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Abstract

South Africa and Botswana share a number of commonalities, although the two countries are distinctly different in
terms of economic performance, population size, and human capital development. This paper provides analysis of
human capital development factors that contribute to differences in the human capital index score of the two countries.
In 2013, the World Economic Forum published the first edition of the Human Capital Report which measures human
capital using an index based on four pillars: (1) education; (2) health and wellness; (3) workforce employment; and (4)
enabling environment. Botswana’s human capital index score is higher than that of South Africa even though both
countries have negative human capital index scores. The indicators that show the fundamental differences between
South Africa and Botswana are education, health and wellness as well as workforce employment. The differences are
discussed in terms of their implications to policy formulation.
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Introduction

South Africa and Botswana share a number of
commonalities. Firstly, both countries have emerged
from a colonial past. Secondly, both countries are
ranked as upper middle income economies by the
World Bank. Notwithstanding the commonalities,
Botswana is distinctly different to South Africa in
terms of economic performance, population size,
and human capital development. South Africa has an
estimated population of 49.3 million people (Statistics
South Africa, 2013), whereas Botswana’s population
size is estimated to be 2.13 million (Central Statistical
Office Botswana, 2013). Botswana has enjoyed one of
the fastest growth rates in per capita income since
independence in 1966 (World Bank, 2013). The eco-
nomic growth rate of the country averaged 9% per
year in 1967-2006, but slowed during 2007 and 2008
to only 3% before dropping to minus 3.7% in 2009
(Index Mundi, 2014). In 2010, real GDP grew by ap-
proximately 7.5%.

South Africa’s economy on the other hand was under-
performing prior to the 1994 democratic elections and
grew steadily to growth rates of over 5% over the
2005-2007 period, which was followed by negative
growth in 2009 and an economic recovery in 2010-
2011. With respect to governance, South Africa is
perceived to be much more corrupt than Botswana.
This view is based on the 2013 Transparency Interna-
tional Corruption Perception Index (CPI) that ranked
South Africa 72nd and Botswana 30th out of 177
countries on corruption. The CPI scores countries on a
scale of 0 (highly corrupt) to 100 (very clean). South
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Africa’s score is 42 and Botswana’s is 64 out of 100
(Transparency International, 2013).

What seems to be surprising is that, while govern-
ment expenditure in education increased in Africa,
education expenditure was found to be inefficient as
it did not yield the desired human development out-
comes. The increase in government expenditure in
South Africa for example coincides with increase in
inequality. Not only does South Africa have the
highest levels of inequality in Southern Africa, the
country’s Gini coefficient increased significantly
from 1992-2008. Investment in education is consi-
dered as the main redistributive instrument in socie-
ties characterized by high income inequality. If
South Africa performs poorly with respect to its
human capital development as distribution and in-
vestment in education increases, then there must be
other factors at play in human capital development.
This paper contributes to knowledge by looking at
human capital development in South Africa and
Botswana through the human capital index lens.
Botswana as a neighboring country to South Africa
has been chosen as a point of reference because of
its economic resilience and because of the fact that
it has been touted as one of the countries that main-
tained one of the world’s highest economic growth
rate (Index Mundi, 2014).

1. Background: comparing economic
performance of South Africa and Botswana

The economy of Botswana is supported by a strong
productive sector, whereas in South Africa, the
economy is supported by an unsustainable high con-
sumption of products and services. This is illustrated
by the fact that financial services is a much bigger
industry in South Africa compared to Botswana (see
Figure 1). While growth in the mining and construc-
tion sector has been modest to non-existent in South



Africa especially post 2007, both sectors have been
growing steadily in Botswana. The GDP growth rate
in Botswana has been at its lowest in 2001. This
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period coincided with low growth rates in all the tive growth in 2009.
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Source: based on calculations done on the basis of data obtained from Statistics South Africa 2012.

