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PRESS RELEASE

PR 24/321

IMF Executive Board Concludes 2024 Article IV Consultation
with Botswana

FOR IMMEDIATE RELEASE

e Botswana’s economic growth is expected to slow to 1 percent in 2024 primarily because
of a diamond market contraction, before picking up next year. Inflation has declined
sharply since the peak of mid-2022 and returned to the central bank’s medium-term
objective range of 3—6 percent, where it is expected to remain in the medium term.

e The government plans a fiscal expansion in FY2024 followed by two years of substantial
fiscal adjustment. Public debt is low (20 percent of GDP), but government deposits at the
central bank have significantly reduced over the past decade.

e The financial sector is sound, stable, and resilient.

Washington, DC — September 10, 2024: On August 28, 2024, the Executive Board of the
International Monetary Fund (IMF) concluded the Article IV consultation! with Botswana and
endorsed the staff appraisal without a meeting on a lapse-of-time basis.?

Botswana’s economic growth decelerated from 5.5 percent in 2022 to 2.7 percent in 2023,
below the long-run potential growth of 4 percent. A sharp decline in diamond trading and
mining activities was the main contributor to the slowdown, as global demand for rough
diamonds decreased. Inflation has remained below the ceiling of the central bank’s medium-
term objective range since July 2023. Despite lower diamond exports, FX reserves increased
in 2023 supported by higher customs union receipts. The financial sector is broadly sound,
stable, and resilient.

Botswana’s economy is expected to decelerate further this year, with growth projected at

1 percent. The continued slowdown is mainly due to a fall in diamond production, partly offset
by construction projects financed by the fiscal expansion. Growth is forecast to rebound —
averaging 5 percent over the next two years — due to higher prices and quantities of diamonds
produced. Inflation is projected to remain within the central bank’s objective range of

3-6 percent.

The fiscal deficit is projected to widen further to 6 percent of GDP in FY2024, reflecting a
further decline in mineral revenues and higher capital expenditure. The government plans a
substantial fiscal adjustment in the following two years to reach a fiscal surplus. The external
position should soften over the medium term (with FX reserves decreasing to 5 months of
imports) due to weak growth in customs revenues and higher government foreign debt

1 Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with members, usually every year. A staff
team visits the country, collects economic and financial information, and discusses with officials the country's economic developments
and policies. On return to headquarters, the staff prepares a report, which forms the basis for discussion by the Executive Board.

2 The Executive Board takes decisions under its lapse-of-time procedure when the Board agrees that a proposal can be considered
without convening formal discussions.
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repayments. Risks to the outlook remain elevated due to the emergence of cheaper lab-grown
diamonds, and uncertainty over the recovery of major export markets.

Executive Board Assessment

In concluding the 2024 Article IV consultation with Botswana, Executive Directors endorsed
staff's appraisal, as follows:

Botswana is facing a severe slowdown from a diamond market contraction in 2023 and 2024.
Growth is expected to fall to 1.0 percent this year, from 2.7 percent in 2023 and 5.5 percent in
2022. This reflects weaker global demand for diamonds and a sharp increase in inventories.

Real GDP growth should rebound next year, although risks to the outlook remain elevated. A
strong recovery is projected in 2025, driven by the rebound in diamond production and trade.
But the economic outlook is highly uncertain, with the emergence of cheaper lab-grown
diamonds, and the announced sale of De Beers by its UK parent company.

In the near term, the fall in diamond revenues could be accommodated by a mix of higher
fiscal deficit and reprioritization of capital expenditure. Some fiscal relaxation is warranted in
light of the widening of the output gap, but staff encourages the authorities to reprioritize
capital projects to limit the increase in the deficit and ensure that they achieve the highest
value for money.

Over the medium term, the authorities’ planned fiscal consolidation is critical to put a stop to
the depletion of government’s financial buffers, build resilience against shocks, and preserve
fiscal sustainability. Staff assesses that targeting a 1 percent of GDP fiscal surplus would
generate sufficient savings to protect the budget against major economic shocks. While the
authorities’ adjustment plan focuses mostly on expenditure restraint, there is also scope to
increase revenues. The medium-term adjustment should be supported by institutional reforms,
including a fiscal rule, more credible medium-term budgeting, and possibly a well-designed
SWF.

The monetary policy stance is appropriate. Inflation has declined since August 2022 and is
projected to remain within the central bank’s objective range in the medium term. Underlying
pressures, as measured by core inflation indicators, seem contained, while inflation
expectations are well anchored. The 2023 external position is assessed to be broadly in line
with fundamentals and desirable policies.

The authorities’ plans to strengthen financial sector oversight, deepening, and inclusion are
welcomed. The financial sector is broadly sound and stable despite the economic slowdown.
Faster implementation of the 2023 FSAP recommendations will further reduce financial risks.
These include moving to implement Basel 11l liquidity standards, enhancing risk-based
supervision of banks, reinforcing the crisis management framework (ELA, bank resolution),
and deploying macroprudential tools to address household debt risk.

Accelerating growth and job creation requires a fundamental shift towards greater private
sector participation, a more diversified export base, and a more efficient public sector. The
authorities should prioritize SOE modernization, improved infrastructure for doing business
(internet, energy, logistics), trade facilitation measures, more efficient social protection, and
financial inclusion reforms that support small entrepreneurs. These goals could be enshrined
in the new NDP, supported by time-bound and well-prioritized action plans.



Botswana: Selected Economic and Social Indicators, 2020-2029*
2020 2021 2022 2023 2024 2025 2026 2027 2028 2029
Projection
(Annual percent change, unless otherwise indicated)
National Income and Prices
Real GDP -8.7 11.9 55 27 1.0 52 4.8 4.0 4.0 4.0
Nonmineral -3.5 7.9 4.9 2.6 5.1 4.1 4.4 4.4 4.4 4.5
GDP per capita (US dollars) 5,863 7,244 7,726 7,250 7,341 8,003 8,602 9,146 9,726 10,437
GNI per capita (US dollars)? 5,872 7,174 7,220 6,963 7,150 7,733 8,290 8,798 9,344 10,027
Consumer prices (average) 1.9 6.7 12.2 51 3.8 4.5 4.5 4.5 4.5 4.5
Diamond production (millions of carats) 16.9 22.7 24.5 25.1 211 23.3 25.0 25.5 26.0 26.4
Money and Banking
Monetary Base -3.8 -8.8 -5.3 33.1 8.7 9.7 9.3 9.2 9.3 9.3
Broad money (M2) 59 5.0 6.8 9.3 8.7 9.7 9.3 9.2 9.3 9.3
Credit to the private sector 53 5.4 4.7 5.6 8.5 11.0 11.0 11.0 11.0 11.0
(Percent of GDP, unless otherwise indicated)
Investment and Savings
Gross investment (including change in inventories) 32.8 27.4 25.0 30.3 354 341 35.0 355 36.7 375
Public 6.5 55 5.4 7.1 8.4 7.0 6.2 6.0 55 5.2
Private 26.3 21.9 19.6 232 26.9 27.1 28.8 29.5 31.2 323
Gross savings 26.6 28.1 249 29.9 334 35.6 36.2 36.8 37.3 37.7
Public -4.3 0.7 4.0 3.0 24 4.2 5.4 6.1 59 55
Private 30.8 275 20.8 26.9 31.0 314 30.9 30.7 314 322
Central Government Finances®
Total revenue and grants 25.6 29.0 29.1 28.4 28.2 28.8 28.6 28.8 27.6 26.7
SACU receipts 9.1 6.5 55 9.1 9.6 7.0 6.4 6.6 6.3 5.9
Mineral revenue 53 10.6 13.3 7.4 5.8 9.5 9.9 9.8 8.9 8.4
Total expenditure and net lending 36.5 314 29.1 33.1 34.2 30.6 29.1 28.3 271 26.2
Overall balance (deficit -) -10.9 -2.4 0.0 -4.7 -6.0 -1.7 -0.5 0.5 0.5 0.5
Non-mineral non-SACU balance* -25.3 -19.5 -18.8 -21.3 -21.3 -18.2 -16.7 -15.9 -14.7 -13.8
Net Debt 15.3 12.8 12.6 16.9 222 21.6 20.2 18.2 16.2 14.6
Total central government debt® 18.7 18.7 18.1 20.1 22.6 221 20.7 20.1 20.0 20.0
Government deposits with the BoB® 3.4 5.9 5.5 33 0.4 0.4 0.6 19 3.8 55
External Sector
Trade balance -13.2 -35 2.7 -2.4 -6.9 -0.9 0.2 0.3 0.0 0.0
Current account balance -10.3 -1.7 -1.2 -0.6 -2.0 15 1.2 12 0.6 0.2
Overall Balance -11.7 -1.4 1.8 0.6 -0.9 13 1.3 15 0.9 0.5
Nominal effective exchange rate (2018=100)" 94.0 94.1 90.8 86.4 - - - - - -
Real effective exchange rate (2018=100)" 94.4 97.7 99.1 94.7 - - - - - -
Terms of trade (2005=100) 140.5 178.9 161.3 152.7 125.9 162.2 171.4 176.6 181.6 186.6
External central government debt® 7.8 8.4 75 8.9 8.3 6.7 5.6 4.8 3.9 35
Gross official reserves (end of period, millions of USD) 4,944 4,806 4,281 4,757 4,587 4,879 5,198 5,600 5,852 6,014
Months of imports of goods and services® 6.4 6.6 7.1 7.3 6.3 6.0 5.8 5.6 5.4 5.1
Months of non-diamond imports® 9.3 8.7 8.2 8.8 7.9 7.8 7.6 75 7.2 7.1
Percent of GDP 31.2 27.1 218 24.2 233 22.3 215 217 20.8 19.6

Sources: Botswana authorities and IMF staff estimates and projections.

1 This table is based on calendar years unless otherwise indicated.

2Based on Atlas method from the World Bank.

3 Fiscal variables are based on fiscal years (starting on April 1).

4The non-mineral non-SACU balance is computed as the difference between non-mineral non-SACU revenue and total expenditure.

SExcludes guarantees. Debt data measured at end of fiscal year.

5Government deposits with the BoB include Government Investment Account as well as other accounts. Deposits data measured at end of fiscal year.
7 For 2020-2023, both effective exchange rates are from IMF INS database.
8Based on imports of goods and services for the following year.
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KEY ISSUES

Context. Botswana is experiencing a significant slowdown from a diamond market
contraction in 2023-24. Inflation has declined sharply since the peak of mid-2022 and
returned to the central bank’s objective range, where it is expected to remain in the
medium term. The authorities plan a fiscal expansion in FY2024 followed by two years of
substantial adjustment to reach a fiscal surplus by FY2026. The external position should
soften over the medium term, with FX reserves decreasing to 5 months of imports. The
financial sector remains sound and stable despite the economic downturn.

Policy Recommendations

. Fiscal policy. Some fiscal relaxation is warranted this year given the fall in mineral
revenues, but the ambitious capital budget should be streamlined to contain the
deterioration of the deficit and prioritize projects with the highest value for
money. Rebuilding fiscal buffers in the medium term is critical for debt
sustainability given the longer-term prospect of diamond resource exhaustion
and competition from lab-grown diamonds.

J Monetary policy. The monetary policy stance is appropriate, but monetary policy
transmission remains limited, requiring further deepening of the interbank, credit,
and government bond markets along the transmission chain.

J Financial sector policy. Faster implementation of FSAP recommendations will
reduce financial sector risks. These include moving to implement Basel Il liquidity
standards, enhancing risk-based supervision of banks, reinforcing the crisis
management framework, and deploying macroprudential tools to address
household debt risk.

. Structural policies. Reducing inequality and unemployment requires a more job-
intensive, private sector-led, and export-oriented growth model. Reform of state-
owned enterprises, improved infrastructure for doing business (internet, energy,
logistics), trade facilitation measures, and a more efficient social protection
system should be prioritized.
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BOTSWANA

BN CONTEXT

1. Botswana’s economy is experiencing a severe diamond market downturn. After a
strong post-pandemic rebound, diamond exports—which have accounted for almost 90 percent of
goods exports over the past decade—declined by a third in 2023, reflecting weak global demand.
Diamond sales recovered at the start of 2024, but diamond production is expected to be low this
year, and the economic outlook remains uncertain amid a weak global recovery, pressures from
cheaper lab-grown diamonds, and drought in Southern Africa.

2. While public debt is low and foreign reserves are high, buffers have been significantly
eroded in the past two decades. Government deposits at the central bank declined from 50 to

4 percent of GDP between 2007 and 2023. Over the same period, FX reserves held by the central
bank fell from 91 to 25 percent of GDP. These trends mainly reflect a structural reduction in
domestic diamond production and an elevated public spending-to-GDP ratio.

3. Both the current diamond market contraction and the longer-term depletion of
buffers show the limitations of the existing development model. Botswana's economic
performance and good governance over the past decades have been impressive, allowing the
country to move quickly from low to upper-middle income status. But relying primarily on minerals
and government investment for development has downsides: the mining sector is capital-intensive,
production of diamonds is finite and volatile, and the quality of public investment—both physical
and human capital—has been relatively low. One third of youth is unemployed, and Botswana is one
of the most unequal countries on the continent. The authorities need to shift more decisively to a
new model centered on greater private sector participation, a diversified export base, and a more
efficient public sector.

4. The coming year presents an opportune time to undertake bold reforms. Botswana will
hold general elections in late-2024 followed by the launch of a new National Development Plan
(NDP). The NDP will guide the country’s development strategy for the next 5 years, laying out key
sectoral programs and projects to transform the economy and make it more inclusive—with the
ultimate objective of reaching high-income status.

2 RECENT ECONOMIC DEVELOPMENTS

5. Botswana’s economic growth decelerated from 5.5 percent in 2022 to 2.7 percent in
2023, below the long-run potential growth of 4 percent. A sharp decline in diamond trading and
mining activities was the main contributor to the slowdown as global demand for rough diamonds
decreased (Box 1). Growth was further affected by operational challenges at the Morupule thermal
power station, which accounts for more than three quarters of power generation in the country.

4 INTERNATIONAL MONETARY FUND
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Box 1. The 2023-24 Diamond Market Slowdown

After the post pandemic rebound, global rough diamond prices started to decline in 2022. The difficulties
faced by the mining sector in Botswana became more acute in the second half of 2023. De Beers cancelled
two online sights' in the last quarter, and rough diamond sales ended 2023 more than 50 percent lower
than the previous year. Diamond exports declined by 12 percentage points of GDP (from 35 percent of GDP
in 2022), and mineral revenues by 6 percentage points (from 13 percent of GDP in FY2022). Given the
weakness of global demand, both producers and sellers have accumulated large inventories. In response,
Debswana (co-owned by the government and De Beers) plans to reduce production by 10-20 percent in
2024. A strong recovery of sales and production is expected next year as demand recovers and inventories
decline throughout the value chain, though the longer-term outlook remains uncertain.

The current market slump mainly reflects a global cyclical slowdown, including weaker demand for luxury
goods in China. Nonetheless, some structural factors may be at play. Over the longer term, prices may be
suppressed by the rise of lab-grown diamonds, available at a fraction of the cost of some natural diamonds,
and changing consumer preferences in advanced economies (including lower marriage rates). The
announced intention by Anglo American to sell De Beers adds to uncertainty in the diamond market.?
Factors leaning in the opposite direction include: a growing middle class in India and China, the profitability
of big (i.e., larger than 10 carat) stones which cannot be grown in labs using current technology, the G7 ban
on imports of Russian origin diamonds, and De Beers’ marketing strategy which aims at segmenting the
market to maintain a substantial premium for natural diamonds.

Rough Diamond Price Index Rough Diamond Sales Value Per Sales Cycle
(US Dollars per Carat) (Billions of US Dollar)
220 0.8
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—Zimnisky Global Rough Diamond Weekly Price Index 2018 2019 2020 2021 2022 2023 2024

Sources: Zimnisky, and IMF staff calculation. Source: Sales Public Release of De Beers Group.

' Botswana is a global diamond hub. In addition to its own domestic production, the country imports diamonds for sales
events, known as “sights,” in which buyers from all around the world come to see the new diamond batches. Diamonds
are later re-exported, and part of the generated profit is repatriated abroad.

2 Anglo American, headquartered in the United Kingdom, owns 85 percent of De Beers, with the remainder held by the
government of Botswana.
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6. Inflation has remained below the ceiling of Bank of Botswana’s (BoB) objective range
since spring 2023. After peaking at 14.6 percent in August 2022, inflation declined rapidly, mainly
as a result of falling oil prices. Except for temporary breaches of the floor, it has remained within the
3-6 percent objective range in recent months, and stood at 3.0 percent in May 2024. Food inflation

decreased from 17.8 percent in March 2023 to 4.0 percent in May 2024, as good harvests in the
Americas and South-East Asia supported global food supply.

7. There was significant fiscal relaxation in FY2023, mostly due to a decline in mineral

revenues and higher spending.! The fiscal position
was loosened from a budget balance in FY2022 to an
estimated 4.7 percent of GDP deficit in FY2023.2 As
shown in Text Figure 1, the main reasons were (1) a
contraction in mineral revenues due to the diamond
market slowdown (although the rebound in regional
trade led to substantially higher Southern African
Customs Union (SACU) transfers) and

(2) higher current and capital spending, as the
authorities accelerated the projects from the
Transitional National Development Plan. Public debt
reached 20 percent of GDP at end-FY2023, a

2 percentage point increase y/y. Government
deposits with the BoB declined by 2.2 percentage
points to 3.3 percent of GDP over the same period.
The Debt Sustainability Analysis assesses the risk of
sovereign stress as low given the favorable net debt
position (Annex I).

8. After raising the monetary policy rate
(MoPR) by 151 basis points between April and
August 2022, the BoB has cut the rate by a
cumulative 50 basis points since December 2023.
The two 25 basis point declines—from 2.65 to

2.15 percent—were motivated by the widening
output gap and muted inflation outlook. The prime
lending rate, mortgage rate, and government
securities rates followed the MoPR, dipping at the
end of 2023 (Text Figure 2).

Text Figure 1. Change in Fiscal Balance Ratio
Between FY2022 and FY2023
(Percent of GDP)

Current Capital

Higher epxenditure ratio 2.0
Mineral SACU
. R
Lower revenue ratio (5.8)
Wider fiscal deficit

-6
Sources: IMF staff calculation.

Text Figure 2. Interest Rates, 2019-24
(Percent per annum)

2

0
Dec-18 Aug-19 Apr-20 Dec-20 Aug-21 Apr-22 Dec-22 Aug-23 Apr-24
7-day BoBC rate
-=-Mortgage rate
Long-Term Government Bonds

——Prime lending rate
——3-Month T-Bill

Sources: Haver Analytics/Bank of Botswana.

' The fiscal year runs from April 1 to March 31. FY2023 refers to April 1, 2023, to March 31, 2024.

2 At the time of drafting, fiscal outturns for FY2023 were not available. The delay was caused by technical issues with
migrating the budget information system to new servers. In this report, the fiscal deficit is estimated from the
financing side as the change in total public debt minus the change in government deposits. Revenue outturns are
based on the unaudited Botswana Unified Revenue Service (BURS) data, and aggregate spending is the residual.

