
the GDP because of the convention of debiting
prospecting expenses in the year in which they
are incurred. The value of the output from
prospecting services is zero although, obviously,
i1f the knowledge acquired is valued prospecting
activities might make a substantial contribution
to GDP. In 1968 the mining sector reduced the
GDP by over R 1 million.

3 See also Africa Contemporary Record, 1971/72;
1972/73.
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CHAPTER 12

The Development of the Copper-Nickel Industry and the

- Botswana Economy - Labour, Linkages and Government Revenue

o ————— A . o o ——

In the previous chapter it was established that the
Botswana government employs two complementary sets of =
criteria - the narrow value-added approach and the
broader distributional criteria - which are similar to
(and indeed strongly influenced) the criteria used in

Section II,.

This iengthy chapter will attempt to assess the impact
of the Selebi-Pikwe project upon wages and employment
and government revenue, and measure the extent of the
linkages generated by the copper-nickel industry,in
terms of the criteria enunciated above. The contents
of this chapter closely'follow the framework used in
chapter 5.

In £he introduction to this dissertation mention is
made of the unreliable nature of many of the statistics
"used. This shortcoming is particularly evident in this
Chapter and Chapter 13 and, where necessary, an attempt
"will be made to correct errors arising as a result of
inadequate date.

12.2 Labour

In the introductory chapter an attempt was made to outline

“
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the general characteristics of the labour market, and
it appears that the situation in Botswana does not

. differ materially from the hypothetical LDC of Section II.

A significant portion of the population is unemployed;
traditional agriculture is the major source of income;
the skill level of the local workforce is low and the
economy relies heavily upon skilled expatriate labour;

there is widespread migration between the urban and

‘rural areas and between Botswana and South Africa. This

section concentrates upon wage and employment practices
in the copper-nickel industry, although the implications
of the wage and employment structure created in the
mining sector are extremely widespread and will exercise
an impdrtant influence over conditions in the labour

market as a whole.

PSP iy SpeREL Sy = gty

OCne of the most imporfant shortcomings of the employmeht
statistics is the failure to disaggregate sectoral data
by individual establishment. Furthermore it should be
noted that employment projections do not only take

account of the expansion of present mining activity but

‘also recognise the possibility of commencing exploita-

tion of additional mineral resources, particularly the

brine deposits of the Sua Pan.

Despite the lack of official data on employment at
Selebi-Pikwe I have, with the assistance of government
and mining officials, been able to estimate the numbers
employed in the copper-nickel industry. It appears that in
1972 employment at Selebi-Pikwe accounted for 1 000 of
the 1 680 people employed in the mining sector. It is
estimated that by 1972 approximately 50 per cent of the
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{ Selebi~Pikwe employees were at post thus, at present,

i the copper-nickel industry should employ approximately
2 000 people. These estimates are corroborated by
BRST's Annual Report for 1973 - at year end BCL employed
1968 Botswana citizens and 263 expatriates. If this number
remains constant until 1978 then, by that year, copper-
nickel mining will account for approximately 65 per cent
of total employment in the mining and quarrying sector.
The 1973 Manpower Report covered nine mining and
quarrying establishments (which incorporates all mining
and quarrying activity). Of the remaining eight, two
employéd more than 200 people, these being the Orapa

" Diamond Mine and a large quarrying establishment. Eight
of the nine mining and quarrying establishments were
responsible for somewhat less than 40 per cent of total
employment in the mining sector. Thus the overwhelming
importance of the Selebi*PikWe project as regards the
provision of employment in the mining sector is a well-
established fact, and even if we are forced at’ times to
rely upon disaggregated statistics it appears that the
analysis will not be significantly impaired.

The table below indicates the relatively minor role
played by the mining industry in the provision of
~employment. In 1972 and 1978 only transport and
communications and local government account for a
smaller proportion of total employment. We see that
from 1972 to 1278 mining's share of total employment

is expected to increase marginally, whilst in the same
period manufacturing's share 1s expected' to increase
slightly and central government's guite markedly. Con~
struction's share of total employment, on the other
hand, is expected to decrease from 13,4 per cent in. 1972
to 10,8 per cent in 1978. It is interesting, however, to
note the four-fold increase in construction employment
between 1968 and 1972. |
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TABLE 12.1 Employment by Economic Sector - 1968 - 1978

Sector ' 1968 share . 1972 share 1978 share
| 7 7 Z

Agricul ture | ‘ 4 143 16,8 5 058§ 10,5 6 650 8,3
Mining and Quarrying ' 814 3,3 {1680] 3,5{[ 3200]) 4,0
Manufacturing : 1 691 6,8 | 2639} 5,5} 5 730§ 7,2
Construction 1 566 6,3 6 468} 13,4 8 670 10,8
Commerce and Finance 4263 | 17,2 | 6 342] 13,2] 10 650 | 13,3

-|Transport and Communication 1135 4,6 1 121 2,31 2 2004 2,8
{Local Government ’ 977 3,6 |1 022f 2,1{ 2000} 2,5
Education ’ 1 842 7,5 3 361 7,0 4 500 5,6

lother services - {2301 | 9,3 |3152f 6,5/ 5000]| 6,3
Central Government 5 989 24,2 | 9 328 19,41 18 100 | 22,6
Domestic Services N/A 8 029 16,7 13 300 | 16,6
Total B 24 721 48 200 80 000

Source: National Development Plan 1973 - 1978 and
Manpowér and Employment in Botswana
Notes: N/A - not available. Errors may appear owing to

rounding.

Furthermore, as I shall outline below, mining accounts for
a very small proportion of skilled employment in Botswana -
1,2 per cent of all skilled workers are employed in the
mining sector. The . Central Government accounts foi 39,9 per
cent of skilled employment, education for 22,9 per cent,
commerce and finance for 10,4 per cent) and the manufac-
turing and construction sectors for 4,9 per cent and

6,1 per cent respectively.
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W — - T A b, o S U o T D o e

It has been established that mining accounts for a
relatively small portion of total employment in the
Botswana economy.

The theoretical analysis suggests that the large scale,
technologically sophisticated foreign investor will rely
heavily upon imported skilled workers. Mining's small
contribution to skilled employment in the' economy would.
suggest otherwise. The following table, 12.2, does, at
first glance, further invalidate the hypothesis that the
MNC's labour fofce is biased towards skilled employment.
The only sectors which have a lower skill intensity than
mining are the agricultural,“construction and services
sectors, the latter's (i.e. services) low rating 1is
explained by the inclusion of domestic servants in this
| category. Education, as is to be expected, has an ex-
tremely high skill intensity as does the Central Govern-
ment. The skill intensities of the manufacturing, commer-
cial and transport sectors are all markedly higher than

that of the mining sector.

However, despite the fact that mining employs so few
'skilled workers it has experienced considerable diffi-
culty in localising its skilled workforce. 90 per cent

of the Central Government's skilled workforce are

Botswana citizens, and the commercial (80 per cent), agri—"
cultural (69 pet cent), manufacturing (78 per cent) and
construction (58 'per cent) sectors have not lagged

behind. Mining's localisation position (37 per cent)

thus appears relatively unsatisfactory although somewhat ?
superior to the localisation position of the transport ¢
sector (28 per cent).
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How is this to be explained? Obviously the other sectors
are not controlled by a foreign corporation and are thus
not able to utilise a well established cadre of skilled
workers.! More important, however, the relative localisa-

tion positions bear out Arrighi's hypothesis that

‘capital intensive techniques do not only employ a smaller

"number of workers than do more labour intensive industries

but they also require a larger prdportion of high=-level
manpowér than do more labaur intensive industries.
Botswana's reliance on expatriate labour is particularly
strong at the skill level required by the mines and it

is primarily for this reason that, firstly, they have
been unable to localise their skilled workforce, and,
secondly, have been compelled to pay their highly skilled

workers such high wages.

Table 12.3 provides supporting evidence. It in fact
indicates’ that more than half of the mining sector's
skilled employees are paid a wage in excess of R 150

per month. This is considerably higher than any other
sector with the exception‘of transport and communications.
In the skill intensive sectors of central government and
education only 13,1 per cent and 6,0 per cent respectiVely
of the skilled employees are paid a wage in excess of

R 150. The skill differential and, therefore, the earnings
differential coincides with the degree of localisation,
that is, the more non-Batswana employed the greater the
number of workers earning in excess of R 150. The skill

requirements of the capital intensive mining sector cannot

‘be met from within the ranks of Botswana citizens - the

mines therefore draw a large portion of their labour on
the jinternational market and are forced to pay the going

wage.



TABLE 12,2

Total and Skilled Employment and Vacancies, by Sector and Cltlzenshlp,

CAPril - May 1972 e T
Sector g;;iéy- "Skl;lgé gmployment,; Vacan- Total Skill Localisa-
ment Batswana | non- Total cles Skilled Igten- tlo? .
Batswana | in. Jobs sity Position
Skilled | (4)+(5) | %(6) of|{ %(2) of
Jobs (1)+(5) (4)
(). ... 12). .0 (3). ... 1.(4). . 1..(5).. ..{.(8) .. A7) - (8)

Agriculture .5 058 279 125 404 33 437 8,6 69,1

fiining and 1 680 105 178 283 18 301 | 17,7 37,1

Quarrying » ‘

Manufacturing 2 639 484 139 623 41 664 24,8 77,7

Construction 6 468 453 323 776 175 951 14,3 58,4

Commerce and

Finance 6 342 1 062 260 1 322 89 1 411 21,9 80,3

Transport and | , ,,, 61 155 216 28 244 | 21,2 28,2

Communications

Local Govt. 1 022 416 24 440 25 465 44,4 94,5

Education 3 360 2 349 545 2 894 209 3 103 86,9 81,2

[other Services|11 180 532 248 780 52 832 7,4 66,5

Central Govt. 9 168 | 4 552 | 493 .. .}.. 5 045} 1 308 . .| . . 6. 353 . 60,6 . | ! 90,2

Total . 48 039 10 293  { 2 490 | 12 783}. 1 978 | 14 761 | 13,4 80,5

Source: Manpower and Employment in Botswana - extracted from Table 2.1

- 281 -~
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TABLE 12.3 Percentage Distribution of Workers With
or Reguiring Post-Primary Education or
Training in Each Earning Range above R 150,
by Citizenship and Sector, April/May 1972
Sector: Citizenship |- R R R R R R %
151 {201 }251 {301 j 401 | 500+|earning
to to to to to . above
200 (250 |300 400 500 150
17 Z Z 2.1 Z | .z
Agriculture |Batswana 4,41 1,8} 1,21 3,71 1,22 1,2
non-Batswana (12,61 9,8} 7,0 7,0 1,48 1,4
TOTAL 6,91 4,3] 3,01 4,71 1,31 1,3 21,5
Mining and | Batswana 4,01 1,3} - - - -
Quarrying non-Batswana | 6,3} 7,5{ 6,3]31,6}27,818,9
TOTAL 5,11 4,5) 3,2[16,2] 14,28 9,7 52,9
Manufactur- | Batswana 3,0 1,4] 1,6} 0,8} 0,4} 0,2
ing non-Batswana | 7,91! 5,7}14,3]/22,3{12,9}12,2
TOTAL 4,11 2,4] 4,41 5,6] 3,2} 2,8 22,5
Construc- Batswana 2,81 1,5{ 0,8] 0,4] - -
tion non-Batswana | 5,8} 4,6) 7,4137,1112,6}12,3
TOTAL 4,11 2,8 3,6115,7] 5,2f 35,1 36,5
Commerce Batswana 4,11 1,6} 1,3} 1,1} 0,6} 0,9
non-Batswana {13,5§ 8,4} 8,0{11,8} 8,4! 9,7
TOTAL 6,01 3,01 2,6} 3,2] 2,1} 2,6 19,5
Transport Batswana 11,41 3,2} 3,21 - - -
non-Batswana | 8,3 3,8)16,1142,5j15,4] 3,8 _
TOTAL 9,21 3,7{12,5{30,511,1] 2,7 69,7
Local Gvt. Batswana 4,0} 0,4} ~ 0,2} 0,2y -
Yo non-Batswana (25,0} - 4,11 4,11 4,1} 8,3 _
TOTAL 5,21 0,41 0,2 0,4 0,4] 0,4 7,0
Education Batswana 0,5} 0,2§ 0,1 0,1} - -
non-Batswana {16,8} 5,6} 1,2{ 2,0| 1,2} 1,2
TOTAL 3,6f 1,21 0,3; 0,5] 0,2} 0,2 6,0
Other Batswana 1,81 0,8] 0,4f 0,4} 0,2] -,
Services ' non-Batswana | 6,9} 6,9412,2f 9,1110,9}11,7
TOTAL 3,6 2,7} 4,1 3,11 3,6} 3,7 20,8
Central Batswana 2,6 2,3} 0,5 0,7 0,5§ 0,2
Government | non-Batswana {10,7110,7}12,3{27,7| 9,3] 1,4
TOTAL 3,4 3,21 1,61 3,31 1,3} 0,3 13,1
Total All Batswana 2,5 1,6} 0,6f{ 0,71 0,4} 0,2
Sectors non-Batswana }11,2| 7,1} 8,5}19,01{ 8,8} 6,3
TOTAL 4y1) 2,6} 2,1 4,112,0] 1,41 16,3

Source: Manpower and Employment in Botswana -
extracted from Table D.8
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Thus, the table above indicates that the mining sector
‘pays a significant portion of its workforce a wage in
excess of R 150 per month. The recipients of this high
wage are predominantly expatriate. The majority of
skilled Batswana are clustered at the lowest skill echelon
and, in fact, are skilled by definition only, that is,
they have received a small amount of post-~primary educa-
tion or training but occupy job categories that do not.
require significant specialised knowledge. or experience.
In fact, we note from Table 12.4 that although the éverage
wage of skilled Batswana mine employees accords with the
mean wage of all sectors, the mean wage of skilled non-
“Batswana mine employees is approximately 75 per cent in
‘excess of the mean wage of all sectors, higher than any
other sector of the economy. It is also important to note
that Table 12.4 only refers to monthly salaries - it does
not include bonuses, inducement allowances and the like,
all of which make a substantial contribution to the

" earnings of non-Batswana mineworkers, in fact it is
unofficially estimated. that wages and salaries of non-
Batswana mine employees constitute only 50 per cent of
total earnings, and the other half of their earnings
comprise bonuses and allowances which are not inciuded

in Table 12.4.

It is, in fact, interesting to note that the Manpower
Reportvacknowledges that the heavy industry sectors, of
which mining is the prime example, are particularly
plagued by a shortage of skilled manpower but notes that
it is in these sectors "... where the risks for salary
increases of a magnitude in excess of those‘granted by
Government are high, and they should be given first
priority by the Government Staff Inspector/Job Analyst
when he commences his duty in the private sector" (para
4.12).
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TABELE 12.4 Workers With or Requiring Post~Primary
- Education and their Average Monthly
Earnings in Rands - April/May 1972 -
by Citizenship and Sector

Sector Batswana . non-Batswana
Number Mean - Number { Mean Differential
Earnings . Earnings Batswana/
non~Batswana
Agriculture 103 105 53 174 1 1,7
Mining ' 75 70 79 460 1 : 6,6 .
Manufacturing 482 62 133 328 1 :5,3
|Construction S 450 66 321 345 1 ¢ 3,3
Commerce 900 81 218 C 270 1 : 3,3
Transport 59 96 151 320 1 : 4,2
jLocal Govt. 416 - 60 24 256 | 1 : 2,7
Education 1 647 46 383 124 1 1 6,7
Other Services 458 41 210 273 1 : 3,4
Central Govt. |4 552 74 493 | . 249 1 : 5,2
Total ’ i .
AlL Sectors 9 142 67 2 065 262 1: 3,9
Note: With the exception of the Central Government

establishment the number of workers in the other
sectors are incomplete totals. Table 2.1 of the
Manpower Report in fact estimates that there are
actually 105 Batswana and 178 non-Batswana in
skilled employment in the mines. The differential
in the other sectors is not as great.

Source: Manpower and Employment in Botswana.

No official attempt has been made to calculate the average
wage of unskilled workers. Using data from several of the
tables contained in the Manpower Report I have attempted
to calculate the level of unskilled wages.
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TABLE 12.5 Average Monthly Wages of Unskilled Workers:

April/May 1972 - by Sector (Rand)

Sector | Total Monthly Wage ‘AVerageq 4
Unskilled Bill Monthly Wage/
Workers Attributable Unskilled
jto Unskilled Worker
Agriculture 4 654 28 564 6
Mining 1 397 65 368 - 47
Manufacturing 2 016 , 62 176 31
Construction 5 692 258 247 45
Commerce 5 020 150 572 30
Transport 906 45 927 - 51
Local Govt. 582 ‘ 4 389 8
VEducation = o - -
Other Services 10 600 52 389 5
Central Govt. 4 123 116 824 28
Total 36 990 784 461 22

Notes: 1 I have been unable to interpret the data on
education for the purposes of this table.

2 The unskilled wages in agriculture, local
government, and services, whilst still re-
maining lower than any other sector, will
be increased somewhat by the addition of
non-cash wages.

‘Sources: Calculated from Manpower and Employment in
‘Botswana.

Whilst acknowledging the unreliable nature of the above
table it does appear to confirm a trend, a trend similar
to that prevailing at the higher level of skills, namely,
that wages, at all levels of employment, in mining and
transport) exceed those paid in other sectors of the

econonmy .
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There are several important factors prompting the mines

to pay a relatively high unskilled wage rate, namely: -

a) Gompetition from the South African mines. The Botswana
mining companies are competing with the South African
mining sector fof their unékilled miners and,; in
order to maintain their labour force at a satisfactory
leVel, they will have to pay a wage similar to that

- offered by the South African mines. Bear in mind that
a considerable number of the unskilled mineworkers at
Selebi-Pikwe will- have had some experience on the South
African mines and it is these experienced miners who

the copper-nickel industry will attempt to attract.2

b) An attempt to stabilise their unskilled workforce. No
official information on company policy as regards sta-
bilisation is available. A senior official of BCL
assured me that the éompany has experienced great
difficulty in stabilising its workforce, . that is,

the unskilled workers retain strongylinks with
traditional agriculture which presupposes that they

spend some time in their tribal villages. The maintenance
of their tribal links also ensures a form of old age
pension. The mines' failure to provide a pension on
retirement suggests that stabilisation of the work-

force is not one of BCL's major priorities.

c) The mining companies, particularly the South African
element, are unlikely to lay themselves open to a
"starvation wage" charge. The Botswana Christian
Council have attempted to draw up a Poverty Datum Line
for Selebi~Pikwe ~ they estimate the poverty datum
line to be R 39,68 for a family of five, the effective
minimum level rising to R 59,98. The mines thus pay an
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average unskilled wage in excess of the povérty datum

line, although somewhat below the effective minimum

level.

