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TAXING MINING COMPANIES

IN ZAMBIA AND BOTSWANA

BOTSWANA'S CURRENT SITUATION

Botswana enters  the 1.980's on the c r es t  o f  an economic g rowth  
w a v e  that  is e n v i a b l e  among A f r i c a n  States .  From the F i s ca l  
Y e ar  ( F Y )  1974/75 to FY 1979/80, r e a l  g ross  domest ic  product  
(GDP)  doubl ed  f rom P213 to P423 mi l l i on ( P u l a ,  the Botswana 
c u r r e n c y ,  e x c h a n g e s  f or  1.20 Uni ted States d o l l a r s ) .  Real  
GDP per  c a p i t a  e x p e r i e n c e d  a s i m i l a r  i nc r ea se  as it g r ew 
f rom P330 to P610.1 Growth was  l ed by  a s t rong  expo r t  p e r ­
f ormance ,  m a i n l y  b y  the min ing  sec tor .  From 1974 to 1978 
the c op p e r ,  n i ck e l  and c oa l  e xpo r t s  g r e w  from P8 to P54 
m i l l i o n .  Diamond sa l es  rose f rom P23 to P79 mi l l i on .  Meat 
p roduc t s ,  B o t s wa n a ' s  t r a d i t i o n a l  e xp o r t ,  ho we ve r ,  d ropped  
f rom P50 to P31 mi l l i on  due to an out break  of  foot and mouth 
d i s e a s e .  2

Real  g rowth  in Botswana is expe c t ed  to a v e r a g e  about  s i x  
percent  per  c a p i t a  d u r i n g  the e a r l y  1980's.  The pro j ec ted  
g rowth  h i n g es  on B o t s wa n a ' s  a b i l i t y  to sus ta in  a h e a l t h y
e x p o r t  p e r f o rma nc e .  The v a l u e  o f  e xp or t s  a r e  p ro j ec t ed  to
i n c r e a s e  by  about  nine percent  pe r  y e a r  into  the e a r l y  1980's,  
a l e v e l  s u f f i c i en t  to ma in t a i n  r e a l  g r ow th  at  the expec t ed  
r a t e . 3

The e xp or t  sector  is l i n ke d  to n a t i o n a l  g rowth  in two w a y s :  
v i a  the g e n e r a t i o n  of  f o r e i g n  e xc h a n g e s  r e q u i r e d  to ob t a i n  
g r o w t h - o r i e n t e d  impor ts  and pub l i c  r e venue  needed to c o v e r  
the cost o f  p ub l i c  c a p i t a l  f ormat i on and r ecur r en t  e xp e nd i tu r e s

Fo r e i gn  e x c h a n g e  h o l d i n g s  h a v e  been g e n e r a t e d  r a p i d l y ,  
r i s i n g  f rom less  than P20 mi l l i on  in 1974 to o v e r  P121 mi l l i on 
by  the end o f  1978. The b u i l d - u p  occured  desp i t e  a r a p i d
i n c r e a s e  in impor ts  tha t  were  i nduced  by  the g rowth  process .  
Th i s  caused  Botswana to e x p e r i e n c e  a t r ad e  d e f i c i t  o f  n e a r l y  
P100 mi l l i on  in 1978. Thi s  was o f f s e t  by  miners '  r emi t tances
and f o r e i g n  a s s i s t a n c e  so that  the r e cur ren t  account  surp lus  
tha t  y e a r  was  P21 mi l l i on .  4 P r i v a t e  c a p i t a l  t r a n s f e r s  and 
d i r e c t  f o r e i g n  inves tment  con t r i bu t ed  to an o v e r a l l  b a l a n c e  
o f  payments  surp lus  that  permi t t ed  the count r y  to i nc r ea se  
i ts  f o r e i g n  e x c h a n g e  h o ld i n g s  b y  P36 mi l l i on  d u r i n g  1978. 
B o t s w a n a ' s  f o r e i g n  e x c h a n g e  h o ld i n g s  amounted to n e a r l y  
f i v e - months  o f  i ts 1978 import  b i l l ,  an e x t r a o r d i n a r i l y  h i gh  
p r op o r t i o n ,  e . g .  A f r i c a  ho lds  f o r e i g n  e xc h a n g e  e q u i v a l e n t  
to l ess than two months o f  c on t i ne n t a l  impor ts .  5
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A key  to sup po r t ing  g r o wth  and promot ing  deve l opment  is 
what  the pub l i c  sector  is ab l e  to do.  Bo t s wa n a ' s  expo r t
per f o rmance  has had a s a l u t a r y  impact on g e n e r a t i n g  pub l i c  
sector  r e ve nue s .  In his 1979 Budget  Speech,  the V i c e - P r e s i d en t  
Di . Q.K.J.  Mas i re  po in t ed  at that .