6 INTERNATIONAL MONETARY FUND




BOTSWANA

9. The financial sector remains stable, well-capitalized, and profitable. At end-April 2024,
the banking sector's capital adequacy ratio—at 19.7 percent—was above the 12.5 percent regulatory
threshold, while NPLs were broadly unchanged from the previous year at 3.8 percent of gross loans.
The liquid assets-to-deposit ratio improved significantly to reach 25.2 percent, well above the

10 percent requirement. Despite the financial sector’s strength, credit has yet to fully recover from
the pandemic, reflecting mainly banks’ cautious behavior: commercial credit growth has averaged
10 percent (y/y) over the past 12 months, which is at the lower end of sustainable estimates of

9-13 percent (according to the BoB October 2023 Financial Stability Report). In terms of stock,
private credit stood at 30 percent of GDP at end-2023 (with two thirds extended to households),
compared to 55 percent of GDP, on average, for upper middle-income countries. The non-bank
financial institution (NBFI) system—mostly comprised of pensions funds and life insurance
companies—continues to be strong and resilient, with steady growth in assets.?

10. Despite the weak diamond market, the external position improved in 2023 because of
strong SACU transfers. The current account deficit narrowed from 1.2 percent of GDP in 2022 to
0.6 percent in 2023. The weaker diamond trade balance (which fell from 24.7 to 18.4 percent of GDP
over the same period) was partly offset by higher SACU receipts and lower dividend payments to
foreign investors in the mining sector. A small overall balance of payments surplus, combined with
large revaluation gains* (estimated at USD 552 million), raised the central bank’s FX reserves to USD
4.8 billion or 7.3 months of imports at end-2023, from USD 4.3 billion or 7.1 months at end-2022.
Reserve coverage at end-2023 was adequate, at 235 percent of the ARA metric. As discussed in
Annex ll, the 2023 external position is broadly in line with fundamentals and desirable policies.

B OUTLOOK AND RISKS

Text Figure 3. Contributions to Growth, 2022-25

11. After a slowdown in 2024,

(Percent of GDP) growth is projected to rebound next
8 year, before converging towards
B Mining EmDiamond trading . . .
m Construction IWater and electricity 4 percent in the medlum term. GI’OWth IS
6 EPublic services E0ther

projected to fall to 1 percent this year due
/ to the reduction in diamond mining, given
- | d weak global demand and high inventories.
Some sectors would nonetheless support
5 % i growth, including diamond trading
- (projected to recover after the 2023 slump),
and construction projects financed by the
2022 2023 2024 2025 fiscal expansion, especially in water and
Sources: Statistics Botswana, IMF staff calculations electricity (Text Figure 3). In 2025, diamond
production is expected to recover as

—GDP growth

AN
,

3 As of end-2022, 38 percent of pension funds’ assets were invested domestically, mainly in equities (compared to a
regulated minimum of 30 percent for onshore investments).

4 "Revaluation gains” refer to the increases in the value of equities and bonds held by the central bank.
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consumer demand picks up. The impact of the 2024 drought that plagues the Southern African
region is estimated to be limited by the small share of agriculture in Botswana's economy, high
proportion of imported food, and coal-powered electricity generation.

12. Inflation is expected to remain within the BoB’s 3-6 percent objective range over the
medium term. Inflationary pressures should remain low, as international oil and food prices decline
further from their 2022 peaks. Imported goods and administered prices constitute almost two thirds
of the consumption basket, which should limit the inflationary impact of the ongoing fiscal
relaxation. The drought may push up prices of South African food imports, but this risk is mitigated
by a better-than-expected harvest in other parts of the world.

13. The fiscal deficit is projected to widen further in FY2024, before moving towards a
fiscal surplus over the medium term.

o The deficit is estimated by staff at 6 percent of GDP in FY2024. Relative to the authorities’
budget, revenue forecasts are more conservative. However, staff also assumes some under-
execution of capital spending, in line with past trends, since the doubling of the
development budget over two years seems difficult to implement in full.

o The fiscal expansion between FY2022 and FY2024 reflects mainly faster capital investment to
meet the goals of the Transitional NDP as well as the decline in mineral receipts (Text Figure
4). This is partly offset by higher SACU transfers (as international trade recovers after the
pandemic) and some domestic revenue measures to improve VAT and non-mineral income
tax collection (e.g., taxpayer education, stronger enforcement, better use of data analytics to
identify compliance gaps). A large part of the capital budget increase is concentrated in
water supply and roads and rail transportation.

. In the following years, the authorities” medium-term budget framework foresees significant
tightening to achieve a fiscal surplus by FY2026, as spending is scaled down.

Text Figure 4. Composition of the Fiscal Path, FY2022-FY2026

Change in Fiscal Balance, FY2022-FY2024
(Percent of GDP)

Current Capital

Higher expenditure ratio 22 b 29

Mineral SACU Non-mineral

Lower revenue ratio (7.5)

Wider fiscal deficit

-10 -5 0 5 10

Sources: IMF staff calculation.

Change in Fiscal Balance, FY2024-FY2026
(Percent of GDP)

Capital Current

Lower expenditure ratio (2.4) (2.8)

Non-mineral ~ SACU Mineral

Stable revenue ratio

Narrower fiscal deficit (5.5)

-10 -5 0 5
Sources: IMF staff calculation.
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14. Weak diamond exports should result in a wider current account deficit in 2024. Next
year, the current account rebound is predicated on a recovery in the diamond market and continued
elevated SACU transfers. In the medium term, the overall balance of payments is projected to
decline, reflecting higher government foreign debt repayments and a long-term decline in SACU
revenues. As a result, the FX reserve coverage ratio erodes by about two months of imports over the
medium term, to 5 months by 2029.

15. The financial sector is expected to remain resilient. Staff assess that the effects of the
economic slowdown and the decline in interest rates should be limited. The 2023 Financial Sector
Assessment Program (FSAP) found that, under a severe diamond market slowdown scenario, banking
sector solvency would not be materially affected, and liquidity stress would be limited to a few
smaller banks. For NBFls, insurers were found to be resilient, while retirement funds (being defined
contribution schemes) could pass investment risks to their members. Similarly, staff expect declining
interest rates to have a minor effect on banks’ income, due to their strong initial position current low
cost of funding, the small size of the policy rate relaxation (50 bps so far), and the substantial share
of non-interest income (about 30 percent for the industry). Overall, private credit growth over the
coming year is projected at 82 percent— in line with nominal non-mining GDP growth, and near
the lower bound of the BoB's estimates of sustainable credit growth (paragraph 9). Over subsequent
years, convergence towards the mid-point (11 percent) helps to close the credit-to-GDP gap.

16. The outlook is uncertain and largely dependent on the diamond market. As discussed in
the Risk Assessment Matrix (Annex lll), the main risks relate to the mining sector. The pickup in
diamond demand could be slow, especially in the event of abrupt global growth deceleration. The
future is further clouded by the emergence of cheaper lab-grown diamonds, and the announced
sale of De Beers by its UK parent company. In an illustrative downside scenario where diamond
production is flat and diamond revenues remain at their current low level (kept constant in real US$
in subsequent years), maintaining government spending as a share of GDP would push the
government debt ratio to 120 percent of GDP over the next ten years. Annual growth would, on
average, be reduced by 1-1"2 percentage points. FX reserves would be fully depleted by the end of
the period, unless most of the additional fiscal deficits were externally financed.®

Authorities’ Views

17. The authorities broadly agreed with staff’s projections and risks assessment. While
recognizing the severity of the economic downturn, they noted that the non-diamond sector
remains resilient (partly because of the budget stimulus), and that the diamond slowdown is
primarily cyclical. In their view, the medium-term outlook will depend on growth in major diamond
export markets (e.g., US, China, and India), the severity of and policy response to climate shocks, as

> The additional fiscal deficits reflect both lower mineral revenue and higher expenditure compared to the baseline
(which assumes a medium-term expenditure-based fiscal adjustment). The GDP path is assumed to be lower, with
mining production growing at only 1 percent per year (due to non-diamond minerals), and zero real growth of value
added in the diamond trading and public administration sectors. The import content of public spending is estimated
at 50 percent. This analysis assumes a one-to-one effect of lower government mineral revenues on FX reserves.
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well as the implementation capacity for domestic development programs and structural reforms.
The authorities have a more optimistic view on medium-term reserve coverage, on the grounds that
South Africa’s improved economic outlook could boost SACU revenues. Regarding the downside
scenario presented by staff, the authorities considered this extreme risk unlikely, but said they would
implement the necessary expenditure measures should mineral revenues remain durably low.

POLICIES TO NAVIGATE THE SLUMP WHILE
PREPARING FOR THE FUTURE

A. Calibrating the Fiscal Response to the Diamond Market Downturn

18. Given the economic downturn, some fiscal stimulus is justified this year, but the
execution of the authorities’ ambitious capital expenditure plan should be slowed down. Staff
projects a widening of the fiscal deficit by 6 percent of GDP between FY2022 and FY2024,
corresponding to a fiscal impulse of 2.6 percent of GDP after excluding SACU and mineral revenues
(Text Figure 5).5 As discussed in Annex IV, some

Text Figure 5. Change in Overall Fiscal
Deficit and Fiscal Impulse, FY2022-FY2024
(Percent of GDP)

fiscal relaxation is warranted in light of the
widening of the output gap, but the near
doubling of the capital budget between FY2022
and FY2024 seems excessive.” Staff encourages 12.0
the authorities to reprioritize capital projects to

ensure that they achieve the highest value for 100

money and that the deficit deterioration is &0

contained. The 2023 IMF Public Investment 6.0 2

Management Assessment Update (PIMA) report 4.0

noted a 30 percent gap in infrastructure 20

spending efficiency between Botswana and the

most efficient countries with comparable  op SACU MR Fl
income levels and pUb“C Capital stock. Similarly, Sources: Ministry of Finance and IMF staff calculations.
the 2023 World Bank Systematic Country Note: OD = change in overall fiscal deficit, SACU = SACU

transfers, MR = mineral revenues, FI= fiscal impulse (defined
as deficit excluding mineral and SACU revenues).

Diagnostic Update found that the quality of

education is low despite generous public
spending.®

6 The analysis combines the two years of fiscal stimulus, to get a better sense of the overall expansion, and also
because the FY2023 outturn is still estimated at the time of drafting the report (see footnote 2).

7 Staff assumes that 80 percent of the FY2024 capital budget will be executed, in line with past trends. Thus, the
increase in capital spending is less pronounced in staff projections than in the authorities’ plans.

8 According to the 2020 World Bank Human Capital Index, a child born in Botswana is expected to complete
8.1 years of schooling by the age of 18, but only 5.1 years of learning-adjusted schooling, compared to 11.8 and
7.8 years, on average, in upper-middle income countries.
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19. Over the medium term, the authorities’ planned fiscal consolidation is critical to stop
the depletion of financial buffers, build resilience against shocks, and preserve fiscal
sustainability. Although the debt stock remains small, government deposits, which have been used
to finance deficits, have shrunk since the early 2000s, to historic lows. The government’s position has
fallen from net assets of 75 percent of GDP in 2000, to net debt of 17 percent of GDP at end-
FY2023. If these trends do not change and the diamond market contraction proves persistent, as
illustrated in the downside scenario of paragraph 16, debt sustainability could be at risk. To quantify
the required fiscal efforts, a calibration exercise is conducted in Annex V. It shows that targeting a

1 percent of GDP fiscal surplus would generate sufficient savings to protect the budget against
major economic shocks. This target aligns with the authority’s plan to achieve a moderate surplus
over the medium term, as presented in the budget. As discussed in the Annex, more ambitious
objectives, like saving mineral revenues for future generations, would require much larger surpluses.

20. While the authorities’ adjustment plan focuses mostly on expenditure restraint,
complementary measures on the revenue side, including tax policy, are likely to be needed. In
the medium-term budget, most of the deficit reduction comes from scaled back capital spending
and a lower wage bill (achieved by decreasing the number of positions in the public sector and
encouraging early retirement). If the authorities are not able to execute on this plan, it will be critical
to close the resulting gap through revenue measures. Options include streamlining exemptions on
zero-rated VAT goods and services, replacing CIT tax holidays in Special Economic Zones with less
costly investment tax credits, increasing PIT progressivity, improving compliance enforcement
starting with the large taxpayer unit, and upgrading the revenue administration’s customer service
strategy.’

21. The medium-term adjustment should be supported by sequenced institutional
reforms.
. The most pressing priority Text Figure 6. Budget's Overall Balance, FY2016-FY2026
is to improve the credibility (Percent of GDP)
+—Annual budget - Medium-term budget

of the medium-term budget.
In recent years, each new

budget has postponed the . .
start of the fiscal ;':
consolidation and the ! ' : '

NN w M

-

0 . .
achievement of fiscal N N N
. - f"o ./‘:’o :-"é"o }‘:’0 4’30 %"0 /‘:25 bo j% ;'{”0 %"0
surpluses (Text Figure 6). > TS BT R o T R RTRT S
Reforms to boost credibility | HE
include strengthening the ¢

macro-fiscal projection
function, enhancing fiscal

Sources: Ministry of Finance, IMF staff calculations.

9 The 2021 TADAT Performance Assessment report found that there was scope to significantly improve compliance
risk management and customer outreach.
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reporting systems, and taking a more conservative approach to mineral revenue forecasts
and spending capacity.

. Once the authorities have embarked on their adjustment plan, a new fiscal rule could
support their efforts and reinforce their commitment to generate fiscal surpluses. While
several design options are possible, an expenditure rule has some advantages by achieving
longer-term spending restraint to save for future generations, while allowing automatic
stabilizers to operate in case of shocks.

. Finally, at a later stage, once the budget generates persistent surpluses, a new Sovereign
Wealth Fund (SWF) could be introduced to support the management of the savings
generated by the rule. It would also help constitute a longer-term buffer for smoothing the
economy'’s transition once diamond reserves are exhausted. As discussed in the Selected
Issues Paper (SIP), a “financing fund” model, where inflows come from budget surpluses (like
in Chile) would be preferable to more ad hoc arrangements. Since setting up a SWF may
take time, staff encourage the authorities to start assessing design options.

Authorities’ Views

22. The authorities are committed to prudent policy and stand ready to undertake the
necessary decisions, if needed. They agreed that the significant decline in mineral revenues was
exerting pressure on the budget. At the time of the mission, they were still estimating the extent of
the deterioration before considering offsetting measures. To generate savings in later years, they
emphasized the importance of improving the appraisal of capital projects to prioritize those with the
highest growth payoffs. They argued that revenue gains should primarily come from revenue
administration measures rather than tax rate increases. The authorities recognized benefits from
institutional reform, but are still exploring various design options, including for fiscal rules.
Regarding the SWF, their intention is to ringfence a pool of public savings, develop guidelines for
inflows/outflows, and provide seed capital through a one-off transfer from the BoB's FX reserves.
They are also working on enhancing the credibility of the medium-term budget by strengthening
multi-year spending capacity in line ministries and taking a prudent approach to mineral revenue
forecasts given the high level of uncertainty.

B. Improving Monetary Policy Effectiveness

23. The monetary policy stance is appropriate. Inflation has returned to the BoB objective
range and is projected to remain there over the medium term. Underlying pressures seem
contained, with various core inflation indicators (e.g., excluding food and fuel, excluding
administered prices) also within the range. Inflation expectations are well anchored according to the
latest business expectations survey. In addition, monetary policy is also appropriate from the
perspective of the crawling peg, with the long end of Botswana's yield curve being in line with that
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of trading partners.’® If the ongoing economic slowdown results in inflation falling durably below
the lower bound, then additional monetary loosening may be warranted.

24. There is scope to strengthen monetary policy transmission. While transmission has
improved at the lower end of the yield curve, some longer-term interest rates do not fully reflect
changes in the policy rate. At the bank level, for example, wholesale deposit rates are mostly driven
by competition to attract large deposits from the mining industry and pension funds.' On the
government security side, the price of T-Bills is influenced by the fact that banks hold them as high-
quality assets to comply with statutory liquidity requirements.’> And bond yields tend to align with
investments rates abroad. More generally, the ability of monetary policy to steer inflation is
constrained by the fact that two thirds of the consumption basket consists of goods that are either
imported or subject to administered prices.

25. To better transmit the policy rate signal, all markets involved in the transmission chain
should be deeper, more liquid, and better connected.

. At the shorter end of the yield curve, the authorities have recently taken measures to
promote interbank market activity by signing an agreement with Frontclear—a company
that assists the authorities with developing money markets, including by providing
guarantees for interbank trades, which will lower counterparty risk. Further reforms, include
(1) encouraging repo transactions by strengthening the legal framework, building
commercial bank capacity, and expanding the range of eligible collateral, and (2) publishing
more granular and timely price/volume data to develop reference rates for money markets
(e.g., overnight, 7, 14, 28 day rates). Widening the definition of eligible HQLA to include
government bonds would also reduce excess demand for T-Bills and ensure that their rates
are more reflective of market conditions.

. At the longer end, the priority is to deepen the government bond market. The authorities
introduced switch auctions in 2023 and aim to introduce inflation-linked bonds in the
second half of the year. The annual borrowing plan and auction calendar were shared with
the market. However, other reforms identified in the IMF TA report on local bond market
development are still underway, including revising the primary dealer agreement to
encourage active participation in every auction; providing greater price-transparency in
primary and secondary markets; expanding the investor base; and improving market
infrastructure for trading.

10 The foreign yield curve is computed using the Pula basket weights (55 percent SDR and 45 percent rand) and
corrected for expected depreciation.

" Compared to deposit rates, lending rates tend to be much more responsive to policy rate changes. Indeed, banks
set the prime lending rate using the policy rate and add a constant margin. And most loans have variable rates that
are linked to the prime lending rate.

12 As a result, T-Bill yields are not necessarily driven by market conditions. For instance, they can rise when other
securities become eligible as HQLA (e.g., when the term-to-maturity of a government bond falls below one year).
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Authorities’ Views

26. There was broad agreement between authorities and staff regarding monetary policy
orientation and effectiveness. The BoB sees scope for keeping monetary policy accommodative
given the negative output gap, anchored expectations, and the fact that inflation remains at the
lower bound of the objective range. They pointed to some noticeable improvement in the interbank
market and policy transmission at the short end of the yield curve. The BoB agreed that further work
was needed to assess transmission to banks' lending, and plans to collect data on actual lending
rates (not just prime rates). On bond market development, progress has been achieved through the
publication of the FY2024 borrowing strategy, while work on the medium-term debt strategy is
ongoing. The authorities also plan to review the primary dealer agreement with support from the
IMF. Regarding the HQLA definition, the authorities are transitioning to Basel Il standards, but
noted that including government bonds as HQLA could crowd out private credit extension.

C. Financial Sector Policies to Strengthen Stability and Resilience

27. In recent years, the authorities have passed important reforms to support financial
sector stability, but operationalization of the new regulations and laws should be the next
priority. The 2023 FSAP report proposed a series of reforms to strengthen banking regulation and
supervision, expand macroprudential oversight, develop money and bond markets, and establish
new institutions for financial safety nets and crisis management. The 2022 Bank of Botswana
Amendment Act and the 2023 revised Banking Act have created a stronger legal basis for financial
stability oversight and operations. The authorities’ responses to FSAP recommendations are outlined
in Annex VI. In general, there has been progress with market development, liquidity regulations,
cybersecurity risk supervision,' and the operationalization of the deposit insurance scheme
introduced in July 2023. But implementation of some key recommendations remains incomplete. For
instance, the BoB has requested IMF technical assistance on the emergency lending assistance (ELA)
framework. Furthermore, there is scope to strengthen the offsite financial analysis of banks on a
quarterly basis, and reform the bank risk rating process for proper implementation of risk-based
supervision.