' Thus, we can distinguish three éategories of employees -
' the skilled non-Batswana, the skilled Batswana, and the
unskilled workers. In the mining sector the wages of

7 . the skilled non-Batswana are considerably higher than
;xgi I those available in any other sector. The skilled Batswana
minévemployees receive an average wage slightly higher
than the national average and somewhat lower than the
1 transport and commercial séctor. The unskilled mineworkers'
f average wage is censiderably higher than the national '

average but is similar to the unskilled wage level pre-

——— e

vailing in the transport and construction sectors.3 It
has been shown that the high wages offered by the mining
company to both skilled and unskilled workers is easily

explained from the company's point of view.

I do not, at this stage, wish to debate the pros and
cons of a high wage economy in which the national income
is unevenly distributed. The two major arguments against
a high wage mining sector in Botswana are, firstly, that
it might exacerbéte an already uneven distribution of.

/ income. It might give rise to a significant differential
between skilled and unskilled workers and between high
level skills and the more rudimentary skills, concentrating
income in the hands ¢of a few expatriates. It might also

widen the rural-urban earnings differential.

The second argument is related to the first. It asserts.
that the high wages offered in the mining sector will
~exert an upward pressure on the general wage level. As

early as 1970 Jackson warned that,
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“... a high level of wages in mining could easily

become a further focal point for local wage demands
and thus permanently disrupt the wages structure

of Botswana in the way that has occurred in many
other underdeveloped countries" (p. 562).

This warning has been reiterated by Landell-Mills and,
in a more general sense, by Ghai and the Botswana Govern-
ment. A similar view is expressed by some of the entre-

preneurs interviewed by Selwyn.

On the other hand, it might be argued that a high wage
mining sector will stimulate domestic savings and
release funds for reinvestment in the Botswana economy.
-It might also stimulate consumption of locally produced
goods.

These arguments will be examined at a later stage.

- > " G G, T T e S ok e Gy T U W e N (e GO L SRR et U D TR SR T W D G S o W

The analysis thus far brings to the fore the important
distinction between Batswana and expatriate mine employees.
We see that although the mining sector accounts for a
relatively small proportion of total skilled employment

a large proportion of these skilled mining employees are
expatriates earning a wage in excess of R 150 per month.
Thus the considerable divergence between the wages of
skilled Batswana and non-Batswana is attributable largely
to the mines need for high-level manpower and consequent
.reliance on expatriate labour. Thus, to reiterate, one

of the essential problems facing the Botswana planners

is the simultaneous occurrence of widespread unemployment
in the country as a whole coupled with the employment of
a large proportion of expatriates in her most important

industry. This gives rise to the divergence in wage rates
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between the highly skilled and less skilled employees.
These problems - expatriate employment and high wages -
are closely interrelated and must be met by interdependent
policy measures. The government has responded to these
problems by the enunciation of a ldcalisation programme

and a wages and incomes policy.

a) Localisation

The Botswana authorities have a long standing commit-
‘ment to localisation of employment and, although
~official activity regarding localisation has concentrat-
ed almost ex¢lusively upon the Civil Service, the
question of expatriate employment in private enter-
prise has not been ignored. Section III of the Mines
and Minerals Act provides that the President may
prohibit the employment of non-citizens in mining
operations. It also provides that the Minister may
demand from the holder of a mining right a sum
sufficient to cover the cost of repatriation of

expatriate employees.

The mining companies have explicitly recognised the
localisation priority and Clause 11 (b) of the Master
Agreement provides that,

"BRST, the Company (BCL) and BCL (Sales) recognise
T that it is the objective of the Government to -
attain national self-sufficiency in high level
manpower by 1990. BRST (insofar as it has opera-
tions in Botswana), the Company, and BCL (Sales)
undertake to endeavour to employ only citizens

of Botswana at all levels of responsibility by
such date subject always to observing good manage-
ment practlce

It appears that the mining companies are sincerely
attempting to localise their workforce. BCL has
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i submitted a detailed training programme to the Labour
Commissioner outlining its localisation programme. |
But, sincerity notwithstanding, the capital intensive
techniques employed by the mining sector necessitating
a significant cadre of high level manpower might render
rapid localisation incompatible with "good management
practice”. Localisation of the Central Government
establishment has proceeded apace but, as indicated.
by Table 12.2, the private sector, particularly mining,

has lagged behind.

Obviously, in the long run, the only way in which
localisation can be ensured is by the improvement of
 the education system,.detailed analysis of which is
beyond the scope of this paper. The private sector
"will have to assist in this regard. It is, at this
stage, impossible to assess the contribution made by
the mining companies to raising the general level of
skills. Bare statistics are not very revealing. They
reveal that in 1972 25 employees of the mining sector .
were receiving training in onhe form or another, seven
of whom were, somewhat inexplicably, non-Batswana.
Thus, approximately 30 per cent of total skilled workers
in the mining sector are receiving some form of train-
ing, which is somewhat lower than the average for
. the private sector. But obviously the mining sector's
contribution to the level of skills does extend some-
what beyond what the statistics suggest, although there
- is no evidence indicating that the mining sector's
contribution is any more significant than that of
any other sector. The government has attempted to
encourage the provision of skills by the private sector.
Section 41 (1) of the Income Tax Act provides that
125 per cent of any/expenditure incurred by a company
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registered in Botswana on "approved education" (that
is, excluding primary and secondary education) or
training of a Botswana citizen may be deducted from
taxable income. 125 per cent of the cost of employment
of an approved training officer may also be deducted
from the company's tax base. BCL has, to some extent,
takenadvantage of this offer - it pays forithe training
of workers bonded to it, it has employed a training
officer who provides limited classroom training in
certain skills, and, though not tax deductible, it
finances one of the primary schools in Selebi-Pikwe.
Informal on-the-job training is also provided. It is
interesting to note tha£ the mining company will raise
the skill level of those workers already in possession
of some training or experience. It will not, as in
most other LDC's, necessarily raise the skill level
of the Batswana miners. Industrial development in a
LDC usually implies that totally unskilled rural
peasants are employed on jobs which, although formally
designated as unskilled, do involve some form of
training, albeit informal, on-the-job training. In
~Botswana this is not likely to be the case in so far
as most of the unskilled miners will have done at
least one stint on the South African mines and their
skill level will not be raised by employment at
-Selebi~Pikwe.

- One of the major recommendations of the Manpower Report
suggests that the rate of growth of the government
settor be decreased and/or that the government relax
its practice of bonding trainees and university graduates
and so release a larger supply of educated and trained
workers to the private sector. They rationalise-this
suggestion by pointing out that in so far as the skill
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‘intensity of the private sector is lower than that of

- the government sector the opportunity cost (in terms
of unskilled employment opportunities foregone) of
skilled employment in the Central Govermment is likely
to be high. This is, however, a particularly weak
argument - the skill requirements of the private
sector, and particularly the mining sector, differ
greatly from the skill requirements of the Central Govern-
ment. The opportunity cost of employing skilled and '
educated employees in the Central Government as
opposed to the mining sector is thus not likely be

~as high as the respective skill intensities suggest.
Rather than releasing skilled employees to the private,
particularly the mining, sector, the government should
concentrate on encouraging or even compelling the
mining companies to train, at their expense, Botswana

citizens to satisfy all their skill requirements.

Finally, the Botswana authorities may enforce locali-
sation in so far as the employment of an expatriate
must be sanctioned by the Department of Labour. If the
authorities are of the opinion that the post for

which anvexpatriate permit is required may be filled
by a Motswana it will not issue the required permit.
Permits of this nature are only granted for a maximum
number of years and if a company requires renewal of
any particular permit the governmeht may refuse renewal
on the grounds that the company could, in the inverven-

ings years, have trained a Motswana to occupy the post.

b) Wages and Incomes Policy

\Localisation of expatriate held posts will, by defini-
7 |tion, raise the level of local participation in the
o “economy.»lt is also a necessary condition for narrow-

A
vﬁ }ing the earnings differential between highly skilled
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ﬁ,.and unskilled employees. It is, however, not a sufficient

condition for achieving the latter objective, for if
Botswana citizens are substituted for expatriates at

the prevailing wage levels the expatriate elite will
merely be transformed into a national elite. In recog-
nition of the need for a low wage economy the Botswana
government acquired the services of a consultant,
Professor D. P. Ghai, whose report led tc the formula-

tion of a national incomes policy.4

Most of the debate concerning the aesirability or
otherwise of a low wage economy revolves around the
question of income distribution and is dealt with in
chapter 14. This section is concerned with the incomes
policy of the Botswana Government., It is,‘however, not
possible to assess policy measures without an under-
standing of the desired goals. Therefore, without
wishing to anticipate forthcoming discussion, it should
be noted that chapter 14 will argue in favour of a low
wage eéonomy - it will be argued that the reinvestment
potential of a surplus extracted in the form of higher
wages is low, that consuﬁption of locally produced
commodities is not stimulated = significantly by the
creation of a national elite, and that a high waée

mining sector will force up the national wage level.

In so far as the arguments against high wages do not
imply a reduction in pre—~tax personal income levels

but rather a reduction in disposable income the economy's
needs might be accomodated by a highly progressive
personal income tax. In Botswana personal income is

taxed at progressive rates as stipulated by the Tenth
Schedule of the Income Tax Act, 1973. Nonfresidents

are taxed at a flat rate of 20 per cent although it
appears that most of the expatriate mine employees will
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be subject to resident rates. The wages of the expatriate
employees do not, however, comprise their total income

which is supplemented by various inducement allowances.

‘Certain of these are taxable - bonuses are taxable

but it appears that gratuities are exempt from income
taxation. The taxation rates on these allowances are
generally somewhat lower than those applicable to

other sources of income.

Reduction of retained income does not reduce the
potentially inflatibnary consequences of a high wage
economy. If Botswana is to encourage export of manu-
factured commodities it cannot dfford to allow the
price of its exportables to be ingreased by a high-wage
bill. It will be relatively easy for the mining compa-
nies to bear the burden of a high wage bill, but it

is not reasonable to expect small scale manufacturing
industry, the growth of which is one of the majoxr
priorities of the planners, to bear the burden of a
similarly high wage bill. The Manpower Report bases
its projections of skilled manpower employment in the
mining and manufacturing sectors'upon an estimated
price elasticity of demand of 0,1. Whilst this estimate
appears to be reasonable in the case of the mining
sector it cannot be applied to the nascent manufactur-
ing 'sector, where the price elasticity of.!demand for
skilled labour is likely to be closer to, or greater
thah[ unity rather then zero.5 Thus a high wage rate
in the mining sector might retard theigrowth of

output and employment inithe manufacturing sector.

Moreover, and to touch briefly upon the question of
distribution, it 1¢ reasonable to expect a high degree
of tax illusion to exist and it will be extremely diffi-
cult to convince the less skilled Batswana workers
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that inequality has been reduced by taxation when
pre-tax rates continue to exhibit a significant
divergence. As regards the divergence between the
earnings of the unskilled urban worker and his rural
counterpart,the difficulty in communicating the effects
of an income equalising tax to the rural peasants is
likely to be even greater and isunlikely to prevent
migration from the rural to the urban areas. Inequality
must, as it were, not only be reduced, it must also

be seen to be reducéd.

The alternative available to the authorities is a ceiling
on wage rates or on the rate of increase of wages coupled,
of course, with similar restrictions on profits and
prices. In the case of skilled employment the govern-
ment explicitly recognises that, because Botswana will
have to rely on expatriate skills for some time to come,
total earnings per skilled worker will be high. If,

in the event of localisation, a citizen is substituted
for an expatriate at the prevailing wage the objective

of wage restraint will not have been achieved. In an
attempt to solve this problem the government have
stipulated that wages and salaries offered by the )
private séctor may not significantly exceed those paid
forsimilar categories of employment in the public
sector. In fact, a recent amendment to the Regulation

of Wages and Conditions of Employment Act provides

that the Minister is empowered to specify maximum wage
rates for defined categories. The government have
published guidelines t¢ which the private sector is
expected to adhere, The authorities do, however,
recognise the need for various inducement allowances

in the case of skilled expatriate employees but stipulate
that these additional allowances must be clearly

distinguished from the basic wage and must, as far as
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possible, be paid on thetermination of the expatriates" con-
~..tract. The Ministry of Finance and Development Planning
df’estimates that wages and salries paid to expatriate

mining employees comprise only 50 per cent of total

expatriate earnings. When any skilled job is localised

the Motswana will receive the wage previously paid to
the expatriate but will not receive any of the induce-

ment allowances.

Without a minute breakdown of job categories it is
‘impossible to assess whether or not the mining companies
are adheting to the government guidelines. We have seen
how the average skilled wage in the mining sector
far exceeds that of the government sector although
~this might, and to a certain extent will, stem from
the mining sector's relatively heavy reliance upon
a relatively large cadre of high level manpower. How-
~ ever, several factors lead one to suspect that the
average wage per job category in the mining sector
exceeds that offered by the central government. An
average monthly wage of R 460 per skilled expatriate
worker (see Table 12.4) means that on average the
expatriate mineworkers occupy positions which are
equivalent to the "superscale" category in govern-
ment - in government the employees in this category
are defined as "Permanent Secretaries of Ministries
and Heads and Assistant Heads of Departments who are
responsible for theoverall administration of their
ministeries and departments and are involved in
policy-making and implementation at the highest level".
1 In fact, the salaries of 37 skilled employees in the
mining sector (that is, 23,9 per cent of total skilled
mining employment) are the same or exceed the upper
limit of thehighest grade in the civil service. If
the wage rates of skilled émployees on the mines are
 found to exceed those of the government sector the only
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possible remedy is an absolute reducticn of the
wages in those categeries of empleoyment where the

mining sector and civil service wages diverge. I do

not suggest that:the earnings of expatriates be

reduced, but merely that the wage and salary compcnent

is reduced accompanied by an increase in the non-wage

:component, thus reducing the earnings of the Batswana

—

replacements when the jobs in question are localised.
This will. of course, involve some political risk but
it will be easier to effect when the jobs are in
expatriate hands than at a later stage when they have

already been localised.®

As regards unskilled wages, official policy recommends
that the average earnings available in the rural sector
plus a certain allowance for the higher cost of living
in the urban areas must set the average unskilled urban
wage rate. It is difficult to assess on this basis,
whether unskilled wages in the mining sector exceed
those of the rural areas although if the Central Govern-

‘ment is to be used as a guideline it appears that the

mines do pay more than the suggested ceiling. In 1970
Landell~-Mills suggested that if rural earnings were
to set urban wageS an average monthly urban wage of
approximately R 14 would be appropriate. It will, in
any event, bé difficult to reduce the wages of the
unskilled miners although the rate of increase of un-
skilled wages might be slowed down. The mining companies
are unlikely to permit the wages of the unskilled
miners to drop below the wage level prevailing in
South Africa even though it might be in the interests
of the Botswana economy to encourage a differential
of this nature.



- 199 -

The success of the incomes policy is strongly dependent
upon two important considerations. Firstly, as I shall
point out later, the reinvestment coefficient of the
miniﬁg companies is not likely to be very high and

~ the government must ensure that the company does not
receive the fruits of this depressed wage level. The
government has indicated that it is aware of ‘this

but asserts that,

"Since Botswana depends on attracting foreign
private investment the Government must be, and
is, prepared to permit investors to obtain com-
petitive profits related to international norms.
The extent to which profits may be retained by an
investor is determined by the level and structure

of taxation...".%National Development Plan, 1973 -
78, para 3.42.

1, «The tax structure is discussed below.

Secondly, in order to enforce a low-wage policy the
government will have to establish its bona fides and
its credibility will be severely eroded by the sub-
stantial wage increases which will be granted to
civil servants later on in the year. This move stands
~in complete contradiction to stated policy and, whilst
it might not actually raise wage levels on the mines,
it severely limits the possibility of an absolute re-~
duction in certain of the'salary levels prevailing
in the mining sector. Competition on the labour market
between the Central Government and the mining sector
has been unofficially cited as a cause of this wage
increase which, of course, supports the argument that
Botswana's mining sector; like that of many other LDCs,
is acting as a wage leader.8 One cannot overemphasise
the danger of this situation - the mining companies-
are able to sustain a wage level far in excess of that
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of the rest of the econoﬁy and even if a wage increase
does not constrain the growth of the Central Government
‘establishment it will act as a significant constraint
-on the development of the manufacturing sector. If,

at this early stage, the government response to compe-
tition from the mining sector is to increase the

level of wages one cannot hold out much hope for the

maintenance of a low wage economy.

—— - — - — e Mt o i S e G - o S

Whilst the Botswana government has taken steps to encourage
the growth of worker organisation - for example, 1egisla-k

tion stipulatesAthat a union is only required to represent

25 per cent of the eligible workforce in order to gain

‘recognition - it nevertheless appears to exercise firm

control over union activities and leadership.

