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Overview                                                                                                                                            
In this issue of the BIDPA briefing, we note that the newly introduced VAT, imposed on property transactions and 
building materials, and the long standing Transfer Duty appear less supportive of the National Housing Policy, 
and the Vision 2016 in the quest to achieve affordable housing for all. VAT will have an inflationary impact on 
the purchase price of houses. A review of the performance of non-mining sectors shows that although there are 
signs that diversification may be taking off, the government still needs to rigorously implement policies and 
strategies aimed at improving the performance of those sectors whose growth is expected to play the leading role
in achieving sustainable economic diversification. Also in this issue, we note that although inflation in Botswana 
remained below South Africa core inflation for the current quarter, it is estimated that the introduction of VAT  
may result in a one off 3 - 5% increase in the consumer price index. This may result in a similar rise in the 
inflation rate for July 2002. 

 .

d e p o s i t  t h a t  Value Added Tax and Home 
Bat swana  f i nd  Ownership
difficult to raise. On July 1, 2002, the Government introduced 
T h i s  m a y  the Value Added Tax (VAT) at a uniform rate 
d i s c o u r a g e  of 10%, applied to a wide range of goods and 
Batswana from services, with few exemptions. VAT is 
acquiring property, expected to broaden the revenue base of the 
and compromise government, and help diversify government 
the objectives of revenues away from its heavy reliance on 
the National Policy diamond revenues. However, VAT will 
on Housing. impact differently on various Government 

programmes and policies. For this BIDPA 
Rented residential Briefing, the focus is on the possible impact 
accommodation is of VAT on home  ownership.
classified as an 
exempt  supp ly  Government Policy has over the years put 
under the VAT Act. “affordable housing for all” as a top priority. 
While this may, to This is captured in the National Housing 
s o m e  e x t e n t ,  Policy for Botswana and the Vision 2016. To 
relieve tenants of promote home ownership, the Government 
t h e  f u l l  VA T  has established institutions such as the 
burden, it will, in Botswana Housing Corporation (BHC) and 
the long run, lead the Botswana Building Society (BBS). In 
to increases in the past, the role of government in the 
rentals. As a result housing sector has been that of providing 
o f  i t s  e x e m p t  finance, as well as being a direct producer of 

The final price of the house will be even status, property developers would not be housing units and landlord. The current 
higher because of the 5% Transfer Duty able to recover any input tax incurred in policy framework has now changed the role 
levied on the VAT inclusive purchase price co ns tr uc ti ng  or  ma in ta in in g re nt ed  of government from provision of homes to 
or value (whichever is higher) upon the accommodation. This increases the cost of facilitation of home building and 
transfer of immovable property. In our providing rented accommodation. Seeking ownership. The new policy framework also 
example, the combined effect of VAT, loan to recover additional cost incurred in paying promotes housing as an instrument for 
administration fees and the Transfer Duty input tax, property developers may increase citizen economic empowerment. Thus, the 
would increase the purchase price to  their rentals, thus defeating the initial policy envisages the role of the private 
P296.000. This represents a 18.3% increase in tent ions  of  exempt ing re sident ia l sector as a financier of home ownership to 
over the original price of P250,000. accommodat ion,  as  th is  wi ll  make  increase. 

accommodation less affordable to many. 

Recognising that raising a deposit to buy a The newly introduced VAT, imposed on 
house is difficult for many Batswana, BHC The initial intentions of the Transfer Duty property transactions and building 
developed two mortgage schemes that did were good, as a form of citizen economic materials, and the long standing Transfer 
not require an up front payment of a deposit. empowerment is practiced in the collection Duty appear less supportive of the National 
These are the Tenant Purchase Scheme of the duty. Citizens are not charged duty on Housing Policy and the Vision 2016 in the 
(TPS) and the Step Ownership Scheme the first P20,000 of the purchase price or quest to achieve  affordable housing for all. 
(SOS).Because of the non-deposit payment value. When this Act came into force in the 
nature of the schemes, the two mortgage 1970s, a high cost BHC house was priced at 

VAT will have an inflationary impact on the schemes account for approximately 80% of les s tha n P20 ,00 0. Thi s eff ect ive ly 
purchase price of houses. For example, a BHC's sales. According to the VAT Act, the exempted Batswana willing to purchase 
house priced at P250,000 before the tax is to be levied when “an invoice for the BHC houses from paying the duty. Due to 
introduction of VAT will now cost supply is issued by the supplier, or any the rise in property prices over the years, the 
P275,000. Additional fees in the form of the  payme nt for  the su pply i s rece ived,  P20,000 threshold no longer adequately 
loan administration fee at 0.75% of the loan whichever comes first”.  This means that serves its intended purpose of making 
plus VAT, the  insurance fee at 1.6% of the BHC will be required to account for VAT up properties affordable to  Batswana. 
loan and the loan replacement value at front when the first installment is received. 
0.125% of the loan increases the purchase This not only increases the purchase price of Despite the VAT shortcomings, there is price to about P285,000. the house, but also re-introduces the very room for Government to make provisions 