28. Although the financial sector is generally sound and resilient, it faces significant
funding liquidity risk due to the concentration of large, lumpy short-term deposits among a
few larger banks. Volatile deposits, typically made by large corporations and pension funds, leave
some banks vulnerable to liquidity stress—a situation that may become more acute in the coming
years, as pension funds repatriate some assets.™ The response of banks has been to hold large

13 Over the past two years, bank supervisors have undertaken training on Basel Il liquidity standards, finalized draft
LCR regulations, prepared NSFR regulations, drafted revisions to the liquidity risk elements of the BoB's risk
management guidelines, issued revised cybersecurity regulations, and started implementing them through onsite
examinations.

4 Under amendments to the Retirement Funds Act, the NBFIRA mandates pension funds to raise their domestic
holdings to a minimum of 50 percent of their total assets, progressively between 2023 and 2027 (from 30 percent
previously). This policy action is currently being evaluated by the IMF to assess whether it is a macro-critical capital
flow management measure.

14 INTERNATIONAL MONETARY FUND



BOTSWANA

precautionary liquidity buffers, which may not be efficient and could create further risks (like driving
down short-term interest rates and encouraging bank risk-taking to compensate for the income
loss). To strengthen the funding liquidity of banks, specific actions include: (1) enhancing the BoB
refinancing operations (and operationalizing the ELA), especially by incentivizing the use of the
primary reserve requirement (PRR) as risk absorber; (2) expanding the definition of liquid assets
(HQLA), including bonds and required reserves; (3) moving to Basel Ill minimum liquidity
requirements, which are more useful measures of vulnerability to sudden shifts in concentrated
deposits; and (4) developing the repo interbank market, as discussed in paragraph 25.

29. While system-wide NPLs remain low, household debt has doubled to about 20 percent
of GDP between 2007 and 2023. Most lending comprises unsecured, short-term, variable rate
personal loans. While many borrowers are employed by the state (with repayments collected
through direct deductions from their bank accounts), the growing share of lending to privately-
employed individuals could raise banks’ credit risk in the event of an economic downturn. There may
also be pockets of risk in the system; banks have widely differing NPL ratios, loan portfolios, and
customer bases. Furthermore, the current environment, characterized by excess liquidity and low
interest rates, may lead some banks to start engaging in riskier lending. New credit data (supported
by the 2022 Credit Information Act) should be used by supervisors to gain more granular insights
into household indebtedness. The authorities may also consider deploying macroprudential tools
(e.g., debt service-to-income ratio) to address specific credit risks in bank and NBFI loans books.

30. The BoB and Non-Bank Financial Institutions Regulatory Authority (NBFIRA) have
made significant progress with AML/CFT reforms. Botswana was removed from the FATF grey list
in October 2021 and the European Union'’s blacklist of high-risk third countries in January 2022. Staff
encourages NBFIRA to continue to improve its risk-based supervisory tools for all sectors to address
licensees' varying levels of compliance, including with additional resources, such as data collection
systems. A risk assessment for the Virtual Asset Service Providers (VASPs) should be completed to
urgently develop this sector’s supervisory regime. Revisions to the legal definitions of Prominent
Influential Persons and VASPs are ongoing in order to meet international standards. The Beneficial
Ownership Enhancement Project, which establishes a public beneficial ownership registry, is
expected to be completed by end-2024, enhancing the capacity of the public and private sector to
access up to date beneficial ownership information, while balancing data privacy issues.

Authorities’ Views

31. The authorities emphasized the resilience of the domestic financial system despite the
ongoing economic downturn. They welcomed the banking industry’s strong performance,
reflected by adequate capitalization, improvement in industry earnings, and growth in industry asset
base. They are closely monitoring the funding risk and the rise in household debt. Work on financial
sector laws and regulations continues, including to operationalize the 2023 Banking Act, upgrade
the payment system, and launch the LCR. Botswana continues to be steadfast in its commitment to
improving the legal and institutional framework for AML/CFT. In preparation for the Eastern and
Southern Africa Anti-Money Laundering Group's Mutual Evaluation scheduled for 2027, they
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completed a second national risk assessment in December 2023, which will inform AML/CFT reform
priorities.

D. Structural Reforms for Inclusive Growth

32. Inequality and unemployment remain elevated in Botswana. The latest official
unemployment rate (as of Q3 2023) is 25.9 percent (34.4 percent for the youth), while inequality is
high by global standards (Text Figure 7). The two trends are linked: inequality is mostly driven by the
level of joblessness. The main causes are discussed in the SIP on social protection, including the
capital-intensive nature of the mining
industry, a large public sector paying a 60
wage premium compared to the

Text Figure 7. Real Income and Inequality
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33. Making growth more inclusive requires accelerating the structural transformation of
the economy towards greater economic diversification and private sector participation. While
Botswana's national plans tend to focus on sectoral policies, more attention could be given to
horizontal (i.e., cross-cutting) reforms. For instance, investment in the energy, IT, and logistical
infrastructure is needed to relax major constraints for businesses. Restructuring of SOEs—which
dominate large sectors of the economy, raise barriers to entry, and result in resource misallocation—
is another key step to create space for private enterprise and foster competition.’ As discussed in
the 2023 World Bank Systematic Country Diagnostic Update, private sector productivity may also be
enhanced by attracting FDI, facilitating the entry of skilled workers, and promoting partnerships
between domestic and foreign firms. Furthermore, export-oriented growth'® could be supported by
trade facilitation measures to leverage the new African Continental Free Trade Area (AfCFTA) and
increase integration into regional and global value chains. Finally, the recent agreement-in-principle
between the government and De Beers could help to develop downstream activities along the

15 See IMF Selected Issues Paper (2023) Reforming the SOE Sector in Botswana.

16 The case for export-oriented private sector development has been discussed in past IMF Article IV reports and
features prominently in the 2023 World Bank Systemic Country Diagnostic Update.
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diamond value chain, with more rough diamonds sold to local diamond cutters and polishers (Annex
VII).

34. Social protection and education policies could also play a greater role to support the
most vulnerable. As discussed in the SIP, reforming the existing social security protection system by
consolidating existing programs, making them more scalable in response to shocks, introducing a
single social registry, and leveraging modern technologies for targeting and delivery would enhance
the system’s efficiency and effectiveness. Active labor market policies could contribute to reducing
the high unemployment rate by reducing skill mismatches through training and educational
programs that meet the needs of the job market. Other reforms include reallocating funding
towards better targeted programs (such as the Destitute Persons Program), improving income tax
progressivity, and minimizing the use of VAT zero-rating. In education, the authorities could improve
the design of the curriculum, develop technical and vocational training, and reallocate funds from
tertiary to lower education levels that benefit poorer communities. Internet access and Al can be
leveraged to facilitate learning in remote areas, thereby reducing spatial inequalities.

35. Financial inclusion reforms can also make growth more job-intensive by supporting
small entrepreneurs. Micro, small, and medium enterprises (MSMEs) account for a large share of
employment in the private sector, but limited access to finance constrains their growth, investment,
and innovation. For instance, only 8 percent of MSMEs obtained bank credit in 2019. Improving
access to credit will foster job creation, improve productivity, and increase wages of low-paid
workers. Developing the MSME market requires concerted efforts in several directions. First, credit
reporting should be further enhanced to incentivize lending and reduce information asymmetry by
completing the formalization of credit bureaus and operationalizing a movable collateral
registration system. Second, the authorities could introduce a broader range of innovative financial
products tailored to MSME needs and with more flexible collateral requirements (e.g., accounts
receivable finance). Third, public sector support could evolve from traditional loans by state-owned
financial institutions to more innovative modalities, like co-investments, and financial training for
new businesses. More generally, there is scope to increase the use of digital payment services to
facilitate real-time transactions by developing the acquiring ecosystem, improving interoperability,
and enabling market entry of new players.

Authorities’ Views

36. The authorities agreed that making growth more inclusive and resilient is an urgent
priority. They are now fully engaged in the next NDP preparation, which is anchored by the
objectives of economic diversification and citizen empowerment. After approving the national
transformation strategy last year and identifying priority sectors, they are now preparing the sectoral
strategies and establishing a list of projects. They noted the great potential from accelerating
beneficiation (local value chain development) in the mineral sector and integrating into regional
value chains, taking advantage of the new African Continental Free Trade Agreement. They also wish
to increase the efficiency of enabler sectors, such as electricity, water, and information and
communication technologies.
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I OTHER SURVEILLANCE ISSUES

37. Capacity development (CD) and implementation of past AlV recommendations. The
authorities have received IMF CD to strengthen core macroeconomic competencies and have a
good track record in implementing proposed reforms (Annex VIII). Future CD should support the
authorities’ efforts to build fiscal buffers, enhance public financial management, increase monetary
policy effectiveness, strengthen financial supervision and regulation, and improve the quality and
timeliness of data. The authorities have generally been responsive to past Article IV
recommendations, although implementation has been slow in some areas (Annex IX).

38. Data provided to the Fund has some shortcomings but is broadly adequate for
surveillance. The authorities have continued to improve statistics with IMF support (Annex X).
Notable recent progress includes the development of the producer price index and expanding CPI
coverage to include owner-occupied housing. Since June 2023, the BoB has published the reserves
template on the IMF's International Reserves and Foreign Currency Liquidity portal. Botswana
publishes thirteen of the fifteen recommended data categories under enhanced General Data
Dissemination System (e-GDDS). The authorities will need to address the remaining coverage,
timeliness, and frequency requirements for several categories, including producer price index,
production index, BOP, IIP, and external debt to be able to subscribe to the IMF's Special Data
Dissemination Standards (SDDS). Addressing government financial statistics (GFS) data gaps is key,
including upgrading accounting and budgeting systems (currently impaired by technical problems)
to finalize the FY2023 accounts, expanding institutional coverage towards consolidated statistics,
and using estimates generated through statistical techniques when latest data is not available.

B STAFF APPRAISAL

39. Botswana is facing a severe slowdown from a diamond market contraction in 2023
and 2024. Growth is expected to fall to 1.0 percent this year, from 2.7 percent in 2023 and

5.5 percent in 2022. This reflects weaker global demand for diamonds and a sharp increase in
inventories.

40. Real GDP growth should rebound next year, although risks to the outlook remain
elevated. A strong recovery is projected in 2025, driven by the rebound in diamond production and
trade. But the economic outlook is highly uncertain, with the emergence of cheaper lab-grown
diamonds, and the announced sale of De Beers by its UK parent company.

41. In the near term, the fall in diamond revenues could be accommodated by a mix of
higher fiscal deficit and reprioritization of capital expenditure. Some fiscal relaxation is
warranted in light of the widening of the output gap, but staff encourages the authorities to
reprioritize capital projects to limit the increase in the deficit and ensure that they achieve the
highest value for money.

18 INTERNATIONAL MONETARY FUND



BOTSWANA

42. Over the medium term, the authorities’ planned fiscal consolidation is critical to put a
stop to the depletion of government'’s financial buffers, build resilience against shocks, and
preserve fiscal sustainability. Staff assesses that targeting a 1 percent of GDP fiscal surplus would
generate sufficient savings to protect the budget against major economic shocks. While the
authorities’ adjustment plan focuses mostly on expenditure restraint, there is also scope to increase
revenues. The medium-term adjustment should be supported by institutional reforms, including a
fiscal rule, more credible medium-term budgeting, and possibly a well-designed SWF.

43. The monetary policy stance is appropriate. Inflation has declined since August 2022 and
is projected to remain within the central bank’s objective range in the medium term. Underlying
pressures, as measured by core inflation indicators, seem contained, while inflation expectations are
well anchored. The 2023 external position is assessed to be broadly in line with fundamentals and
desirable policies.

44. The authorities’ plans to strengthen financial sector oversight, deepening, and
inclusion are welcomed. The financial sector is broadly sound and stable despite the economic
slowdown. Faster implementation of the 2023 FSAP recommendations will further reduce financial
risks. These include moving to implement Basel Ill liquidity standards, enhancing risk-based
supervision of banks, reinforcing the crisis management framework (ELA, bank resolution), and
deploying macroprudential tools to address household debt risk.

45. Accelerating growth and job creation requires a fundamental shift towards greater
private sector participation, a more diversified export base, and a more efficient public sector.
The authorities should prioritize SOE modernization, improved infrastructure for doing business
(internet, energy, logistics), trade facilitation measures, more efficient social protection, and financial
inclusion reforms that support small entrepreneurs. These goals could be enshrined in the new NDP,
supported by time-bound and well-prioritized action plans.

46. Staff recommends that the next Article IV consultation with Botswana be held on the
standard 12-month cycle.
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...and a negative contribution from net exports.
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Sources: Botswana Financial Statistics, and IMF staff calculation.

...as lower imported fuel prices moderated the pace of
transport inflation...

Consumer Price Index by Main Items
(Percent change, yoy)
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Sources: Haver Analytics, and IMF staff calculation.

The recovery in real GDP since the pandemic slowed in 2023...

Figure 1. Botswana: Real Sector Developments

...reflecting a decline in mining and diamond trading activity...

Real GDP Growth Breakdown by Selected Sectors
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Sources: Botswana Financial Statistics, and IMF staff calculation.

Headline CPI has returned to the BoB objective range...
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...while core inflation has also remained contained.
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Sources: Haver Analytics, and IMF staff calculation.
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Figure 2. Botswana: Fiscal Sector Developments

The fiscal deficit ratio is expected to continue to widen in
FY2024...

Primary Balance
(Percent of fiscal year GDP)

Projection
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Sources: IMF staff calculation.
Mineral revenues are forecast to continue falling in FY2024
before recovering in the medium term...
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Sources: Ministry of Finance, and IMF staff calculation.
1/Mineral income taxes + mineral royalties and dividend.
2/VAT.
3/SACU revenue.

The gross government debt ratio increased in 2023 due to
higher external borrowing.

General Government Debt
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Sources: Botswana Financial Statistics, and IMF staff calculation.

...before turning to a small surplus in the medium term.
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Sources: Ministry of Finance, and IMF staff calculation.
...while the expenditure ratio is expected to decline as both
current and capital expenditures moderate.
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Government deposits held with the central bank have fallen
substantially since 2007.

Government Net Debt
(Percent of fiscal year GDP)
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Sources: Botswana Financial Statistics from Bank of Botswana.
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The current account deficit widened in the second half of
2023...

Current Account
(Percent of quarterly GDP)
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Sources: Haver Analytics/Bank of Botswana and Statistics Botswana, and IMF
staff calculation.

...while the financial account recorded a surplus due to less
external repatriation of diamond trade profits.
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Sources: Haver Analytics/Bank of Botswana and Statistics Botswana,
and IMF staff calculation.

Foreign reserves have declined over time with months of
import coverage in the single digits since 2020.
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in months of imports

Figure 3. Botswana: External Sector Developments

...reflecting a worsening diamond trade balance....
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The terms of trade weakened in 2023 with the decline in
diamond export prices.
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The REER has depreciated in line with lower domestic inflation
and a nominal depreciation.
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Figure 4. Botswana: Financial Sector Developments

Credit growth has increased since 2021 but remains subdued.

Credit Growth
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Bank liquidity has improved significantly...
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Non-performing loans remain low...

Non-performing Loan by Sector
(Percent of total loan in each sector)
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Note: Non-performing loan is defined as arrears over 30 days net of provisions.

The policy rate was lowered in December 2023, and again in

June2024.
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...and the banking sector is well capitalized.

Capital Adequacy
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...with adequate provisioning.
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Table 1. Botswana: Selected Economic Indicators, 2020-2029"

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029
Projection
(Annual percent change, unless otherwise indicated)
National Income and Prices
Real GDP -8.7 119 5.5 2.7 1.0 5.2 48 4.0 4.0 4.0
Nonmineral -3.5 79 49 2.6 5.1 4.1 44 44 44 45
GDP per capita (US dollars) 5,863 7,244 7,726 7,250 7,341 8,003 8,602 9,146 9,726 10,437
GNI per capita (US dollars)? 5,872 7174 7,220 6,963 7,150 7,733 8,290 8,798 9,344 10,027
Consumer prices (average) 19 6.7 12.2 5.1 3.8 45 45 45 45 45
Diamond production (millions of carats) 16.9 22.7 245 25.1 211 233 25.0 25.5 26.0 264
Money and Banking
Monetary Base -3.8 -8.8 -53 331 8.7 9.7 9.3 9.2 9.3 9.3
Broad money (M2) 59 5.0 6.8 9.3 8.7 9.7 9.3 9.2 9.3 9.3
Credit to the private sector 53 54 47 5.6 85 11.0 11.0 11.0 11.0 11.0
(Percent of GDP, unless otherwise indicated)
Investment and Savings
Gross investment (including change in inventories) 3238 274 25.0 303 354 34.1 35.0 355 36.7 375
Public 6.5 5.5 54 7.1 84 7.0 6.2 6.0 5.5 5.2
Private 26.3 219 196 232 269 271 28.8 29.5 31.2 323
Gross savings 26.6 28.1 249 29.9 334 35.6 36.2 36.8 373 37.7
Public -4.3 0.7 40 30 24 42 54 6.1 59 5.5
Private 30.8 27.5 20.8 26.9 31.0 314 309 30.7 314 32.2
Central Government Finances®
~ Total revenue and grants 256 29.0 29.1 284 282 2838 28.6 28.8 276 26.7
SACU receipts 9.1 6.5 5.5 9.1 9.6 70 6.4 6.6 6.3 5.9
Mineral revenue 53 10.6 133 74 58 9.5 9.9 9.8 89 84
Total expenditure and net lending 36.5 314 29.1 331 342 30.6 29.1 283 27.1 26.2
Overall balance (deficit -) -10.9 -24 0.0 -4.7 -6.0 -1.7 -0.5 0.5 0.5 0.5
Non-mineral non-SACU balance” -253 -19.5 -18.8 -21.3 -21.3 -18.2 -16.7 -15.9 -147  -138
Net debt 15.3 128 126 16.9 222 21.6 20.2 18.2 16.2 14.6
Total central government debt® 187 187 18.1 20.1 22,6 22.1 20.7 201 20.0 20.0
Government deposits with the BoB® 34 59 55 33 04 04 0.6 19 38 5.5
External Sector
Trade balance -132 -3.5 2.7 -24 -6.9 -0.9 0.2 03 0.0 0.0
Current account balance -10.3 -1.7 -1.2 -0.6 -20 15 1.2 1.2 0.6 0.2
Overall Balance -11.7 -14 1.8 0.6 -0.9 13 13 15 0.9 0.5
Nominal effective exchange rate (2018=100) 94.0 941 90.8 86.4 - - - - - -
Real effective exchange rate (2018=100) 944 97.7 99.1 94.7 - - - - - -
Terms of trade (2005=100) 140.5 1789 1613 1527 1259 1622 1714 176.6 1816 186.6
External central government debt® 7.8 84 7.5 89 83 6.7 5.6 48 39 35
Gross official reserves (end of period, millions of USD) 4,944 4,806 4,281 4,757 4,587 4,879 5,198 5,600 5852 6,014
Months of imports of goods and services® 6.4 6.6 7.1 73 6.3 6.0 5.8 5.6 54 5.1
Months of non-diamond imports® 93 8.7 8.2 8.8 79 7.8 76 75 7.2 7.1
Percent of GDP 31.2 271 21.8 24.2 233 223 21.5 21.7 20.8 19.6

Sources: Botswana authorities and IMF staff estimates and projections.
' This table is based on calendar years unless otherwise indicated.

% Based on Atlas method from the World Bank.
? Fiscal variables are based on fiscal years (starting on April 1).