There are two primary reasons why the government would
wish to: exercise control over union activities. Firstly,
it appears that most of the opposition to the¢government
is centred in the urban areas, particularly Francistown.
In the early and mid 'sixties the unions constituted an
important power base for the Botswana Peoples Party and,
for this reason alone, the government would wish to super-
vise the activities of the unions particularly in a new
urban area like Selebi-Pikwe. |

Secondly, the unions may act as an:added upward pressure
on the-wage level. The unions'power in this sphere is
severely circumscribed by the large number of unemployed
(see chapter 2), but it is possible that the mining compa=~
nies, when confronted with the possibility of labour
unrest, will attempt to purchase industrial peace by

raising the wage rate.
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The mining company entered into a recognition agreement
with the Botswana Mineworkers'Union in July 1973. I have
not been able to acquire a copy of the signed agreement
although the draft agreement put forward by the company
serves to indicate its attitude towards worker organisa- -
tion. There are two noteworthy clauses in the draft agree-
ment. Firstly, the recognition clause (clause 1) coupled
:}'with the job classification schedule effectively stipulates
that only unskilled workers may belong to the union - '
" first line supervisors are excluded. This clause has been
} criticised because it effectively bars from union member-

ship the educated workers who will have had some previous

exXperience in union activities. Also the company might
/ use promotion as a means of curtailing the activities of

a union member.

Clause 2 (b) of .the agreement provides that "the Company
will not be obliged to meet the Union to discuss any
question concerning the engagement or promotion of any
person employed by the Company, whether such person is

'a member of the union or not, or any other matter within
the prerogative of Management". This clause speaks for

/ itself - it weakens the power of the union very consider-
ably, and certainly appears to prohibit the closed shop.

| Moreover, it prevents the union from assisting government

‘ [in its attempts to enforce localisation.

;-It is unlikely that the union will exercise an importaht
} influence on company or government labour policy - its
activities are restricted, for better or for worse, by
the government. In addition it appears that company is
extremely wary of the prospect of being confronted by‘an
~organised labour force, and the conditions prevailing in
| Botswana's labour market weaken the union's potential

-impact.
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‘The only significant labour-management clash that has
occurred at Selebi-Pikwe, took place in late 1973 and
appeared to centre on the activities of a Motswana
personnel manager who was alleged to be discriminating
in favour of the members of his tribe. This gave rise
to a strike at the mine and to gquite militant action
on the part of the mineworkers. It appears that the
‘strike was supported by the union (although it was not
at the time formally recognised) but it is not certain
whether the union actually initiated the strike. The
dispute was settled when the personnel officer in

question was dismissed.

. T e W v o A — o e aal B W S, W N W W R e e oo

The attitude of 'the Botswana planners towards the possi-
bility of the Selebi-Pikwe project generating linkages
(which they loosely refer to as "indirect benefits")
appears to be somewhat ambiguous. The 1973 - 1978

" National Development Plan notes that,

"Mining, because it is a capital intensive and
technologically sophisticated industry, is an
enclave activity which in the absence of secon-
dary and service industries, has a minimal
impact on the rest of the economy." (para 3.26)

This view is supported by the observation that,

"Botswana has inherited an economic structure
which has few internal linkages; hence the
creation of a mining industry and the develop-
ment of the livestock industry do not automa-
tically lead to any substantial income streams
in the other sectors of the economy." (para 8.3)

These assertions are contradicted somewhat by the

following statement:
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"The development of mineral deposits is bringing
about a transformation in’' the Botswana economy
and providing the stimulus for rapid industrial
and commercial development. The diamond mine at
Orapa is of necessity an enclave development,
which will induce little further development ...
The copper-nickel mine at Selebi~Pikwe, on the
other hand, will form a focus for secondary and
‘tertiary development not only in the intermediate
area, but in the region as a whole." (para 12.16)

a) Backward Linkages
The 1970 - 1975 National Development Plan asserts that,

"... with the advent of mining industries in

Botswana it is considered that many link in-
dustries can now be successfully established.
Firstly, during the construction stage and
thereafter, there will be a significant demand
for paint, furniture, nails, concrete products
and other inputs for the building industry.
Secondly, once established the mines will
provide a steady demand for many goods produced
locally such as protective clothing and foundry
and sheet metal work." (para 6.7)

Moreover, the minihg companies have agreed that they will
procure supplies from Botswana suppliers always provided
that "... such materials are not less favourable in
price, quality and delivery dates than materials and
products from foreign sources" (Master Agreement, Clause 1l1).
The 1971/72 National Accounts value the intermediate
consumption of the mining sector at R 5,5 million and

by 1977/78 intermediate consumption of Selebi-Pikwe is
expected to total R 8 million. The Botswana planners
have not attempted to distinguish between impdrted and
locally purchased inputs. Private, as yet unpublished,
research undertaken in Swaziland indicates that the value
of lbcally produced inputs for the iron ore and asbestos

" mines is negligible. Killick's study of the Sierra Leone
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diamond mines revealed that approximately 34 per cent
of the inputs required for the diamond mining industry

. were purchased domestically. There is,however, no sound
reason why either of these should necessarily reflect
the situation prevailing in Botswana, although there is,
of course, reason for believing that the Swaziland
Situation might be a reasonable indication of the
state of affairs prevailing‘in Botswana. I will not
attempt, however, to measure statistically the value of
locally purchased intermediates but will rather attempt
to identify the possibility of backward linkages being

- generated by the mining sector in Botswana.

The 1970 - 75 National Development Plan envisages that
the mining industry will generate significant activity

in the construction industry. There can be little doubt
that the rapid growth of the construction industry in the
early 'seventies is largely attributable to the develop-
ment of the mining sector. It has been noted above that

" between 1966/67 and 1272 employment in the construction
industry rose by some 400 per cent and the contribution
to GDP rose from 5,4 per cent in 1966/67 to 10,7 per cent
in 1971/72. The rapid growth of the construction industry
is not to be ignored despite the fact that the growth
will not be sustained after the construction phase of

the mines. Nevertheless to assert that the mining sector,
via the impetus it provides to construction, will neces-
sarily generate demand for domestically produced inputs
like paint, nails and concrete, is invalid - the 1971/72
National Accounts estimate that intermediate consumption
by the construction industry totalled R 10,1 million

(and value of output R 18,7 million). Once again no break-
down is provided as between locally produced and imported
inputs but there is no a priori reason for expecting

the required inputs to be produced locally, because any
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local producer will have to compete with the large scale,
well established South African producers whose relatively
large domestic market will permit the attainment of scale
economies. The cement industry is a case in point - a
consultants"report recently submitted to the Botswana
Development Corporation  rejects the possibility of
establishing a cement industry because of ‘the scale
economies which would have to be attained to jusfify

an undertaking of that nature. Similar constraints would

apply to the other construction inputs.

Inputs more specific to the mining industry - protective
clothing being a good example - will meet with competition
from the well established suppliers to the South African

mining sector.

As noted above the new Customs Union agreement does offer
a limited degree of protection to infant industries in
the Southern African periphery (see chapter 2). For the
most part, however, it appears unreasonable to expect
Botswana to develop an import substituting industry

whcih will be competitive with the large South African
producers. In effect I am suggesting that the infant
industry argument does not in general apply to Botswana
and, more particularly, is certainly hot.applicable in
the case of industries designed to provide inputs for

the mining sector -~ the cost structure of a Botswana
import substituting industry is likely to remain higher
than that of its South African competitor even after an
eight year period of protection. A possible solution of
this impasse would be to establish the desired industry,
under the cloak of a protective tariff and then stipulate
that the mining industry continue supporting the domestic
producer after the tariff barrier has been lifted even if



"the price on the South African market is lower. A stipu-
lation of this nature might be tantamount to the imposition
of a quota and, as such, would contravene Article 2 of

the Customs Union Agreement.

The development of “the coal mine at Morupule is probably
the most significént béckward linkage generated by the
copper-nickel industry. The guality of the coal mined

at Morupuie i5 of a particularly low grade although
preliminary testing indicated that it was combustible

and could therefore be used for power generation. Possible
alternatives were importing power from South Africa or
importing coal from South Africa or Rhodesia. The latter
alternative was analysed by the consultants, Gibb and
Partners, and rejected apparently on economic grounds.

It is, however, unlikely that the fofmer alternative
(namely, the import of power from South Africa) is in

fact more expensive although it does not accord with Bots-
wana's objective of lessening her dependence on South
Africa. It was therefore agreed that Morupule Collieries
Limited, a member of the Ahglo American Group, would

mine the coal deposits despite the fact that the power
requirements of the Selebi-Pikwe project would constitute
the only source of demand for the output of the Morupule
Mine. The mine employs approximately fifty people and
contributes in the‘usual manner to government revenue,
Most importantly it provides Botswana with an independent
source of power. There has, hoWever, been one important
problem, namely that the Morupule coal, though combustible
during testing, has not been combustible in the power
plahtbbecause of a fault in the design of the power units
bodies. Thus Botswana 1is . still compelled to rely on
imported coal. The design of the boilerswill be modified
to accommodate the characteristics of Morupule coal,
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although at some considerable cost, unofficially estim-
ated at R 4,5 million. It is not at this stage clear

who will pay for these modifications.

We can dismiss the possibility of the mining sector
encouraging the formation of a capital goods sector
supplying the heavy industrial equipment to the mining
sector. The polarisation factor outlined above is
likely to be particularly relevant to the case of
heavy industry - it is not reasonable to expect a
Botswana capital goods producer to achieve the scale
economies attained by South African and international
producers. The purchase of the capital goods required
for the infrastructure is generally subject to conditions
stipulated by the loan agreements and even the mining
company itself is bound to purchase a stipulated por-
tion of its requirements in South Africa.9 Furthermore,
Anglo American's industrial interests and both Anglo
and Amax's substantial interests in copper mining in
Zambia and South Africa lead one to expect that it
would be contrary to their interests to support a

domestic capital goods producer.

The dther possible linkagé relates to the extent to

which the mining sector will stimulate the demand for
consumer goods and therefore investment in the production
of those goods. This question will be examined in chap-
ter 14. In so far as a large portion ofithe BCL monthly
wage bill is attributable to a high wage expatriate
workforce, demand for domestically produced goods will

not be significantly stimulated. . Those consumer
goods produced in Botswana which have, at high levels

.0f income, a positive income elasticity of demand are



- 208 -

essentially aimed at the tourist trade. The cheap furni-
ture, textiles, and evenfoodstuffs which might be
produced in Botswana will, at high levels of income,
haﬁe an extremely low income elasticity of demand,
possibly even a zero or negative elasticity. The demand
for these goods will probably be stimulated by the wages
paid ‘ to the lower income unskilled workers employed
on the mines.but even in the case of cheap consumer
goods Botswana producers will face considerable compe-
tition from South African producers. Furthermore in the
case of cheap consumer goods transport costs are of
crucial importance. Unsatisfactory road conditions in
Botswana might well ensure that it is cheaper to transport
goods from South Africa or Rhodesia than from Gaborone,
although Selebil-Pikwe's position on the railway line and
the proximity of Francistown is not likely to render
transport costs prohibitive. The possibility of the town
of Selebi-Pikwe itself becoming a centre of secondary
industrial activity is severely constrained by a short-
age of water, These problems notwithstanding the possi- .
bility of encouraging the formation of consumer good
industries is slightly strengthened by Clause 6 of the
Customs Union agreement permitting protection of infant

industries.

The population of Selebi-Pikwe could provide significant
linkages to the rural sector, particularly to the neigh-
bouring villages of Mmadinari, Palapye and even Serowe.

| Obviously in many instances the quality iof the product

- will have to be upgraded but the situation prevailing

in Pikwe does not provide much room for optimism. Milk
is imported from Bulawayo, despite the fact that there
is a_well-estéblished village, Mmadinari, several miles -
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away which, with an organised marketing scheme, could
conceivably produce sufficient milk for the requirements
of Pikwe. The sale of fresh vegetables is controlled
by'large retailers who generally purchase their require-
ments from South African andtiRhodesia.10 Recently the
Serowe Brigades have established a market place in

Pikwe which will undoubtedly generate additional link-

11 The question of rural

ages with the rural sector.
sector linkages will be discussed in greater detail in

chapter 14.

On the whole backward linkages stemming from mining

are likely to be insiginificant. The capital intensive
nature of the mining industry, Anglo and Amax's
industrial and copper mining activities in South Africa
and Zambia, and, most important, the existence of well
established South African producers will inhibit local
production of both capital goods and the lower priced
requirements for the mining and construction industries.
To date the only significant backward linkage is
Morupule Colliery, although the Botswana Development
Corporation in partnership with British Oxygen intends
establishing a small industrial gas piant with a capital
investment of approximately R 200 000 in Pikwe.

b) Forward Linkages
The ore extracted at Selebi-Pikwe is processed at the

mine by means of a highly sophisticated flash smelter
. process developed in Finland. The matte is then shipped
to the United States where it is toll refined at Amax's
-plant at Port Nickel, Louisiana.

There are several factors which strongly militate against
the establishment of a refining plant in Botswana.
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Firstly, the output of Selebi-Pikwe is very small in
relation to the output of the other major coppér pro-
aucing countries. If Selkirk-Phoenix and Matsitama

are exploited total output will increase quite consider-
ably but, even then, it is unlikely that Botswana's
relatively small depbsits will warrant the establish-
ment of a local refining plant particularly when one
considers the proximity of-well established refining
plants in Zambia and South Africa. Furthermore, the
estimated life of the project is short and this will
also discourage domestic refining. The lack of refining

capacity also decreases the likelihood of nationalisation.

Secondly, copper, and particularly nickel, refining is
a highly capital inténsive process. Employment creatioh
is likely to be small and highly skill intensive.
Botswana, in fact, offers no locational attractions

as regards refining, with, of course, the exception

of lowered transport costs.

Thirdly, the goals of the firms involved in the Selebi-
Pikwe project, particularly Amax, militate against the
establishment of a local refinery. One of Amax's
primary motives for investing in Selebi~Pikwe is that
its Port Nickel refining plant is operating at below
capacity. The output of the Botswana mine is thus an
important cost reducing factor at Amax's refinery.

The possibility of establishing domestic refining
capacity is, at best, highly unlikely. The Government
has expressed the hope that the added output of Matsitama
and Selkirk-Phoenix might justify the establishment of a
local refinery. Amax has negotiated a fifteen year con-
tract for the refinihg of the Selebi-Pikwe matte,
although, in the event of domestic refining becoming
feasible, the Government would undoubtedly consider

renegotiating the contract.
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Apart from the processing and refining of the copper-nickel
ore, another possible forward linkage stems from the large
sulphur byproduct of the flash smelter process. Most of

, the sulphur output is to be sold to a South African ferti-
liser firm, Triomf Fertilisers. Sulphur is an important
element in the production of certain fertilisers and it
might ke put to effective use by a local producer. Once
again one expects that the government would renegoitiate

the Triomf contract if the establishment of a small chemical

or fertiliser plant were to become a viable proposition.

Ultimately however, it is difficult to disagree with a
conclusion Selwyn draws from his study of industrial
development in Botswana, Lesotho and Swaziland, namely,
that

"... very few ofthe firms engaged in resource
based industries would take the process a
single stage further locally than they were
: compelled to by the nature of the product or
by government intervention. Many of the enter-
prises were controlled by groups whose only
interest in the peripheral country was as a
\source of the material, and which would not
of their own volition choose these countries
as a location for any other activity." (p. 152)

c) Infrastructure12 (Map D)

The Selebi~Pikwe project has necessitated the development

of large scale infrastructure, the cost of which has been
met by loans raised by the Botswana government from
various international aid bodies. The mining company

‘has not been responsible for the provision of any of

the infrastructural requirements other than sharing in
the cost of the development of the township. The major
facilities required by the mining project are water,
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power, transport, and the township. The provision of
facilities of this nature in a country sofely lacking
in these basic necessities might provide a stimulus to
the development of both the agricultural and industrial

sectors.
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The United Nations Development Programme (UNDP) provided
the funds for the original feasability study and appointF
.ed the World Bank as the executive agency. Sir Alexander
Gibb and Partners were appointed as the consultants and
wére instructed to assess the feasability of alternative
means of providing the water, power and transport facili-
ties. It was specifically provided that Gibb and

Partners should-bear in mind the needs of nearby consumers
in their assessment. The ODM (the British Ministry for
Overseas Development) assumed responsibility for assess-—
ing the requirements of the township. The entire project
is known as the Shashe Project and administration of the
project was in the hands of the Shashe Project Management
Unit, an arm of the Ministry of Finance and Development
Planning. Upon completion, the project was handed over

to the relevant para-statal bodies.

Cost estimates of the project have varied considerably
since the original feasability studies were undertaken.
The latest estimate to hand (July 1973) is R 55 102 000,
~although the most recent detailed cost statements (31lst
December 1972) estimate the cost.of the project at

R 60 575 000. Table 12.6 provides a breakdown of the
project and also gives some indication of ‘the fluctua-
tions in‘the cost estimates.



- 213 -

- TABLE 12,6 Shashe Project Cost Estimate
31st December 1972 (R '000)

Original Project

. E Ay
Cost Estimate Totgl Current Estimate

LC FC  |Total LC FC Total
A. Power 2 048 {14 690 |16 738 | 6 260 17 644 |23 904
Facilities ’
B. Water - 3060 | 9132 |12 172 6 327] 7 044 |13 371
Facilities
C. Roads and 947 | 2356 | 3 303 | 3 409 771 | 4 180
Railway -
D. Township 2 311 | 3333 | 5644 6 337 963 | 7 300
E. Engineering and '
oicer n8 a0l 1 000 | 2510 | 3510 | 2132] 3042 | 5174
F. Interest 4 259 | 4 259 3793 | 3 793
G, Preliminary 1146 | 1336 | 2482 | 14231 1430 | 2 853
and Other

Total 10 492 |37 616 |48 108 |25 888 | 34 687 |60 575

LC = payments in local currency; FC = payments in foreign
currencies.

Source: Shashe Project Management Unit; Quarterly Report
31st December 1972.

The major sources of finance are the World Bank (IBRD),
the Canadian International Development Agency (CIDA),
and the US Agency for International Development (USAID).