In 1978/79, r ecur ren t  r e venues  r eached  P129 mi l l i on ,  or P10
mi l l i on  more than es t imat ed .  Thi s  g rowth  came ma in l y  from 
inc r ease d  customs and minera l  r e ve nue s .  Recurrent  e x ­
pend i tur es  a l so  g r e w  r a p i d l y .  With the l a r g e  sup p l eme nt ary  
ap p r o p r i a t i o n s  to c o v e r  expenses  assoc i a t ed  wi th the outbreak  
of  foot and mouth d i s e a se ,  s ec ur i t y  needs ,  and the e f f ec t s  
o f  the T h i r d  S a l a r i e s  Rev i ew ,  they  t o ta l l ed  P128 mi l l i on ,  
or  P lb  mi l l i on more than o r i g i n a l l y  e s t i mat ed .  Deve lopment  
e x p en d i tu r e  r eached  P80 mi l l i on  for  1978/79. Of this  t o ta l ,  
about  P50 mi l l i on  was a l l o c a t e d  to what  might  be c a l l e d  the 
core  or bas i c  deve l opment  p rogramme,  an i n cr ea se  o f  almost  
13 percent  o v e r  the p r ev i o us  y e a r ,  and ano the r  P30 mi l l i on 
to v a r i o us  pro j ec t s  o f  a c on t i g e n c y  na ture .  ^

The 1979 Budget  est imates  that  r ecur ren t  r e venues  w i l l  reach 
PI  67 mi l l i on ,  about  29 percent  ab ove  the r e v i s e d  1978/79 
es t imates .  As has been the case  the Common Customs Pool  
and minera l  r evenues  ar e  the i tems s u p p l y i n g  most o f  this
i nc r ease .  Most o ther  sources  of  d om es t i c a l l y  g e n e r a t e d  r e venue  
remain s ta g na n t .  With v i r t u a l l y  no g rowth  in r e a l  terms 
in e i the r  customs r evenue  or mi ne ra l  r evenue  p ro j ec t ed  for 
1980/81 or 1981/82, and cont inued s t agna t i on  in o ther  r e ve nue  
sources ,  no s i g n i f i c a n t  i nc r ea se  in r ecur r en t  r e venues  can
be expect ed  be f o r e  1982/83 when Jwaneng enters  p ro duc t i on .  
This  under l ines  the n a t i o n ' s  g r o w i n g  dependence  on mi ne ra l  
r e v e nue .  It a l so  sugges t s  that  Government  r e s e r v e s  be kept  
at h i g he r  l e v e l s  than would be a d equa te  f or  more d i v e r s i f i e d  
economies.  7