4The non-mineral non-SACU balance is computed as the difference between non-mineral non-SACU revenue and total expenditure.
® Excludes guarantees. Debt data measured at end of fiscal year.

® Government deposits with the BoB include Government Investment Account as well as other accounts. Deposits data measured at end of fiscal year.

7 For 2020-2023, both effective exchange rates are from IMF INS database.
8Based on imports of goods and services for the following year.
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Table 2. Botswana: Balance of Payments, 2020-2029'
2020 2021 2022 2023 2024 2025 2026 2027 2028 2029
Projection
(millions of U.S. dollars)

Current Account Balance -1,538 -328 -241 -123 -391 323 286 325 167 62

Trade balance -1,968 -652 548 -458 -1,383 -195 42 90 -3 -10

Exports, f.o.b. 4,293 7,427 8,293 5,715 5497 7468 8,622 9,690 10,722 11,642
Diamonds 3,714 6,686 7,214 4,532 4,237 6,080 7,058 7,942 8,765 9,456
Other raw materials 90 183 399 592 640 732 872 1,018 1,185 1,372
Other 489 558 680 592 621 656 693 731 772 814
Imports, f.o.b -6,260 -8,078 -7,745 -6,173 -6,880 -7,663 -8580 -9,600 -10,725 -11,653
Diamonds -2,011 -2,880 -2,205 -954 -1,386 -1,741 -2,137 -2,573 -3,066 -3,352
Other -4,249 -5,199 -5,540 -5219 -5494 -5922 -6,444 -7,027 -7,659 -8,301
Services -899 -749 -471 -372 -283 -257 -281 -292 -309 -347
Transportation -214  -331 -318 -267 -279 -299 -323 -346 -370 -401
Travel 27 130 267 315 367 389 401 433 467 500
Other services -712 -548 -420 -420 -371 -347 -360 -380 -405 -446
Income 22 -182 -1,336 -777 -520 -747 -874 -991 -1,104 -1,203
Current transfers 1,305 1,253 1,011 1472 1,794 1,521 1,400 1,518 1,583 1,622
SACU receipts 1,382 1,328 1,132 1,595 1935 1,677 1,575 1,708 1,788 1,845

Capital and Financial Account -670 -464 631 305 221 -31 33 78 85 100
Direct investment 100 -286 698 656 685 758 828 894 964 1,049
Portfolio investment -959 -1,042 598 -829 -397 -444 -487 -527 -571 -623
Other investment 188 865 -665 478 -67 -346 -308 -288 -308 -326

Assets 265 282 -552 375 -48 -189 -162 -155 -166 -181

Liabilities -78 546 -113 103 -19 -156 -146 -134 -143 -144

Net Errors and Omissions 458 533 -27 -61 0 0 0 (o} 0 0

Overall Balance -1,751 -259 363 122 -170 292 319 402 252 162
(Percent of GDP)

Current Account -10.3 -1.7 -1.2 -0.6 -2.0 15 1.2 1.2 0.6 0.2

Trade balance -13.2 -35 2.7 -24 -6.9 -09 0.2 0.3 0.0 0.0

Exports of goods 28.8 39.6 40.8 29.5 27.5 338 357 37.2 38.1 38.0
Of which: diamonds 249 357 355 234 212 275 292 305 31.2 309
Imports of goods 41.9 43.1 38.1 31.8 34.5 347 355 36.8 38.2 38.1
Of which: diamonds 13.5 15.4 10.8 49 6.9 7.9 8.9 9.9 10.9 11.0
Memo: Diamond trade balance 114 203 247 184 14.3 196 204 20.6 20.3 19.9
Services balance -6.0 -4.0 -2.3 -1.9 -14 -1.2 -1.2 -1.1 -1.1 -1.1
Income balance 0.1 -1.0 -6.6 -4.0 -2.6 -34 -3.6 -3.8 -39 -39
Current transfers balance 8.7 6.7 5.0 7.6 9.0 6.9 5.8 5.8 5.6 53

Financial Account -4.5 -2.5 3.1 1.6 1.1 -0.1 0.1 0.3 0.3 0.3
Direct investment 0.7 -1.5 34 34 34 34 34 34 34 34
Portfolio investment -6.4 -5.6 29 -4.3 -2.0 -2.0 -2.0 -2.0 -2.0 -2.0
Other investment 1.3 4.6 -33 2.5 -0.3 -1.6 -1.3 -1.1 -1.1 -1.1

Net Errors and Omissions 3.1 2.8 -0.1 -0.3 0.0 0.0 0.0 0.0 0.0 0.0

Overall Balance (increase reserves +) -11.7 -1.4 1.8 0.6 -0.9 1.3 13 1.5 0.9 0.5

(Annual percentage change, unless otherwise indicated)

Total exports of goods and services -25.3 68.8 13.0 -284 -29 332 14.8 12.1 10.5 8.5
Of which: diamonds -21.8 80.0 79 -372 -6.5 435 16.1 12.5 104 7.9

Total imports of goods and services -2.3 23.1 -49 -184 9.1 10.7 11.6 11.5 11.3 8.7

Terms of Trade -1.9 27.3 -9.8 -53 -175 28.8 5.6 3.0 2.8 2.8

Memorandum Items:

End-of-Year Reserves (US$ millions) 4,944 4,806 4,281 4,757 4,587 4,879 5,198 5,600 5,852 6,014
Months of Imports of Goods and Services?® 6.4 6.6 71 7.3 6.3 6.0 5.8 5.6 54 5.1
Months of Non-Diamond Imports 9.3 8.7 8.2 8.8 7.9 7.8 7.6 75 7.2 7.1

Nominal GDP (US$ millons) 14,930 18,751 20,322 19,396 19,966 22,115 24,139 26,055 28,110 30,598

Source: Bank of Botswana; IMF staff estimates.

" This table is based on calendar years.

2 Based on imports of goods and services for the following year.
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Table 3a. Botswana: Central Government Operations, FY2020-FY2029’
(Billions of pula, otherwise indicated)

FY2020  FY2021 FY2022 FY2023 FY2024 FY2025 FY2026 FY2027 FY2028 FY2029
Projection
Total Revenue and Grants 46.2 63.4 741 754 79.2 91.0 99.1 1086 1132 1193
Total revenue 46.2 63.4 741 754 792 90.9 99.1 108.5 1131 119.3
Tax revenue 382 46.2 494 60.1 66.6 69.6 747 820 85.6 91.1
Income taxes 134 204 25.2 21.0 232 29.7 332 359 36.7 39.2
Mineral 33 79 109 6.8 57 109 12.3 13.2 122 124
Nonmineral 10.1 12.5 143 143 174 18.8 20.8 2238 245 26.8
Taxes on goods and services 2 78 11.0 94 139 155 169 18.6 20.3 221 242
Customs Union receipts 16.5 14.1 14.0 243 27.0 22.1 22.1 249 25.8 26.5
Other 0.5 0.7 0.8 0.9 0.9 0.9 0.9 1.0 1.0 1.1
Nontax revenue 8.0 17.2 24.7 15.3 12.6 213 244 26.5 27.5 282
Mineral royalties and dividends 6.3 154 229 13.0 104 19.0 219 237 245 249
Grants 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Expenditure and Net Lending 65.8 68.7 741 88.0 96.0 964 1007 1068 1111 1172
Current expenditure 55.6 56.9 59.7 67.6 720 754 794 843 89.0 94.1
Wages and salaries 28.7 29.6 31.8 351 355 359 37.7 396 416 436
Interest 12 1.2 1.6 23 2.7 34 39 4.2 4.6 5.2
Other 257 26.2 263 30.1 339 36.1 378 40.6 42.8 453
Of which: grants and subsidies 16.0 15.7 15.6 171 17.0 175 18.3 19.2 20.1 211
Capital expenditure 10.2 11.8 14.3 203 238 20.9 21.2 224 22.0 23.0
Net lending 0.0 -0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Primary Balance (deficit -) -193 -46 1.2 -111 -14.8 -2.8 14 49 57 6.2
Overall Balance (A) -19.6 -53 0.0 -12.6 -16.7 -5.5 -16 1.7 2.1 2.1
Financing (B) 19.6 53 0.0 12.6 16.7 55 16 -1.7 -2.1 -2.1
Foreign (net) -1.6 37 14 4.5 -1.8 -2.2 -19 -1.8 -1.8 -1.1
Drawing 0.2 5.1 32 47 0.2 0.2 03 04 04 0.6
Amortization -1.5 -1.5 -1.7 -0.1 -1.8 -2.3 -2.1 -2.1 -2.1 -16
IMF transactions (net)* -0.2 0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1
Issuance 121 128 12.8 11.8 17.0 17.2 124 17.3 20.1 26.7
Amortization -5.0 -10.0 -9.8 -9.0 -6.0 -9.3 -8.3 -11.9 -12.1 -18.8
Change in cash balance (- increase) 10.2 -6.6 -1.2 53 7.5 -0.2 -0.6 -53 -8.3 -89
Other domestic financing 4.0 54 -3.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Memorandum Items:
Non-Mineral non-SACU Balance® -45.7 -42.7 -47.8 -56.6 -59.9 -57.5 -57.9 -60.1 -60.3 -61.8
Total central government debt® 337 409 46.1 53.5 634 69.6 719 759 823 89.6
Government deposits with the BoB 6.2 12.8 14.0 8.7 12 14 20 73 15.6 245
GDP (fiscal year; billions of pula) 180.3 218.8 2544  265.7 2806 315.6 346.5 3771 4104 4467

2 Refers to sales tax and VAT.

Sources: Ministry of Finance; and IMF staff estimates and projections.
" This table is based on fiscal years. The fiscal year runs from April 1 to March 31. For instance, FY2023 runs from April 1, 2023 to March 31, 2024.

4These transactions reflect Botswana's SDR allocation and contribution to the IMF's General Resource Account (GRA).

> The non-mineral non-SACU balance is computed as the difference between non-mineral non-SACU revenue and total expenditure.
®Excludes guarantees. Debt data measured at end of fiscal year.

3 SACU receipts consist of external trade and excises on imported goods as well as a development component derived from excise taxes.
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Table 3b. Botswana: Central Government Operations, FY2020-FY2029'
(Percent of GDP, unless otherwise indicated)
FY2020 FY2021 FY2022 FY2023 FY2024 FY2025 FY2026 FY2027 FY2028 FY2029
Projection
Total Revenue and Grants 256 29.0 291 284 28.2 2838 28.6 2838 276 26.7
Total revenue 25.6 29.0 29.1 284 282 28.8 28.6 28.8 276 26.7
Tax revenue 212 21.1 194 226 237 22.1 216 218 209 204
Income taxes 74 93 9.9 79 83 94 9.6 9.5 89 838
Mineral 18 36 43 2.5 20 35 36 35 3.0 28
Nonmineral 5.6 5.7 5.6 54 6.2 6.0 6.0 6.0 6.0 6.0
Taxes on goods and services 2 43 5.0 37 5.2 5.5 54 54 54 54 54
Customs Union receipts > 9.1 6.5 5.5 9.1 9.6 7.0 6.4 6.6 6.3 59
Other 03 0.3 03 03 03 0.3 0.3 03 03 03
Nontax revenue 44 78 9.7 5.7 45 6.8 7.0 7.0 6.7 6.3
Mineral royalties and dividends 35 7.0 9.0 49 37 6.0 6.3 6.3 6.0 5.6
Grants 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Expenditure and Net Lending 36.5 314 29.1 331 342 30.6 29.1 283 27.1 26.2
Current expenditure 309 26.0 235 254 25.7 239 229 224 217 21.1
Wages and salaries 15.9 135 125 13.2 126 114 109 10.5 10.1 9.8
Interest 0.7 0.5 0.6 09 1.0 1.1 1.1 1.1 1.1 12
Other 143 12.0 103 113 121 114 109 10.8 104 10.1
Of which: grants and subsidies 89 72 6.1 6.4 6.1 5.5 53 5.1 49 47
Capital expenditure 5.7 54 5.6 7.7 8.5 6.6 6.1 59 54 5.1
Net lending 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Primary Balance (deficit -) -10.7 -2.1 0.5 -4.2 -53 -0.9 04 13 14 14
Overall Balance (A) -10.9 -24 0.0 -4.7 -6.0 -1.7 -0.5 0.5 0.5 0.5
Financing (B) 109 24 0.0 47 6.0 17 0.5 -0.5 -0.5 -0.5
Foreign (net) -0.9 17 0.5 1.7 -0.6 -0.7 -0.5 -0.5 -04 -0.2
Domestic (net) 11.8 0.7 -0.5 30 6.6 24 1.0 0.0 -0.1 -0.2
Memorandum Item:
Non-Mineral non-SACU Balance* -253 -19.5 -18.8 -213 -213 -18.2 -16.7 -15.9 -14.7 -13.8
Total central government debt® 187 18.7 18.1 201 22.6 221 20.7 20.1 20.0 20.0
Government deposits with the BoB 34 5.9 55 33 04 04 0.6 19 38 55
GDP (fiscal year; billions of pula) 180.3 218.8 2544 2657  280.6 315.6 346.5 3771 4104 4467
Sources: Ministry of Finance; and IMF staff estimates and projections.
" This table is based on fiscal years. The fiscal year runs from April 1 to March 31. For instance, FY2023 runs from April 1, 2023 to March 31, 2024.
2 Refers to sales tax and VAT.
3 SACU receipts consist of external trade and excises on imported goods as well as a development component derived from excise taxes.
* The non-mineral non-SACU balance is computed as the difference between non-mineral non-SACU revenue and total expenditure.
> Excludes guarantees. Debt data measured at end of fiscal year.
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Table 4. Botswana: Monetary Survey, 2020-2029'
(Billions of pula, end of period, unless otherwise indicated)
2020 2021 2022 2023 2024 2025 2026 2027 2028 2029
Projection
Net Foreign Assets 63.0 65.2 65.8 710 69.3 76.0 82.8 90.6 96.6 101.5
Bank of Botswana 51.9 514 49.8 58.7 56.4 604 64.9 70.6 742 76.5
Assets 533 56.0 545 63.7 613 654 69.9 75.6 792 815
Liabilities -14 -4.6 -4.7 -5.0 -5.0 -5.0 -5.0 -5.0 -5.0 -5.0
Commercial banks 11.0 13.8 16.0 123 129 15.6 178 20.0 224 25.0
Assets 14.3 17.6 20.6 19.1 19.8 224 247 26.9 293 319
Liabilities -33 -39 -4.6 -6.9 -6.9 -6.9 -6.9 -6.9 -6.9 -6.9
Net Domestic Assets 212 22.6 27.2 343 425 47.0 522 57.1 65.3 759
Net domestic credit 66.7 70.0 68.3 824 104.9 1243 139.0 1513 163.7 176.8
Net claims on the government -0.5 0.1 -47 3.6 19.5 29.9 344 353 351 343
Bank of Botswana -7.0 -10.8 -16.7 -10.5 -35 -1.8 -23 -64 -14.0 -22.7
Commercial banks 6.4 10.8 120 14.1 230 317 36.7 41.7 49.1 57.0
Claims on parastatals 0.9 04 0.5 2.2 22 22 2.2 2.2 2.2 2.2
Claims on nongovernment 66.2 69.6 725 76.5 83.1 922 102.3 113.7 126.3 140.2
Claims on the private sector 67.9 716 749 79.1 85.8 95.2 105.7 1173 130.3 144.6
Other financial institutions -17 -2.0 -25 -2.6 =27 -3.0 -33 -36 -4.0 -43
Other items (net) -45.4 -474 -41.1 -48.1 -62.4 <773 -86.8 -94.2 -983  -100.9
Monetary Base 6.6 6.1 57 76 83 9.1 9.9 10.9 11.9 13.0
Broad Money (M2) 89.8 943 100.7 110.1 119.7 1313 1435 156.6 1711 186.9
Money 235 244 249 311 338 371 40.5 442 48.3 52.8
Currency 24 24 2.3 2.3 25 2.8 31 33 36 4.0
Current deposits 21.1 22.0 226 288 313 343 375 409 447 48.8
Quasi-money 66.2 69.9 75.8 79.0 85.9 94.2 102.9 1124 122.8 1341
Memorandum Items:
Velocity (GDP to M2) 19 2.2 25 24 23 23 24 24 2.3 2.3
Velocity (non-mineral GDP to M2) 17 19 20 20 20 20 20 20 20 20
Money Multiplier 135 15.6 17.6 144 144 144 144 144 144 144
Base Money (annual % change) -3.8 -8.8 -53 331 8.7 9.7 9.3 9.2 93 93
Broad Money (annual % change) 59 5.0 6.8 93 8.7 9.7 93 9.2 93 93
Claims on the private sector (annual % change) 53 54 47 5.6 8.5 11.0 11.0 11.0 11.0 11.0
Private sector claims to GDP 39.7 344 29.8 30.0 316 309 312 318 324 33.1
Sources: Bank of Botswana and IMF staff estimates and projections.
" This table is based on calendar years.
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Table 5. Botswana: Financial Soundness Indicators, 2016-2023"
(Percent, unless otherwise indicated)

2016 2017 2018 2019 2020 2021 2022 2023

Capital Adequacy

Capital to assets 84 88 8.9 8.9 9.2 86 89 87
Regulatory capital to risk-weighted assets 192 219 179 185 200 174 198 19.6
Regulatory tier | capital to risk-weighted assets 132 150 132 134 138 125 129 132
Nonperforming loans net of provisions to capital 120 124 162 100 8.1 9.7 86 90
Asset Quality
Large exposure to capital 2146 1313 153.6 1155 928 117.7 131.2 109.7
Nonperforming loans to total gross loans 49 53 54 4.8 43 42 38 37
Bank provisions to nonperforming loans 515 537 427 59.0 602 56.6 51.0 49.0
Earnings and Profitability
Trading income to total income 00 00 36 43 5.3 60 64 93
Return on assets 2.3 19 2.8 2.3 19 12 32 3.1
Return on equity 154 124 187 156 125 58 21.3 227
Interest margin to gross income 614 616 572 56.2 557 459 53.1 542
Noninterest expenses to gross income 571 599 585 581 616 71.1 57.0 569
Personnel expenses to noninterest expenses 432 445 444 454 452 464 453 473
Liquidity
Liquid assets to total assets 163 134 143 147 147 127 134 122
Liquid assets to short-term liabilities 200 164 177 180 181 154 156 142
Customer deposits to total (non-interbank) loans 1216 1173 1188 120.6 1223 122.4 124.2 127.3
Exposure to Foreign Exchange Risk
Net open position in foreign exchange to capital 35 57 8.1 50 38 23 50 27
Foreign currency-denominated loans to total loans 7.5 7.0 7.8 6.2 49 35 36 47
Foreign currency-denominated liabilities to total liabilities 146 140 144 127 149 222 312 274

Sources: Bank of Botswana and IMF staff calculations.
! This table is based on calendar years.
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Annex |. Debt Sustainability Analysis

Figure 1. Botswana: Risk of Sovereign Stress

. Mechanical Final
Horizon . Comments
signal assessment
The overall risk of sovereign stress is low reflecting low levels of
Overall Low R .
vulnerability in the medium-term, and long-term.
Near term 1/ N/A N/A N/A
Medium term Low Low Medium-term risks are assessed as low reflecting the relatively low
. hart L debt ratio, the medium-term fiscal adjustment, and the strength of
anchar ow institutions. Debt is projected to stabilize as a share of GDP, due to
GFN Low the medium-term fiscal consolidation plan (starting in FY2025) and
the negative interest-growth differential. Medium-term liquidity
Comm. Prices risks, as measured by the Gross Financing Needs (GFN) module, are
Stress test . - . A .

