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ABSTRACT 

Unemployment and poverty alleviation have been two of the most challenging issues 

faced by Namibia over the last three decades, and particularly since its independence 

in 1990.  To rectify these two dilemmas the Namibian government introduced many 

new legislations, innovative fiscal policies as well as structural adjustment initiatives. 

These were supported by the implementation of three 5-year National Development 

Plans, with the core aim of propelling rapid employment growth and alleviation of 

poverty. Despite these efforts, unemployment and poverty remained steadfast, and in 

many areas increased. This study empirically examined the impact of currently 

prevailing fiscal policies on the three most important factors of economic 

development: unemployment, poverty and economic growth. The methodology was 

based on analysing the Namibian macroeconomic data from the period between 1980 

and 2010, employing the tools of cointegration analysis, analysis of Granger causality 

and the utilization of Vector Error Correction modelling. A number of findings were 

extracted from the estimation outputs, one of them being the fact that unproductive 

spending in Namibia has a negative impact on unemployment and economic growth, 

and at the same time does not help in reducing poverty. It was also found that 

increasing consumption and social spending discourage positive developments in 

unemployment dynamics and that advancements in tertiary education are associated 

with positive shifts in the direction of poverty reduction. Basing on these and other 

findings, suggested policy improvements are subsequently outlined, one of them being 

the study recommended the Namibian government to expand the levels of productive 

spending on education aiming in the first place for the quality of the effect of 

educational spending, in addition to the quantity. 
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CHAPTER 1 

 INTRODUCTION 

 

1.1.Introduction to the Chapter 

 

The first chapter of this dissertation exploring the influence of fiscal policies of 

Namibian government on the dimensions of economic growth, poverty and 

unemployment will be focused on providing the rationale  of undertaking this type of 

research and outlining the analytical frameworks and strategies which will be used in 

the more empirically focused chapters thereafter. The chapter will commence with the 

introduction to the study, briefly explaining the basic logics of the relationships 

between fiscal policies and economic growth. This section will be succeeded by the 

background of the current study, outlining the economic developments in Namibia in 

the recent decades, economic policies pursued by the government, their results and the 

dynamics of major macroeconomic development indicators. In the subsequent sub-

sections, research questions and objectives will be formulated, as well as the 

hypotheses formulated on their basis. Later on in the chapter, the most general outline 

will be given of the theoretical background and the methodological frameworks 

employed in the current research, which will be further supplemented by the list of 

concepts and definitions and the conclusion to the chapter. Overall, the introductory 

section will present the major frameworks within which this dissertation study will be 

carried out. 
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1.2.Introduction to the Study 

 

     In the globalized world, economic growth was identified as the dominant tool used 

by governments to improve and measure the rate of progress and quality of life of 

citizens. It is also used as an indicator of the potential and direction of poverty 

reduction strategies. Governments are tasked, more and more, with the responsibility 

to play a significant role in steering the country’s economy. Without the government 

taking active and participatory role to stimulate the economy, countries could move 

from unstable growth to massive unemployment and prolonged recessions economy 

(Murwirapachena, Choga, Maredza, & Mavetera, 2013). Accordingly, governments 

deal with their economy through fiscal policy instruments or fiscus by creating and 

managing revenue streams and expenditure decisions and their processes. Taxation is 

thus one of the major instruments of fiscal policy. Fiscal policy comprise, inter alia, 

several elements, which include taxation policy, various forms of taxation, as well as 

expenditure policy, debt accumulation and management, investment and 

disinvestment policy. (Ministry of Finance, 2011). In general the fiscal policy is 

identified as an essential component of the country’s economic policy framework, 

which is associated with general economic policy strategy (De, 2012). The 

socioeconomic dimensions of the fiscal policy are identified to support the financial 

avoidance of mismanagement (Iipinge & Beau, 2005). Moreover, the application of 

fiscal governance is believed to be efficient when the country’s government provides 

a sustainable fiscal policy which is efficiently applied to the provision of public goods 

and services (Rena, 2011). Even though there have been tremendous efforts made by 