Recurrent  e xp e nd i tu r e s  cont inue  to i n cr ea se  f a s t e r  than p r o ­
j e c t ed .  It is es t imated  that  they  w i l l  reach P156 mi l l i on 
in 1979/80. The excess  can be a t t r i b ut e d  to s e c u r i t y - r e l a t e d  
e xp end i t u r e s  and the sha rp  i n cr ea se  in e d u ca t i o n a l  costs 
brought  about by  the T h i r d  S a l a r i e s  Rev i ew .  In recent  y e a r s  
there  were  unexpec t ed  i nc r eases  in mi ne ra l  r e venues  to he lp 
meet the f a s t e r  than p l anned  g r owth  in r ecur rent  e x p e nd i tu r es  
but we must not come to expect  that  mi ne ra l  p r i c e s  w i l l  
a l w a y s  move in our f a v o u r .  However ,  the o n l y  w a y  that  
Gove rnment ' s  r ecur r en t  e xp e nd i tu r e s  can cont inue  to g row 
at  r o u g h l y  9 percent  pe r  annum in cons tant  p r i c e s  through 
1982/83 in the f ace  of  almost  no r e a l  g r owth  in r evenues  
is by  a l l o w i n g  Government  r e se r v e s  to d ec l i n e  t e m p o r a r i l y  
below the i r  present  l e v e l .  This  can be done p r o v i d e d  no 
major  c on t i g en c i es  occur .  In a d d i t i o n ,  P23 mi l l i on  w i l l  be 
a p p r o p r i a t e d  to the Domestic Deve lopment  Fund (DDF)  
to f i nance  those deve l opment  p ro j ec t s  for  wh i ch  no donor  
f i n a nc in g  is a v a i l a b l e  and to p a y  B o t s wa n a ' s  share  o f  the 
costs o f  p ro j ec t s  for  which p a r t i a l  donor  f i n a n c i n g  
is a v a i l a b l e .  Th i s  P23 mi l l i on  r epr esen t s  o n e - t h i r d  of  t o ta l  
1979/80 deve lopmnt  programme and P20 mi l l i on  for  c o n t i g en c y  
p ro j ec t s .  8
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Bo ts wa na ' s  expo r t  sector  then is g e n e r a t i n g  the f o r e i gn  e x ­
c h a n ge  r e qu i r ed  to ma inta i n  f l ows o f  g r o w t h -o r i e n t e d  imports .  
And it is g e n e r a t i n g  pub l i c  r evenues  su f f i c i en t  to improve  
the c o u n t r y ' s  t ax  e f f o r t  ( e . g .  the r a t i o  of  t axes  and other  
p ub l i c  revenues  to GDP) ,  and to i nc r ea se  the p ropor t i on  of  
GDP g o i n g  to g r o ss  c a p i t a l  f o rmat i on .  As the V i c eP res i den t  
noted,  h oweve r ,  this has l ed to a s t rong dependence  on the 
m i ne ra l  sector .  Par t  o f  that  dependence  h inges  on the p ro ­
f i t a b i l i t y  of  mining  companies  because  the pub l i c  r evenue  
base  is company p r o f i t s .  For exa mp l e ,  the count ry  is b a n k i n g  
h e a v i l y  on Jwaneng ,  the new d iamond v e n tu r e .  The p r o j e c t ' s  
i n i t i a l  c a p i t a l i z a t i o n  was P200 mi l l i on and government  
o b t a i ne d  an i n i t i a l  30 percent  in t e res t  in the v en t u r e .  It 
bo r rowed  P34 mi l l i on  f rom a consort ium of  West German banks  
and r e c e n t l y  e x e r c i s ed  i ts opt i on to purchase  ano ther  20 
percent  in te res t  in the company .  Under the terms of  the 
ag reement ,  a p p a r e n t l y  it is to r e c e i v e  two th i rds  o f  p r e t a x  
p r o f i t s  and an expo r t  l e v y  o f  some ten percent  o f  uni t  v a l u e  
independent  of  c o r po ra t e  p r o f i t a b i l i t y .  De ta i l ed  kno wl ed ge  
about  the ag reements  between De Beers and the gove rnment  
ar e  secre t .  But d i scuss i ons  at a recent  workshop on min ing  
L eg i s l a t i o n  and Minera l  Resources Agreement  sugges t ed  that  
i ndeed  there  a r e  l e v i e s  p l aced  d i r e c t l y  on e xp or t s .  10

The k ey ,  th e r e f o re ,  is whe ther  the p ro f i t  base  p r i o r  to taxes  
w i l l  be s u f f i c i en t  to c ov e r  the e xp end i t u r e s  that  government  
p l ans  to unde r take .  The i ssue of  a " p r o f i t - o n l y "  t ax  b r i n g s  
to mind Z a m b i a ' s  recent  e xp e r i e n c e ,  one that  is worth 
r e c e i v i n g  in l i g h t  o f  the r evenue  po l i c i e s  un de r tak en  by 
the go ve rnme nt .

11. ZAMBIA ' S  RECENT EXPERIENCE

Z a m b i a ' s  economic future  l ooked b r i g h t  as it ent er ed  the 
1970' s. Real  g r owth  d ur i ng  the p r e c ee d i n g  f i v e  y e a r s  
a v e r a g e d  e i gh t  percent  wh i l e  r e a l  g rowth per  c a p i t a  a v e r a g e d  
n e a r l y  f our  percent .  Copper  expor t s  l ed  the g r o w th .  Export  
volume was  g r o w i n g  and p r i ce s  on the London Metal  Exchange  
(LME)  were  v o l a t i l e  but on an upward  t r end .  Expor t  e a r n i n g s  
and pub l i c  r e venues  g r e w r a p i d l y .  Government  succeeded 
in p ush i ng  g r oss  c a p i t a l  f ormat ion to 32 percent  of  
g ross  domest ic  product  (GDP) ,  and the t a x  e f f o r t  rose to 
an i mp re ss i v e  30 percent  o f  G DP .H