Nat. Disast. low, given the low government financing needs and the relatively
low share of government debt in total commercial banks assets. The
assessment also holds in the scenarios with adverse commodity price
shocks or a natural disaster. The Debt fanchart module shows a low
risk rating as improvement in the fiscal balance results in the
stabilizing path of debt.

Long term Low Long-termrisk in the baseline scenario is low as fiscal surpluses

contribute to the stabilization of debt-to-GDP ratio. One risk stems
from a long-term decline in diamond production, which may result in
lower mineral revenues and higher debt. Reducing potential risks
from declining long-term diamond production will require
accelerating diversification reforms.

Not required Not required

Sustainability for .
. for surveillance
assessment 2/ surveillance )
. countries
countries
Debt stabilization in the baseline Yes

DSA Summary Assessment

Commentary: Botswana is assessed to have a low overall risk of sovereign stress. The projected stabilization of the debt-
to-GDP ratio depends on the successful implementation of the planned fiscal consolidation, which is fairly ambitious but
achievable by international standards. The baseline long-term risk outlook is low, but negative shocks to commodity
revenues may put upward pressure on debt issuance. Reducing potential risks from declining long-term diamond
production will require accelerating diversification reforms.

Source: Fund staff.

Note: The risk of sovereign stress is a broader concept than debt sustainability. Unsustainable debt can only be resolved
through exceptional measures (such as debt restructuring). In contrast, a sovereign can face stress without its debt
necessarily being unsustainable, and there can be various measures—that do not involve a debt restructuring—to remedy
such a situation, such as fiscal adjustment and new financing.

1/ The near-term assessment is not applicable in cases where there is a disbursing IMF arrangement. In surveillance-only
cases or in cases with precautionary IMF arrangements, the near-term assessment is performed but not published.

2/ A debt sustainability assessment is optional for surveillance-only cases and mandatory in cases where there is a Fund
arrangement. The mechanical signal of the debt sustainability assessment is deleted before publication. In surveillance-only
cases or cases with IMF arrangements with normal access, the qualifier indicating probability of sustainable debt ("with
high probability" or "but not with high probability") is deleted before publication.
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Figure 2. Botswana: Debt Coverage and Disclosures

Comments

1. Debt coverage in the DSA: 1/ CPS Other

1a. If central government, are non-central government entities in

2. Subsectors included in the chosen coverage in (1) above:

Subsectors captured in the baseline Inclusion

Budgetary central government

Extra budgetary funds (EBFs)

o]

B I = R Y e

Mot applicable
Social security funds (S5Fs)

NFP S

State governments

CPS

Local governments
Public nonfinancial corporations
Central bank

& [Otherpublic financial corporations

3. Instrument coverage: Currency
&

deposits

4. Accounting principles: Basis of recording Valuation of debt stock

MNon -cash MNominal Market
basis4/ value 5/ value 7/

5. Debt consolidation across sectors: Consolidated

Color code: ll chosen coverage [l Missin g from recommen ded coverage Mot applicable

Reporting on Intra-Government Debt Holdings

Extra- Social
budget. security State gout. Local govt. MNonfin. Central O.th. pub.
“t funds funds pub. corp. bank fin corp
Issuer ge (EBF5) (SSFs)

Holder Budget.

central Total

Budget. central govt
Extra-budget. funds

CG

L - R

Social security funds

State govt.

NFP S

CPS

Local gowt.

MNonfin pub. corp.

Central bank

Oth. pub. fin. corp

Total o o 1] o [ [ Q [

ojlo o 0o o o o o o

1/ CG=Central government: GG=General government: NFPS=Nonfinancial public sector; PS=Public sector.

2/ stock of arrears could be used as a proxyin the absence of accrual data on other accounts payable.

3/Insurance, Pension, and Standardized Guarantee Schemes, typically including government employee pension liabilities.

4/ Includes accrual recording, commitment basis, due for payment, etc.

5/MNominal value at any momentin time isthe amount the debtor owes to the creditor. It reflects the value of the instrument at creation and
subsequent economic flows (such as transactions, exchange rate, and othervaluation changes otherthan market price changes, and other volume
chan ges).

6/ The face value of a debt instrument is the undiscounted amount of principal to be paid at (or before) maturity.

7/ Market value of debt instruments isthe value as if theywere acquired in market transactions on the balance sheet reporting date (reference date).
Onlytraded debt securities have observed market values.

Commentary: The data coverage is for the general government. However, onlythe central government has auth ority to borrow. Intra-govem ment
debt holdings data are not available.
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Figure 3. Botswana: Public Debt Structure Indicators
Debt by Currency (Percent of GDP)
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Note: The perimeter shown is general government. Note: The perimeter shown is general government.

Commentary: Since 2018, an increasing share of Botswana's debt has been held by domestic banks and other domestic
creditors (e.g. pension funds), while the share of external official creditors has declined. The share of foreign debt in
total public debt is projected to keep declining over the medium-term as domestic debt markets deepen and pension
funds increasingly repatriate some of their assets domestically. As external loans tend to have longer maturities, the
composition of debt will pivot towards short and medium-term debt.
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Figure 4. Botswana: Baseline Scenario
Actual Medium-term projection Extended projection
2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033
Public Debt 20.1 22.6 221 20.8 201 20.1 19.7 20.0 20.2 20.5 20.5
Change in Public Debt 2.0 2.5 -0.6 -13 -0.6 -0.1 -04 03 0.2 03 0.0
Contribution of identified flows 2.6 27  -04 12  -06 00 -03 03 0.3 0.3 0.0
Primary deficit 42 53 09 -04 -13 14 14 -08 -04  -01 0.0
Noninterest revenues 28.1 28.0 28.6 284 285 273 26.5 26.7 264 26.1 259
Noninterest expenditures 323 332 295 279 272 259 251 259 260 260 259
Automatic debt dynamics 0.7 04 -1.2 -0.7 -04 -04 -04 -04 -0.5 -0.6 -0.7
Real interest rate and relative inflation 0.4 0.6 -0.1 0.3 0.3 04 0.4 0.4 0.3 0.1 0.1
Real interest rate 0.5 0.6 -0.5 0.1 0.2 0.3 0.3 0.3 0.2 0.1 0.1
Relative inflation -0.1 0.0 04 0.2 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Real growth rate -04 -0.2 -1.1 -1.0 -0.8 -0.8 -0.8 -0.8 -0.8 -0.8 -0.8
Real exchange rate 0.8
Other identified flows -2.3 -29  -02 0.0 12 1.8 15 1.5 1.1 1.1 0.6
Contingent liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(minus) Interest Revenues -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 0.0 0.0 0.0 0.0
Other transactions -20 -2.6 0.1 0.2 14 2.1 1.7 15 1.1 1.1 0.6
Contribution of residual -0.6 -0.3 -0.1 -0.1 0.0 -0.1 -0.1 0.0 0.0 0.0 0.0
Gross Financing Needs 8.2 8.7 54 34 33 2.9 4.1 44 55 5.1 5.1
of which: debt service 43 37 4.8 4.1 438 4.6 5.7 5.2 5.9 5.2 5.1
Local currency 40 3.0 39 34 42 4.0 53 49 58 5.1 5.0
Foreign currency 0.3 0.8 0.9 0.7 0.6 0.6 04 0.3 0.2 0.2 0.1
Memo:
Real GDP growth (percent) 2.5 1.0 5.2 4.8 4.0 4.0 4.0 4.0 4.0 4.0 4.0
Inflation (GDP deflator; percent) 2.2 2.0 7.7 5.0 4.7 4.7 4.7 4.7 4.7 4.7 4.7
Nominal GDP growth (percent) 43 5.6 125 9.8 8.8 8.8 8.8 8.8 89 89 89
Effective interest rate (percent) 5.0 5.0 5.4 5.6 5.8 6.1 6.4 6.3 5.8 5.0 5.0
Contribution to Change in Public Debt
(Percent of GDP)
20 10 — W Primary deficit
15 Projection 5 > Real Interest rate and
-1 relative inflation
10 0 4 s Real GDP growth
5
-5 [ Exch. rate
0 depreciation
5 I I -10 m— Other flows
-10 -15 Residual
5 Cumula.tive. in
2014 2016 2018 2020 2022 2024 2026 2028 2030 2032 the g;ffce);t'on === Change in public debt
Commentary: Over the past 5 years, the authorities have limited the debt increase by drawing down on cash reserves. The strong
post-pandemic recovery helped to close the fiscal deficit by FY2022. The authorities will finance the widening deficits in FY2023-24
by reducing their deposits, as the stock of domestic debt is nearing nominal debt limits. From FY2025, the authorities plan to
implement a medium-term fiscal adjustment and reach fiscal surpluses. The negative interest-growth differential, along with the
improved fiscal position, will contribute to the projected accumulation of fiscal buffers and stabilization of debt over the medium-
term.
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Figure 5. Botswana: Realism of Baseline Assumptions
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Commentary: Botswana's improvement in debt level is realistic when measured against international comparators. The growth
outlook is in line with historical averages. Regarding the credibility of adjustment, fiscal consolidation is quite ambitious by
international standards, although a large share of the improvement in fiscal balance in FY2024-FY2026 comes from the projected
increase in mineral revenues as global demand for rough diamonds is expected to recover over the next two years. Furthermore,
experience shows that significant fiscal adjustments following mining sector downturns are common in Botswana. For instance,
the fiscal balance improvements that followed the previous diamond market shocks (e.g. during the Global Financial Crisis, the
end of commodity cycle in 2015, or the CoVID-19 pandemic) were larger than the 3-year fiscal adjustment currently projected
under the baseline. There is also large untapped potential from revenue-enhancing measures, which is not factored in our
projections, since the authorities’ medium-term fiscal adjustment plan is mostly expenditure-based. Finally, the growth outlook is
in line with historical averages, and consistent with staff estimate of potential growth. Despite the projected fiscal consolidation,
growth is expected to rebound in 2025 as diamond production recovers after a steep contraction in 2024.

Source : IMF Staff.

1/ Projections made in the October and April WEO vintage.
2/ Calculated as the percentile rank of the country's output gap revisions (defined as the difference between real time/period ahead
estimates

3/ Data cover annual obervations from 1990 to 2019 for MAC advanced and emerging economies. Percent of sample on vertical axis.
4/ Ihe Laubach (2009) rule is a linear rule assuming bond spreads Increase by about 4 bps In response to a 1 ppt increase In the

projected debt-to-GDP ratio.

34

INTERNATIONAL MONETARY FUND




BOTSWANA

Figure 6. Botswana: Medium-Term Risk Analysis

Value Contrib 1/ Percentile in peer group 2/
Final Fanchart (Percent of GDP) Debt fanchart module
Fanchart width 513 0.7
60 5-25 pct (percent of GDP)
25-50 pct Probability of debt non- 2.3 0.0
40 == 50-75 pct stabilizaiton (percent) I
mmm— 75-95 pct
20 e Terminal debt-to-GDP x 89 0.2
institutions index I
0 0 25 50 75 100
2019 2021 2023 2025 2027 2029
20 Debt fanchart index (DFI) 1.0
Risk signal: 3/
Gross Financing Needs (Percent of GDP) Gross financing needs (GFN) module
Average baseline GFN 46 16
20 . Financing provided by banks (percent of GDP)
15 Actual Initial Banks' claims on the 9.7 3.1
10 = Baseline gen. govt (pct bank assets)
'éﬁéﬁt"“".'ﬂw Chg. In banks' claims in 24 0.8
5 Ss Secoo==" stress (pct banks' assets) |
0 —_— - - 0 25 50 75 100
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- GFN financeability index (GFI) 55

Risk signal: 4/
Triggered stress tests (stress tests not activated in )

Commodity prices Natural disaster
Medium-Term Index (Index Number) Medium-term risk analysis
Value
0.50 Value (normalize
0.40 - - - - - - - - d) Weight  Contribution
0.30 Debt fanchart index 1.0 0.2 0.5 0.1
0.20 GFN finaceability index 5.5 0.1 0.5 0.1
0.10 d N!edilfm-term index 0.2
0.00 Risk signal: 5/

Final assessment:
2021 2022 2023 2024

——— I :
Medium-term index Prob. of missed crisis, 2024-2029, if stress not predicted: 0.0 pct.

Low risk Prob. of false alarms, 2024-2029, if stress predicted: 64.8 pct.

Commentary: The medium-term index points to an overall low risk assessment as the Debt fanchart and Gross financing needs modules are both
signaling low risk. The Debt fanchart module assessment is driven by the low level of debt in the medium term and an overall good quality of
institutions. The fanchart width is quite wide (at about the 75th percentile), reflectings high historic volatility of the diamond market, which translates
into volatile growth and primary balances. The liquidity risks captured by the GFN finance ability index are low reflecting low gross financing needs and
limited exposure of domestic banks to the sovereign. To test the robustness of the baseline and reflect Botswana's vulnerabilities, a commodity price
shock or a natural disaster shock are applied to the model. Under both scenarios, gross financing needs trend downwards over the medium-term and
the path of debt is stable or declining. The authorities, however, need to be proactive in managing public debt to ensure that roll-over risks remain low
over the medium-term.

Source: IMF staff estimates and projections.

1/ See Annex IV of IMF, 2022, Staff Guidance Note on the Sovereign Risk and Debt Sustainability Framework for details on index calculation.
2/ The comparison group is emerging markets, non-commodity exporter, surveillance.

3/ The signal is low risk if the DFI is below 1.13; high risk if the DFI is above 2.08; and otherwise, it is moderate risk.

4/ The signal is low risk if the GFl is below 7.6; high risk if the DFl is above 17.9; and otherwise, it is moderate risk.

5/ The signal is low risk if the GFl is below 0.26; high risk if the DFI is above 0.40; and otherwise, it is moderate risk.
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Figure 7. Botswana: Long-Term Risk Analysis
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Commentary: The overall long-run risk indicator is low. Under the baseline, debt stabilizes, reflecting primary surpluses
that are used to accumulate fiscal buffers. If historical averages are used in the projections, then debt could reach 90
percent of GDP in the long term. This simulation, however, reflects historically elevated gross financing needs during the
pandemic years which were covered primarily by depleting cash deposits. One source of risks stems from amortization,
where large, lumpy future repayments may pose a roll-over risk.
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Figure 7. Botswana: Long-Term Risk Analysis (concluded)
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Cormmentary: One source of risk is declining diamond production leading to lower mineral revenue, Over the long-
termn, if commodity revenues start to decline with falling diamend production, the baseline scenaric may be too
optimistic, and public debt may reach almost 90 percent of GDP by 2050, Accelerating diversification reforms could
reduce the risks associated with declining long-term diamond production,
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Annex ll. External Stability Assessment

Overall Assessment: The external position of Botswana in 2023 is broadly in line with the level implied by
fundamentals and desirable policies. Despite the weak diamond market, the current account deficit
narrowed to 0.6 percent of GDP in 2023 from 1.2 percent of GDP in 2022, due to strong customs union
revenues and lower outward repatriation transfers from diamond re-export activities. The current account
is initially projected to recover in 2025 (in line with a diamond market rebound) before weakening over the
medium term, mostly due to falling SACU revenues. In line with long-term trends, the net international
investment position (NIIP) is projected to weaken as a result of declining FX reserves.

Potential Policy Responses: Fiscal consolidation and structural reforms to strengthen competitiveness
and promote diversification will be key to support the external position in the medium term. The real
effective exchange rate (REER) targeting regime has served the country well in delivering relatively stable
inflation. While a crawling regime remains well-suited to Botswana’s economic and financial
characteristics, small adjustments could help support price competitiveness and enhance the consistency
with monetary policy, for instance by calibrating the nominal crawl rate to support the inflation objective
(rather than to compensate the inflation differential with the main trading partners) or by modifying the
weights used in the REER calculation to mirror trade patterns more closely, as discussed in the 2023 Article
IV report?

Foreign Assets and Liabilities: Position and Trajectory

Background. From a peak of 105 percent of GDP in 2007, the NIIP has declined substantially over time
due to decreasing reserve assets (Figures 1 and 2). Botswana's NIIP improved slightly in 2023 to

30 percent of GDP from 29 percent in 2022 (the lowest level on record). Higher external portfolio
investment and a recovery in FX reserves pushed up gross assets from 67 percent of GDP in 2022 to

71 percent in 2023. In 2023, almost half of gross assets were portfolio investment, and one-third were
reserve assets. Gross liabilities rose to 41 percent of GDP in 2023 from 38 percent of GDP, partly because
of upward revisions to direct investment in Botswana, which accounts for 70 percent of liabilities. As
shown in Figure 2, the NIIP in 2023 was composed of a net portfolio balance (31 percent of GDP),
reserve assets (24 percent of GDP), and a negative direct investment balance (-24 percent of GDP).
Foreign reserves improved in 2023 to USD 4.8 billion, largely reflecting valuation gains. At the end of the
year, the reserve coverage was 7.3 months of imports, slightly up from 7.1 months of imports at end-
2022.

Assessment. Botswana is a net creditor country, but the NIIP is projected to fall further to
24 percent of GDP by 2029, as reserve assets decline. There are no large gross liabilities. External debt

remains very low and consists of long-term multilateral and bilateral borrowing.

T SACU transfers are calculated from the IMF staff forecast of South African customs and excise revenues, using the revenue-
sharing formula of the 2002 SACU Agreement. In the medium term, SACU revenues are projected to decline as a percentage
of GDP because of slower growth of imports into the SACU region.

2 See 2023 SIP on “Botswana Selected Issues: Botswana's Real Effective Exchange Rate Targeting Regime: Taking Stock and
Looking Forward.”
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Foreign Assets and Liabilities: Position and Trajectory

Figure 1. NIIP Figure 2. NIIP, 2019-2023
(Percent of GDP) (Percent of GDP)
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Sources: Bank of Botswana, and IMF staff calculation. Sources: Bank of Botswana, and IMF staff calculation.
2023 (% GDP) NIIP: 30 Gross Assets: 71 Debt Assets: 45 Gross Liab.: 41 Debt Liab.: 19

Current Account

Background. The current account (CA) reached a high of 20 percent of GDP in 2006, before spiking again to
a post-GFC high of 11.5 percent in 2014. Since 2015, however, the current account balance has averaged
-0.4 percent of GDP (against an average surplus of 6 percent between 2000 and 2014). The decline is
primarily due to a deterioration of the diamond trade balance, reflecting lower locally-sourced diamond
exports.

Despite a sharp deterioration in the trade balance, Botswana’'s CA improved to -0.6 percent of GDP in 2023
from -1.2 percent of GDP in 2022. The trade balance fell from a surplus of 2.7 percent of GDP in 2022 to
-2.4 percent of GDP in 2023 because of the diamond market slowdown (Figures 3 and 4). This deterioration
was offset by higher current transfers (i.e., Southern African Customs Union receipts) and a stronger income
balance (from lower repatriation of returns related to diamond re-exports). The services trade deficit
narrowed from 2.3 percent of GDP in 2022 to 1.9 percent in 2023, indicative of the continued recovery in

travel receipts.

Assessment. Table 1 presents the results of four models. Under the CA model and the commodity
investment module, the external position of Botswana in 2023 is estimated to be broadly in line with
fundamentals and desirable policies. The investment module is better suited to Botswana, a developing
country with large investment needs, compared to the consumption model, which requires larger savings in
the medium-term and is more applicable to high-income economies.?