The World Bank loan of $ 32 000 000 covers various aspects
of the project although a large portion of the loan (appro-
ximately 29 per cent) is earmarked for the provision of
water facilities. It is apparently the first time that

the World Bank has lent a sum of money in excess of the
value of the recipients gross domestic product. The loan

is repayable over a period of twenty five years at
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7% per cent per annum. The loan is guaranteed by BCL,
BRST, Anglo/Charter, Amax and Metallgesellschaft. The
World Bank shares in a hypothec over the mining lease
and holds mortgage bonds over cbmpany housing in

Selebi~Pikwe. -,

CIDA has provided a‘C$ 30 000 000 interest free loan
- repayable over fifty years including a ten year grace

period. The loan is earmarked for the provision of power

facilities.
TABLE 12.7 Project Sources of Funds

, 31st December 1272 (R '000)
Sources Total Amount]

Available

Specific_Grants-inzAgd
United Kingdom ' 458
UNDP 209
Canadian Technical Aid ' 478
TOTAL 1 145
Government Budgetary Funds
Government Costs of Temporary Water , 20
Government Staff Seconded to Project 103
Customs Duties , 464
Charges on Bridging Finance 150
TOTAL 737
Borrowings
United Kingdom - Temporary Water 364
IDA Credit -~ Design 1 247
CIDA ' V 23 904
IBRD Loan 25 098
US AID | 5 366
TOTAL 55 979
TOTAL of SOURCE of FUNDS 57 861

Source: Shashe Project Management Unit; Quarterly
Report 31st December 1972.
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The US AID's loan of $:6 732 000 is repayable over forty
years, including a ten year grace period. Interest on

4the AID loan is at 2 per cent per annum during the grace
’period and 3 per cent per annum thereafter. The loan is
earmarked for the construction of the main water pipeline,
and also for the payment of capitalised interest during
the construction period. US AID also provided § 2,5 mil-
lion for the engineering design and certain preliminary
works, $ 910 000 of which has been refunded from the
World Bank loan. Both the Canadian and United States

loans are unsecured.

Power

Responsibility for the prbvision of the power facilities
has been undertaken by CIDA who have lent Botswana

$ 30 000 000 for this purpose. The loan agreement was
signed in 1970 and, in the same year, the Botswana Power
Corporation which is‘responsiblé for the administration

of the power plant, was established.

Before the construction of the Shashe River power unit
the power resources were located in the Gaborone-Lobatsi
area which could cater for a maximum demand of 2 300
kilowatts per day and in the Francistown area with a
maximum possible output of 400 kilowatts per day. The
mine and the processing plant alone (that is, excluding
the township requirements) were expected to use approxi=-
mately 29 000 kilowatts per day thus hecessitating the |
‘construction of a completely new power unit. As stated
above the Government was faced with choice of importing
coal from Rhodesia or South Africa, importing power from
South Africa, or using the Morupule coal resources. The
latter alternative was adopted. Thus with coal from
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Morupule and water from the dam on the Shashe River the
power station itself might have been located at any one
of the three sites, namely, the Morupule Colliery, the
Shaéhe Dam, or at Selebi-Pikwe itself, the significant
cost factors influencing the éhoice.being the cost of
pumping the water, transmitting the power, and transport-
ing the coal. Once all these factor were weighed up the

Selebi-Pikwe site was chosen.13

CIDA then undertook to construct a 60 megawatt thermal

power station at Selebi-Pikwe plus an 11 kilowatt trans-
mission line from the power station to the township and
a 66 kilowatt line to the Shashe Dam pumping station and

Francistown.

The construction of the power station has been fraught
with controversy. A condition of the CIDA loan was that
Canadian firms using Canadian equipment construct the
plant. A blueprint for the construction of a power plant
had been drawn up several years earlier by a British firm
and, with several minor adjustments, the Canadian contrac-
tors constructed the plant according to these specifica=
tions. The Shashe plant and all its components were of

a considerably smaller scale than those normally con-
structed by the Canadian firms involved in the project
with the result that the Botswana project constituted a
special case for most of these firms - parts had to be
constructed specifically for the Botswana project. The
upshot of all this was the use of highly sophisticated
technology and expensive Canadian manpower and materials -
these factors combined with special nature of the Shashe
unit have resulted in, what is reputed to be, the most

- costly power station per megawatt in the world. Added to
this is the fact that the boilers db not suit the
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characteristics of the MorupuleAcoal and Botswana will
have to continue importing coal from South Africa until

the power unit is modified.

The power plant is administered and operated by the
Botswana Power Corporation, a statutory body, Whose
major activity is the management of the Shashe Power
unit. Canada is providing technical assistance although
schemes have been initiated to train local personnel to

man the power installations.

It is the Botswana government'g intention that all the
‘infrastructural projects should be self financing in

so far as the returns should meet the debt serviné obliga~-
tion and recurrent expenditure. To this end the Botswana
Power Corporation has entered into a 35 year agreement
with BCL in terms of which the company agrees to pay
minimum charges sufficient to cover the debt servicing

obligation and a portion of the operating costs.

- ———

The waterkfacilities, consist of the Shashe Dam the
total length of which is 3 000 metres with a maximum
height of 25 metres; an eighty kilometre buried pipeline;
a plant at Shashe for preliminary treatment and pumping
of water; service reservoirs at Selebi-Pikwe and a full
treatment plant for township supplies. As at. the 31st
December 1972 the estimated cost of the water facilities
was R 13 371 000 the bulk of which has been provided for
from the World Bank loan. The contractors are largely of
British and Canadian origin. '
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The mine and plant alone were expected to consume 20 mil-
lion litres per day rising with the expansion of the town.
Water demands from Francistown and Morupule were also to

be  catered for.

Two possible locations for the dam were the Shashe and
Tobane sites on the Shashe and Matloutse Rivers respec-
tively, the latter being.nearer the mine but considerably
further from Francistown. It appears, however, that
because of unreliable rainfall in the Tobane catchment
area, the Shashe gite was the only really viable location
although because of the distance of the Shashi site from
Selebi-Pikwe temporary water supplies for the town had to
.be provided by sinking boreholes. The water supply has
been the cause of considerable concern. The original
estimates'were found to fall seriously short of actual
requirements, the rainfall in the initial period proved
disappointing, and the saltation rate of the Shashe Dam
‘has proved considerably higher than was at first expected,
although many of these problems have been somewhat
alleviated by the excellent rainfall of the 1974 season.

The possibility of diverting water from the Shashe Dam
for use in a small irrigation scheme was mooted but
rejected, on the grounds that the poor soil in the area
did not warrant the use of scarce water resources. This
argument appears highly suspect when one considers that
one important reason for the poor quality of much of the
soil in Botswana is the lack of irrigation. The feasability
of tapping water for cattle watering was also rejected
because of the possibility of overgrazing. Again this .
argument appears highly questionable = overgrazing could
be prevented by administrative means whilst the area
surrounding the dam and the' pipeline could havé been
turned into a valuable cattle breeding region.
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As regards the financing of the water facilities, substan-
tially the same measures that apply to the power plant
were instituted in the case of the water facilities - the
funds borrowed by the government were lent to the Water
Utilities Corporation which has entered into an agreement
with BECL in terms of which BCL guarantees payment of a
certain minimum charge for a period of 25 years. This will
ensure that the debt servicing charges and the recurrent

‘costs are met out of recurrent revenue.

It was estimated that approximately 300 000 tons of coal
and coke per annum would have to be transported from
-Morupule to the smelter and power station at Selebi-Pikwe.
Furthermore 150 000 tons of copper-nickel matte would
leave the mine each year. The transportation facilities
comprisedntheconétruction of a 65 kilometre rail spur from
Serule to Selebi-Pikwe, a short rail spur from Morupule to
Palapye, and an all-weather gravel road from Serule to
Selebi~Pikwe. The estimated cost of the project was

R 4 180 000. The possibility of a direct road link from
Pikwe, south-east to the Tuli Block and north-west to

" Francistown has also been mooted.

' Clause 30 of the Master Agreement provides that BCL shall
>pay a surcharge fixed by agreement with the government to
provide for the costs of the siding between Palapye and
Morupule and the line between Serule and Selebi~-Pikwe,

the cost of the feasibility studies, engineering and
administration costs, and all interest charged on the

costs incurred. Furthermore, if the proceeds of the surcﬁarge
fail to cover the costs referred to above the company will
make up the shortfall.
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Selebi~Pikwe is a small town of 2 000 plots. All township
services - roads, sewers, etc., are provided, as are 1
schools, healthucenfres,’a town hall, post office, tele-
phone exchange, police station, and prison. Government
housing for approximately 350 families and bachelors has
also been provided. The operation and maintenance of these
facilities is in the hands of the recently established
Township Authority. The Selebi-~Pikwe Commercial Develop-
menf\Corporation, a subsidiary of the Botswana Development
Corporation, is responsible for ‘the development and

management of the commercial centre.

‘The cost of the township is estimated at R 7 300 000.

BCL has agreed to pay the government 75Aper cent of the
Selebi~-Pikwe township common services in the form ofxza

25 year annuity, in return for the grant of land for BCL's
employees housing in the township. Any cost incurred by
BCL in the construction of the township is tax deductible.

With the advantage of hindsight it is certainly easy to
criticise the planning of the town. The population of
the town has been sorely underestimated - the company
originally estimated that 1 700 people would be reguired
to operate the mine. White cites Zambian studies which
indicate that each mineworker supports approximately

9 people at the mine itself. This alone would suggest a
population of some 15 000 excluding the burgeoning number
of traders, government and municipal officials, and job
seekers. The population growth of the area now known as
Selebi~Pikwe has been phenomenal. In 1965 the area
consisted of a few cattle posts belonging to the neigh-
bouring village of Mmadinari, and by 1969, with the
original exploratory work underway some two or three
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hundred people were living in the camps at Selebi-Pikwe.

" The planners attempted to cater for an initial population

1

of 11 000 which was expected to rise to 28 000 by 1978.

With the decision to exploit the ore bodies the popula-

tion explosion began and now crude estimates of the.
population range up to between 35 000 and 40 000 inhabitants,
a large portion of whom live in a mushrooming tin shanty
area known as’"Botshabelo" (literally "place of refuge").

The layout of the town is also open to'considerable‘

criticism. Hopkinson notes that

"The town proper has, by some peoples' reckon-
ing, been sadly misplanned. It is built so that
there is a high density area, with houses crowd-
ed together, each house looking like the next in
utter dullness. Safely across an open space oOf
ground, called the park, there is a low density
housing area, peopled largely by expatriates:
class division is built into the place. At one
end of the town there is an english medium school,
at the other, two tswana medium. The main shopping
area is now under construction, but people are
astonished at the prices being charged for rental,
which will rule out local traders, and turn the
place from a friendly bazaar type place into a
sterile supermarket precinct." (p. 2)

Certain peéuliar features of the township require further
comment. The Botswana Development Corporation has been
criticised because of the rentals charged for accommo-
dation in the Selebi~Pikwe commercial centre. The
criticism has persuaded the BDC to reduce the rentals

from approximately‘40 c per square foot to 30 c per
square foot. The BDC are anxious to secure a profitable
rate of return on their investment but their policy in
this regard would appear to be extremely shortsighted,

because even the reduced rental will be too high for

small local traders and will effectively reserve the
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shopping centre for well established retailers from
Francistown or Gaborone or, possibly, South African
chain stores. There is a state-controlled retail co- -
operative in Selebi-Pikwe which might be expected to
cater for the requirements and budget of the lower paid
Batswana and support, where possible, local suppliers.
_The contents of the éo—operative store suggest otherwise.
Moreover, it is‘situated a considerable distance from
the main residential area and is therefore supported

'Aby those who .are able to afford private transport.:

" General Evaluation of. the Shashe Infrastructure_Project -

- The short run benefits from the scheme are obvious - it
. provided employment for several thousand people and

- undoubtedly served to provide certain skills.14 In the
longrun costs are insignificant insofar as the project
will be self financing. All the proceeds from the sale
of the Selebi~Pikwe minerals will be paid into a trust
held in London and the power, water and township charges
payable by BCL will be drawn from the funds held by the

trust.

Whether or not the infrastructure project will generate
significant linkages intoithe industrial and agricultural
sectors is open to question and at times it appears that
certain features of the project specifically militate
against this possibility.

One cannot expect'sighificant linkages to be generatéd
by the provision of transport facilities. It does render
industrial development in Pikwe itself a far more viable
possibility but, unlike, for example, Zambia, the road
and railway construction required by the mining sector
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does not open up an interior region with no previous

" access to trahsport facilities. The proximity of Selebi-
Pikwe to. the major road and rail routes meant that
extensive development of transport facilities Was.not

required.

‘The provision of electrical power will encourage industrial
development in Selebi-Pikwe and will doubtlessly facilitate
‘the expansion of the Francistown area. In view of the lack
of alternatives the high cost of the power station is
unavoidable - the necessary funds would probably not

have been forthcoming if the government had not been
prepared to submit to conditions similar to those laid

down by CIDA.

Lack of water is undoubtedly one of the most serious con=
straints facing both industrial and agricultural develop-
ment. The extensive requirements of the mining complex
will mean that, despite the construction of -the ‘Shashe

" Cam, lack of water will continue to hamper the develop-
ment of the surrounding areas. One cannot escape the
conclusion that the neighbouring rural area might have
benefited from use of the water from the Shashe Dam and
the refusal to allow use of this water appears highly
questionable. The supply of water from the Shashe Dam to
the rural areas could have been strictly controlled so

as not to impede mining activity during particularly dry
seasons. As far as industrial development in the neigh-
bouring areas is concerned, the Shashe dam will not
relieve the water constraint and despite the added advant-
age of improved transportation and power facilities the
government will still have to examine the possibility

of tapping alternative water sources, notably the Okovango
Swamps, if secondary industry is to be attracted to
Selebi-Pikwe. "
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12.4 Revenue

The Botswana government derives revenue from the mining
sector from four major sources, namely, corporate profit
taxation, dividends and royalties, customs duties on

mining imports, and taxation of wage income.

Estimates of fiscal benefits to be derived from the

| project vary considerably. The latest published estimates
anticipate that revenue accruing to the government from

~ BCL royalties, taxes andidividends will total from

R 2 million to R 5 million over the first eight years

of the projects life, from R 8 million to R 11 million
over the next four years and more than R 12 million per
~annum over the next ten years.lS These estimates are
corroborated by the following estimates of the Ministry
of Finance and Development Planning (Table 12.8).

Customs revenue resulting from mining imports will be a
substantial, although rapidly diminishing, source of
revenue. Estiﬁates of custom revenue are highly unreliable
and will be discussed at a later stage. The Ministry of
Finance and Development Planning estimate that revenue
from personal income taxes, vehicle taxes and other minor
sources of revenue will average around R 300 000 per

annumnm.

The revenue derived from corporate profit taxation and
from dividends and royalties is determined, to a signi-
ficant degree, by the size of the mining..companies'

16 rhus any possibilities open to the firm whereby

profits.
" it might reduce the size of its tax base must be examined

in detail.



- 225 -

TABLE 12.8 Estimated Government Revenue from :-
Selebi-Pikwe
Government Revenue
(R million)
1973/74 0,8
11974/75 : : ‘ 5,0
11975/76 o 5,9
1976 /77 , 6,8
1977/78 - 7,5
1978/79 . 8,4
1979/80 - 10,0
11980/81 : ' 10,8
|9s1/82 10,5
1982/83 | 10,3

Note: 1) Revenue includes the royalty, dividends,
taxation, BCL township contribution, tempo-
rary water charges, charges on loans to the
Water and Power Corporations, the Railway
surcharge.,

2) Table 12.10 and 12.11 indicate the relation-
ship between revenue from Selebi-Pikwe and
revenue from other sources. Note that part
of the revenue attributed to customs and
excise duties is derived from imports for
the Selebi-~Pikwe project.

Source: Ministry of Finance and Development Planning.

Profit Remission

. - . il T

1t appeafs that BCL will not be able to reduce the si:ze
of its tax base by underpricing the output of “the’ Selebi-
Pikwe mine. BCL is committed to sell its output to BCL
(Sales) Limited which is compelled to purchase all the
Matte offered to it at a price established by the Sales

Agreement.17 BCL (Sales) is a company incorporated in
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Botswana and is subject to exactly the same taxation
regulations and corporate control as BCL itself. There

is thus no advantage to be gained for BCL by underpricing
its output to reduce its tax base - a reduction in its
tax base will be reflected as an increase in BCL (Sales)

tax base.

BCL (Sales) initurn, is committed to selling the matte
. to Metallgesellschaft (MG)18 through the agency of RST
International.19 In terms of the output expected at the
time of the signing of the sales agreement BCL are
committed to selling, and MG are committed to purchasing,
two-thirds of the actual production of nickel up to a
maximum of two-thirds of the specified expected annual
output, ahd the entire copper output up to the amount
specified in the sales agreement. BCL have agreed to
offer for sale in West Germany that portion of the out-

put which MG chooses not to purchase.

The nickel price will be determined by the average daily
selling price of the International Nickel Company of
Canada, Limited. The copper price will be determined by
the cif price at which the major producers of copper
sell electrolytic copper-wire bars in West Germany. The
agreement will remain in force for a period of 15 years.
The agreement between BCL and MG derives from KfW loan
to BCL quaranteed in part by the West German Government,
and from MG's share of the guarantees on the World Bank

Loan.

The copper and nickel is sold by BCL (Sales) through the
sole agency of RST International who receive a commission

for their services.
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The upshot of these complex, rigid arrangements is that
the sale of the matte is not merely an interfirm account-
ing entry but is conducted at arms length which severely
restricts the firm's ability to set price in terms of

tax minimisation criteria which it might have established.
I must remind the reader that the matte is not sold by
BCL (Sales) to Amax - Amax toll refine the matte and the
sale is made directly from BCL (Sales) to the West

Gernian market.

It appears that the government have also tried to restrict
the firm's ability to control the supply of inputs.
Clause 10 of the Master Agreement provides that BCL and

- BCL (Sales) may not acquire substantial assets outside

of Botswana which are unnecessary to the conduct of the
Selebi-Pikwe mining operations and prohibits them from
acquiring, either directly or indirecfiy, any mine or
mining right outside of Botswana. It would appear there-
fore that BCL is prohibited from establishing a purchasing

company outside of Botswana and so remitting profits by

means of overpricing inputs. BCL (Pty) Limited is a
company incorporated in South Africa and was formed in
order to reduce the R 13,5 million IDC credit. This
credit has been exhausted although BCL (Pty) Limited
remains in existence. This does not necessarily suggest
that BCL (Pty) Limited is being used as profit conduit
although it would:appear that the very existence of the
firm contravenes: the Master Agreement unless, of coursé,
BCL and BRST are not shareholders in BCL (Pty) Limited.
I have been unable to acquire any further information

regarding the activities of this company.