Fig. 1. Annualized quarterly change in GDP by industry, R million (at constant 2005 prices seasonally adjusted)

economic sectors in Botswana with the exception of
mining. South Africa posted high growth rates over
the 2005-2007 period, which is followed by nega-
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South Africa’s growth in national savings has been lower than the national savings of Botswana from
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Fig. 2. South Africa’s growth national savings in comparison to Botswana
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Figure 3 shows that the current account balance,
which reflects the difference between savings and
investment, as well as the difference between
exports and imports, has deteriorated between

2002 and 2008 in South Africa. The downward
trend has only been posted during the period of
the economic meltdown in the case of Botswana.
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Fig. 3. Current account balance as a percentage of GDP (2005-2012)

2. Literature review

Human capital is a sum total of experience, know-
ledge, skills, competences and other human
attributes that play part in economic activity. Kwon
(2009) distinguishes human capital that is a target of
investment through education and training from the
one that is utilized as a production element, which
can generate added value. In conceptualising human
capital Kwon (2009) views human capital as having
capacity to create and to connect with “self and en-
vironment” using knowledge, skills, competency
and experience.

Similar to Kwon’s (2009) views about human capi-
tal, Baldacci, Clements, Gupta, and Cui (2004) rec-
ognise the role of human capital in fostering eco-
nomic growth. Baldacci et al. (2004) study looked
into direct and indirect channels linking social
spending, human capital, and growth. The study
showed that both education and health spending
have a positive and significant direct impact on the
accumulation of education and health capital, and
thus can lead to higher economic growth. This, tak-
en together with Kwon’s notion of human capital,
means that one can expect human capital develop-
ment to be positively linked to economic growth.

In neo-classical growth models, the long-run rate of
growth is exogenously determined by either the sav-
ings rate (the Harrod-Domar model) or the rate of
technical progress (Solow model). The neo-classical
growth models have been criticized on the basis that
the savings rate and rate of technological progress are
unexplained (Romer, 1990). According to Romer
(1990) endogenous growth theory tries to overcome
this shortcoming by building growth models on the
basis that long run growth rate of an economy de-
pends on policy measures that ensure that adequate

146

investment on human capital are in place to drive
economic growth. In other words policies that en-
courage investment in education, as also pointed out
by Shupp (2002), have a higher propensity to in-
crease the growth rate in some endogenous growth
models by increasing the incentive for innovation.

Historical evidence owing to the achievements of
South East Asian economies has often been cited as
examples of the importance of human capital to
economic growth (Clarke, 2011). As pointed out by
Becker (1993), despite their generally low endow-
ment of natural resources, South East Asian econo-
mies have managed to post remarkable economic
performances largely attributed to the quality of
their human capital development. Researchers such
as Schultz (1961), and Lucas (1988) have shown a
positive link between education and economic
progress mainly in the form of growth rate of per
capita gross domestic product (GDP). The theoreti-
cal and applied literature on growth and develop-
ment in Sub Saharan Africa has provided added
rationale for the link between education and eco-
nomic development. For example, a number of
scholars (Fedderke, 2006; Kraak and Press, 2007)
stress the importance of aligning the education sys-
tem with a productive economic system such that
education and training growth indicators are in con-
gruence with economic growth indicators.

Human capital has been found to drive foreign di-
rect investment (Bayraktar, 2013; Mottalab and
Kalirajan, 2010; Ogunade, 2011; Pigato, 2001).
Noorbaksh, Paloni, and Youssef’s (2001) study that
looked at the link between human capital and the
flow of FDI in 36 developing countries in Asia,
Africa and Latin America also found that human
capital is a significant determinant of FDI inflows.
Blomstréom and Kokko (2002) approached human



capital from the perspective of knowledge spillovers.
Blomstrom and Kokko (2002) recognized the possi-
bility that FDI contributes to income inequality. Their
argument is based on the fact that, from a developing
country perspective, the initial human capital capaci-
ty does not usually match the technology require-
ments of foreign companies investing in a host coun-
try. It is argued that this mismatch in human capital
could increase income inequality as foreign investors
introduce new technology in the host country.

3. Data and index construction

This study is based on secondary data in the Human
Capital Report of 2013 published by the World
Economic Forum that covers 122 countries. Given
the different scales used to measure the indicators
used to construct the index, z-scores were used to
standardize the data (Human Capital Report, 2013).
As mentioned earlier the index has four pillars. A
country score for each pillar was determined by an
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unweighted average of all available scores within a
particular pillar (Human Capital Report, 2013).