However ,  Z a m b i a ' s  " good  y e a r s "  were  l imi t ed  by a number 
o f  f ac to r s .  Some were  beyond  the c o u n t r y ' s • c o n t r o l , but 
one was a matter  of  conscious p o l i c y .  I t  had to do wi th 
a 19/1 c ha n ge  in t ax  and ownersh ip  p o l i c y  in the mining  
sec tor .  P r i o r  to 1971, a t hr ee f o l d  l e v y  was p l ac ed  
on compani es :  a minera l s  t a x  was p lac ed  on what  was mined;
an e xp or t  t ax  on what  was sold a b r o a d ,  and a p ro f i t s  t a x  
on what  was e a r n e d .  12 The e f f ec t  was to p l a c e  taxes  d i r e c t l y  
on e x t r a c t i n g  and e x p o r t i n g  the c o u n t r y ' s  w e a l t h .  As a 
r e su l t ,  more than h a l f  o f  the c o u n t r y ' s  p ub l i c  r evenues  
o r i g i n a t e d  in the min ing  sec tor .  The min ing  companies  
contended that  the t h r e e - f o l d  l e v y  d i s c o ur a g ed  inves tment
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because  they were  not d i r e c t l y  r e l a t ed  to company  p r o f i t a b i l i t y .  
They  con v i nce d  gove rnment  that  a p r o f i t s - o n l y  t ax  would 
e nc our age  more inves tment  i n c r e as e  expo r t s  and add 
to government  r evenues  and f o r e i g n  e x c h a n g e  h o l d i n g s .  13 The 
r e as on i ng  beh ind the c l a im was that  whi l e  the tax  rate  would 
be l ower  under  the p r o f i t s - o n l y  f o rmula ,  the tax  base  would 
be p r o p o r t i o n a l l y  h i g h e r .  Pub l i c  r evenues  would go  up due 
to i ncrementa l  i nves tment  l e a d i n g  to a d d i t i o n a l  output ,  sa l es  
a b r oa d ,  r evenue  to the min ing  compani es ,  and p ro f i t s  ( the  
t ax  b a s e ) .  However ,  net inves tment  f o l l o w i n g  the c ha n ge  
was n e g l i g i b l e .  It was more l i k e l y  induced by  e x p a nd e d  
g l o b a l  demand for c oppe r  r a t he r  than by  the t ax  i n c e n t i v e .

The po l i cy  c hange  would  re turn to haunt  Zambia .  The c ha n ge  
meant accep t i ng  the r i sk  that  p r i ce s  would  not more un­
f a v o u r a b l y  in wor l d  marke t s .  Zambia  compounded this  t ype  
o f  r i s k - t a k i n g  by p u r c ha s i n g  f i f t y - o n e  percent  shares  in 
the c o u n t r y ' s  two l a r g e s t  min ing  compani es .  The 1971 c hange  
in t ax  p o l i c y  and n a t i o n a l i z a t i o n  could not hav e  been more 
poo r l y  t imed because  a number  o f  events  soon turned a g a i n s t  
the c ount r y .  1Z

On the s up p l y  s ide  the f i r s t  event  s t ruck in 1971 when the 
t r a g i c  mine d i s a s t e r  c l a imed  at  M a f u l i r a  some 100 l i v e s .  
It a l so  c r i p p l e d  o n e - s i x t h  o f  Z a m b i a ' s  min ing  c a p a c i t y  for 
a y e a r .  Shor t l y  t h e r e a f t e r  b rea kd own s  p a r a l y z e d  t w e n t y -  
percent  o f  the c o u n t r y ' s  c a p a c i t y  to p roduce .  Second,  the 
u nd er s t an dab l e  t rade  cu to f f  w i th  South A f r i c a n  meant d e l a y s  
in o b t a i n i n g  r ep lacement  par t s  for  the mines.  T h i r d ,  in 
1972 and 1973 t r a n sp o r t a t i o n  b o t t l e -n ec ks  b egan  to i mp a i r  
Z a m b i a ' s  c a p a c i t y  to e xp or t  what  it could p roduce .  The 
Rhodesian b or de r  was c l os ed ,  the Bengue la  r a i l - r o a d  through 
Ango l a  was v i r t u a l l y  shut down as a consequence  o f  the 
s t r u g g l e  a g a i n s t  the Por tuguese  and the C i v i l  w a r ,  the 
a v a i l a b i l i t y  o f  s h i p p i n g  s e r v i c es  was c ur t a i n ed  in the wake  
o f  the 1973—1974 oi l  s ho r t a ge ,  and by  1975 Dar  Es S a l a a m ' s  
port  f a c i l i t i e s  became o v e r - c r o w d e d