the Namibian government to influence country’s economic behaviour through the 

fiscal policy framework, unemployment and poverty reduction issues have remained 

a challenging phenomenon, especially in a country like Namibia.   
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Furthermore, the current research focuses on exploring the systematic 

relationship between the fiscal policies of a government and the outcomes of aggregate 

economic growth, poverty and unemployment dynamics. The topic is important to 

explore due to the complexity of these latter relationships and the degree to which they 

get obscured by other related influencing variables. Therefore, it is vitally important 

to select and calibrate a theoretical framework and methodological instruments 

suitable for optimally studying the relationships of interest. The results of such study 

can be further solidified by using the most recent stream of data, which makes the 

analytical output relevant to the actual economic policy challenges of today. In 

addition, a careful research also needs to address the stationarity and multicollinearity 

problems, which are frequently encountered when dealing with time series type of 

data. In the current dissertation, all the stated points will be addressed for the case of 

Namibia within the chronological framework of three decades between the years 1980 

and 2010. The necessity of such a study for Namibia is grounded on the fact that the 

governmental fiscal policies of today do not bring the desired economic development 

outcomes, even though the levels of public expenditures in the country are rather high. 

A carefully chosen regression model followed by the relevant diagnostic checks will 

provide some valuable insights on this counterintuitive revealed structural 

relationship. 

1.3.Background of the Study 

 

Researchers and theorists have come up with conflicting conclusions regarding 

the application of macroeconomic policy; fiscal and monetary policy. The policies 

applications at the same time have earned results far away from expected full 

employment. Fiscal policies that involve the use of government policy of taxation and 
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spending have received a differing opinion on the role of government and its size. 

Some researchers do not support government involvement in the running of an 

economy and if any it should be minimal. Supporters of state active and participatory 

role in the economy argue that without government involvement economies would 

experience prolonged recessions resulting in massive unemployment and poverty 

levels. This study, therefore, seeks to contribute to the argument by strategically 

analyzing the impact of fiscal policies on unemployment and poverty reduction in 

Namibia for the period 1980 to 2010.  

The Namibian government inherited a country marred by widespread poverty, 

unemployment and deep inequalities from Germany colonialists in 1990. The country 

had the highest inequality at a Gini-coefficient of 0.7, one of the world’s worst figures 

recorded. An average growth rate of 3.6 percent recorded post-independence is not 

sufficient to reduce the inequality because the margin of economic growth is low and 

the population growth at 2.2 to 3.1 percent is high (Uukelo, 2007). To rectify the 

situation, the government employs budget as a tool to redistribute the resources. 

Although the country ascended to an upper middle from a lower income country, 55.8 

percent of the population live below poverty line; earning less than US$2 per day 

(World Bank, 2007). Despite that, the country records high levels of unemployment at 

28.10 percent with youths highly affected. Cheaply manufactured imports from South 

Africa and Asia limit job creation opportunities outside civil service, farming, tourism 

and mining elevating the poverty levels.  

Since 1990, the Namibia government has employed fiscal policy measures to 

influence the economic growth and development with the aim of achieving full 

employment and reduce poverty levels. Upon gaining independence, the overall 

positive period of economic growth was also characterized by a number of major goals 
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posed to the Namibian government, such as facilitating economic growth, optimizing 

the pace and curbing the enhancement of public expenditures, facilitating the 

qualitative and quantitative growth of employment and reducing the levels of powerty 

(Kaakunga, 2006).   The period up to 2015 saw government employ expansionary 

fiscal policy for some years advocating for national budget deficits to provide much-

needed capital for development. For the period 1990-2015, the country recorded 

almost a balanced budget only in financial year 2004/05 and a surplus in years 

2005/2006, 2006/07, and 2007/08 with the rest dominated by budget deficit (World 

Bank, 2016). The buoyancy in government revenue for the period 2005-2008 was a 

result of economic growth. According to Price Water Coopers (PWC) (2009) report, 

the increase of income resulted from an increase in Southern Africa Custom Unions 

(SACU) pool which created the budget surplus for the period 2005-2008. For the 

period 1990-2001, the country experienced budget deficit under the old line budgeting 

system that was inconsistent with economic needs. However, the government started 

using rolling budgeting system after 2001 although it has not been able to achieve a 

balanced budget it has improved the situation (Uukelo, 2007). 