that will continue to promote home incentives, in the form of tax incentives, 1994 and 1998, that is an increase of more 
ownership. have also been offe red  t o promote than 40%. Such an increase in tourist 

investment in these sectors. arrivals is indicative of the potential that this !Building materials  and property 
sector has. A more concerted effort, with transactions may be zero-rated, as this 
e m p h a s i s  o n  c i t i z e n  e c o n o m i c  provides for a refund of all VAT paid on A review of the performance of these 
empowerment, is required to exploit and inputs used to build houses and in the  sectors in terms of their contribution to 
harness the potential of this sector. manufacturing of building materials. GDP, employment and revenue is 

!Alternatively, because many Batswana do summarized below, mainly to give an 
not have the means to raise up-front VAT overview of how the non-mining sectors Export performance
payments, let alone down payments have responded to the above mentioned Sustainable growth of GDP requires the 
required by lending institutions, a government initiatives. economy to expand non-traditional exports; 
provision should be made to allow for that is, exports of goods other than beef 
VAT on residential fixed property to be products, diamonds and copper-nickel. This Contribution to GDP
paid in installments over the period of the is presently more urgent than ever, as there The non-mining sectors' contribution to 
mortgage. is no significant growth expected in GDP has been steadily increasing since 
!Government may wish to consider diamond production after completion of the 1990  (Chart 1). On the other hand, the 

classifying residential accommodation as Orapa expansion project in 2000.mining sector's contribution to GDP has 
a zero rated supply, as under this 
classification, “all VAT paid on inputs 
used to make the supply is fully 
refundable”, hence no need for property 
developers to pass on the input tax burden 
to the tenants. 
!Government may also wish to review the 

Transfer Duty Act.  Such review should 
aim at increasing the threshold high 
enough to ensure that many within the 
middle income bracket are exempted 
from paying the Transfer Duty.

Performance of Non-mining 
Sectors: A review
The mining sector has dominated the 
economy since the early 1970s, accounting 
for more than 30% of total GDP per annum 
over the past 20 years. Growth of the 
economy and its development has been been declining from more than 40% in  
dominated by the performance of the 1988/89 to 33% in 1999/00. The growth in textile exports (Table 1), 
mining sector. As a result,  the economy is which started in the early 1990's, reached a 
highly un-diversified, making it vulnerable peak in 1998 at P303 million, after which During this period, the combined contrib-
to external shocks, such as a downturn in the ution to 
diamond market, or a global recession. GDP by 

t h e  
Economic diversification is, therefore, one t r a d e ,  
of Botswana's top priorities and one of the h o t e l s  
major goals for NDP 8, hence the plan's a n d  
theme of  “sus ta inable  economic  restaur-
diversification”. This means that other ants and 
sectors, besides the mining sector, are to t h e  
play a greater role in the growth of the b a n k s ,  
economy. Sectors, such as tourism, insuran-
manufacturing and financial services, are ce and 
expected to lead the long term growth of the business 
economy. Also, a more diversified economy services 
is more likely to create more income sectors  
generating opportunities. increas-

ed from 
a b o u t  The government has over the years 
6 %  t o  implemented a number of development 
a b o u t  policy initiatives and programmes aimed at 
1 1 % .  enhancing the performance of non-mining exports declined by 18% and 5% in 1999 
The manufacturing sector's contribution to sectors. These include the Financial and 2000, respectively. In aggregate terms, 
GDP has averaged 6% over this period, Assistance Policy (FAP), the Small, textile exports were P244  million in 2000. 
which is an improvement over the 2-3% Medium and Micro Enterprises (SMME) 
recorded in the early 1980's. The Policy and the newly formed Citizen The decline in textile exports was mainly 
construction sector's contribution to GDP Entrepreneurial Development Agency due to the closure of textile and 
has remained almost steady over the same (CEDA). Institutions, such as the Botswana manufacturing firms that had taken 
period. Export Development and Investment advantage of Government incentives and 

Authority (BEDIA) and the Botswana established in Botswana. However in 
Development Corporation (BDC), have An analysis of the tourism industry shows 2000/01, there was some improvement in 
also been established to make Botswana a that the total number of visitors on holiday foreign investment in the garment 
favoured investment destination. Other increased from 112,501 to 205,146 between 
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manufacturing sector as investors from F o r m a l  
countries, such as Mauritius, China and Sri s e c t o r  
Lanka, established firms in Botswana. This employme-
was mainly to take advantage of market nt grew on 
opportunities offered under the African average by 
Growth and Opportunity Act (AGOA) and 3 %  p e r  
the European Union, as well as in the SADC a n n u m  
region. b e t w e e n  