The major shareholders of BRST, Amax and Anglo American,
have a substantial stake in copper mining in Southern
and Central Africa and also control important industrial
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interests. Amax and Anglo control the management of BCL
and it is not inconceivable that they sell inputs to BCL
from a Zambian or South African subsidiary{'A sale of
this nature need not affect the size of BCL's profits if
the asset is transferred at the prevailing market érice,
although if the asset has been depreciated by the seller
the overall global profits of the corporation will be
increased. It is difficult to ascertain whether any of
the inputs required by BCL are manufactured in Anglo or
Amax subsidiaries but given the industrial and mining
interests of both companies it is difficult to believe
otherwise. A factor which would militate against over=
pricing of this nature is the joint control exercised

by Anglo and Amax - a senior government official indicated
that a "healthy element of tension" existed between Anglo
and Amax and the one is unlikely to allow the other to
benefit consistently from the practice of overpricing.

In the final analysis it is impossible to assert that BCL
does purchase overpriced inputs although the possibility
does exist and should be borne in mind by the government

planners.

It thus appears that the bulk of BCL and BRST's profits
will be remitted by way of dividends and interest to the
major shareholders and lenders. The government have a

15 per cent interest in BCL and BCL (Sales) but they
hold no interest in BRST. Paradoxically it appears that,
whereas the government have attempted to seal off the '
"unconventional" channel of profit remission (that,is,
the transfer pricing mechanism), they have permitted,
unhindered, remission by way of dividends. Clause 29 of
the Master Agreement provides that dividends payable by
BRST and BCL may be freely remitted. This was entrenched
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in the Selebi~Pikwe Tax Agreement Ratification Act of
1970, Section 11 (B) of which explicitly states that
"Dividends paid by BCL or BRST (i) to companies resident
within Botswana or, (ii) to persons who are not resident
within Botswana through a permanent establishment shali
not be subject to Botswana tax". In mid-1973 the highly
comprehensive Income Tax Act (no. 10 of 1973) was legislated
and Section 32 (1) specifically provides that a resident
company which pays a dividend to a non-resident will
deduct tax of 15 per cent from the payment. But part II
of the Second Schedule specifically exempts from taxation
"any amount payable by way of dividends by Bamangwato
Concessions Limited, BCL (Sales) Limited, or Botswana

- RST Limited to

a) a resident company, or
b) any non-resident who does not carry on
business in Botswana through a permanent

establishment situate therein".

In effect, therefore, BCL and BRST may remit dividendéA
free of tax. The mining companies are not exempt from
Section 71 (b) of the Income Tax Act which stipulates

that all persons remitting dividends must furnish a

return to the tax commissioner indicating the amount‘of

the payment and the identify of the recipient. This may
act as a deterrent insofar as it will not be politic for
Wthe companies to be seen remitting a large portion of its
profits abroad each year but there is no legally imposed
financial burden deterring remission. This exemption could
prove costly and I shall attempt to spell out the statisti-
cal implications of the-withholding tax exemption in the
next chapter. If the government had refused to exempt

BCL and BRST from the withholding tax they would have
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contravened the Master Agreement - it does, hoWever,
appear strange that the government should have legislated
in favour of a withholding tax of this nature and then
exempted the major portion of the withholding tax base
from the provisions of the act.

A further possible channel of remission lies in the use
of interest payments on intercompany loans. Once again
“the mining companies have been granted substantial con-

cessions of a similar nature to the dividend concessions.

Section 58 (1) stipulates that every resident who pays
interest on a loan from a non-resident shall deduct tax
from the interest payment. The Second Schedule of the
act exempts any interest payable by BCL and BCL (Sales)
from taxation and it also exempts BRST interest payments
abroad from taxation in so far as the interest paid is in
respect of money borrowed by BRST and made available to
BCL for mining operations or exploration in Botswana. .
Furthermore, the interest paid by BRST on loans made

by it to BCL may be deducted from the interest received
by BRST from BCL when BRST's tax returns are computed.

. The Selebi-Pikwe project is highly geared and the interest

concessions are likely to be significant. It is extremely
difficult to calculate the debt serving commitments of

BCL and BRST. The Ministry of Finance and Development
Planning estimates that in 1977/78 the Selebi-Pikwe project
(presumably BCL) will pay out R 6,2 million in interest.
‘They estimate that in 1977/78 the entire mining and quarry-
V ing sector will remit R 20,2 million in the form of inter-
est and dividends thus the interest payments from Selebi-
'Pikwe constitute a significant portion of total remission.
Furthermore the technical problems have necessitated
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increased borrowings from Anglo and Amax and interest
remissions are likely to increase. Anglo and Amax could
in fact use these interest payments as an avenue of

profit remission.20

Thus, in summary, it appears that although the Botswana
Government have attempted to prevent remission of profits
by means of price’manipulation, they have permitted tax
free and therefore costless remission by way of dividends
and interest payments. It is impossible to ascertain to
what extent the mining companies will be able to manipulate-
the size of their tax base but, in any event, it appears
that the tax levied on .corporate income will remain a

major source of revenue for the Botswana government.

i Gl i ko o Gl o Dl S > D M . M o o S

When, in 1959, the Bamangwato Tribal Authority entered

into the agreement with RST the tax legislation then in
force, namely the Income Tax (Consolidation) Proclamation
of 1959, provided for corporate taxation at a rate of 30
per cent. The mineral rights vested in the Bamangwato tribe
were transferred to the state in 1967 and in 1973 the In-
come Tax Act repealed the 1959 Proclamation.

Clause 9 (&) of the Selebi-Pikwe Tax Agreement Ratifica-
tion Act provides that BCL will be subject to a tax of

40 per cent on its taxable income. This is somewhat higher
than the normal tax rate.of 30 per cent specified in the
Income Tax Act. Clause 8 (B) introduces a tax escalator
and provides that if the "operating profit margin" exceeds
48,5 per cent in any tax year the rate of taxation will be
increased by an amount equal to the difference ‘between an
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operating profit margin of 48,5 per cent and the actual
margin, that is, if the operating profit margin in any
year reaches 50,5 per cent the rate of taxation will be
increased to 42 per cent. Clause 8 (B) is subject to

the provision that the tax rate shall not exceed 65 per

cent in any one year.21

Although the mining companies are taxed at a somewhat
higher rate than other companies, they are granted

certain significant concessions in regard to taxation.

As noted above, Clause 5 of the Tax Agreement provides
that interest and commitment fees on monies borrowed by
ECL are to be deducted when the company's tax base is
computed. This has been affirmed by the Income Tax Act
which also extended this provision to BCL (Sales) and
BRST. It is interesting to note’that when calculating
the operating profit margin interest is included as a
production cost and is therefore tax deductib{e, despite
the fact that the interest paid by BCL, BCL (Sales)
and, under certain conditions, BRST is exempted from

Botswana tax.

~Clause 6 details the items to be deducted as "capital
expenditure" and specifies the method of deduction.
This too has been confirmed by the Income Tax Act.

The Income Tax Act defines "mining capital expenditure"

as including, inter alia, expenditure incurred in the
acquisition of a minéral, mining or prospecting right

or mining or prospecting information from another person;
the cost incurred in the construction of a mining site,
the construction of buildings, works of a permanent nature
and "other improvements"; any contribution made to the
cost of providing power and communication facilities for



- 233 -

the mine and residential accommodation and welfare
facilities for the employees; the costs of -general
administration and management which includes, inter
alia, interests payable on loans raised to facilitate
the development and operation of the mine. Section 40
of "the Income Tax Act specifies that deductions allow- .
able to the mining sector include all expenditure
incurred outside of Botswana in the production of its

. assessable income from the Botswana operation. This
latter provision is very loosely phrased and might be
used as a means of profit remission. As noted above,
significant deductions are éranted in respect of expen-
diture incurred in the training of the labour force -
this latter provision is a general provision and applies

to any company operating in Botswana.

The amount of the déductidn allowed to the mining companies
is calculated in terms of a complex formula. Clause 6 (B)
of the Tax Agreement provides that in the first year of
commercial production an amount equal to the quotient
obtained by dividing all capital expenditure in that

year and all previous years by five, in the following

three assessment years by dividing the capital expenditure
unredeemed in the previous years plus all capital expen-
diture incurred in those years by four, three, and two
respectively; and in each succeeding year by an amount
equal to the unredeémed capital expenditure at the beginning
of the year plus all capital expenditure incurred during
that year. It is stipulated that the .deductions outlined
above may not exceed 75 per cent of the taxable income

for that year prior to charging the abovementioned deduc-
tions but after charging all other deductions, because it
appears that the deductions referred to above are granted
in addition to those generally permitted in terms of the
Third Schedule to the Income Tax Act.
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It thus appears that whereas the tax rate applicable to
‘the mining companies is somewh&t higher than that imposed
upon other investors, the deductions granted to . the
mining companies and, more particularly, the concessions
granted which provide for rapid depreciation of their
capital assets will significantly offset the‘additional
tax burden. Joubert calculates that, while capital is
‘being written off, the aggregate of royalty and tax paid
is reduced from 44,5 per cent of gross profits to 16,75
per cent.. It is interesting to note that the 1973 - 78
Plan admits that "the generous provisions for relief for
investors, incorpofated in the new Income Tax Act, 1973, .
‘will dampen the rate of growth of revenue from that
~source, but this effect will be partly offset by the
_new withholding tax on dividends paid to non-residents"
(para 4.9). In the light of BCL and BRST's exemption, .
~this statement is extremely optimistic. ‘

Duty imposed on goods imported for use in the mining

sector . is . another important source of revenue.
The revenue derived from ‘this source will decline after
the first few years of mining development and, as such,
should be viewed as an essentially transitory source of

revenue.

In the early construction phases large quantities of
-imported commodities will berequired, ‘'not only by the
mining companies themselves but particularly by the
various contractors responsible for the provision of
certain elements of the infrastructure and also for

the construction of  the mine.
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As noted above, the new Customs Union agreement ensures
that the customs revenue received by BLS will reflect
the value of dutiakle goods produced and consumed in
each country. This is a considerable advance upon the
1910 Agreement and has resulted in a revenue boom for
Botswana. It is estimated that the revenue sharing
formula ensures that Botswana (like Lesotho and Swazi-
land) will receive approximately 20 per cent of the
value of all dutiable goods imported into and consumed
in the country in any year. The following is an extremely
tentative estimate of mining imports and the customs

revenue accruing as a result thereof.

TABLE 2.9 Mining Imports and Customs Revenue from
the Mining Sector, 1973 - 1983
(R million)

Mining Imports Customs Revenue
Mining Imports
1973/74 46,0 20,9 |
1974/75 7,7 | . 27,6
1975/76 4,5 , 14,0
1976/77 - 13,1 6,4
1977/78 28,2 6,3
1978/79 15,9 3,5
1979/80 6,7 9,9
1980/81 10,8 _ 3,6
1981/82 10,9 . _ 2,8
1982/83 27,0 oy . 1,1

Source: Ministry of Finance and Development Planning.

The above table is extremely difficult fo interpret
largely becauseof the lag between imports and the receipt

¥
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of Customs revenue. Nevertheless, the table does serve
to indicate the importance of this revenue source

particularly in the early phase of the mining development.

The original,Deed of Concession negotiated between the
Bamangwato Tribe and RST provided that, in the event of
the formation of a mihing company, a royalty amounting
to 15 per cent of the excess of sales revenue over produc—
tion cost or a minimum royalty of £ 250 per month would
be paid to the Tribal Authority. The value of the
royalty was tax deductible thus reducing the effective
rate to 13,04 per cent. The Mines and Minerals Act of
1967 which amended and consolidated all previous mining
legislation provides for a royalty'amounting to 3 per
cent of the grOs§‘market'va1ue of all minerals extracted

in Botswana.

In terms of the Mines and Minerals Act and the Bamangwato
Concessions Limited Mining Lease Act (1970) 'BCL was
granted a mining lease and the royalty ultimately agreed
upon between the government and the company differs con-
siderably'from that provided either in the original Deed
or in the Mines and Minerals Act. Clause 12 (A) of the
BCL Mining Lease Act provides that the company shall pay
to the government a royalty eguivalent to 7% per cent

of the excess of sales revenue over production cost.
Clause 12 (B) provides that in each financial year the
company will pay an advance royalty of R 750 000. The
Selebi~Pikwe Tax Agreement Ratification Act provides
that royalties are to‘be construed as part of the cost
of production and are, as such, tax deductible. '
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Joubert has pointed out several interesting implications
arising from the changed tax rates (from 30 per cent to
40 per cent) and the method of calculating royalties. A
large proportion of the shareholders are United States
citizens and US law permits foreign tax payment to be
offset against US tax paymenté but it does not permit
royalty payments to be offset. Thus the total net amount
of the tax, both US and Botswana,'is reduced whereas

the aggregate of royalty and tax paymentSaccruing to the
Botswana governments is increased from 39,13 per cent

of gross profits to 44,5 per cent.

When the original Deed of Concession was entered into
between RST and the Bamangwato Tribal Authority it was
agreed that the Tribe would receive a 15 per cent
gratuitous share of the equity of any mining company
which might be formed to exploit the resources- -of the
Bamangwato Tribe. In 1967, when the mineral rights
passed to the State, so did all the rights, title and
interest in the original Deed and agreements. The
governments equity share is confirmed by Clause 21

of the Master Agreement.AIt is impossible to estimate
the size of the dividends that BCL will declare in
future years. The 1973 - 78 National Development Plan
estimates that in 1975/76 the government will receive

R 110 000 in the form of dividends, rising to R 830 000
in the following year, and R 1 220 000 by 1977/78. The
altered financial‘étructure of the company is likely

to affect these predicitions. Possibly all that one can
assert is that BCLs dividend declarations are likely to
be considerable because they constitute an inexpensive

form of profit remission.
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Miscellaneous

The company is committed to pay several statutory fees
of which the most significant is the licence fee of

R 75 000 per annum payable monthly in advance.

In 1972 an extremely important piece of legislation was
enacted, namely the Mineral Rights Tax Act. This act is
particularly significant in that it provides for the taxa-
Vtion of privately owned mineral rights. The Vice-President
specifically stated that, in so doing, the government did
not contest the right to private ownership of mineral
rights nor did it attempt, in any way, to deprive the
owners of their mineral rights - the act merely wished

to ensure that the nation as é'whole derived a benefit
from what was essentially a national resource. The act
therefore provides that privately owned mineral rights
will be taxed either using the land area of the mineral
right as the base (R 40 per square kilometre per annum)

or the value of the mineral right (10 per cent of the
value per annum) whichever yields more revenue. Importantly
however, any expenditure p:operly incurred in prospecting
activity in the previous year will be offset against the
tax liability. Therefore in certain years the holders of

" the mineral rights will not be subject to any tax liabi-~
lity in terms of this act but, if no prospecting activity
is undertaken, the full weight of the tax will be felt.
There can be little doubt that this tax is specifically
designed to persuade the holders of the mineral rights

in the Tati Concession to carry out extensive prospecting
activity in the concession area and/or to exploit the
deposits known to exist at Selkirk and Phoenix. The Tati
Company is not capable of undertaking mineral extraction
itselfzand‘although they agreed to permit the Anglo
American Corporation to undertake the initial exploratory
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work they have refused to permit the'Corporation to carry
out more intensive prospecting activity. Thus far the act
has not succeeded in persuading the Tati Company to engage
in any prospecting or mining activity. The act has had

the effect of causing Anglo to relinguish its mineral

rights in the Tuli, Gaborone and'Lobatse Blocks.zz‘

This lengthy chapter uﬁdoubtedly constitutes the centre-
‘piece of the entire dissertation. One might justifiably
argue that the description and analysis preceding Chapter 12
has attempted, in fact, to establish the setting within
which this chapter is presented - the generalised theore-
tical hypotheses and conclusions, and the particular
features of the Botswana economy and the Selebi-Pikwe
project. And the chapters that follow merely conclude

the analysis of the present chapter - the proportion of
value retained in the host country and its distribution
amongst the various interest groups is crucially determined
by the manner in which it is generated. There are certain
policy tools available to the host government whereby the
proportion of value retained and its distribution may be
influenced, but the impact of any policy variable is
narrowly circumscribed by the nature of the value adding
mechanism. In Chapter 12 I have attempted to outline the
manner in which the copper-nickel industry contributes

.to the value of Botswana's national product and, without
wishing to anticipate Chapter 15, it is probably desirable
to summarise briefly the important concilusions that have

emerged thus far.

The capital intensive technigques of production employed
by the mining company ensure that the Selebi-Pikwe copper-
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nickel mine will make a small contribution to total em-
ployment, but that the labour force will consist of a
relatively large proportion of high level manpower. The
wage rate prevailing in the mines - unskilled, skilled,
and high-level - will be higher than that of the other
sectors of the economy and there is every possibility

that the mining sector will act as a wage leader. The
wage bill of the mining sector is considerable but a.
large proportion of this wage bill will accrue to a

small elite of highly paid, largely expatriate, employees.
‘The government have attempted to counter these problems
by according priority to localiéation of the workforce
and by the enunciation of an incomes policy. The mining
sector's localisation position is predictably unfavourable
and, therefore, its wage levels remain excessive. The
government hopes to control profit levéls by means of

taxation policy.

In section 12.3 it is argued that the investment multiplier,
in so far as its impact is realised in Botswana, will be
small. The corporate structure of the copper-nickel industry
will reduce the likelihood of generating domestic¢ backward
and forward linkages - the major shareholders of BRST,

Anglo and Amax, control substantial mining interests in

the neighbouring territoriesuand Anglo controls industrial
interests in South Africa. These could be used as sources
of supply for the Botswana copper-nickel industry. The
company will not, of its own volition, establish a refining
plant in Botswana. The Botswana matte is of some importance
to the Amax refinery and there is little reason to expect

a local refinery to be established. Furthermore, and .
probably of greater importance, the geographical polarisa-
tion of industrial development in Southern Africa strongly
favours the developed centre. This is particularly true in
the case of heavy mining equipment and is also true of the
small scale, less costly inputs. The consumption linkages
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will be smaller than might be expected largely because
of the structure of the industry's labour force. The
benefits stemming from the infrastructure are difficult
. to assess but it appears that, despite the construction
of the Shashe Dam, the water constraint will remain im-
portant. If the Botswana government is able to overcome
this constraint the power.plant, the improved communica-
tion facilities, and particularly, the existence of a
large market might encourage the development of a small

industrial 'area around Selebi-Pikwe.