Mining and government services are the key sectors in the Namibian economic 

structure. Mining, manufacturing of beverages and other food processing, and 

government services are the most crucial sectors for overall output in the economy. 

Traditional (subsistence) agriculture and government services play a key role in 

providing both labour income and employment. Among the key employment sectors 

in Namibia are commercial agriculture and animal product business with mining being 

a major source of labour income (Humavindu & Stage, 2013). 

Republic of Namibia (2010) ranks the different economic sectors in terms of 

employment provision as follows; agriculture (15.9 percent), wholesale and retail trade 
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(15.1 percent), private households (10.9 percent), education (8.6 percent), public 

administration, defense and social security (8.4 percent), construction (7 percent), 

manufacturing (6.3 percent), and the others individually accounting for less than 5 

percent of all employed persons. However, the ranking differs in both urban and rural 

areas. In the countryside, agriculture is the leading employer while in cities wholesale 

and retail trade are the leading employers of labour. 

          In the years subsequent to independence, Namibian government made a 

number of attempts of diversifying the macroeconomic structure of the country. At this 

point, the Targeted Intervention Programme for Employment and Economic Growth, 

also referred to as TIPEEG, was implemented to address the stated challenges (Jaunch, 

2012). The projected job generating capacity of the program was to create 104 

thousand of additional jobs within the period between the years 2011 and 2014. 

According to the data provided by the National Planning Commission (2011), at the 

same chronological period the amount of investments targeted for the State Owned 

Enterprises (SOE) reached a figure of N$4 billion. As stated by the documents 

outlining the vectors of action of TIPEEG, some of the sectors on which the program 

was to focus were agriculture (first place in the allocated investment, N$ 3.6 billion, 

and the plans to create over 26 thousand jobs), transportation (N$3.1 billion allocated 

to infrastructure projects with a potential to create over 33 thousand additional jobs), 

sanitation and housing (investment of N$1.8 billion and the intent of over 35 thousand 

additional jobs) and tourism (targeted investment of N$5.5 billion and the creation of 

additional 82 thousand jobs). The document by NPC (2011) also covered the major 

vectors of implementation of the TIPEEG funds in each of the stated sectors. For 

instance, the transportation investment would be targeted primarily at the construction 

and improvements of the infrastructure of road and railroad networks, as well as the 
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development of a modern port in the Walvis Bay. Similarly, the agricultural sector of 

Namibia could expect the advancement in such spheres as better forestry management, 

improvements in the crop production and enhanced productivity of the animal 

livestock. The tourism investment would focus of the sector of wildlife attractions 

which could enhance the tourist-visiting capacity of the country by 10%. At the same 

time, the government would also reinforce its focus on the programs of construction 

of affordable housing for the population and improving the existing infrastructure of 

the rural and urban sanitation.  

Even though the major directions of the TIPEEG program sounded quite sound, 

in fact the planning was conducted rather hastily and without taking into account the 

structural problems and imbalances existing at the time in the Namibian economy, 

which are nowadays referred to as the major issue behind the Namibian 

unemployment. Even the text of the program itself claimed that TIPEEG should not 

be referred to as a solution to the unemployment problem and that further strategic 

long-term efforts would be required to achieve this goal (NPC, 2011). 

In addition to the deficiencies of the abovementioned economic policies 

designed by the government, it should also be noted that, as the literature suggests, the 

problems of unemployment and poverty frequently arise from the fact that 

governmental policy makers design economic policies to cater for their own interest, 

similarly to the mechanisms which would characterize the action of firms in related 

situations (Mueller, 1987). As claimed by Olson (1984), the ideological discussion on 

the issue of the relationship between the dynamics of government spending and the 

resulting dynamics of economic development gives rather scarce conceptual evidence 

to resolve this problematic issue. The evidence provided by both economic theory and 

the empirical research do not give a clear indication of the way in which governmental 
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