3 Dy

. 15

Longer  term probl ems  were  a l so  e mer g i ng  d u r i n g  the mid-
1970' s. P r o g r e s s i v e l y  more c op pe r  was b e i n g  mined u n d e r ­
g round ,  and d ee pe r  u nd er g ro un d  at  tha t .  I t  was becoming  
p r o g r e s s i v e l y  more d i f f i c u l t  f or  wo rke r s  to ma in t a in  the r a t i o  
of  t onnage  mined to hours wo rk ed .  The dec l i ne  in
p r o d u c t i v i t y  put downwar d  p r essures  on output  a v a i l a b l e  
for e xpo r t  and boosted uni t  p roduct i on  cos ts .  On- the demand 
s ide ,  o ther  f ac t o r s  were  b e g i n n i n g  to i n f l uence  the g l o b a l  
market  demand for  Z a m b i a ' s  c op pe r .  The g l o b a l  economic 
d i s t u rb an ces  o f  197 4 through  1976, a f ac t o r  beyond
the c o u n t r y ' s  c on t ro l ,  d ep r e ss ed  c op pe r  demand.  At the
same time some uses o f  c op pe r  were  s t e pp in g  up 
its subst i tut i on in f a v o u r  of  a luminium and other  ma te r i a l s  
in product i on  processes .
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The i n t e r - g o v e r n m e n t a l  Counci l  o f  Copper  Exp or t in g  State 
(C IPEC)  was  unabl e  to boost  demand.  Unl ike  OPEC its market  
power  was  i n su f f i c i en t  to suppor t  demand ( and  p r i c e ) .  17 I t s  
e f f o r t  to l imi t  s upp l y  in o rd er  to r a i s e  p r i c e  b a c k f i r e d  as 
s t o c k p i l i n g  became c os t l y  and s e r v ed  to f u r t he r  c l ose  the 
g a p  between d r o p p i n g  LME pr i c e s  and i n c r e a s i n g  product i on  
c o s t s .

As unit pr i ces  d ec l i ned  and unit costs i nc r eased ,  p ro f i t s  
were  squeezed .  The base  t a x a t i o n  began  to d i s a p p e a r .  
Z a m b i a ' s  r evenue  co l l e c t i ons  f rom mining  companies  b eg a n  
to d w i n d l e .  The accounted  for  55 percent  of  pub l i c  r evenues  
in 1970 but by  1978 they  c on t r i bu ted  no th ing .  ) 8 i n 1970 Zambia 
co l l e c t e d  251 mi l l i on  Kwacha f rom min ing  companies  but on l y  
11 mi l l i on  was c o l l e c t ed  from the companies  in 1977. By 
1978, no such c o l l e c t i ons  were  made.

Z a m b i a ' s  economic c o l l a ps e  was more pro found than s imply  
the d i s a p p e a r a n c c e  of  minera l  sector  pub l i c  revenues  ( see  
T a b l e  1) .  For exampl e  GDP dec l i ned  from 998 mi l l i on  Kwacha 
in 1970 to 978 mi l l i on in 1978. Real  GDP per  c a p i t a  f e l l  
f rom 237 Kwacha in 1970 to o n l y  185 Kwacha in 1978. Expor ts  
exp end ed  m a r g i n a l l y  wh i l e  imports rose from 328 to 565 mi l l i on 
Kwacha o v e r  the p e r i o d .  Fuel  imports  c l imbed f rom 10 to 
68 mi l l i on  Kwacha.  The c o u n t r y ' s  cur rent  account  b a l a nc e  
went  f rom a p o s i t i v e  77 mi l l i on  Kwacha in 1970 to a n e g a t i v e  
288 mi l l i on  in 1978. Z a m b i a ' s  f o r e i gn  e xc h an g e  h o ld ings  
d w i n d l e d  from 275 to 55 mi l l i on Kwacha.  The o v e r a l l  t ax  
e f f o r t  f e l l  to nine percent  o f  GDP, and by  1977 v i r t u a l l y  
no c a p i t a l  f ormat i on was t a k i n g  p lace .
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TABLE 1