3 The investment module has been tailored to Botswana's export concentration in diamonds.
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Current Account

Figure 3. Current Account
(Percent of GDP)

Figure 4. Diamond Trade Balance

(Percent of GDP)

2019 2020 2021 2022 2023
Ez@Diamond trade balance CINon-diamond trade balance -5
EmServices balance mIncome and transfers balance 2019Q1 2020Q1 2021Q1 2022Q1 2023Q1 2024Q1
—Current Account Sources: Bank of Botswana, and IMF staff calculation.
Sources: Bank of Botswana, and IMF staff calcualtion.
Table 1. Botswana: Model Estimates for 2023
(Percent of GDP)
Consumption Investment
CA model 1/ REER model 1/ P
Module 2/ Module 2/
(in percent of GDP)
CA-Actual -0.6 -0.6 -0.6
Cyclical contributions (from model) (-) 0.0
Natural disasters and conflicts (-) -0.1
Adjusted CA -0.5
CA Norm (from model) 3/ 0.0 -39 0.3
Adjusted CA Norm 0.0
CA Gap -0.5 4.1 3.3 -0.9
o/w Relative policy gap 0.0
Elasticity -0.3
REER Gap (in percent) 1.7 -13.9 -11.0 3.0

1/ Based on the EBA-lite 3.0 methodology
2/ Based on the commodity module of the EBA-lite 3.0 methodology.
3/ Cyclically adjusted, including multilateral consistency adjustments.

Real Exchange Rate

depreciation rate of the Pula at 1.5 percent for the year.

Background. Since May 2005, the monetary authorities have aimed at stabilizing the REER in relation to
Botswana’s main trading partners. At the beginning of the year, the authorities announce the ‘crawl rate’ of
the NEER that offsets the projected gap in CPl inflation between Botswana and a trade-weighted basket of
currencies over the coming 12 months.*> In January 2024, the authorities maintained the nominal crawl

® The crawl rate can be changed in the event of large and unexpected shocks.

4 The basket—composed of the South African Rand (weighted at 45 percent) and the SDR (55 percent)—broadly reflects the
composition of trade between Botswana and its key trading partners.
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Real Exchange Rate

Botswana'’s REER, as measured by the IMF, depreciated in 2023 by 4.4 percent (Figure 5). This was due to a
weakening of the nominal effective exchange rate and Botswana'’s CPI inflation being lower than its trading

partners. Figure 5. Effective Exchange Rate
Assessment. The CA model suggests that the (Index, 2018 Dec = 100, decrease means
Pula is broadly in line with fundamentals, and depreciation)

that the REER would need to depreciate 110

slightly (about 1.7 percent) for the CA deficit 108

to be in line with the norm. The REER model 10

suggests that the Pula would need to ZZ

appreciate by 13.9 percent for the CA gap to a5

be reduced to the norm; however, the 80

relative fit of the REER model is poor, 75

supporting staff's preference for the use of 70

the CA model. The implicit REER gap of the a1 Jan-20 _NEEJ:n_m a2z _REEJ:WB Jon2d
investment model (3.0) is in line with the CA Sources: IMF INS database, and IMF staff calculation.

model.

The REER targeting regime has served the country well delivering relatively stable inflation and a crawling
regime remains well suited to Botswana’'s economic and financial characteristics. Challenges remain from a
slow deterioration of export performance, stalled diversification, and a decline in foreign exchange reserves
over the past two decades. Small changes to the current regime could support price competitiveness and
mitigate the risk of tension between monetary policy and exchange rate policy objectives, for instance by
calibrating the nominal crawl rate to support the inflation objective (rather than to compensate the inflation
differential with the main trading partners) or by modifying the weights used in the REER calculation to
mirror trade patterns more closely, as discussed in the 2023 SIP on the exchange rate regime.

Capital and Financial Accounts: Flows and Policy Measures

Background. Botswana has historically had large financial account deficits, mainly because of external
investments by pension funds, and other investment outflows. Botswana is a global diamond hub, where
diamonds are imported for sales events to allow buyers from different countries to inspect the new diamond
batches. These diamonds are then re-exported, with part of the profits repatriated overseas. The financial
account has strengthened since the pandemic, reflecting lower external portfolio investment, upward
revisions to domestic FDI, and smaller foreign dividend payments from the diamond sector. Despite a recent
normalization of portfolio outflows, the financial account remained in surplus in 2023 (at 1.6 percent of GDP
from a 3.1 percent of GDP surplus in 2022). This remained above the average deficit of 2.5 percent of GDP
since 2000.
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Capital and Financial Accounts: Flows and Policy Measures

portfolio outflows.

Assessment. Botswana has low vulnerabilities related to capital flows, given low external debt (largely to
multilateral institutions and long-term in nature), and low feedthrough from international financial

long-term investment horizon). In addition, amendments to the Retirement Funds Act,® which require
pension funds to gradually increase the share of their domestically held assets, are likely to reduce future

conditions to capital flows, partly due to the nature of investors (e.g., “buy-and-hold” pension funds with a

FX Intervention and Reserves Level

USD 4.3 billion or 7.1 months in 2022
(Figure 6). The increase in reserves
largely reflects revaluation gains,
estimated at USD 552 million, from the
increase in the value of equities and
bonds held by the central bank.
Botswana has a crawling pegged
exchange rate, with a standing facility
where the monetary authorities commit
to buy and sell foreign exchange within
a narrow daily range; there are no
discretionary foreign exchange
interventions. The authorities are
considering establishing a new SWF to
manage government savings invested in
foreign assets (see SIP attached to this
report).

Background. The BoB's FX reserves are divided between two main accounts: the Liquidity Portfolio (which
the central bank is required to maintain by the BoB Act) and the Pula Fund (which is the excess or residual

authorities’ definition, which is based on current year imports excluding diamonds). This means that FX
reserves up to 3 months of imports are allocated to and invested in the Liquidity Portfolio. This Portfolio is
split into the Liquidity Investment Tranche (LIT) and the Transaction Balance Tranche (TBT). The TBT caters for

term in the Pula Fund, with investment decisions made in consultation with the Ministry of Finance.

The BoB's international reserves rose to USD 4.8 billion or 7.3 months of imports at end-2023, from

from the Liquidity Portfolio). The Liquidity Portfolio is primarily a money market and fixed income fund that
provides a buffer for short- and medium-term trade and capital account requirements. The benchmark level
for the Liquidity Portfolio is reviewed from time to time; it is currently set at 3 months of import cover (in the

any short term needs for foreign currency, while the LIT provides further support for medium term funding.
In contrast, the Pula Fund is a long-term investment portfolio in foreign assets, with higher risks and returns.
Assets in excess of what is needed for reserves adequacy (i.e., above 3 months of imports) are invested long-
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Figure 6. Gross International Reserves

WReserves (Percent of GDP)
—Months Imports (RHS)
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¢ The amendments to the 2022 Retirement Fund Act require pension funds to reduce the maximum share of offshore investments
from 70 percent to 50 percent of total assets between 2023 and 2027.
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FX Intervention and Reserves Level

Assessment. End-2023 reserves, which are held mostly in the Pula fund, are adequate, representing about
236 percent of the ARA metric and increased from 198 percent in 2022. At end-2023, the ARA metric
corresponded to 3.1 months of imports. Reserve coverage is expected to remain above this threshold over
the medium term. The reserve management strategy of the authorities appears sound and prudent. As
discussed in the SIP, careful design of the new SWF and the new fiscal rule will be key to ensure that any
reallocation of FX from the Pula fund to the new SWF does not undermine the central bank’s reserve
position. In staff's view, external stability would be safeguarded by combining a budget rule supporting a
medium-term fiscal surplus with a financing fund model for the SWF.
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Annex lll. Risk Assessment Matrix'

Source of Risks

| Likelihood | Expected Impact if Realized

| Possible Policy Response

Global Risks

to highly variable rainfall, which leads to floods
and droughts, causing severe economic
damage and amplify supply disruptions.

weather events could disrupt water
provision and reduce crop production,
tourism activity, weaken strategic
sectors (e.g., mining), and have adverse
effects on the poor, including from
higher inflation. Could also increase
fiscal deficits, lower growth, and impact
poverty.

Abrupt global growth slowdown. Global and | Medium High. Lower global growth may affect Apply countercyclical fiscal policy, while
idiosyncratic risk factors cause a synchronized demand and prices for diamond and continuing with a credible fiscal
sharp growth downturn. In EMDEs, a new bout other commodity exports (e.g., copper) consolidation in the medium term.
of global financial tightening leads to spiking and slow tourism. A slowdown in Accelerate structural agenda to enhance
risk premia and sudden capital stops. An neighboring countries could lower competitiveness and diversify the
intensified fallout from Russia’s war in Ukraine SACU revenues, affecting fiscal economy to build resilience against
could worsen the energy crisis and supply balances, foreign reserves, and putting external shocks. Consider reform options
disruptions. pressure on the Pula. to strengthen the role of the exchange rate
as external shock absorber.
Commodity (oil and food) price volatility. A | High Medium. Botswana is an oil and food Stand ready to adjust monetary policy
succession of supply disruptions (e.g., due to importer. Commodity price volatility cautiously if medium-term inflation
conflicts and export restrictions) and demand could lead to price and real sector projections change significantly and there
fluctuations causes recurrent commodity price volatility, budgetary pressures, and are signs of second-round effects. Provide
volatility. exacerbate the cost-of-living. The large | targeted, short-term fiscal support to
share of South African imports (with vulnerable households to cushion the
regulated petroleum prices and a large impact of higher food prices.
agriculture sector), administered prices,
and the crawling peg exchange rate
could help limit sharp swings in prices.
Systemic financial instability caused by high Medium Low. Concerns about the global Continue consolidating public finances,
interest rates and risk premia amid economic financial system could prompt investors | improving domestic revenue mobilization,
slowdowns and political uncertainty (from to reduce exposure to EMDEs. Risk-off and deepening domestic financial market.
elections) in advanced economies trigger sentiment and rising risk premiums for Implementation of FSAP recommendations
market dislocations, with adverse cross-border African bonds could strain financing could reinforce the resilience of the
spillovers. options, although Botswana’s external financial sector and help mitigate financing
borrowing needs are limited, and risks (especially bank’s liquidity risks).
capital flows display low mobility.
Domestic Risks
Delays in implementing fiscal consolidation | Medium High. Higher public debt and/or further | Advance fiscal reform by defining
and economic diversification reforms due to erosion of government deposits would medium-term fiscal targets for fiscal
political economy constraints, capacity undermine fiscal sustainability as well as | policy. Achieve these targets by improving
limitations, or reform fatigue. macroeconomic and external stability. efficiency of domestic revenue collection
Lack of economic diversification would and better prioritizing spending, while
erode growth potential over time (due preserving capital projects with high
to depletion of diamonds, competition returns and social spending. Reinvigorate
of lab diamonds, and Dutch disease the reform agenda by accelerating some
effects), and perpetuate high inequality | key reforms like SOE reform, digitalization,
and unemployment. or trade integration.
Extreme climate events. Botswana is exposed | High Medium. More frequent or severe Implement climate change mitigation and

adaptation measures, including low-
carbon energy generation. Adapt spatial
development strategies to long-term
climate challenges and constraints.
Develop local capacity to access climate
finance (including from international
sources), by developing a pipeline of
climate projects and actions.

1/ The Risk Assessment Matrix (RAM) shows events that could materially alter the baseline path (the scenario most likely to materialize in the view of IMF staff). The relative

likelihood is the staff's subjective assessment of the risks surrounding the baseline ("low” is meant to indicate a probability below 10 percent, “medium"” a probability

between 10 and 30 percent, and "high" a probability between 30 and 50 percent). The RAM reflects staff views on the source of risks and overall level of concern as of the

time of discussions with the authorities. Non-mutually exclusive risks may interact and materialize jointly.
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Annex IV. Assessment of the 2023-24 Fiscal Expansion

1. The authorities plan to double the capital budget between FY2022 and FY2024, at a
time when mineral revenues are falling sharply. Even assuming some under-execution of capital
spending, staff estimate that the fiscal deficit will increase by 6 percent of GDP over two years. The
deficit excluding mining and SACU revenues—a more accurate measure of fiscal stimulus—will
expand by 2.6 percent of GDP.

2. This annex uses a methodology inspired by Carnot (2014) to assess the
appropriateness of the fiscal stance.” The recommended fiscal stance, defined as the “optimal”
fiscal impulse between two periods, can be estimated as the weighted average of a sustainability
component and a countercyclical component. This approach, which is akin to a Taylor rule for fiscal
policy, has two elements:

. The medium-term sustainability component is the fiscal effort needed to bring today’s deficit
to a sustainable level, absent any cyclical consideration. This term is commonly referred to as
“primary gap” in the literature (when the variable is the primary balance).

. The short-term stabilization component is the recommended fiscal policy response to cyclical
conditions—abstracting from fiscal sustainability considerations and assuming unchanged
monetary policy. This component can be estimated as the fiscal impulse (or adjustment)
needed to close either the output gap or the gap between growth and potential growth,
assuming a specific fiscal multiplier. In this annex, we measure the output gap using an HP
filter applied to non-mining GDP (excluding the effect of the fiscal stimulus), given fiscal
policy’s negligible impact on mining.

Fiscal stance = optimal fiscal impuse between FY2022 and FY2024
= a. (sustainability component) + (1 — a). (stability component)

3. The fiscal impulse is measured as the change in the fiscal balance excluding mineral
and SACU revenues. This is because SACU revenues, being externally sourced, do not exert any
drag on domestic activity (e.g., a decrease in the fiscal deficit due to higher SACU revenues does not
have a contractionary effect). Mining revenues are also excluded, since they do not really constitute
a tax on residents and private demand (a large of part of these revenues is comprised of dividends
paid by Debswana to the government).

4. For the sustainability component, we assume gradual convergence towards the

1 percent of GDP surplus target over two years (as estimated in Annex V). This could be
achieved at a pace of 0.5 percent of GDP consolidation a year over two years (given that FY2022
recorded a budget balance). Note that this is also the average pace of adjustment in the medium-
term budget framework of the authorities.

' Carnot, N. 2014. "Evaluating Fiscal Policy: A Rule of Thumb.” Economic Paper 526, European Commission, Brussels.
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5. For the stability component, we estimate that a 4.8 percent of GDP stimulus over two
years would be sufficient to offset the 2.4 percent widening of the non-mining output gap. In
staff forecasts, the non-mining output gap deteriorates by 2.4 percent between 2022 and 2024
(excluding the effect of the projected fiscal expansion). Assuming a fiscal multiplier of 0.5, a

4.8 percent of GDP stimulus would be needed to offset this deterioration.

6. Overall, depending on the relative weight between the sustainability and the stability
components, a fiscal relaxation of 1.9 to 3.4 percent of GDP spread over two years seems
warranted given the deterioration of cyclical conditions. If the authorities put equal weights on
both components, this would translate into a recommended fiscal expansion of 1.9 percent of GDP
(1.9=0.5*(-1)+0.5*(+4.8)). If the authorities assign a 75 percent weight to stability, then the stimulus
would be 3.4 percent of GDP (3.35=0.25*(-1)+0.75*(+4.8)). Staff's estimated 2.6 percent of GDP
change in the non-mining/non-SACU deficit falls within this range.

7. The projected fiscal expansion between FY2022 and FY2024 seems broadly
appropriate, provided that the authorities under-execute their capital budget in line with
previous years. Staff projections assume an execution rate of 80 percent of capital expenditure
based on past experience. If the authorities implemented fully the budgeted envelope, the fiscal
stimulus would seem excessive, given cyclical conditions.

2 See estimates of multipliers in Arizala and others (2017), “The Impact of Fiscal Consolidations on Growth in sub-
Saharan Africa,” IMF Working Paper WP/17/281.
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Annex V. Estimates of Medium-Term Fiscal Benchmarks

This annex updates the 2023 Article IV report’s calculation of fiscal targets. Compared

to last year, we provide a broader set of results. First, the annex computes targets for both the
overall and primary balance—the latter being more relevant if interest revenues are expected to
increase significantly in the future.” Second, we assume that asset return differs from the interest
rate on debt (while these were assumed to be equal in the 2023 Article IV report calculations), which
seems a more reasonable assumption in the context of the creation of a new SWF, where savings
can be invested in higher-yield assets. Third, when a methodology (like the Permanent Income
Hypothesis) does not offer an overall balance target, we calculate the overall balance-equivalent to
be able to compare the various approaches using the same variable.

2.

3.

The analysis is based on the following working assumptions:

Gross debt is 20 percent of GDP and assets represent 5 percent of GDP, with net debt equal
to 15 percent of GDP at end FY2023. Gross interest bill is 1 percent of GDP. Mineral revenues
are estimated at 10 percent of GDP. We assume that the debt ratio is constant in the future.
Nominal GDP growth is 8.5 percent (equal to 4 percent real growth plus 4.5 percent
midpoint inflation target). Th ratio of non-resource GDP to total GDP is assumed to be

80 percent.

A 5 percent effective interest rate on debt (1 percent of GDP of interest bill divided by
20 percent of GDP gross debt ratio) is a used as proxy for average debt costs.

The return on financial assets depends on the investment strategy of the SWF. Under a “risky
strategy,” we assume for illustrative purposes that all investments are in rand (as an example
of a higher-risk and higher-return investment), with a return of long-term bonds of

10 percent, and no currency depreciation (since Botswana has a REER exchange rate regime,
and the central bank inflation targets are identical in Botswana and South Africa); thus, the
return in pula terms is calibrated at 10 percent. Under a "prudent strategy”, we assume that
half of the investment is in South Africa and half is in US/euro. For US/euro, we assume a
neutral real rate of 1.5 percent plus an inflation target of 2 percent plus a depreciation
against the pula of 2.5 percent (reflecting the gap between the inflation targets of the
respective central banks), meaning a 6 percent nominal return in pula. Under the prudent
strategy, the weighted average South Arica-US/euro is therefore a return of 8 percent in pula
terms.

The annex simulates three main scenarios. The first scenario requires the least fiscal effort,

and targets a stabilization of net debt ratio at its end-FY2023 value. The calibration is based on the

" Indeed, setting overall balance targets when interest revenue goes up means that expenditure is allowed to
increase over time, which may not be warranted.
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standard debt-stabilization formulas.?2 Under this scenario, there is no meaningful accumulation of
assets in a SWF. The second scenario assumes that the government builds a financial precautionary
buffer to accommodate future shocks (insurance motive). This buffer should be sufficiently large to
absorb any revenue shortfalls and prevent large cuts to public expenditure when negative shocks hit
the country. The 2022 IMF TA report on "Strengthening the Fiscal Rule Framework” estimated that a
buffer of 10 to 20 percent of non-resource GDP (equivalent to 8 to 16 percent of GDP) would be
adequate to protect the budget against major economic shocks over several years (either 3 years or
a full National Development Plan). We assume that the buffer would be accumulated over 10 years.
Finally, the third scenario estimates fiscal targets necessary to transfer wealth across generations
(intergenerational equity motive). In the Permanent Income Hypothesis (PIH) framework, this is
operationalized by estimating total net wealth (defined as net financial wealth plus resource wealth3)
and computing the fiscal balance that would stabilize net wealth going forward—either in percent of
GDP or in real terms. The formulas can be found in Eyraud, Gbohoui and Medas (2023).# All the
results are summarized in Table 1. More information is provided in the SIP on the SWF.