The copper-nickel industry's most significant contribu-
tion lies in the area of government revenue. The mining
‘companies, particularly BCL and BRST, have been granted
significant concessions, although the tax rate applicable
to BCL, BCL (Sales) and BRST is somewhat higher than the
rate applied to other companies. The following table
illustrates the government sector's dependence on the

mining sector.

TABLE 12.10 Source of Government Recurrent Revenue

Plan Period (1973 - '1978) - (R million)

Source Amount Per cent
Mining and Associated Revenue 68,5 29,2
Customs, Excise and Sales Duties 99,8 42,6
Other Sources 66,0 - 28,2
234,3 100,0

Source: National Development Plan, 1973 ~ 78, Table 4.4.

The above table aggregates the contribution made by the

entire mining sector. The Diamond industry's>share will

be significant’> and probably half of the total will
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be attributable to the Selebi-Pikwe project. Moreover a
large portion of the revenue accruing in the form of
customs, excise and sales duties constitutes taxation

levied on imports required by the Selebi-Pikwe project.

Furthermore, the government's dependence on the mining

sector as a source of revenue is expected to increase

markedly.
TABLE 12.11 Projected Central Government Revenue from
Domestic Sources 1973/74 to 1977/78
(R _'000)
o Mining | Customs, Excise Other (1) as %
rear Projects | and Sales Duties | Sources Total of (4)
(n (2) } (3) (4) (5)
1973/74 5 981 20 941 10 810 37 732 15,9
1974/75 9 486 22 830 . 1t 891 44 207 21,5
/
1975/76 15 617 16 906 13 080 45 603 34,2
11976/77 | 18 854 17 345 14 388 | 50 587 37,3
1977/78 18 540 21 740 15 827 56 107 33,0
% growth | 55 4 0,9 10,0 10,5
p. annum ;

Source: National Development Plan, 1973 - 78, Table 4.3.

The implications of this dependence will be re-examined

in the concluding chapter.
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NOTES TO CHAPTER 12

1 With the exception of the Railways which is controlled
by Rhodesia Rail. This is an important factor account-
ing for the poor localisation record for the transport
and communication sector.

2 A senior BCL official informs me that despite the
fact that BCL offer its unskilled miners a slightly
higher wage than is available in the South African
mining sector many Batswana actually prefer to seek
employment on the South African mines.

This might be -explained by the higher non-cash wage
available in South Africa, or by the allegedly poor
conditions of employment prevailing in the Selebi-

Pikwe mine.

3 The data regarding wages - skilled and unskilled -
is summarised in Table D.1 of the Manpower Report.
The average wage conceals the large differentials
referred to above and it is not useful to reproduce
the table here. '

4 See Ghai, D. P. and National Policy on Incomes,
Employment, Prices and Profits. Government Paper
No. 2 of 1972,

5 The Manufacturing sector is dominated by the Botswana
Meat Commission. A 0,1 elasticity of demand might
be realistic in the case of the BMC but it will
not be realistic in the case of small scale industry.

6 A comment in the Government White Paper (No. 2 of
" 1972) outlining. the incomes policy surely justifies

an absolute reduction of certain wages. It notes
that "... administrative, managerial, and profes-
sional people receive basic local salaries (exclud-
ing expatriate inducements) which are as high as,
or, in the case of young university graduates, even
higher than comparable rates in highly developed
countries" (para 10).

7 . See also Government Paper No. 2 of 1972, paras 25 - 27.
8 Although one cannot help suspecting that the recent

wage increase is prompted, in part, by the impending
national elections. '
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10

11

12

13

14

15

16

The Industrial Development Corporation of South
Africa have lent BCL R 13,5 million in the form of
an export credit.

The Mazazuru, a sect from Rhodesia, have a large
stake in the sale of fresh foodstuffs. They are
well known as informal traders in most parts of
Botswana.

The Brigades are self-financing, co-operative
organisations which attempt to provide training
and employment to primary school leavers, whilst
simultaneously engaging in production. They have
been established in several rural centres in
Botswana and are engaged in, inter alia, farming,
construction, electrical work, textiles, etc. The
Brigade movement was initiated by members of the
Serowe community. See van Rensburg.

Most of the information in this section is drawn
from the agreements between the Government and
CIDA (dd. 16/11/70), the World Bank (30/6/71) and
US AID (30/6/71); the Reports of the Shashe
Project Management Unit; an unpublished document
of the Shashe Project Management Unit entitled
"Shashe Project Infrastructure".

Note that another important factor influencing

the choice of location is that with the power unit
situated at the mine the waste heat steam from

the mining operations can be used to generate a
part of the power supply.

Additional skills are, of course, only beneficial
if they are employed in productive activity. Most
of the workers employed in the construction of the
mine and the infrastructure have been laid off and
many of them have not found other employment. This
would suggest that the pecuniary externalities are
unable to "accommodate" thetechnological externali-
ties - see chapter 9.

"The Shashe Project in North East Botswana" - paper
of the Ministry of Finance and Development Planning,
July 1973.

Of course, dividends are not determined directly by
the size of the profits. It is an internal company
decision and other priorities may determine the
dividend declaration.
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17

18

19

20

22

23

Matte Sales Agreement between BCL and BCL (Sales)
Limited dd. 1lst March 1972.

Sales Agreement .(Refined Nickel, Copper, Cobalt,
and other Metals) between BCL (Sales) Limited
and Metallgesellschaft AG dd. 22nd November 1971.

Metal Sales Agency Agreement between BCL (Sales) Ltd
and RST International Incorporated dd. lst March 1972,

As noted in chapter 10, BRST's borrowings have in-
creased substantially in recent months. As at 30th
June 1974 loans totalled R 101,5 million, an increase
of morei:than R 25 million since December 1973. Amax
and Anglo are probably responsible for just under
half of the total.

The "operating profit margin" is basically the
difference between the revenue from sales and the
costs of production. For a definition of the latter
see the Selebi-Pikwe Tax Agreement Ratification Act,
Part I.

See Anglo American Corpdration, Annual Report 1972,
p- 37.

Estimated at R 28 million.
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CHAPTER 13

The Value Retained

13.1 Introduction

Chapter 12 was concerned primarily with assessing the
value added by the copper-nickel industry. For obvious
reasons it has been impossible to operate with reliableA
statistical measures although extensive use has been

made of several statistical projections.

Thus far it has been ascertained that the average wage

in the mining sector will be relatively high and thus,
despite the relatively small size of the sector's labour
force, the total wage bill will be considerable. Further-
more, it appears that the mining sector's expenditure on
intermediate goods will be considerable, not only in the
initial construction period but throughout the course of
their operations - the government estimates that in 1978
the Selebi-Pikwe mines will spend approximately R 8 mil-
‘lion on intermediate goods. The previous chapter stressed
the importance of the revenue that will accrue to the
government as a result of the Selebi-Pikwe project,'con—
stituting, as it does, a significant portion of total
government receipts. No attempt has been made to

estimate the size of the cdmpanies' profits - implicitly
it has been assumed that BCL will realise substantial
profits from the Selebi-Pikwe mine. The estimated size

of the dividend indicates expectations of a healthy profit
as, indeed does the expected size of government revenue
which 1is crucially, although by no means entirely,
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determined by the size of the profits. It must be acknow~
ledged that the profit expectations are extremely hapha-
zard and open to doubt - the exercise of profit projection
has been rendered all the more dubious by the constant
technical problems experienced at Selebi~-Pikwe and the

consequent cost escalations.

Therefore, the primary concern thus far has been with
value added. This chapter concentrates upon the question
of value retained, that is, with the foreign exchange
content of the value added. Much of what is dealt with

in this chapter will have already been implicit in
previous chapters and, for the most part, this chapter
will serve to emphasise particular aspects of chapter 12.

—— - —— " - — o S B S W D P PR M SN S e e W RS S T G . e g . G S W S R - - ——

,Although this chapter is concerned primarily with examin-
ing individual components of the value added by the mining
sector, it is useful to obtain an overview of the external.
acéounts - both thecurrent and capitél accounts - and to
examine the contribution made by the mining sector within

this framework.

The foreign trade statistics are extremely unreliable
but they do indicate the important part played by mining

development in the level of exports and imports.

~Table 13.1 speaks for itself. The export value of the
mining sector's output far exceeds that  of any other
sector and its share of total export value is expected
to increase during the period under review. Table 13.2
is more difficult to interp;et. The value of imports re-

guired by the mining sector fluctuates considerably.
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TABLE 13.1 Past anvarojected Exports (R million)
Financial | Livestock . (3) as %
Vear Froducts Minerals | Others} Total of (5)
(1) (2) (3) (4) (5) (6)
1971/72 17,0 11,7 2,3 31,0} 37,7
1972/73 21,0 19,0 2,7 42,7 44,5
1973/74 23,0 38,0 3,5 65,5 58,0
1974/75 - 24,4 85,0 1,1 113,5} 74,9
1975/76 26,0 90,0 5,0 121,0) 74,3
1976/77 27,4 95,0 7,1 129,5| 73,4
1977/78 29,0 100,0 10,0 139,0} 71,9
Source: National Development Plan, 1973 - 78, Table 1.14
TABLE 13.2 Past and Projected Net Imports (R million)
Financial Net Mining Sector (3) as %
Year Imports Imports of (2)
(1) (2) (3) (4)
1969/70 34,3 n.a. -
1970/71 44,8 n.a. -
1971/72 62,7 n.a. -
1972/73 85,1 n.a. -
1973/74 83,4 46,0 55,2
1974/75 85,9 7,7 9,0
1975/76 96,1 4,5 4,7
1976/77 106,5 13,1 12,3
1977/78 119,6 28,2 23,6

Source: National Development Plan,

1973 - 78 and

Ministry of Finance and Development Planning.
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In 1973/74 it has been estimated that mining imports
comprised more than half of total imports, and that in
1975/76 the mining sector will account for less than

5 per cent of total imports. The volume of imports in
any particular year depends on the new developments
taking place within thé mining sector. In:.1973/74 the
activity at Selebi-Pikwe accounted for the high level
of imports. In 1977/78 the level of mining imports is
expected to be noticeably high which is probably a result
of the expected requirements of the mine at Selebi and
possibly the development of the Sua Pan deposits.

The development of the mining sector not only affects

the external accounts via its impact on the export and
import of goods but also through its impact on the capital
account and, of course, as a result of the remission of
investment income to the foreign shareholders. The Balance
of Payments estimates, reproduced below, summarise the
impact of the mining development on the external accounts.
Section D of the table is equivalent to the changes in

the level of foreign reserves in a country with a Central
Bank.,

In 1971/72 the large deficit on current account was offset
by the inflow of capital. This capital inflow is attribut-
able almost entirely to the development of the mining
sector - the loans to government are largely in respect

of the Shashe Project and private investment refers (
almost entirely to the copper-nickel industry. By 1977/78
the growth of the mining sector, particularly Selebi-Pikwe,
will give rise to a substantial surplus on the trade account
but the net remission to foreign investors is expected

to offset the trade surplus. The capital account surplus

is expec¢ted to decrease from R 47 million in 1971/72 to

R .1 million in 1977/78 - by 1977/78 the repayments on the
loans in respect of the mining investments will have commenced. -
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TABLE 13.3 Balance of Payments Estimates, 1971/72
and 1977/78 (R million)

1971/72 1977/78

A. Goods and Services :
Export of goods less imports, - 19 ' 43

adjusted for duty content

Net services and investment income - 22 - 53

Net goods and services balance - 41 - 10
B. Unregquited Transfers

Government 5 10

Private 3 3

Current Account Balance ~ 33 3
C. Capital Account

Loans to Government 11 15

Private Investments and Loans 36 c - 14

Overall Balance 14 4
D. Monetary Sector

Net changes in foreign assets of 8 _

financial institutions

Net imports of notes and coins 2 4

Errors and omissions q

Source: National Developmeﬂt Plan 1973 - 78, Table 1.17

It is difficult to arrive at any firm conclusions on

the basis of these figures. We might extract and project
capital inflows and compare these with loan servicing
charges and the remission of investment income to foreign
shareholders. Although the reliability of the statistical
projections would be highly questionable we might arrive
at an approximate estimate, and thus assess whether
Botswana emerges as a net loser or earner of foreign
exchange as a result of the project. But the relevance

of an exercise of this nature is questionable. Chapter 12
indicates that the inflow of capital into the mining sector

is productive insofar as it combines with other factors of
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production and realises a certain surplus - wages are
paid, taxes and other statutory charges are levied, and
profits are earned. A certain portion of this added
value will be remitted abroad and it is with this issue

that the remainder of this chapter is concerned.

- — - - 7o - ———t— — v

The value added and retained by the mining sector will
not be affected directly by the origin'bf the material
inputs consumed in the productive process. If we are to
assess the overall impact of the growth of the .copper-
~nickel industry it will be important to determine the
share of expenditure on material inputs that is incurred

locally.

The Ministry of Finance and Development Planning estimates
that the mining sector consumed intermediate goods to the
value of R 5,5 million in 1971/72 and it is estimated that
‘this will increase to R 12,1 million in 1977/78. The
Selebi-Pikwe mines will account for approximately R 8 mil-
lion of the 1977/78 total. An unofficial estimate suggests
that R 3 million to R 4 million of this expenditure will
be incurred locally. This would appear to be highly
optimistic particularly as the mines will have to con-
tinue importing coal from South Africa. Chapter 12 indicates
that, for a variety of reaéons, most of the expenditure

on intermediate commodities will be incurred abroad. -
particularly heavy mining equipment and machinery, and
also the smaller lesé costly mining inputs such as protec-
tive clothing. In fact, until Morupule coal is purchased,
it would be optimistic to suggest that more than 15 per
cent to 20 per cent of this expenditure will be incurred

locally. Most of the local expenditure will be incurred
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in the construction sector or in the purchase of building
equipment, in the purchase of industrial gas from the
plant that will open at Pikwe, and in the purchase of

water, power and transportation.

- — g — . o T T e ——— A S S

Wages and salaries will be remitted abroad in the form
of savings and in the form of consumption of imported

conmodities.

Table 13.4 is an estimate of earnings accruing to foreign

workers.
'TABLE 13.4 Estimated Earnings of Foreign Workers
1977/78, 1983/84 - 1973/74 prices,
R million
Sector 1977/78 1983/84
Mining and Quarrying 3,1 8,4
Building « 1,9 5,0
Trading, Hotels,‘Restaurants 0,2 0,5
Transport and Communications 1,9 4,6
Financial Institutions 0,5 1,2
Central Government N.a. na.
7,6 16,7

Source: Ministry of Finance and Development Planning

Selebi-Pikwe will account for approximately 65 per cent
of the mining sector's 1977/78 total, that is, approximately
R 2 million and approximately 50 per cent of :the 1983/84
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total, that is, R 4,2 million. It is estimated that 50 per
. cent of the earnings of foreign workers accrue 1n the form
of bonuses and gratuities usually paid on expiry of their
contract. Most of this will be remitted abroad in the form
of savings. A small portion of the wages and salaries
components might be remitted in the’form of savings but
most of‘it will be spent on imported‘consumer goods -
iecally produced fresh_fbbdstnffs will be purchased, a
certain amount of entertainment, sehooling; but most con-
sumer necessities, furniture, clothing, prbcessed fQQd-
stuffs and the like wiilkbe impprted.‘It'is not unrealistic
' to expect at least‘SO'per‘cent to 60 per cent of the wages
and salaries eQmponent of expatriate earning to be remitted
abroad in the purchase of imported consumer goods. This
coupled with the high proportion of bonuses and gratuities
paid abroad means that foreign'workers‘will remit
approxinately 70 per cent of their total earnings abroad.

The foreign exchange‘contentl-of the earninge of Botswana
nationals will not be as high - remission abroad in the
form of savings will be‘iow2 but expenditure on imported
consumer goqds will be substantial. The high'income
~earners' import propensity will be only slightly lower
than that of their expatriate counterparts, although the
import propensity of the unskilled workers will be insig-
nificant. Both hiqh income and low income employees will
remit a portion of thelr earnings to the rural areas -
both in the form of investment and in’order to bolster
the consumption of their families living in the tribal
villages. This will_lower'the foreign exchange content

of their earnings,
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13,5 Profits and Interest
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TABLE 13.5 Interest Paid'and Profits Remitted
1977/78, 1983/84 -~ 1973/74 prices
(R mllllon)

Sector | o ~ |1977/78 | 1983/84
Mining and Quarrying - o . 120,2 | 36,3
Building o 6,1 | 16,2
Trading, Hotel, Restaurants | 1,2 2,8
iransport and Communication 1,9 4,6
Financial Institutions 1,4 3,2
Central Government . » 3,0 ' 6,0
TOTAL | : 33,8 68,1

Source: Ministry of Finance and Development Planning

It is hot‘clear whether Table 13.5 refers to profit and
interest remitted abroad or to profit and interest re-
mitted to all shareholders and lenders. However, compar=-
ing the profit figures in the above table with the pre-tax
profit figures of Table 11.2 it appears that Table 13.5
refers to remissions abroad. In any event all interest
will be paid abroad and 85 per cent of profits remitted

by Selebi-Pikwe mining companies will be remitted to :

foreign shareholders.