ECONOMIC INDICATORS ZAMBIA:  1970-1978

( mi l l i on s  o f  Kwacha )

1970 1974 1978

G; oss Domestic Product  (1965 p r i c e s )  

Per  C a p i t a l  Gross Domestic product ,

998 1,000 978

(1965 p r i c e s ,  Kwacha ) 237 207 185

Expor ts 673 900 701

Copper  Expor ts 640 836 647

I mport  s 348 509 565

Euel  imports 10 46 68

Current  Account Ba lance 77 48 -288

Fore i gn  Exchange 275 129 55

Borrowing  ( F o r e i g n ) 0 13 17

Bor rowing  (Domest ic ) 3 -222 0

Pub l i c  R ev e n u e ( t o t a l ) 437 628 500

Pub l i c  Revenue ( m i n e r a l  s ec tor ) 257 287 0

-x
The Kwacha e xc h a n g e  for  a p p r o x i m a t e l y  1,20 to 1,25 Uni ted

States Do l l ars  o v e r  the p e r i o d .

Source:  Bank of  Zambia ,  Annual  Report :  1974 ( L u s a k a :  1974) ,

pp.  1 ,2 ,25,49,50,60,  and 82; and Bank of  Zambi a ,

Annual  Report :  1978 ( L u s a k a :  1978),  pp.  27, 56, 57, 64 and 91.
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I I I .  TAXING MINING COMPANIES IN SOUTHERN AFRICA:

The case  for  i n c l u d i n g  t axes  on minera l  volumes mined and 
e x p or t e d  from Southern A f r i c a n  and other  T h i r d  World
count r i e s  is c o m pe l l i n g .  By i n c l u d i n g  an e lement  o f  t a xa t i on
l e v i e d  d i r e c t l y  on p h y s i c a l  wea l th  e x t r ac t i o n  a v o i ds  complete  
r e l i a n c e  on t a x i n g  p r o f i t s ,  the g l o b a l  e conomy ' s  v a l u a t i o n  
o f  that  p h y s i c a l  w e a l t h .  The v a l u a t i o n  is exp re ss ed  as the
d i f f e r e n c e  between uni t  p r i c e  and cost  t imes the volume 
e x p o r t e d .  There  a r e  two wa ys  that  market  p r i c i n g  
can o pe ra t e  a g a i n s t  the f i s c a l  i n t e res t s  o f  c ount r i e s  host ing
f o r e i gn  min ing  v e n tu r es .  The f i r s t  is t r a n s f e r  p r i c i n g .  
T r a n s f e r  p r i c i n g  occurs when volumes  ar e  expo r t ed  to parent  
from s u b s i d i a r y  company  and the parent  determines  the sa l e  
p r i c e  as we l l  as the uni t  cost o f  c a p i t a l  and i nt e rmed i a t e  
inputs  r e q u i r ed  in the e x t r ac t i o n  process .  The parent
company  can the re f o re  t r a n s f e r  wea l th  from host to home
count r y  by  e i t he r  o f f e r i n g  a low t r a n s f e r  p r i c e  for  
the m i ne ra l ,  or c h a r g i n g  a h i gh  t r a n s f e r  p r i c e  f or  the items 
used in i ts e x t r a c t i o n .  There  a r e  s e v e r a l  r easons  that  a 
paren t  company might  want  to t r a ns f e r  p ro f i t s  to the home 
c ou nt ry :  f i r s t ,  they  b r i n g  p ro f i t s  and t he r e f o r e  r e - i n v e s t a b l e
surp lus  wi th in  arms r each of  the co r po ra te  d ec i s i o n - ma ke rs ;  
second,  they escape  c u r r e nc y  and p r o f i t  r e p a t r i a t i o n
r e s t r i c t i o n s  imposed by  the host gove rnment ;  and t h i rd ,  they  
sh i f t  p r o f i t s  to where  m a r g i n a l  t ax  ra tes  a r e  l owe r  than 
in host c oun t r i es .  Impos ing  a l e v y  on what  is e x t rac t e d  
and/or  e xpo r t e d  as a p a r t  of  an o v e r a l l  t ax  scheme permi ts  
a host  count ry  to l essen the r i sk  of  t r a n s f e r  p r i c i n g  that  
is a d v e r s e  to i ts  i n t e re s t s .  19

The second w a y  that  market  p r i c i n g  can work a g a i n s t  a host 
c o u n t r y ' s  in t e res t  is when g l o b a l  forces  d r i v e  down the p r i ce  
o f  i ts e xp or t  and boost  the p r i c e  of  imports .