Table 1. Botswana: Medium-Term Deficit Targets

Overall Primary Non-resource
balance balance primary balance
Scenario 1° -1.2% of GDP -0.5% of GDP n/a
H H (o) .
Scenario 2 Z‘;'rtaht:;;fer of 8% of GDP;prudent | 1o, of GDP | 0.2% of GDP n/a
- : N .
ﬁ]t:?::nzt ‘:i'rt;:;;fer of 8% of GDP; risky -0.1% of GDP |  0.0% of GDP n/a
4 H (o) .
Scenario 2 with buffer of 16 of ORI prUdent | 1 140 Gop | 1.0% o GDP va
- : . .
;’i/ee:;:‘e’nzt ‘S"é'rtaht:;;fer of 16% of GDP; risky 11%of GDP | 0.8% of GDP n/a
;‘\fe:?r:znfsct‘r’:tj;‘;t wealth ratio, prudent 9% of GDP' n/a 0.2% of GDP
Scenario ; constant wealth rato sy 6% of GDP va 28% of GOP
Scenario 3; constant wealth in real terms, 5-4% of GDP? 3-5% of GDP? 7-9 of non-
prudent investment strategy ’ ° resource GDP?

1/ The overall balance target is based on the non-resource primary balance ratio (last column) combined with today's interest

and resource revenue ratios. This target would change over time.

2/ This method estimates real wealth. The three columns show the corresponding GDP ratios for overall balance, primary
balance, and non-resource primary balance in the medium term.

3/ For scenario 1, we assume a return on assets of 5 percent, since there is no SWF.

2 See, Escolano, J. 2010. “A Practical Guide to Debt Dynamics, Fiscal Sustainability, and Cyclical Adjustment of
Budgetary Aggregates.” IMF Technical Notes and Manuals 2010/02.

3 Resource wealth is the net present value of future resource revenues until full depletion of resources.

4 L. Eyraud, W. Gbohoui, and P. Medas, 2023, “A New Fiscal Framework for Resource-Rich Countries,” IMF Working
Paper WP/23/230.
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4. This exercise shows that the authorities need to generate fiscal surpluses in the
medium term if they wish to accumulate meaningful financial buffers. The calibration of the
fiscal targets varies significantly depending on the policy objective and the interest-growth
differential assumption. Whereas net debt stabilization would be consistent with a 1 percent of GDP
deficit, achieving the insurance objective requires a surplus of 1 percent of GDP. The
intergenerational equity objective is much more demanding, requiring a surplus of 2—-4 percent of
GDP to stabilize wealth in real terms, and even larger surpluses to stabilize wealth as a percentage of
GDP. Although achieving a fiscal surplus is in line with the authorities’ medium-term budget plans,
this represents a significant tightening in the fiscal position relative to the past. By comparison, over
the past five years (FY2020-FY2024), the fiscal deficit averaged 4.6 percent of GDP. In the five years
before the pandemic (FY2015-FY2019), the deficit averaged 3.8 percent of GDP.

5. The fiscal surplus target should be re-estimated periodically. Best practice is to
recalibrate fiscal rules every 3-5 years, taking into account changes in the economic environment,
including export prices, external demand, and the frequency of severe shocks. For instance, a fiscal
target could be enshrined in a fiscal rule for the duration of the next NDP.
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Annex VI. Follow-up On the Financial Sector Assessment Program

(FSAP) Recommendations

Recommendation I Authorities’ Actions | Time*
Systemic Risk Analysis
Introduce the Basel IlI The BoB, with the assistance from the IMF, has drafted guidelines on the MT-LT
liquidity standards to Liquidity Coverage Ratio. The guidelines will be presented to the
strengthen systemic liquidity Regulatory Policy Committee, although a meeting date has not been
monitoring (116) scheduled. The Net Stable Funding Ratio will be implemented in due
course.
Conduct regular stress testing | Recommendation prioritized to be included in the ongoing financial sector | MT
of large insurers’ and development strategy for Botswana.
retirement funds’
concentrated bank exposures
to monitor and detect
financial stability risks (118)
Implement data management | The BoB data management system project is not yet complete. As a result, ST
systems for stress testing and | the system has not been linked with the stress testing framework.
interconnectedness; updated
and standardized reporting
frameworks for both banks
and non-bank financial
institutions (119)
Develop data quality and This will be completed in the medium term after completion of the ST-MT
granularity to enhance stress- | ongoing IMF TA on an enhanced stress testing framework supported by
testing framework to include other BoB work. The first phase of the TA Mission, which was to
sensitivity tests for credit risk, | incorporate macroeconomic elements in the stress testing framework for
including to household debt the banking sector is partly achieved, as a stress testing tool containing the
and corporate indebtedness solvency, liquidity and macroblock modules has been developed. The next
(119) step is to produce manuals/supporting documents and provide training on
the operationalization of the model, with the final step being to expand the
stress testing framework to include the non-bank financial sector (to offer a
holistic view of risks to domestic financial stability). Concurrently, the Bank
recently joined the Global Institute on Macroprudential Modelling to tap
into resources that can assist with the development of a macro stress
testing framework.
Strengthen the liquidity The Liquidity Forecasting Unit is well-staffed and working with new ST

management framework to
include upgraded forecasting
tools, streamlined access to
refinancing facilities (T30) and
comprehensive collateral
schedule (131)

modelling techniques. It has also expanded its quantitative approach to
include more autonomous factors that affect liquidity along with increasing
the forecasting window to provide longer-term forecasts. Commercial
banks continue to access the Standing Deposit Facility (SDF) and the
Standing Credit Facility (SCF) for their daily liquidity management. The
Credit Facility (CF) is available to commercial banks for daylight credit to
support settlement in the Botswana Interbank Settlement System. The CF
also continues to serve as an automatic facility that aids close-of-day
settlement. Aligning the penalty rate on the Primary Reserve Requirements
accounts to the CF rate is still under review. Allowing access to the
Standing Credit Facility after the interbank market closes is also being
explored. Internal discussions relating to treatment of government bonds
as high-quality liquid assets (HQLA) for management of liquidity by banks
are ongoing.
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Recommendation Authorities’ Actions Time*
Develop the interbank repo On the interbank market, the bank successfully signed a Memorandum of MT
market by ensuring the legal Understanding (MoU) with Frontclear in early December 2023. Work with
framework supports Frontclear is continuing with workshops being conducted with the market.
enforceability and title This initiative will help to identify and assess the developmental challenges
transfer of securities under to the interbank market including legal and regulatory issues (GMRA and
relevant Master Agreement ISDA), close out netting and Tradeclear Feasibility. Further, by providing a
(130) guarantee on the entire market, it will greatly increase participation and
address segmentation. The BoB and commercial banks are currently in the
process of inputting information onto the Money Market Diagnostic
Framework.
Financial Sector Oversight
Align prudential requirements | The BoB developed and issued to the market the Guidelines on Corporate ST
for corporate governance and | Governance for Banks/Financial Institutions Licensed and Supervised by the
management of risks with Bank of Botswana on 14 November 2022 for implementation on 14 May
Basel principles, and improve | 2023. The Bank will begin work on improving the off-site and on-site tools
offsite and onsite tools (125) for corporate governance, with the assistance of AFRITAC South as part of
its regional corporate governance regulation and supervision initiative, and
potentially through additional TA from the IMF. The BoB will also
undertake a review of their risk management guidelines to ensure
alignment with Basel principles on banking risk areas The FSC Technical
Working Group (TWG) is currently working on corporate governance
frameworks for banks and non-bank financial institutions in an effort to
identify gaps, align them with best international standards and practices, as
well as strengthen and harmonize corporate governance standards in the
financial sector.
Revise risk-based supervision | The BoB has commenced work on enhancing its risk-based supervision MT
approach and bank rating (RBS), as well as bank rating methodology with TA from the IMF AFRITAC
methodology, making them South in June 2024. The TA included, among others, a review of the on-site
more forward-looking and examination and off-site monitoring processes. A guided on-site
adaptive to emerging risks examination will be conducted later in 2024 to assist the BoB in
(125) implementing recommended reforms. Furthermore, AFRITAC South, as part
of the overall work on risk-based supervision, is expected to assist the BoB
in evaluating the current arrangement wherein staff members are
responsible for the conduct of both off-site monitoring and on-site
examination of banks, and to determine suitability of the arrangement in
achieving a robust risk-based supervision approach. Overall, the FSAP
recommendation of revising risk-based supervision approach and bank
rating methodology was addressed by seeking technical assistance from
AFRITAC South to review the RBS and the on-site and off-site examination
processes.
Establish legal basis and set- The re-enacted Banking Act, 2023 provides for consolidated supervision. In | MT

up regulatory and supervisory
frameworks to implement
consolidated supervision for
banks and banking groups
(125)

addition, the BoB has drafted the Guidelines for Supervision of Financial
Conglomerates to provide the scope and manner of supervision of banking
groups on a consolidated basis—thus implementing the requirements of
Core Principle 12 of the Basel Core Principles for Effective Banking
Supervision.

INTERNATIONAL MONETARY FUND

51



BOTSWANA

Recommendation Authorities’ Actions Time*
Enhance supervisory Implementation of Pillar 2 began in September 2018. A follow-up IMF TA ST-MT
methodologies and build mission would be beneficial to assist with capacity building for Pillar 2, the
capacity for covering Pillar full implementation of which remains a challenge owing to limited
2 risks in the Supervisory understanding of the pillar. A large part of the Pillar 2 reform will be
Review and Evaluation covered by the proposed reform to the risk-based approach and risk-rating
Process (125). Impose tailored | process. Following this work, a follow-up mission could also assist with the
Pillar I capital buffer quantification model that would be used for requiring banks to hold
requirements for banks with additional capital, where necessary.
low capital and high
dividends payout ratios (121)
Augment supervisory The planned IMF TA mission includes a review of the structure of the MT
resources and strengthen department and advice on the approach to building risk specialists. The
supervisory capacity by BoB is in the process of hiring an examiner with information technology
increasing the number of risk | qualifications to improve supervisory oversight of IT risk.
specialists (127)
Operationalize AML/CFT risk- | The BoB employs an AML/CFT off-site monitoring tool of banks and onsite | MT
based toolkit for banks and examination. The off-site monitoring tool is used to identify banks with
NBFls, including for covering higher ML/TF risks. An on-site examination schedule is designed based on
novel risks from virtual assets | results generated from the off-site tool. For NBFIRA, this will be covered in
(126) the financial sector development strategy for Botswana.
Enhance macroprudential tool | Efforts to expand the macroprudential toolkit are ongoing and anchor on MT
kit to address liquidity refining the data templates to aid policy development. In particular, the
vulnerabilities in financial BoB has been given a fresh mandate on supervision of credit bureaus,
institutions, to consider which presents opportunities for the Bank to develop information
credit-based household templates that will address household data gaps. It is expected that new
sector tools, and to establish templates will address granularity of data and unveil hidden vulnerabilities
capital buffers (128) in the household sector. A financial cycle for Botswana was also estimated
in 2023 and will help in tracing the behavior of agents across the financial
cycle, while also informing macroprudential policy actions at different
points in the financial cycle.
Financial Safety Net and Crisis Management
Establish the operational The BoB has requested IMF technical assistance for the ELA framework. ST-MT
framework for emergency
liquidity assistance once the
Bank of Botswana
Amendment Act comes into
effect (132)
Align legal framework for the Section 43A of the Bank of Botswana (Amendment) Act, 2022 makes ST-MT

Botswana Deposit Insurance
Scheme with sound practices
and address gaps in the
regulatory framework to
develop strategic and
operational plan for
implementation of deposit
insurance (132-33)

provision for establishment, through regulations, of a deposit insurance
scheme for Botswana. The BoB’s Deposit Insurance Scheme Regulations,
which came into operation on 21 July 2023, operationalizes the Scheme.
The regulations provide for: establishment of the Deposit Insurance
Scheme of Botswana, Deposit Insurance Fund and Deposit Insurance
Committee (i.e., governing body of the Scheme); types of deposits covered;
funding sources for the fund; and staff of the Scheme.
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Recommendation Authorities’ Actions Time*
Align legal framework for the | To date, the Scheme has full a staff complement as per its organizational ST-MT
Botswana Deposit Insurance structure, headed by a Director; the Minister of Finance has appointed all
Scheme with sound practices private/independent members of the governing body effective April 1,
and address gaps in the 2024 for a four-year term each; the Scheme has issued membership
regulatory framework to certificates to all licensed banks and the Botswana Savings Bank (i.e.
develop strategic and member institutions) and collected once-off membership fee from each of
operational plan for the member institutions. Public education initiatives have also been carried
implementation of deposit out through the national radio and tv and pampbhlet printed for distribution
insurance (132-33) to members of the public. The Scheme has also produced its 2023
inaugural Annual Report. Finally, work has commenced to draft a
standalone Deposit Insurance Scheme law.
Expand supervisory Development of crisis management and bank resolution has been MT
memoranda of understanding | incorporated in the work program of the Financial Stability Council (FSC).
with all home country
regulators to include
resolution plans and issues,
and prepare a contingent
resolution plan for foreign
subsidiaries (132)
Expand the remit of the The FSC is currently working on developing a crisis preparedness and MT
Financial Stability Council to management framework. A Technical Working Group (TWG) of the FSC was
coordinate and develop the established to drive work in this area and the general work program of the
framework for crisis FSC. The TWG undertakes technical assessments on priority areas with a
preparedness and view to enhancing understanding of financial stability risks, developing
management; oversee macroprudential policy tools, crisis prevention and resolution framework,
recovery and resolution and other tools and initiatives aimed at ensuring the stability and resilience
planning, to conduct stress of the domestic financial system. The TWG has scheduled development of
testing and simulations, crisis management and bank resolution framework into the medium term.
develop manuals, and
implement a communications
strategy (133)
Financial Development Issues
Strengthen line-ministries The Presidential Directive CAB 5SP (B) 2021 REV. 1, dated 30th March 2022 ST
oversight of development directed that the Bank to be transitioned into an AgriBank. In 2022, to
finance institutions (DFls) by: address milestones in this reform process, the Bank submitted to the
(i) improving performance Ministry the NDB's Project Business Case and Project Initiation Document
monitoring, (ii) establishing a | for consideration, which were both ultimately signed off. The approval of
results framework to track the documents enabled NDB to commence the procurement of a
outcomes, and (iii) Transactional Advisor whose costs were to be borne by the Bank. The
introducing a regulatory project will be governed through a Project Steering Committee
framework specifically membership of which the Ministry is represented. The Bank has further
designed for DFIs (138) requested the Ministry to present an update of the NDB Transformation
Journey/Roadmap in May 2024. The Bank will brief the Ministry on the
project and unpack the findings of the Contextual Assessment report.
*ST = short term (1-3 years), MT = medium term (3-5 years)
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Annex VIl. Botswana’s Diamond Agreement with De Beers

1. A new 10-year marketing and sales agreement between the government of Botswana
and De Beers is expected to be signed by end-September 2024." An agreement-in-principle was
reached in July 2023, with the Head of Terms signed in October 2023. The agreement has four key
aspects: (1) Debswana'’s mining license will be extended by 25 years through 2054 and its sales
agreement will be extended by 10 years up to 2033;? (2) the Diamond Trading Company Botswana
(DTCB)? (on behalf of Debswana) will be able to increase the share of rough diamonds it sells to
Botswana's state-owned Okavango Diamond Company (ODC) from 25 percent currently to

30 percent once the agreement is signed, rising to 50 percent by the tenth year; (3) De Beers Group
will invest up to Pula 10 billion (equivalent to almost 4 percent of 2023 GDP) over 10 years in the
Diamond for Development Fund (DDF) with an initial contribution of Pula 1 billion (US$75 million);
and (4) De Beers will give Botswana the opportunity to partner in new diamond exploration in
designated areas of mutual interest such as in Botswana, Brazil, and Canada.

2. The Diamonds for Development Fund (DDF) is expected to be managed by an
independent board to help finance investment in other sectors of Botswana’s economy. DDF's
investment strategy is reported to include economic diversification within Botswana for life beyond
mining. To complement the authorities’ economic diversification, the DDF is expected to invest in
sectors beyond diamond mining such as smart agriculture, tourism, water, and energy.

3. The 2024 De Beers Agreement will prolong the economic partnership with Botswana
and has the potential to support the authorities’ diversification efforts. The first aspect—the
extension of Debswana’s mining license and sales agreement—is a positive development to
continue a successful relationship, lengthen the mining time horizon, and create more certainty for
all stakeholders. For example, De Beers will invest in the existing Jwaneng and Orapa mines to allow
mining of diamonds further underground, extending the use of these mines to 2035 and 2050,
respectively. The second key aspect (DTCB increasing the share of rough diamonds it sells to ODC)
could develop local value chains, provided that ODC successfully builds up its internal capacity to
expand sales to domestic cutters and polishers. Third, the DDF, if implemented on the basis of
economic principles, presents opportunities to support and accelerate Botswana's long term
economic diversification. It will be important that the final details of this development fund be open
and transparent, focus on projects that create local jobs, and avoid quasi-fiscal extrabudgetary
operations (e.g. if some projects that would normally be part of the budget are outsourced to the
DDF). Lastly, giving the authorities the option to engage in joint diamond exploration could give
Botswana a global reach and generate potential additional revenue streams beyond the life of the
country’s existing diamond mines.

" Once the agreement is signed, it will be sent to Anglo American shareholders for approval.
2 Debswana is a 50-50 joint venture between the government of Botswana and De Beers formed in 1969.

3 DTCB is a 50-50 joint venture partnership between the government of Botswana and De Beers, which sorts and
values Debswana’s diamond production.
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Annex VIII. Capacity Development

1. This annex takes stock of recent Fund capacity development (CD) activities and
updates the near-term CD strategy. AFRITAC South (AFS), as well as the Monetary and Capital
Markets Department (MCM), the Fiscal Affairs Department (FAD), the Statistics Department (STA)
and the Legal Department (LEG) are the main Fund CD providers to Botswana. Other CD activities
such as training, workshops, online courses, and supported peer learning are also provided by AFS,
headquarter staff from FAD, MCM, STA, LEG, and ICD, and a peripatetic advisor to the Bank of
Botswana (Simon Gray).

Capacity Development Assessment

2. Fund CD has been well integrated with surveillance priorities and has largely focused
on strengthening core macroeconomic competencies of the Ministry of Finance, tax authority,
central bank, and financial sector supervision and regulation bodies. The two Selected Issues
Papers produced for this Article IV on the creation of a sovereign wealth fund and the reform of
social protection and the August 2023 SIP on reforming the SOE sector provided a timely analysis in
line with the authorities’ technical assistance (TA) needs. Recent CD over the past five years has
addressed a range of areas, including central bank operations, financial regulation and supervision,
quality of statistics and data reporting, and AML/CFT. In the fiscal area, for instance, TA was
delivered on fiscal rules, Public Investment Management Assessment (PIMA) Update and Climate
PIMA in 2022, revenue administration, and on fiscal risk management frameworks including training
on the State-Owned Enterprises (SOE) health check and stress test tools and review of the Public
Financial Management (PFM) legal framework in 2023-24.

Key Achievements Include:

. Fiscal. The Ministry of Finance updated drafting instructions for the PFM Act, reflecting
some of the key CD recommendations. Following a TADAT assessment in 2021 and AFS CD,
the organizational structure and compliance risk management of the large taxpayer unit was
strengthened, and the capacity of the taxpayer services function was developed.

. Monetary and financial. The Financial Sector Stability Assessment (FSSA) was published in
September 2023, with technical annexes published in early 2024. With MCM and AFS, the
monetary operation framework was renewed (2021), the guidelines on the liquidity coverage
ratio and liquidity risk management regulation were finalized, and annual borrowing plans
and the medium debt management strategy were improved (2023). The regulatory
framework for cybersecurity risk was strengthened, a strategy for the national payment
system was formulated, and the local bond market was further developed (2022).