It is reasonable to assume that all interest payments
abroad areAmade in respect of the Selebi-Pikwe project -
this is confirmed by Table 11.2. Selebi-Pikwe will
account for approximately one-~half of the profit re-
missions estimated in Table 13.5 4_the c0pper—nickel’
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industry's share of profit remissions is likely to be
somewhat greater in 1983/84 than in 1977/78. In any event
it appears that the foreign exchange c¢ontent of the
interest paymenﬁ'will‘be 100 per cent and the foreign
exchange content of profits remitted in the form of
dividends will be 85 per cent. It might bhe argued that .
a certain portion of the profits will‘be‘reinveSted'in
the further‘developmeht of the copper=-nickel industry;'
It is likely that the companies will wish to finance
future expansion by raising loans or increasing the.
eqﬁity capital - inteﬁest repayments are a useful
channel of profit remission ard, given that dividends
are a taxfreée form of profit remission, it is unlikely
that the company will reinVest profits which may be
remitted abroad so inexpensively. '

- —— - —p U0 e D G A (o G e e B

It is impossible to estimate with any degree of accuracy
the foreign exchange content of the revenue which accrues
to the government from the mining sector. It is reason- -
able to expect that the complex task of administering a
"large scale, sophisticated mining sectorwill necessitate,
as it has done, the use of some foreign personnel and

‘equipment.3

It is evident that there wiil,be a significant divergence
between value added and value retained, and this divergence
is attributable to the high foreign exchange content of

the wages and salaries and profit and interest components
of value added. ' - |
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As noted in the introductory chapter Botswana does not.
face a Balance'of Payments or foreign exchange con-
'straint in the usual sense. Nevertheless by continually
operating a deficit on their external accounts they will
decrease the money Supply at a time when they might wish
‘to inject additional supplies of money intou'the economy .

- Furthermore, remission of foreign'exchange outside the'
sterllng area requlres the permlssion of the South ‘African
authorlties - the South African authorltles have refused
to guarantee ‘that they will prov1de foreign exchange

‘-.for remission of profits to the United States share-

_tholders. This problem has been overcome by an agreement
between Metallgesellschaft and Amax.
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NOTES TO CHAPTER 13

1 ‘The term "foreign exchange content" effectively
refers to that part of the value added remitted
abroad. The term is used interchangeably with
"foreign exchange requirement" - see chapter 5.

2 Although in so far as saving takes the form of
increased bank balances a large portion of the
savings will be remitted abroad - see chapter
14, below.

o3 It might be possible to estimate the foreign exchange

content of government revenue in general. It is
more difficult to estimate the foreign exchange
content of the government revenue accruing from
the mining sector. We would have to estimate the
additional foreign exchange required by the
government as a result of the development of the
mining sector.
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CHAPTER 14

The Distribution of Income

The introductory chapter broadly outlines the inequities
of the distribution of income in Botswana. Chapter 11
notes the government's growing concern with this problem
~and it is thus extremely important to examine the impact
~which the development of the mining sector will have on

the distribution of income.

Official concern is directed primarily at the income gap
existing between the urban and rural sectors. However,
within each of these sectors there is considerable
disparity between :the earnings of the highest and lowest
paid workers. I will argue that the development of the
mining sector may affect the inter-sectoral gap (urban-
rural) and the intra-sectoral gaps (urban-urban, and
possibly rural-rural). Once again many of the arguments
which will be detailed below will haVe been raiéed in
Chapter 12 but given the marked disparities in earnings
and the growing official concern it appears that the
question of distribution is of sufficient importance

to warrant explicit attention.
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‘Chapter 12 outlined the wage and employment policies
prevailing in the copper-nickel industry, and the analysis

reveals a clear division within the mine's labour force.
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On the one hand there are the high income skilled’employees.
This group is expatriate dominated and their level of
earnings is determined on the international market. A
distinction is drawn between the wages (or salaries) of
this group of employees and their total earnings ang
although their wage levels are expected to conform to
‘the relevant government scales it appears that they are
" -markedly higher than those pertaining in any sector of
the economy . Table 12.3 indicates that 52,2 per cent
Jof the mining sector$s skilled labour force earn a wage

in excess of R 150 per month.

' On the other hand, the mines employ a large number of
workerswho, for the purposes of this analy51s, have been .
defined as unskilled, although many of these employees

~will have acqulred some experlence and tralnlng on the

" South Afrlcan mines. Their average wage is somewhat hlgher
than the average wage of the unskilled workers employed
in other sectors of the economy, with the .exception of

~the transport sector.

a) ThHe high wage "elite"

vThe'possibility that the mining sector will act as a
wage leader has'been discussed in previous chapters,
~and the recent increases granted to the civil service
bear out this argument. If the high wages paid in ‘
mining do set the national wage level the mining sector
will nurture the growth of a small highly paid elite
which, in the initial stage, will be dominated by
expatriates although, as localisation proceeds, will
come to be dominated by Botswana nationals. As pointed
out in'Chapter 7 there are several arguments which might
justify the creation of a national elite and these must ‘
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be examined within the context of the Botswana ecbnomy.

',Firstly, Botswana, like most LDCs, is severely constrain-
ed by a shortage of domestic savings and it might be
argued that the existence of a national elité will
assist in overcoming this constraint. This argument
may be supported within limits - it is likely that the
highly paid nationals will devote a substantial portion
of their earnings to improvement and development of their
rural interests and, in this sense, the creation of a
-national elite may raise.the level of investment. But

-this type of investment will not be very significaht
in a national context - the savings of one man applied
to his individual rural holding are not likely to stimul-
ate growth very significantly and serves to entrench
the privileged position of the high wage earners. Although
I do not know of any attempt to measure this phenomenon,
one might expect a marked overlap between the privileged
members of the rural and urban sectors. If the "rein-
vestment" argument is to be supported financial inter-
mediaries must be developed in order to attract the
savings of the high wage earners and make them,availabie
to borrowers who will invest in the development of a
small scale, employment creating industrial sector. These

conditions do not exist in Botswana.

Financial intermediation is dominated by the commercial
banking sector which is cantrolled by the Standard Bank
and Barclays Bank International. Botswana's membership

of the Rand currency area complicates attempts to restrict
the outflow of savings and the Commercial Banking sector
appears to be engaging in progressive credit destruction

rather than credit creation.
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TABLE 14.1 Deposits and Advances of the Commercial
Banks, 1965 ~ 1972 (R million)

Deposits | Advances '%

31st March 1965 5 581 5 132 92,0
31st " 1966 8 166 6 488 79,5
31st " 1967 9 640 5 454 56,6
31st " 1968 12 591 7 048 56,0
31st " 1969 13 038 6 598 50,6
31st " 1970 20 136 | 10 137 50,3
31st " 1971 15 951 13 092 82,1
31st " 1972 22 366 13 153 58,8
'1st January 1973 34 834 15 889 45,6
% growth per annum 26,7 15,7 |

Source: National Development Plan 1973 -~ 78, Table 1.16.

From an examination of the above table one is forced to
conclude that the Commercial Banks rechannel Botswana
savings to South African borrowers. The government has
attempted to reverse this flow by the formation of 'the
National Development Bank which, by the 31st December
1972, had advanced loans amounting to approximately

R 1,4 million. The National Development Bank does not
accept deposits from individual savers. A Post Office
savings scheme has been initiated and by February 1973
the amount deposited in the Post Office totalled R 573 194, .
Several Thrift and Loan Societies have been established
and in 1971 a Building Society commenced operations in
Botswana. Institutions of this nature are likely to

. attract the savings of the low income earners but are
not likely to attract savings of the high wage elite.

o
-
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The conclusion one draws from the above analysis is that
the propensity of the highly paid wage earners to rein-
vest their earnings in Botswana is low. This does not
necessarily stem from the individual wage earner designed-
ly investing his earnings abroad, but is rather to be
attributed to Botswana's position in the Rand currency
‘area and to the dominance exercised by foreign owned

banks over the Commercial Banking sector.

Secondly, it is argued that the high wages of the national
‘elite will stimulate consumption..This argument has been
discussed in some detail. I have argued that the consump-
tion of a high wage elite will be directed towards imported
consumer goods - the level of demand for domestically
produced comquities, particularly from the manufactur-
ing sector, will not be stimulated significantly and

the foreign exchange content of the high wage elite will
be considerable. This is true of Botswaﬁa - the output

of the local manufacturing sector is small and is directed
primarily to the tourist and export markets. Certain

cheap consumer goods are manufactured in Gaborone and
Francistown, for example cheap textiles and furniture,

but these are not likely to attract the money of the high

wage earners.

Thus, both of the arguments which might be used in support
of the creation of a national elite do not apply in the
Botswana situation. How will the creation of a class of
high wage earners affect the lower paid workers in

the cash economy?

b) The Urban Sector Wage Gap

We have seen that the high wages offered by the mining
sector may have the effect of raising the general level
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- of skilled wages in the economy. How will this affect
the wage gap?

It appears that the wage gap in the mining sector is not

" markedly more pronounced than .that of the other sectors
of the economy largely because of the relatively high
unskilled wage available in the mining sector. Never-
theless the wage gap is sufficiently marked to justify
the governments concern and would become more serious if
the skilled wage offered in the mining sector was to
force up the wages offered in other sectors.1 Furthermore,
it is not only the wages of the highly skilled highest

" paid workers that will rise in response to an increase

in wages in the mines, but also those employees whose jobs
require somewhat less educétion and training - the'senior
clerical workers, junior management, artisans, iﬁ general
"those earning in the R 150 to R 300 earnings bracket (13
per cent of the mines skilled workforce) - who might use
the wages of the highest paid workers as their reference

point.-

TABLE 14.2 Average Cash Wages of hon-Batswana Skilled
Employees and Batswana Unskilled Employees -
by sector - April/May 1972 (Rand)

Sector non-Batswana | Batswana

skilled unskilled

’Mining and Quarrying 460 47 9,8 : 1

Manufacturing 328 31 10,5 : 1

Construction 345 45 7,6 ¢+ 1

Commerce 270 30 9 : 1

Transport 320 51 6,2 : 1

Central Government 249 28 : B,8 : 1

Average all sectors ' 329 39 8,4 : 1

Source: see Tables 12.4 and 12.5 above.
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This wage gap should be narrowed from the top down,‘that
is, by decreasing the level of wages of the highest paid
workers. If no positive steps are taken to narrow the
wage gap increasing unionisation and increased awareness
of the disparity in earnings will force up the unskilled
wage thus widening the gap between the rural and urban
sectors. The mining sector will be able to absorb an
increase in the unskilled wage rate, but the small scale
'manufacturing sector will be hard pressed to absorb an

increase in its wage bill.

c) The Rural Sector

Scant attention has been paid to the effect which the
development of the copper-nickel industry will have on
the rural sector. It appears that an important distinc-
tion must be drawn between the long run and short run
effects - the short run impact will be felt primarily
in the subsistence sector, whilst in the long run the

effect on commercial agriculture must be considered.2

In the long run the development of the mining sector
could provide a significant stimulus to commercial crop
production, This was certainly the experience of the
"Zambian economy where the Anglo and RST mine compounds
not only provided the agricultural sector with a large
market, but, in addition, the companies provided part
of the financial and technological input required by
the agricultural sector. The Selebi-Pikwe mines are
not likely to provide as significant a stimulus to the
Botswana agricultural sector. Firstly, there are no
mine compounds and the mining company will not be a
large purchaser of food. Secondly, the Seiebi-Pikwev
area is able to draw on the developed South African

- and, particularly, Rhodesian agricultural sectors.
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Finally, ithe development of arable agriculture suffers
from a severe water constraint iﬁ Botswana and presupposes
considerable research activity and expenditure before it
can be developed on a wide scale. The gquality of the
produce of the agricultural sector would have to be
improved and this would require finance, and, more par-
"ticularly the use of scarce adminiétrative and organisa-
tional resources. The financial component, it might be |
argued, is provided by the revenue from mining, but the
importance of the organisational component should not

be underestimated because, it appears that, in certain
‘instances, the rural sector is capable of producing a
surplus but not of marketing it. This certainly appears
to be the case with milk production in Mmadinari, the
large village bordering on Selebi-Pikwe, where, by all
‘accounts, the villagers are capable of producing a milk
surplus but there is no organisation'capable of treating
and marketing the surplus. The Serowe Brigades3 have '
established a market in Selebi-Pikwe which will market
the output of the various Brigades thus providing a

link with the rural sector.

What of the immediate short term impact on the subsistence
sector. Most of the mines' workforce retain strong links
with the rural areas and generally maintain a defined
economic interest in their tribkal villages. Part of the
earnings of these workers will be remitted to their

tribal villages - the remittances of the low income miners
will generally be used to bolster consumption but, in
certain instances, may constitute a small source of
investment funds. The remittances of the high income
earners will constitute a greater source of investment
funds. This will enable the high wage earner to improve
and supplement his rural assets, particularly his holding
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of livestock. The high income earners in the'urban sector
will often come from economically privileged rural back-
grounds - it was this source of privilege which enabled
them to attend school and possibly university in the
first place and the high income earned as a result
thereof will allow them to consolidate the base of their
privilege. Moreover, it is these people who stand to
‘benefit most if the long term stimulus to commercial
agriculture is realised.4 In this sense then, therdevelop-
ment of the mining sector, the high wages it pays and
encourages, will influence the intra-rural income gap

by consolidating the position of those already at the

top of the rural income scale.

what of the short term effects on the poorer subsistence
farmers? As noted above the wages paid to the miner will
bolster the consumption level of :the rural dependents
and could possibly be used as a source of investment
funds. It does remove an able bodied man (and possibly
his family) from the rural area although his remittances
compensate, in part, for his absence and, of course, he
will try to ensure that he returns to the rural areas at
harvest time. But, over and above those actually employed
on the mine, the Selebi-Pikwe operations have attracted
thousands of men to the town who are unable to find

work of any nature and who remain totally dependent upon

the rural sector.

Finally, the wage level of the unskilled miners at
Selebi-Pikwe will have to be monitored caréfully by

the authorities. If the planners attempt to narrow the
urban sector wage gap by allowing unskilled wages to rise
from their present level the urban-rural income gap will

widen and probably result in an increased flow of migrants
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to Selebi-Pikwe and to the urban areas in general.
Furthermore, if the government attempts to establish
small scale rural industries it cannot afford wage

competition at the unskilled level.

14.3 Conclusion

It is too early to assess accurately the distributional
implications of the Selebi-Pikwe project. However, it
appears that the skilled wage level prevailing in the
mining sector will be the crucial determining variable.
This will effectively establish the size of the inter-
‘urban wage gap, not only in the mining sector, but in
the modern sector as a whole. There would appear to be

no justification for the creation of a high wage national
elite - the reinvestment coefficient of the high income
earners will be low and a large portion of their con-
sumption expenditure will be directed at imported goods.
.The government appears to favour a reduction of the
intra-urban wage differential by ensuring that private
enterprise and trade unions exercise restraint in calling
for and granting wage increases. There is, however,
likely to be pressure from the low paid workers - the
unskilled but, more particularly, the less skilled,
middle income employees - to take positive steps to
narrow the wage gap. If the government attempts to narrow
the urban wage differential by allowing the unskilled and
lower skill level wages to drift upwards it will widen
the urban-rural wage gap possibly accelerating the flow

of rural-urban migration.

I have attempted to examine the impact that the develop-
ment of the mining sector is likely to have on the agri-
cultural sector. In the long run the Selebi-Pikwe project
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and the large cash market it establishes may stimulate
the development of commercial crop production but there
are factors which will reduce the strength of this effect
and inhibit the development of a large scale commercial
crop sector. In the short run Selebi-Pikwe might consti-
tute a market for the neighbouring rural areas although
conéiderable financial and administrative resources will
be required in order to improve and market the surplus

output of the agricultural sector.

" The short run impact on agriculture will be influenced
by the distribution of income within the modern sector.
~The high wage of the skilled urban employees will enable
them to improve and supplement their agricultural assets
thus concentrating ruralwealth and urban income in the
same hands. The urban-rural differential has encouraged
a large migration from the rural areas to the urban
areas - many of those migrating will be unable to find
~employment as is evidenced by the growth of a large

' squatter village at Selebi-Pikwe.

-1 have not examined the possibility of interest‘group
alliances and their impact on government policy. In order
tovdo this one would require a far more intimate under-
standing of Botswana's political economy than an outside
observer could hope to achieve. But certain suggestions
do emerge from the analysis. By maintaining a high skilled
wage the mining company will be able to gain the support
of a powerful sector of the economy - the educated, the
wealthy - and this does not only refer to the employees
of the mining company because, if it is generally acknow-
ledged that competiticn with the mining sector is setting
the national wage level, the mining sector will enjoy

the support of the skilled workers in every sector, not
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least of all the civil service whose salary levels are
dependent, to a significant degree, on revenue from the
mining sector. The government's dependence upon the
mining sector as a source of revenue has been noted and
will undoubtedly influence government policy - exemption
from the withholding tax is probably just a blatant
example of the direction in which the mining companies

may attempt to pressurise the government.
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NOTES TO CHAPTER 14

1 The average wage paid to non-Batswana does not
reflect the average skilled wage but the average
wage of the highest paid workers. This is,
however, the wage at which these posts would
be localised. - _ :

2 In 1971/72 the crop production of the traditional

farming sector was valued at R 4,9 million, of

"which R 1,5 million was marketed. In the same
year the freehold farmers sold crop and live-
stock to the value of R 10,1 million. Although
there is no official breakdown of this figure,
the value of freehold crop production is not
likely to have exceeded R 2 million.

3 See Chapter 12, footnote 12.

4  This argument is disputable. It might be argued
that commercial crop production in Botswana will
only be successful if established on a very large
scale under government control.



CHAPTER 15

Summary and Conclusions

15.1 Value Added and Retained
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Before attempting to draw the final&conclusions from
the analysis I must stress once again that certain of
the statistical information used is highly unreliable.
Wherever possible I have used official reports and
projections but, in several instances, this has been’
impossible and I have been compelled to rely on un-
official "gquestimates". Nevertheless, despite the many
guestions that justifiably may be raised concerning the
statistics used, it is possible to estimate the contri-
bution which the Selebi-Pikwe mines will make to the
national and domestic product. Table 15.1 uses as its
framework the information contained in Table 11.2,
which are projections made by the Ministry of Finance
and Development Planning. Several of the statistics
used by the Ministry are highly questionable - these
doubts are registered and will modify the conclusions
reached in Table 15.1.