Botswana,  for  exa mp l e ,  ap pe a rs  somewhat suscept i b l e  to such 
f o r ces ,  though not in the same magn i tude  as Zambia .  On 
the expo r t  s ide  in the impend i ng  economic s l owdown customer 
count r i es  could reduce  g l o b a l  demand for  Bo ts wa na ' s  minera l  
and o ther  expor t s  and this  could hav e  a n e g a t i v e  impact  
on i ts expo r t  e a r n i n g s  and uni t  p r i ce s .  On the import  s i de ,  
the i ncr ease  in o i l  p r i ce s  to Southern A f r i c a ,  Bo t s wa na ' s  
s u p p l i e r  of  r e f i ned  pet ro l eum,  w i l l  be f e l t  in Botswana and,  
a l o ng  wi th i n f l a t i o n  imported from i n d u s t r i a l i z e d  countr i es  
the c o u n t r y ' s  import  b i l l  and unit product i on  costs 
w i l l  i n c r e as e .  And it is on this l a t t e r  score ,  that  is the 
import  s ide ,  Botswana is e x t r e me l y  v u l n e r a b l e  to 
g l o b a l  p o l i t i c a l  and economic f o r ces ,  p a r t i c u l a r l y  in r e g a r d  
to pe t ro l eum for  whi ch  it depends  on South A f r i c a ' s  a b i l i t y  
to impor t  and r e - e x p o r t .  B o t swa na ' s  future  dependence  on 
o i l  is r e l a t ed  to two f ac t o r s :  f i r s t ,  d iamond and
c op pe r  mining  are  c a p i t a l  and e n e r g y  i n t e n s i v e ,  and there  
is l i t t l e  room to move to more l ab our  and less  e n e r g y  
i n t e ns i v e  product i on  funct i ons  ( as  in the case  o f  g o ld  and 
i ron  ore m i n i n g ) ;  second,  the c oun t r y  is p h y s i c a l l y  l a r g e  
and l an d - l o c k e d  and e x p o r t i n g  mine ra l s  to market  w i l l  be



p e t r o l - i n t e n s i v e .  P ro j ec t s i ons  on the g r owth  in pet ro l eum 
consumpt ion in Botswana are  a s t on i s h i n g :  a c c o r d i n g  to the
Nat i ona l  Deve lopment  P l a n : 1976 -  1981, in 1976 the count ry
consumed 27 mi l l i on  l i t r e s  o f  p e t ro l ,  a f i g u r e  p ro j ec t ed  to 
r i s e  to 54 mi l l i on  in 1981. Both f rom a uni t  cost and impact  
b i l l  point  of  v i e w ,  B o t swa na ' s  pet ro l eum future is c l ouded .  
However ,  on the p r i c e  s ide  one point  s tands  v e r y  much in 
B o ts wa na ' s  f a v o u r :  g l o b a l  recess ion  tends to i nduce  i nve s t o rs  
to hold wea l th  in assets  such as d i amonds .  This  t endency  
s e r ves  to b o l s t e r  the p r i c e  o f  d iamonds  in the f ace  o f  market  
f orces  which depress  economic a c t i v i t y  in i n d u s t r i a l  count r i es  
and c on seq ue nt l y  the i r  demand f or  non- fue l  mi ne ra l s  g e n e r a l l y