. Legal. The implementation of the legal and regulatory framework has been further
strengthened with LEG TA since Botswana was removed from the Financial Action Task Force
International Co-operation Review Group “grey list” in 2021, with the development and
implementation of customized risk-based tools and manuals for both Bank of Botswana and
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the Non-Bank Financial Regulatory Authority to facilitate AML/CFT supervision of financial
and nonfinancial institutions, respectively. The income tax and valued added tax laws were
rewritten, and a new tax administration law was drafted in 2024, with ongoing LEG TA since
2016. The Banking Bill and the Bank of Botswana Amendment Act, both passed in 2023,
strengthened the Financial Stability Council, clarified the mandate of the central bank, and
set out arrangements for handling bank resolutions. The Botswana Deposit Insurance
Scheme (BDIS) was also introduced (2023).

. Statistics. The producer price index (PPI) was developed and improved, and a provisional
consumer price index (CPI) with owner occupier housing costs was compiled with STA in
2023. With the implementation of TA recommendations, the quality of national accounts,
price, and external sector statistics was enhanced. Improvements include a reduction of net
errors and omissions and the expansion of the central bank's monetary and financial
statistics coverage to other financial corporations in 2022.

3. Cooperation between the IMF and Botswana on TA and training continues to be
strong. The authorities expressed appreciation for the continued and extensive CD provided by the
Fund. They have shown ownership of the reform processes and have generally followed up on TA
recommendations. Some progress has been made with implementation of the FSAP
recommendations (see Annex VI). Progress has been slower in implementing recommendations
related to fiscal risk management particularly for SOEs, while the fiscal rule previously designed for
Botswana remains to be implemented.

4. Several large projects and initiatives are planned for 2024-25, in response to the
authorities’ requests. TA on debt sustainability analysis (DSA) forecasting and policy analysis
system (FPAS) are ongoing. On monetary policy operation and financial market development, TA to
the central bank is being provided on an ongoing basis by a long-term peripatetic advisor. TA on
the macro-fiscal framework and fiscal risk management will continue. The current AML/CFT capacity
development project and related technical assistance is planned to continue until end-2024 to
facilitate the full implementation of risk-based tools, including supervision manuals for the BoB and
NBFIRA. LEG expects to support implementation of the tax law reform package—to be enacted in
2024—including by assisting with drafting accompanying regulations. A new regional advisor was
appointed in March 2024 to help improve government finance and public sector debt statistics, and
assistance in the areas of real and external sector statistics is ongoing. The Fund stands ready to
support the authorities’ goal to subscribe to the IMF’s Special Data Dissemination Standard (SDDS)
once the authorities meet the timeliness and frequency requirements, primarily by publishing data
on general government operations and external debt.

Capacity Development Priorities

5. The CD objectives listed below are consistent with the country’s macroeconomic
priorities. The CD Strategy developed for the 2023 Article IV consultation remains broadly
appropriate. CD should continue to support the authorities’ goals of building fiscal buffers,

56 INTERNATIONAL MONETARY FUND



BOTSWANA

enhancing public financial management, improving monetary policy effectiveness, developing
domestic financial markets, and strengthening financial supervision.

6. To support these CD objectives, the authorities expressed interest in TA and training in
several areas in 2024-25. Areas of interest for near-term TA include tax gap estimation, GDP
rebasing, updating and expanding the PPI basket, strengthening the compilation and dissemination
of balance of payments (BOP) and international investment position (IIP) statistics. The authorities
may request assistance to undertake a comprehensive review of income tax and VAT, develop a
fintech strategy (including a CBDC feasibility study), and draft legislations such as the payment law.

Surveillance Priorities CD Objectives

Domestic Revenue Mobilization - Provide comprehensive review of the domestic tax system

- Assist with tax legal framework according to international best practices and
facilitate finalization and enactment of impending tax law reforms

- Provide training on best practices of revenue forecasting

and Administration

Public Financial Management - Organizational review of the Ministry of Finance

- Strengthen the fiscal risk management framework (i.e., identification, monitoring
and management of all fiscal risks)

- Review of the IFMIS strategy

Fiscal and Debt Management - Provide training for building DSA capacity
- Build capacity in the development of medium-term debt strategy (MTDS) and

annual borrowing plans

- Provide follow-up TA on local currency bond market development

- Strengthen the macro-fiscal framework and establish fiscal costs from climate
change and natural disasters

Framework

Central Bank Operations - Develop and strengthen the central bank’s capacity to provide Lender of Last
Report (LOLR)
- Strengthen efficient implementation of monetary policy under the existing regime

Financial Supervision and - Basel lI-ll framework implementation

Regulation - g;;gn optimal arrangements regarding fintech, including a feasibility study for
Monetary and Macroprudential - Build capacity to effectively communicate the monetary policy mandate and
Policy Implementation and objectives

Operations - Assist with drafting of Central Bank/Macroprudential Oversight Law

- Strengthen crisis preparedness and bank resolution framework
- Assist with the structural and legal form of the Deposit Protection Fund

Improve the Timeliness and Quality | - Prepare national account rebasing (September 2024)

of Statistics - Update and strengthen compilation and dissemination of external account and
price statistics, including quarterly BOP and IIP statistics and enhancing source
data

- Expand the coverage of government finance statistics to include extrabudgetary
entities and local governments and improve source data for better classification of
current and capital expenditures transactions

- Expand and update the PPI

Implement a sound and - Strengthen the risk-based supervisory frameworks of BoB and NBFIRA for AML/CFT
effectiveness risk-based approach supervision

to AML/CFT supervision of financial | - Develop risk-based tools for identifying, assessing, controlling, and monitoring
and non-financial institutions money laundering or terrorist financing risks within financial institutions and non-

bank financial institutions

- Develop risk-based supervision manuals for conducting AML/CFT onsite
inspections of financial and nonbank financial institutions

- Establish risk profiles and supervisory strategies for supervision of financial
institutions and non-bank financial institutions
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Annex IX. Authorities’ Responses to Past Recommendations

2023 Article IV Recommendations

Authorities’ Responses

> Implement planned fiscal consolidation, The authorities project a wider deficit in FY2024, but still
5 preferably supported by an expenditure rule. intend to implement a strong fiscal consolidation in the
a following two years. The authorities are considering the
g introduction of a fiscal rule to save a share of mineral
[ revenue, possibly invested in a new SWF.
Stand ready to raise the policy rate if inflation | The authorities have reduced interest rates by 50 bps since
E s, | risks materialize. December 2023, in response to lower inflation risks and a
° 2 wider output gap. The monetary stance is appropriate, given
é & that inflation is projected to remain within the objective

range over the medium term.

Implement proposals to deepen the interbank
and bond markets and improve monetary
policy transmission. Operationalize the
frameworks for emergency liquidity assistance,
deposit insurance, and bank resolution.

Financial Sector Development

The authorities are engaging with the recommendations
from the 2023 FSAP and IMF TA reports. To support bond
market development, the authorities have started publishing
an annual Government Borrowing Strategy and Government
Securities Auction Calendar since 2023. A new deposit
insurance scheme was introduced in July 2023. The
authorities are drafting guidelines for the resolution
framework. The BoB has requested IMF technical assistance
for the ELA framework. To develop the interbank market, the
authorities have signed an agreement with a private
company to provide guarantees for interbank trades.
Preparations for implementation of Basel Ill regulatory
standards are well advanced.

Maintain close financial oversight, enhance

Financial oversight has been strengthened with the

,5 c | crisis preparedness, and adopt a bank introduction of the BoBAA (2022) which formalizes and gives

& .g resolution framework. additional powers to the Financial Stability Council.

& 3 Amendments to the Banking Act, which will create a stronger

& g legal basis for financial stability oversight, was approved by

s 3 Parliament in April 2023. The AML/CFT regime has been

§ e strengthened, and supervisory authorities like the BoB and

e © the NBFIRA are moving towards a risk-based approach to

- supervision of financial institutions.
Implement plans to diversify production, The 2024 Budget proposed a significant increase in
increase the relative size of the private sector infrastructure investment. The 2023 IMF PIMA Update found
and enhance resilience to external shocks, that additional efforts are required to improve the efficiency
including by trade facilitation and integration, | of investment. Reform of the SOE sector remains a policy
SOE reform, and more efficient climate-resilient| priority, but progress to privatize these entities has been

H infrastructure investment and targeted support | limited. Import restrictions on certain goods (e.g.,

:E’ for highly productive export-oriented sectors. | vegetables) continue. The 2023 IMF C-PIMA report found

L that climate-related public investment initiatives are

T generally at early stages of implementation. In April 2024,

2 Botswana commenced trading under the AfCFTA. The new

§ agreement between the government and De Beers could

o develop downstream activities along the diamond value

chain, while the Diamonds for Development Fund is
expected to finance projects in sectors beyond diamond
mining, like agriculture, tourism, water, and energy. The
authorities are preparing the new NDP to be launched after
the end-2024 elections.
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Annex X. Data Issues

Table 1. Botswana: Data Adequacy Assessment for Surveillance

1. Data Adequacy Assessment Rating 1/
B

Questionnaire Results 2/

Monetary and

National Government External Sector Inter-sectoral

Financial
Statistics

Prices Median Rating

Assessment Accounts Finance Statistics Statistics Consistency

Detailed Questionnaire Results

Data Quality Characteristics
Coverage B 5]

Granularity 3/

Consistency B B
Frequency and Timeliness [

Note: When the questionnaire does not include a question on a specific dimension of data quality for a sector, the corresponding cell is blank.

1/ The overall data adequacy assessment is based on staff's assessment of the adequacy of the country’s data for conducting analysis and formulating policy advice, and takes into consideration country-
specific characteristics.

2/ The overall questionnaire assessment and the assessments for individual sectors reported in the heatmap are based on a standardized questionnaire and scoring system (see IMF Review of the
Framework for Data Adequacy Assessment for Surveillance , January 2024, Appendix I).

3/ The top cell for "Granularity" of Government Finance Statistics shows staff's assessment of the granularity of the reported government operations data, while the bottom cell shows that of public debt
statistics. The top cell for "Granularity" of Monetary and Financial Statistics shows staff's assessment of the granularity of the reported Monetary and Financial Statistics data, while the bottom cell shows
that of the Financial Soundness indicators.

_The data provided to the Fund is adequate for surveillance.

B The data provided to the Fund has some shortcomings but is broadly adequate for surveillance.

C The data provided to the Fund has some shortcomings that somewhat hamper surveillance.

—The data provided to the Fund has serious shortcomings that significantly hamper surveillance.
Rationale for staff assessment. Data provision is broadly adequate for surveillance, with some shortcomings including narrow sector coverage of global finance

statistics (GFS) data which is limited to Budgetary Central Government.

Changes since the last Article IV consultation. BOP data for 2021-23 were revised and net errors and omissions reduced to reflect i) the 2022 BOP survey and ii)
the 2022 Foreign Capital Survey with improved data accuracy and increased coverage of transactions from commercial banks. The process to rebase the national
accounts to update the 2016 benchmark estimates is progressing and the major surveys required for rebasing are planned. Statistics Botswana (SB) is reviewing and
finalizing the questionnaires to be used in the Census of Economic Establishments (CEE), sample design and IT processing system. There has been a decline in the
quality of fiscal reporting with increased lag to receive fiscal sector data due to technical problems with the budget information system (GABS). This has prevented
the finalization of the FY2023 accounts. The authorities are taking actions to upgrade the system by end-2024.

Corrective actions and capacity development priorities. STA provided technical assistance to support moving the authorities in expanding institutional sector
coverage of GFS to consolidated government data, but this has not yet been implemented. TA is ongoing on updating/development of the PPl and on rebasing the
annual national accounts.

Use of data and/or estimates different from official statistics in the Article IV consultation. The team supplements official data with diamond production and
price data from the largest diamond mining company.

Other data gaps. The household survey lacks information on income and consumption, hindering the ability to compute recent measures of poverty and inequality.
The C-PIMA noted that the main data gap to address is to mitigate climate risk on infrastructure asset management by mapping the location and climate
vulnerability of major infrastructure assets to damage from natural disasters and severe climate conditions, including details of the current condition of each asset
and its hazard exposure and vulnerability. Areas for improvement on gender data include data on literacy and education, financial usage, and asset ownership. The
authorities do not publish information on SOEs, although TA was delivered on SOE fiscal risk analysis. The TA recommendation that SOEs provide financial
information to the Ministry of Finance on a regular basis has not yet been implemented.
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Table 2. Botswana: Data Standards Initiatives

Botswana participates in the Enhanced General Data Dissemination System (e-GDDS) and publishes the data on its National Summary Data Page since January 2016.

Table 3. Botswana: Table of Common Indicators Required for Surveillance
(As of July 2024)

Publication under the Data Standards Initiatives through the

Data Provision to the Fund N
National Summary Data Page

Date of Latest . Frequency of  Frequency of Expected s Expected .
. Date Received 6 g 67 Botswanal L 67 Botswana
Observation Data Reporting Frequency™ Timeliness™
Exchange Rates May-24 5/31/24 A/M A/M D M same day
International Reserve Assets and Reserve Liabilities of
] Apr-24 7/13/24 M A/M M M ™ 3M
the Monetary Authorities
Reserve/Base Money Apr-24 7/13/24 M A/M M M 2M 3M
Broad Money Apr-24 7/13/24 M M M M 1Q 3M
Central Bank Balance Sheet Apr-24 7/13/24 M M M M 2M 3M
Consolidated Balance Sheet of the Banking System Apr-24 7/13/24 M M M M 1Q 3M
Interest Rates® Jun-24 7/9/24 M M M M 5D
Consumer Price Index Jun-23 7/13/24 A/Q/M A/Q/M M M 2M 2W
Revenue, Expenditure, Balance and Composition of
R 4 NA NA NA NA NA NA
Financing”-General Government’
Revenue, Expenditure, Balance and Composition of
. .3 Jul-23 11/1/23 A/YM A/Q/M Q M 1Q 6W
Financing®- Central Government
Stocks of Central Government and Central Government-
5 Dec-23 3/31/24 A/Q A/Q Q Q 2Q 1Q
Guaranteed Debt
External Current Account Balance Dec-23 3/1/24 A/Q A/Q Q A 1Q 3Q
Exports and Imports of Goods and Services Mar-24 6/1/24 A/Q A/Q M M 12W 2M
GDP/GNP Mar-23 7/1/24 A/Q A/Q Q Q 1Q 3M
Gross External Debt Mar-23 6/1/23 A A Q 2Q
International Investment Position Dec-23 3/1/24 A A A A 3Q ELY)

"Includes reserve assets pledged or otherwise encumbered, as well as net derivative positions.

? Both market-based and officially determined, including discount rates, money market rates, rates on treasury bills, notes and bonds.

* Foreign, domestic bank, and domestic nonbank financing.

“ The general government consists of the central government (budgetary funds, extra budgetary funds, and social security funds) and state and local governments.

® Including currency and maturity composition.

° Frequency and timeliness: (‘D") daily; ("W") weekly or with a lag of no more than one week after the reference date; (“M") monthly or with lag of no more than one month after the reference date; (“Q") quarterly or with lag of no more
than one quarter after the reference date; (“A”) annual.; ("SA") semiannual; ("I") irregular; ("NA") not available or not applicable; and ("NLT") not later than;.

” Encouraged frequency of data and timeliness of reporting under the e-GDDS and required frequency of data and timeliness of reporting under the SDDS and SDDS Plus. Any flexibility options or transition plans used under the SDDS or
SDDS Plus are not reflected. For those countries that do not participate in the IMF Data Standards Initiatives, the required frequency and timeliness under the SDDS are shown for New Zealand, and the encouraged frequency and
timeliness under the e-GDDS are shown for Eritrea, Nauru, South Sudan, and Turkmenistan.

®Based on the information from the Summary of Observance for SDDS and SDDS Plus participants, and the Summary of Dissemination Practices for e-GDDS participants, available from the IMF Dissemination Standards Bulletin Board
(https://dsbb.imf.org/). For those countries that do not participate in the Data Standards Initiatives, as well as those that do have a National Data Summary Page, the entries are shown as "..."
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BOTSWANA

I RELATIONS WITH THE FUND

(As of June 30, 2024)
Membership Status:
General Resources Account

Quota
Fund holdings of currency
Reserve position in Fund

SDR Department

Net cumulative allocation

Holdings

Outstanding Purchases and Loans
Financial Arrangements

Project Obligations to Fund

Implementation of HIPC Initiative

Implementation of Multilateral Debt Relief Initiative

Implementation of Catastrophe Containment and Relief

Exchange Rate Arrangement

Joined July 24, 1968; Article VIII

%2}
X

(million)
197.20
145.33

51.88

wn
pe

(million)
246.44
25212

Percent of

Quota
100.0

73.70
26.31

Percent of

Quota
100.00

102.30
None
None
None
Not Applicable
Not Applicable
Not Applicable

The exchange rate of the Botswana Pula is a crawling peg arrangement against a weighted basket of
currencies comprising the SDR and the South African Rand. As of June 30, 2024, the exchange rate
of the U.S. dollar to the Pula was US$1= P13.62, and that of the South African rand to the Pula was

R1=P0.74.

Botswana has accepted the obligations under Article VIII, Sections 2(a), 3, and 4 of the IMF's Articles
of Agreement. It maintains an exchange system free of restrictions on the making of payments and
transfers for current international transactions and multiple currency practices.

Article IV Consultation

Botswana is on a standard 12-month consultation cycle. The last Article IV consultation was

concluded by the Executive Board on August 28, 2023.
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BOTSWANA

I RELATIONS WITH OTHER INTERNATIONAL FINANCIAL
INSTITUTIONS

° World Bank: https://www.worldbank.org/en/country/botswana

o African Development Bank (AfDB): https://www.afdb.org/en/countries/southern-
africa/botswana

o IMF Regional Technical Assistance Center for Southern Africa (AFRITAC South):
http://www.southafritac.org/

o Japan International Cooperation Agency (JICA):
https://www.jica.go.jp/english/overseas/botswana/office/index.ntml

° OPEC Fund for International Development (OFID):
https://opecfund.org/operations/countries-a-z/africa/botswana

INTERNATIONAL MONETARY FUND 3


https://www.worldbank.org/en/country/botswana
https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.afdb.org%2Fen%2Fcountries%2Fsouthern-africa%2Fbotswana&data=05%7C01%7CLEyraud%40imf.org%7C03c0224ef80b4a9bd53208db8ecb9b9c%7C8085fa43302e45bdb171a6648c3b6be7%7C0%7C0%7C638260777360605831%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=eGIQZ5lUVGO9fbfkLvn8o6Avlgi2mF9aOrd%2BO%2FoppIA%3D&reserved=0
https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.afdb.org%2Fen%2Fcountries%2Fsouthern-africa%2Fbotswana&data=05%7C01%7CLEyraud%40imf.org%7C03c0224ef80b4a9bd53208db8ecb9b9c%7C8085fa43302e45bdb171a6648c3b6be7%7C0%7C0%7C638260777360605831%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=eGIQZ5lUVGO9fbfkLvn8o6Avlgi2mF9aOrd%2BO%2FoppIA%3D&reserved=0
http://www.southafritac.org/
https://www.jica.go.jp/english/overseas/botswana/office/index.html
https://opecfund.org/operations/countries-a-z/africa/botswana
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