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(The Impact of mining sector on economic development

in Botswana)
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Mining have the potential to be an important source of income and driving force
behind broader economic development. Yet, for many years resource endowed economies
had been grappled with the notion that the possession of natural resources could be a
curse. The latest commodity price super-cycle has inspired many including governments
of resource endowed economies to think constructively about how to use their mineral
wealth to benefit their citizens. The objective of this study is to examine the impact of
mining sector on economic development of Botswana for the purpose of contributing to
the discussion on developing a diversified economy.

Botswana’s mineral-led growth is under threat as the government expects mineral
revenues start decreasing in the next decade when diamond opencast mining will be
replaced by underground mining due to depletion. Moreover, the base metal industry is
struggling due to low commodity prices and high production costs. Apart from the
expected decline in mineral revenues, the country's fiscal position has been adversely
affected by the global economic crisis, a development that has led to a reduction in

foreign exchange reserves, an increase in public debt and a cumulative budget deficit
from 2009 to 2012.
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The first aim of this study was to empirically investigate the dynamic relationships
between mineral revenues, government expenditure and economic growth in Botswana.
Mineral revenues are the main source of financing government expenditures and
imports of goods and services. Increasing mineral revenues over the years have boosted
public expenditures on social and economic infrastructure. In this study, we examine
whether the government spending has enhanced the pace of economic growth or not.

In meeting this objective, vector autoregression and granger causality methods
were use and data for 1994 - 2012. Overall results suggest that mineral revenues
remain the principal source for growth and the main channel which finance the
government spending. Furthermore, the results reveal lack of causality and little
interaction between government expenditure and economic growth.

The second aim of this study was focused on examining the linkages between the
mining and non-mining sectors. The results would show the level of economic
dependency running from the mining sector to the non-mining (manufacturing and
services) sectors and the extent to which different sectors benefitted from the mining
export boom and vice-versa. Using vector autoregression and granger causality, the
relationships between sectors were disentangled. The overall results showed that the
mining sector has had a positive impact on other sectors in the economy. The empirical
test results suggested that mining sector has been positively associated with growth in
the manufacturing and service sectors. Services sector seems to have benefitted more
from the mining sector than the manufacturing sector during 1976-2014. The direction
of causality runs from mining to manufacturing and services, which implies that mining
induces growth in both sectors and there is no causation from non-mining sectors to
mining. The results indicate lack of backward linkages among the sectors, which is
necessary for diversification to take place. Therefore the mining sector still is an enclave
activity in the economy of Botswana.

The third aim of this study was to examine the determinants of copper prices.
There is quite broad consensus that market fundamentals (physical and demand)
explain commodity price fluctuations, particularly in the medium and long term. Yet,
following the recent price boom, some dissent has arisen about the role played by the
financialization of commodities and particularly, financial speculation. This study
develops an empirical model for the copper market, consisting in an ordinary least
squares with variables including both market fundamentals and financial speculations.
Since the variables impact probably changes over time, the 23 years studied are divided
into four periods (1993-1997, 1997-2005, 2005-2008, and 2008-2016) separated by

three structural breaks related to the Asian Financial Crisis, Chinese boom and
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financialization of commodity markets and financial crisis. The results indicate that
financial speculation impact was significant only in 2005-2008, explaining the price
increase in this period. Overall, the results indicate that not only fundamentals can
explain copper price changes. The results support the conclusion that, for the purposes
of modeling and most importantly forecasting, current models based only on the
fundamentals cannot fully explain price dynamics which are shown to be, in general
more complex than has been assumed.

As the conclusion, our study indicates that beneficiation of minerals (diamonds) is
necessary to ensure robust fiscal position of Botswana and also to sustain economic
growth and development. However, base metal beneficiation plan need to be carefully

considered given the low prices and low-grade deposits.
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