It  ap pe a rs  c l e a r  that  there  w i l l  be a s i g n i f i c a n t  upward  
pressure  on uni t  costs ,  and this  could squeeze  uni t  p ro f i t s  
and depress  the tax  base .  Thi s  is something that  Botswana 
and other  mi ne ra l  r i ck  T h i r d  World Countr i es  want  to a v o i d .  
In B o ts wa na ' s  case ,  it is p a r t i c u l a r l y  s t r i k i n g  because  of  
the po t en t i a l  magn i tude  of  p h y s i c a l  wea l th  under  the K a l a h a r i  
d e s e r t ' s  sands .  For exa mp l e ,  a recent  a i r  magnet i c  s u r v e y  
conducted f or  government  by  the Ca nad i an  I n t e r n a t i o n a l  
Deve lopment  Ag enc y  c ov e r e d  80 percent  o f  the Southern
K a l ah ar i  r eg i on  and showed p o s i t i v e  i n d i ca t i ons  o f  many 
minera l s  l a y i n g  beneath the s ur f ac e .  The r e g i o n  is l i k e l y  
to be o f  impor tance  for  the deve l opment  of  p r ec i ous  and base  
meta l s ,  d iamonds  and minera l  f ue l s .  Government  w i l l  
c e r t a i n l y  seek to c ap tu r e  an a p p r o p r i a t e l y  h i gh  share  of  
the f i n a n c i a l  wea l th  that  e x t r a c t i n g  and e x p o r t i n g  o f  the 
p h y s i c a l  wea l t h  w i l l  y i e l d .  Impos ing  a t a x  scheme that
inc ludes  a d i r e c t  t a x  on the e xp l o i t a t i o n  of  p h y s i c a l  wea l th  
w i l l  go a l ong  w a y  t oward  r e a l i z i n g  this  o b j e c t i v e .

The re  is an argument  a g a i n s t  impos ing  t axes  that  ar e  un­
r e l a t e d  to p r o f i t s .  The argument  holds that  t axes  on 
e x t rac t i on  and e x p o r t i n g  could  l ead  to an e f f e c t i v e  t a x  ra t e  
so e xc e s s i v e  that  it would d i ss ua de  f o r e i gn  i nves tment  to 
under take  or e xp an d  min ing  v e n tu r es .  P roduct i on  would 
dec l i ne  as would  employment ,  e xpo r t s  and f o r e i g n  e xc h a n g e
e a r n i n g s .  In a d d i t i o n ,  the a rgument  goes on,  t a x  r evenues
might a c t u a l l y  d ec l i ne .  A d ec r ease  in product i on  would l imi t  
sa l es .  r educe  r e venue  and might  t he re f o r e  shr ink  p r o i i t s .  
Under such c ond i t i ons ,  the i n c r e as e  in the e f f e c t i v e  t a x  ra t e  
might  be p r o p o r t i o n a l l y  l ess  than the d e c r e a s e ,  in the t a x  
base  ( p r o f i t s ) .

The a r g u m e n t ' s  v a l i d i t y  h i nges  on whether  inves tment  a c t u a l l y  
responds  to a c ha n ge  in an e f f e c t i v e  t ax  r a t e .  There  is 
sub s t an t i a l  e v i d en c e  to the c o n t r a r y .  Inves tment  in 
e x t r a c t i n g  and r e f i n i n g  mi ne ra l s  tends to be induced  by 
more e f f e c t i v e  demand for  mi ne ra l s .  Tha t  i s ,  paren t  
companies  and o ther  us ing  mine ra l s  in p r o du c t i v e  processes  
need them as inputs  to m anu fa c t ur in g  f i n a l  goods .  
The p r o f i t a b i l i t y  o f  m anu fa c t u r in g  p a r t l y  depends  upon the
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a v a i l a b i l i t y  o f  mi ne ra l  inputs  s upp l i ed  at  f a v o u r a b l e  p r i ce s .  
What some companies  might  want ,  p a r t i c u l a r l y  parent  
compani es  o f  s u b s i d i a r y  s u p p l i e r s ,  ar e  not h i g h l y  p r o f i t a b l e  
min ing  v en tu r e s  so much as what  is mined.

Governments  con temp la t in g  e x t r ac t i o n  and/or  expo r t  l e v i e s  
need to know a g r e a t  dea l  about  the g l o b a l  s t ructure  
o f  the i n d u s t r y  they  a r e  ho s t ing .  They  need to know 
where  v en tu re s  f i t  into  i n t e r n a t i o n a l  p roduct  c y c l e s ,  as we l l  
as kno wing  about  c or po ra te  i n t e r - r e l a t i o n s h i p s  w i t h in  the 
c y c l e s .  E n l i gh t ed  dec i s i ons  about  what  k ind  of  t a x  system 
to l e v y  on ope ra t i on s  r e qu i r e s  d e t a i l e d  in f o rmat i on  on g l o b a l  
market  s t ruc tures .
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