The contents of the table below are derived as follows.
‘The Ministry estimates (Table 11.2) that wages_and salaries
attributable to the Selebi-Pikwe operations in 1977/78

will total R 5,9 million. It is further estimated

(Table 13.4) that in 1977/78 foreign workers in the

mining sector will earn R 3,1 million. Approximately

two-thirds of the mining sector's wage force are employed
at Selebi-Pikwe thus the earnings attributable to Selebi~-
Pikwe foreigners will total approximately R 2 million,
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the remainder, that is R 3,9 million, will accrue to
Botswana citizens. The foreign exchange requirementl
of the expatriate earnings and Batswana earnings is
estimated at 60 per cent and 25 per cent respectively
(chapter 13, section 13.4). ‘

 TABLE 15.1 Estimated Expenditures of Selebi-Pikwe
Mining Companies and their Disposal -
1977/78 (R million)

Expenditures} - Mean Expenditures
' Foreign on local
Exchange 5 goods and
Requirement services
Z
(A) (B) (C)
a) Gross Output 50,0
b) less Material Inputs
1) imported 6,4 100 0
ii) locally produced 1,6 0 1,6
&) Gross Domestic Value 42.0
i Added ’
! of which:
d) Wages and Salaries
i 1) to expatriates 2,0 60 0,8
i1) to citizens 3,9 25 2,9
e) Government Receipts 7,5 10 6,8
f) Profits 22,4 ' 85 3,4
g) Interest 6,2 ' 100 0
h) Net National Value Added| 24,8

Note: 1) Errors may appear owing to rounding,

2) "Requirement" is used interchangeably with
"content".

The Ministry estimates that government revenue from Selebi-
Pikwe will total R 7,5 million in 1977/78 (Table 12.8).
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This does not include customs duty charged on imports

for Seleb;;Pikwe. I have not been able to estimate the
foreign exchange content of government revenue in

Botswana -~ Killick, in his survey of the Sierra Leone
mining sector, estimates that the foreign exchange contént
of the government revenue is 17 per cent and the estimate

I have used for Botswana is probably somewhat conservative.

The profit estimate is drawn from Table 11.2. The estimate
in Table 11.2 is a pre-tax total and the government

' revenue estimate of R 7,5 million has been deducted from
the profit estimate. The above table does not include

any estimate of depreciation. In the 1973 accounts the

BRST auditors note that over a five year period commencing
in November, 1973 BCL may, for tax purposes,vamortise
capital costs amounting to approximately R 110 million
provided that the maximum relief sought in any particular
year does not exceed more than 75 per cent of the tax
liability in that year. If a depreciation estimate is
included the total in Column (A) would not necessarily

be affected - depreciation.is merely the payment accruing
to another factor, capital - the profit figure would be
reduced accordingly and the total would remain the same.
It is reasonable to‘assume that the Ministry's revenue
projections take into account the effect of the deprecia-
tion allowance and therefore the total for government
receipts would not be altered by the inclusion of depre-
ciation. Inclusion of a depreciation estimate would have
some effect on the total of Column C because the foreign
exchange content of depreciation will differ from that

of profitsi3 The estimate of profit's foreign exchange
content is derived from the proportions in which BCL's
equity is held. This estimate is open to doubt because

a certain portion of the profits will be retained and
reinvested and not remitted to the shareholders. Bear in
mind that reinvested profits will also have a high foreign

exchahge requirement because additional investment
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presupposes the purchase of capital equipment from abroad.

The interest estimate is taken from Table 11.2.

It is estimated in Table 11.2 that the Selebi-Pikwe mines
will purchase material inputs to the value of R 8 million

in 1977/78. The division as between locally produced and

imported inputs is rationalised in Section 13.3.

The value added is calculated by deducting the value of
intermediate goods required in production from gross
output. The total arived at will be identical to the

sum of factor payments, in fact, the profit figure will
usually be a balancing residual item. It is estimated
that the payment to factors (items (d) - (g)) will total
R 42,0 million and, given an estimate of R 8 million for
material inputs, the government obviously expects that
the value of gross output will be R 50,0 million.

Item (c¢) is referred to as gross domestic value added
because it includes factor payments to non-nationals.
The national value added is arrived at by deducting the
interest payments and 85 per cent of the profit figure.
If the argument above concerning the depreciatidn
allowance is correct, then by deducting profits from
the gross domestic value added depreciation will also
have been deducted thereby reducing the gross figure to
a net total.4

Certain of the official estimates contained in Table 15.1
are likely to be incorrect. The nickel and, particularly,
copper prices tend to fluctuate considerably over short
periods and it is therefore difficult to estimate the
value of gross output. Nevertheless, the estimate in

Table 15.1 is probably somewhat conservative. Mining at
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a rate of approximately 2 000 000 tons per annum, the
value of gross output might be as hiéh as R 70 million
or R 80 million. This will result in an increase in
~profits and therefore government revenue. The interest
estimate would appear to be highly conservative and will
rise as a result of the increased borrowing by BRST from

the major shareholders, Anglo and Amax.

Although there is considerable room for debate as regards:
the absolute magnitudes, it appears that a close examina-
‘tion of Table 15.1 suggests conclusions similar to those
arrived at in Section II of the dissertation. When the
contribution to Gross Domestic Product is used as the
indicator, the copper-nickel industry's impact on the
economy is considerable -~ if the 1977/78 GDP -does in fact
total R 189,7 million (Table 11.3) the portion attribut-
able to the copper-nickel industry will amount to appro-
ximately 22 per cent. The contribution to Gross National
Product is considerably smaller and the difference between
the two is likely to be significantly larger than that
suggested by the official estimates for the mining

sector (Table 11.3). The large depreciation allowance
means that the contribution to Net National Product will
be smaller still, Furthermore, when one moves beyond the
conventional national accounting definitions and takes
into account the foreign exchange content of the wage and
salary payments and government revenue the industry's
impact is diminished further. Moreover, it appears that
the bulk of the‘material inputs required by the industry
will be purchased abroad.
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The conclusions outlined above are the predictable out-
come of the interplay of a set of factors which Sections
II and III have attempted to describe and analyse.

The two important features of the copper-nickel industry
which have been emphasised by the analysis are:

1) The corporate structure of the copper-nickel industry.

The industry is controlled by two large multinational
corporations, Anglo American and Amax, both of wﬁom
control substantial mining interests in, inter alia,
Southern and Central Africa. The techniques of pro-

\ duction employed in the industry are therefore predict-

~ably capital intensive. Admittedly the range of -

technical choice is very limited, but, even when there
has been a choice between utilising more or less
capital intensive technigques of production, the
company has opted for the more capital intensive

technique.

2) Botswana's peripheral status in the Southern African

region. The special nature of the Southern African
core-periphery structure accentuates the force of

the agglomeration economies analysed in Section II.

Botswana's membership of the Southern African region
exercises an important influence over every aspect

. of her economic life and considerably modifies the
impact which the copper-nickel industry will have

on Botswana.

The structure of the copper-nickel industry's labour

force accords closely with that suggested in Section II.
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‘WThe capital intensive techniques of production have ensur-
ed that the absolute number of workers employed is small
with a relatively large proportion of high‘level manpower.

é’The highly skilled component of the workforce is dominat-

| ed by expatriates whose average wage is considerably
higher than that available in any other sector of the

[ economy. There is a strong likelihood that the wages
in the mining sector will place an upward pressure on

the national wage level. The Botswana government have opted
for a low wage policy. They have attempted to overcome

the interrelated problem of expatriate dependence and

high wages by formulating a localisation programme and

an incomes policy. The mining sector’has enjoyed little
success in localising its skilled workforce. The incomes
policy stipulates that the wages prevailing in the A
government sector should determine the national wage
structure. However, salaries available in the mining
sector exceed those offered by government at almost

every level and, in order to ensure the success of the
incomes policy, it will be necessary to decrease the
skilled wage level of the mining sector. It appears, how-
ever, that Government has responded to the high level

of wages in mining by raising civil service wages. Un-
skilled wages in the mining sector are also somewhat
higher than those prevailing in other sectors of the
economy - the unskilled wage rate is likely to be determin-

ed by the wages prevailing on the South African mines.

It is difficult to predict the extent to which the develop-
ment of the copper-nickel industry will affect the level

of skills. At the one extreme the mining sector employs .
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highly skilled workers who will require a high level of
formal education. Most of these positions will eventually
be localised - the mining companies are providing bursaries
and formal training in order to advance its localisation
programme and thus will assist in raising the skill level
of the workforce. This does not apply to a great many
workers and high level manpower salaries offered by the
mines will probably ensure that the recipients of these
additional skills will remain within the mining sector.
The lower level skilled employees will receive a certain
amount of training, both formal and on-the-job, and they
are likely to be more mobile between sectors. Many of

the unskilled miners will have worked on the South African
mines and their skill level is not likely to be raised
significantly as a fesult of the added experience on the

Botswana mines.

It should be noted that Table 15.1 does not incorporate
“an estimate of the employment opportunities indirectly
created by the Selebi-Pikwe mine, although the estimate
of locally produced inputs does account for part of the
indirect employment creation. Most of the employment indifi
rectly created by the Selebi-Pikwe mines will be in the
services sector - domestic servants, shop assistants,
those required to operate and maintain the various
municipal services available in the town. The National
DéveloPment Plan estimates a one-to-one ratio between
direct and indirect employment creation. These is no
justification for settling on this particular figure,
énd, in any event, the wage bill of those indirectly
employed will be smaller than those directly employed
because of the large component of domestic servants and

the like in the former category.
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Furthermore, it has been argued that the wage and employ-
ment policy of the copper-nickel industry will exercise

a strong influence on the distribution of income, parti-
cularly if the high wages offered in theé mining sector
forces up the n&tional wage. The mining sector's wage
policy will give rise to a small national elite. It is
difficult to justify the creation of a high wage elite -
the reinvestment coefficient of the high wage earners is
low, although their relatively high earnings will probab-
ly result in small scale investment in the agricultural
sector; their consumption habits will be import oriented.
If the government allows the urban wagevgap to narrow by
sanctioning an increase in low level skilled and unskill-
ed wages the urban-rural earnings gap will widen. Further-
more, if the high wage elite devotes a portion of its
earnings to accumulating agricultural assets, the high
wage policy will have the effect of concentrating rural

and urban wealth in the same hands.

‘T'he probable failure of the copper-nickel industry to
generate local link'industries is also attributable to
the factors((l) and (2)) outlined above. The capital
intensive nature of the core industry, that is, the
copper-nickel industry,'presupposes similarly capital
intensive material inputs. Botswana is not capable of
producing sophisticated capital equipment and, conceivably,
might never be in a position to produce equipment of this
nature. Moreover, as noted in Chapter 12, it is unlikely
that the smaller less costly requirements of the mining
sector will be produced in Botswana given the competition
from South Africa. The Customs Union Agreement does
permit limited protection but, particularly in the

field of mining supplies, a Botswana manufacturer will
have to compete with well established suppliers who have
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benefited from the existence of a large domestic market.
Furthermore, Anglo and Amax' substantial interests in
Southern and Central Africa might inhibit the develop-
ment of link industries. It is unlikely that a domestic
refinery will be established in Botswana without speci-

fic government intervention.

The infrastructural facilities at Selebi~Pikwe should
facilitate industrial development in the surrounding area,
although the Botswana planners will have to overcome the
water constraint which will persist despite the\construc—
tion of the Shashe Dam. However, the additional transport
aﬁd, particularly, power facilities undoubtedly increase
the prospect of growth in the Selebi-Pikwe-Francistown

area.

The copper-nickel industry does provide a market for

the output of the agricultural sector although finance
and planning will be needed to link these two sectors.
The entry of the Brigades into this sphere of activity
is to be welcomed. As regards the more distant future,

it is difficult to forsee the copper-nickel industry
stimulating large scale cash crop production - the market
created at Selebi-Pikwe will probably be tco small to
justify the expenditure which large scale arable agri-

culture would require.

"/In general the local multiplier effects - both consumption
and investment - of the copper-nickel industry are weak.

A large portion of the wage bill will be expatriated or
spent on imported consumer goods; profits will be remitted
to foreign shareholders; backward and forward linkages
will be realised in the developed countries =- in the case

of the copper-nickel industry the backward linkages will
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‘be realised largely in South Africa, and the forward
linkages in the United States.

The importance of the revenue that government derives
from the industry is accentuated by the weak multiplier
effects. Moreover, if the government actually enforces

& low wage policy it is important that the financial
"benefits of a low wage industry do not accrue to the
nining companies. The mining companies' reinvestment
coefficient will be low - because of the exemption from
the withholdihg tax on dividends and interest it will be
to the companies advantage to raise any additional finance
that may be required either by means of a rights issue
to the existing shareholders or by increased borrowings,
particularly if the major shareholders or one of their
subsidiaries act as the lenders. There is no incentive
to reinvest profits which may be remitted free of tax to

foreign shareholders.

In principle the government appears to have recognised
this - the tax rate applied to BCL, BCL (Sales) and BRST
is higher than that applied tc other companies. In addi-
tion there is an escalator clause, and the government

has attempted to inhibit the use of the transfer pricing
mechanism. On the other hand, the companies!:have been
granted significant concessions - they have been exempted
from the withholding tax, and they have been granted
extremely large depreciation allowances which will reduce
their tax liability in the early years of the mine's life.
The depreciation concessions invite increased capital

intensity..

Nevertheless there is no attempt to deny the importance
of mining's contribution to government revenue - Tables

12.10 and 12.11 clearly spell out governments reliance
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on this source of revenue. If the growth of the mining
sector and, therefore, the living standards of those
dependent upon it, is not to outstrip that of the rest
of the economy the government will have to inject the
revenue from the mining sector into the agricultural
sector and also to the nascent manufacturing sector.
Chambers and Feldman, in their comprehensive report

on rural development in Botswana, note that the Botswana

Government,

i "... emphasises the possible social conflict
arising from increasing income differentials.
Mining development is welcomed as a means of
solving the problem of maintaining government
revenue but it is also seen as a threat to
social harmony. The response is a policy to
control the wage levels in the mining and
urban sectors. Unfortunately this negative
response will not be effective in producting
more generally distributive levels of income
especially in the rural areas, unless it is
associated with an active policy of encouraging
the linkages between the mining and urban centres
with the rest of the local economy" (para 12.6).

- - - . - o G v T -

In the final analysis the conclusions do not differ
materially from those arrived at in Section II. The
scenario is similar - large MNCs dominate the export
sector and employ capital intensive techniques of produc-
tion. The implications forithe Botswana economy closely
approximate the pattern outlined in Section II - a.

small labour force with a relatively high average rate

of pay, ingsignificant multiplier effects, and dependence

upon the revenue derived from the activities of the MNC.

Where will Botswana go from here? I have carefully



- 283 -

avoided discussing policy alternatives - policy of the
Botswana Government hasi‘been examined, and criticised or
supported, but it has not been possible to outline
detailed alternatives, and no attempt is made to embark
on an exercise of this nature at this late stage. It is,
however, important to attempt to predict future policy

directions.

It is unlikely that the present government will consider
expropriation or nationalisation of the copper-nickel

industry and there is little to suggest that it would

- be a desirable step. The operation of the mine is firmly

controlled by the mining companies and neither production
or marketing would be possible if the companies were to
withdraw their services, and a management contract would
not necessarily be more favourable than the present
arrangment. Government will almost certainly demand a
greater share of future mining activity and may negotiate

an increase in its share of BCL although this is unlikely.

The planners will undoubtedly attempt to encourage the
dévelopment of link industries. The government might
compel the mining companies to reinvest a stipulated share
of their profits, or purchase a specified portion of their
inputs in Botswana, theréby encouraging the mining
companies to establish the link industries:. However, .
provisions of this nature are likely to contravene either

the Master Agreement or the Customs Union Agreement.

Government will concentrate upon increasing its revenue
share. Theoretically its movement in this sphere is
severely limited by the provisions of the Selebi-Pikwe
?ax Agreement Ratification Act. Clause 9 (I) provides

that BCL will not be subjected to "any unfavourable
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discriminatory legislation in the field of direct or
indirect taxation". Clause 9 (III) provides that,

... to the extent that any amendment oYX re-
enactment of the current Act together with all
other such amendments or re-enactments has the
effect of increasing the liability of BCL to
income tax by more than a nominal amount over
that to which BCL would have been liable on

the basis of this agreement and the current act
such amendment or re-enactment shall not apply
to BCL".

It is unlikely that a blanket clause of this nature

would prevent the Botswana Government demanding a larger
share of the mining companies'profits. The government's
ability to extract a larger portion of the surplus depends
upon its bargaining strength - the companies have comitted
large sums of money to the project and will be loathe to
jeopardise their interest in any way, although, as

pointed out, even if their interests were to be expro-
priated their technical and managerial services would
still be required. Botswana is dependent upon the exper-
tise - both technical and managerial - of the mining
companies and would not be able to operate the mine
unaided. Furthermore, the Shashe Infrastructure is
entirely dependent upon aid from multilateral and national
aid bodies some of whom would undoubtedly suspend the
loans in the event of what they deem to be a serious
breach of the contract. Moreover the bargaining power

of the companies is strengthened by the widespread
interests that one of its major shareholders, the Anglo
American Corporation, controls in Botswana - copper-nickel,

diamonds, coal, brine, are all subject to control by Anglo.
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Anglo's control over most of the important activity

in the entire mining sector undoubtedly strengthens .
the bargaining power of BRST and BCL. Finally, the
government will probably not attempt to amend the contract
in any significant manner until the current technical

problems are overcome.



NOTES TO CHAPTER 15

1 It is important to emphasise that "foreign exchange
regquirement" refers to any remittance of funds to
any country outside Botswana. Botswana does not.
possess foreign exchange reserves as such but the
money supply is determined by movements in the
external accounts,

2 The profit rate appears to be exceptionally high -
profits are 44,8 per cent of gross revenue. The
profit rate is distorted by the omission of a
depreciation estimate. The inclusion of the large
depreciation allowance would probably have the
effect of distorting the profit rate in the opposite
direction in the initial years of the project's
life.

3 Note that in so far as the depreciation allowance
is used to replace capital equipment its foreign
exchange content will be extremely high.

4 Although, effectively, only 85 per cent of the
depreciation allowance will have been deducted,
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