4. Human capital development: South Africa
vs Botswana

In 2013, the World Economic Forum published the
first edition of the Human Capital Report which
measures human capital using an index based on
four pillars: (1) education; (2) health and wellness;
(3) workforce employment; and (4) enabling envi-
ronment. Education captures access, quality of
education, educational attainment. Health and
wellness captures the population’s physical and
mental wellness from childhood to adulthood.
Workforce employment on the other hand meas-
ures talent, skills and experience of a population.
Lastly, the enabling environment pillar measures
infrastructure (mobile and internet users, and quali-
ty of domestic transport) as well as collaboration
and legal framework.

Human Capital Rank Country Score
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Source: adapted from the World Economic Forum 2013 Human Capital Index Report.

Fig. 4. Human capital measure: Sub-Saharan Africa

Fundamentally, enabling environment captures the
extent to which human capital is deployed effectively.
Enabling environment includes physical infrastruc-
ture (transport which facilitates access to workplac-
es); telecommunication; cross-industry and cross-
sector collaboration; legal framework (ease of doing
business, protection of physical property and intel-
lectual property as well as social safety); social mo-
bility (enabling socio-cultural practices that facili-
tate progress in human capital development). Al-
though the index covers 122 countries, Figure 4
presents the human capital index of the sub-
Saharan countries. As Figure 5 shows, Mauritius

tops African rankings for Human Capital develop-
ment followed by Botswana, then Kenya, with
South Africa closely behind Kenya. According to
the Human Capital Index Report (2013) Sub-
Saharan Africa is the worst performing region in
the world, compared to other regions. North Amer-
ica occupies the first spot followed by Europe and
Central Asia. Next is Asia and the Pacific occupy-
ing the 3™ sport. Latin America and the Caribbean
occupy the fourth spot regionally, next is the Mid-
dle East and North Africa. There are only two re-
gions with positive human capital scores: (1) North
America; and (2) Europe and Central Asia.
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Fig. 5. A comparison of Botswana and South Africa on the four pillars of the Human Capital Index

Figure 5 shows that Botswana performed particular-
ly well in the education, workforce and employment
pillars. South Africa performed better than Botswa-
na in the enabling environment pillar. According to
the 2013 Human Capital Index (HCI) Report, South
Africa’s very poor scores for workforce and unem-
ployment are attributed to high youth unemploy-
ment and low labour force participation. The HCI
report points out that despite South Africa’s good
scores for staff training, the country has one of the
lowest scores on the ease of finding skilled em-
ployees and pay relating to productivity indicators.

Conclusion and policy implications

The economies of South Africa and Botswana are
considerably diversified. However, the economy of
Botswana is driven largely by its production sector,
the diamond mining sector, in particular. In South
Africa growth has been driven by consumption,
which saw growth in the Wholesale and Retail sec-
tor surge in 2005. Economic growth in both coun-
tries slowed down considerable during the global
economic meltdown in 2008-2009. South Africa’s
economy was also adversely affected by the elec-
tricity crisis that came about as a result of the power
plant problems experienced by the state power sup-
plier. The slow economic growth in South Africa
was also deepened by mining unrest. The large dip
in Botswana’s growth rate in 2009, on the other
hand, is largely attributed to the shrinking industrial
sector after the global economic meltdown reduced
demand for Botswana’s diamonds.

Even though Botswana’s HCI index score is higher
than that of South Africa, both countries had nega-
tive HCI scores. Botswana outperformed South
Africa with respect to the following three pillars of
the index: (1) Education, (2) Health and Wellness, (3)
Workforce and Employment. The highest ranking
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pillar in South Africa is Enabling Environment.
According to the HCI Report (2013), the Collabora-
tion and Legal Framework dimensions of the Enabl-
ing Environment pillar are strong. However, the
domestic transport indicator pulls down the Enabl-
ing Environment pillar (HCI, 2013). The Enabling
Environment pillar that is made up of four compo-
nents (infrastructure, collaboration, legal framework
and social mobility) is the only area that distinctive-
ly sets South Africa apart from Botswana.