September 
1990 and Exports of vehicles and parts also exhibited 
September a much more pronounced declining trend. 
2001. The This was due to the operational problems of 
role of the Motor Company of Botswana, which finally 
p r i v a t e  closed down at the beginning of 2000. 
sector has Exports of other goods show a steady 
become a increase since 1989.
l o t  m o r e  construction sectors exhibited increasing 
prominent in recent years. Between 1997 trends. Employment in the mining sector Contribution to revenue and 2001, the private sector registered an was rather stagnant, indicating the In terms of contribution to total revenue average growth employment rate of 6% per importance of other sectors in creating (Chart 2), it can be noted that revenue from annum while employment growth in  employment. A significant increase of more the customs pool has been increasing, government averaged 3% per annum. than 5% per annum on average was steadily. Non-mineral income tax, has also 

recorded for  employment  in  the  
manufacturing sector between 1997 and 
2001, while finance and business services 
employment growth averaged 2% per 
annum. Growth in employment in the 
construction sector averaged 4% per annum 
over the same period. 

Although there is still a lot to be done in 
terms of boosting the performance of non-
mining sectors, there is no doubt that 
government  in i t i a t ives  a imed  a t  
diversifying the economy may be beginning 
to bear fruit, as shown by the increasing 
contribution of the non-mining sectors to 
GDP, the constant growth rates in non-
mineral income tax and the increases in non-
mining private sector employment. This, 
therefore, supports calls for the government 
to rigorously implement policies and 

maintained almost constant growth rates. It This is in contrast to the early 1980's strategies aimed at improving the 
is hoped that with the introduction of the scenario, where the government accounted performance of non-mining sectors, whose 
VAT, non-mineral income tax will show for most of  the increase in employment, and growth is expected to help achieve 
some improvement. This will have a 
positive effect on the economy's revenue 
sources and will contribute, albeit modestly, 
towards  reducing  the  economy's  
vulnerability to fluctuations in diamond 
revenues. 

Employment
Employment grew significantly over the 
period 1990 - 2001. Much of this growth 
was  accounted  for  by  increased  
employment in the non-mining sectors. 

priva te sector economic diversification and minimise the 
e m p l o y m e n t  potential adverse effects of relying on one 
w a s  e i t h e r  source of growth. 
s t a g n a n t  o r  
falling. 

Inflation Rate
The annual inflation rate for June 2002, at Between 1990 
5.9%, was up by a 0.1 percentage point and 2001, total 
compared to the May 2002 rate of 5.8%. e m p l o y m e n t  

w i t h i n  t h e  
The increase in inflation can be attributed to manufacturing, 
an increase in three group indices; fuel and f inance  and  
power index, which rose by 1.3% compared b u s i n e s s  
to May 2002, largely due to an increase in services and 

Chart 5:  Botswana Inflation, and South African Core Inflation

1997 - 2002
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This edition of BIDPA Briefing was written by 
Grace Kgakge, Monnane Monnane, and Tiro Kayawe

(e-mail: Gracek@bidpa.bw).
Published by BIDPA, Private Bag Br29, Gaborone, Botswana

Tel: (+267) 371750 Fax: (+267) 371748. Website: http://www.bidpa.bw. While every attempt is taken to 
ensure the accuracy of the information contained in this document, no responsibility can be assumed on any 
action based thereon. The Botswana Institute for Development Policy Analysis (BIDPA) is an independent, 
non-government research institute with two main areas of interest: development policy analysis and 
capacity building. BIDPA’s functions include carrying out research and consultancy in the field of economic 
and social policy. BIDPA’s clients include government, international organisations, NGO’s and companies.

BIDPA’s Briefing is sponsored by bifm, Botswana’s largest manager of pension 
and insurance fund assets with over P1 billion under management. Bifm 
encourages greater public understanding and awareness of Botswana business and 
economic issues and is therefore delighted to support BIDPA’s Briefing, providing 
independent analysis and economic forecasts to business and policy makers 
throughout Botswana.The views expressed in this edition of BIDPA’s Briefing are 
those of BIDPA and are not necessarily those of bifm.

electricity tariffs which were increased by Africa, or those who export to the South previously subjected to sales tax. Prices of 
st5% effective 1  June 2002; the household Africa n market , who have had their these goods and services are not expected to 

operations index, which increased by 1% competitiveness adversely affected by real increase, unless producers take an unfair 
due to a 2.1% increase in the domestic exc han ge rat e mov eme nts , are  now  advantage of the introduction of VAT to hike 
services section; and the health and personal becoming more  competitive. prices. It is estimated that the 10% VAT will 
care index which increased by 1.5%, mainly partially be absorbed by products that were 
due to  2.2% increase in the health section. subjected to sales tax before the introduction Inflation outlook

of VAT, resulting in a one off 3 - 5% increase Inflation in Botswana remained below The introduction of 10% VAT is expected to 
in the consumer price index. This may result South African core inflation for the current increase the inflation rate. However, it is 
in a similar rise in the inflation rate for July quarter. As a result, producers in Botswana difficult to determine the extent of the price 
2002. who compete with imports from South increase. Some goods and services were 
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