Policy could look into creating incentives for private
sector to work with government and financial insti-
tutions to aggregate savings and distribute them in a
manner that links investment to human capital de-
velopment. The policies that have been put in place
to address high levels of unemployment, inequality
and poverty need to be buttressed by substantial
investment that focuses on improving the quality of
education in South Africa. The education system
and the quality of primary schools in Botswana are
substantially higher than those in South Africa. One
area policy might consider is to diminish the impor-
tance of high matric pass rates and focus on improv-
ing maths and science. Policy should encourage the
formation of industry, diaspora and international
networks to strengthen delivery of maths and
science education in South Africa. Policy could also
look into a subvention scheme for Maths and
Science teachers to attract talent into the schooling
system. Innovation and intellectual property deve-
lopment as well as ethics should be introduced ear-
ly in the education system to inculcate a value sys-
tem of self-reliance, entrepreneurship, productivity
and inventiveness, based on biocentric ethical prin-
ciples. South African policy makers can also draw
important insights from education expenditure pat-
terns in Botswana that show prioritization of human
capital development. Expenditure in education in



South Africa has been increasing since 1994. How-
ever, the devil is in the detail of how the country
deploys funds into the education system. History has
already shown that high budget allocation towards
education alone is deemed not enough particularly
in the circumstances of gross inequalities that exist
in the country. The education quality trajectory
could improve in South Africa if policy makers
target entry level education investment and the edu-
cation of individuals situated in rural areas. Remu-
neration policies should be tailored to attract skilled
educators in these areas and to incentivize skilled
educators to leave urban areas and hone in on rural
communities.

With respect to the Health and Wellness pillar, the
‘obesity indicator’ brought down the HCI score in
South Africa. This suggests a need for a policy in-
tervention that creates awareness of the link be-
tween, lifestyle, health, happiness and productivity.
South Africa is significantly behind Botswana with
respect to healthcare quality and healthcare accessi-
bility. The difference could be attributed to South
Africa’s population size, and the fact that there is a
parallel private and public healthcare system with
the public care system that is acutely under-
resourced. In developing policies that seek to im-
prove the Health and Wellness pillar of the index,
policy makers would benefit from categorizing in-
frastructure into physical and social infrastructure
and invest more on social infrastructure related to
enhancement of the health pillars of the human capi-
tal index.

Pay related productivity is another area that sets
Botswana apart from South Africa. South Africa
should consider policies that build a culture that
values competence and productivity. It is essential
that South Africa creates attractive incentives that
build indigenous knowledge scholarship as part of
the process of building an inclusive economy. For
example climate adaptation tools that tap into indi-
genous knowledge in the agricultural sector could
boost food production, small-scale farming and eco-
nomic development in rural areas.
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Even though Botswana is considerably smaller than
South Africa with its own socio-economic prob-
lems, it is known for having transformed itself from
one of the poorest countries in the world to a mid-
dle-income country. The idea of economic growth
without considering human capacity has been criti-
cally discussed. From the propositions of Kraak and
Press (2007) to the World Economic Forum 2013
Report on Human Capital Index, there is sufficient
evidence that there is a difference between “eco-
nomic growth” (seen as rate of outputs growth in
goods and services for a given country) and the
wider concept of “development” — which encom-
passes human capital development and development
in general beyond economic growth. Policy should
therefore move away from focusing on GDP % as a
measure of how much should be invested on human
capital development, and rather focus on the per
capita spending on education and health weighted to
take into account redress factors.

An area that policy makers also need to focus on is
an area of talent management, workforce productivi-
ty and unemployment. The HCI report has pointed
out that South Africa has very poor scores for em-
ployment, ease of finding skilled employees and pay
relating to productivity indicators. In addition to the
poor HCI scores on employment, the International
Organization for Migration (IOM) Report draws
attention to the fact that Africa has already lost one
third of its human capital and is continuing to lose
its skilled personnel at an increasing rate. It is esti-
mated that 20,000 doctors, university lecturers, en-
gineers and other professionals are leaving the con-
tinent annually since 1990. Brain drain in Africa has
reduced the already low quantity of skilled man-
power available in African countries. Both South
Africa and Botswana should consider policies that
help retain and attract skills and expertise in the
focus areas targeting economic development. To
remedy the employment landscape, policies should
look at incentives that help bridge a gap between
small town and large city pay as well as the gap
between urban and rural pay.
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