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1. PREFACE

1.1 Purpose of the report

The Monetary Policy Report (MPR) is the main medium through which the Bank of Botswana (the Bank) informs
the public about the conduct of monetary policy on a regular basis. It serves to meet the public’s expectation of a
transparent and accountable central bank in fulfilling the monetary policy mandate set out in the Bank of Botswana
(Amendment) Act, 2022.

The MPR reviews macroeconomic performance and assesses factors that are likely to influence the inflation path in
the medium term and, in turn, the Bank’s future policy choices. In this respect, the MPR promotes an understanding
of the conduct of monetary policy to anchor public expectations of a low, predictable and sustainable level of
inflation.

1.2 Monetary policy framework

The primary objective of the Bank’s monetary policy is to achieve price stability, which, in the Botswana context,
is a sustainable level of annual inflation, as measured by the consumer price index (CPI), that is within the
medium-term objective range of 3 — 6 percent. Consequently, as of April 2022, the Bank uses the Monetary Policy
Rate (MoPR) to influence short-term market interest rates to steer the economy through business cycles, thus
contributing to sustainable economic growth. The policy is also formulated with a view to safeguarding the stability
of'the financial system. The monetary policy framework is anchored on the crawling band exchange rate mechanism,
which seeks to maintain a stable real effective exchange rate (REER) that is conducive for macroeconomic stability
and the international competitiveness of domestic producers’ tradeable goods and services. The Ministry of Finance
(MoF), in consultation with the Bank, recommends parameters for the exchange rate mechanism (weights of
currencies that comprise the Pula Basket and the rate of crawl) that determine the value of the Pula for approval by
His Excellency, the President.

In evaluating policy options, the Bank implements a forward-looking monetary policy framework with a central
role for a medium-term inflation forecast. The Bank sets the policy to direct projected movements of inflation
towards the medium-term objective range, while considering the prevailing rate of crawl of the exchange rate
mechanism, prospects for economic growth and developments relating to the stability of the financial system. The
policy horizon is up to 3 years, and evaluated on a rolling basis, because monetary policy affects price developments
with an estimated lag of up to four quarters. A proactive approach to setting policy necessitates a continuous review
of the inflation outlook.

The monetary policy stance is signalled by the MoPR. To support this signal, the Bank conducts open market
operations, which entail, primarily, auctioning of the Bank of Botswana Certificates (BoBCs) through a fixed rate
full allotment system, engaging in repo/reverse repo transactions with commercial banks (primary dealers), and
issuing a one-month BoBC paper to address structural liquidity issues and support the construction of the short-end
ofthe yield curve (see Box 2 on page 24 for details on monetary policy implementation and operations framework).

1.3 Decision-making process

Monetary policy decisions are made by the Monetary Policy Committee (MPC), which comprises nine members:
four external members appointed by the Minister of Finance and five internal members. The internal members are
the Governor, two Deputy Governors, the head of department responsible for economic research and the head of
department responsible for treasury operations. The MPC meets at least six times a year to determine the monetary
policy stance.

1.4 Announcement of the monetary policy decision

The Governor holds a Press Briefing shortly after each MPC meeting to announce the monetary policy decision.
The Press Briefing allows for interaction with members of the media and facilitates understanding of the Bank’s
economic analysis and policy stance. Following the briefing, a Press Release is issued to inform the public of the
Committee’s decision regarding the MoPR and the rationale behind the policy choice.

The first MPC meeting of the year, held in February, is accompanied by the issuance of the Monetary Policy
Statement, through which the Bank reports on inflation trends, policy performance and the likely policy posture for
the ensuing year. Subsequently, the MPR is produced for the April, August and October' meetings and is published
on the Bank’s website (www.bankofbotswana.bw) within a week of the announcement of a policy decision.

1 Due to the national general elections, the October 2024 meeting was held in November 2024.
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2. EXECUTIVE SUMMARY

In 2024, monetary policy is being implemented in the context of projections for lower inflation in the short-to-medium
term, due to base effects associated with upward adjustments in domestic fuel prices in 2023; impact of the reduction in
domestic fuel prices; subdued domestic and global economic activity; and anticipated lower international commodity
prices and trading partner countries’ inflation. At the November 2024 meeting, the MPC projected that the economy would
continue to operate below full capacity in the short term and marginally recover in the medium term, and not generate
demand-driven inflationary pressures. Therefore, the economic conditions and the outlook for both domestic and external
economic activity provided scope to maintain the monetary policy stance. Thus, the Bank maintained the MoPR at 1.9
percent at the November 2024 MPC meeting, following two consecutive cuts of a cumulative 50 basis points.

The Bank’s formulation and implementation of monetary policy focuses on entrenching expectations of low, sustainable
and predictable level of inflation through a timely response to price developments. The Bank remains committed to
responding appropriately to preserving price stability without undermining economic activity.

In 2023, global economic performance and sentiment were adversely affected by the ongoing Russia-Ukraine war, global
monetary policy tightening and lingering effects of the COVID-19 pandemic, particularly the zero-COVID policies and
lockdowns in China. In addition to the adverse impact on global economic activity, the war resulted in significantly
elevated commodity prices and, therefore, inflationary pressures. In response, there was generalised increase in policy
interest rates and, hence, tightening of financial conditions.

According to the International Monetary Fund (IMF)’s October 2024 World Economic Outlook (WEO), the global
economy has remained resilient, despite the lagged effect of intense tightening of monetary policy in 2023 around the
world. The global economy is projected to grow by 3.2 percent in 2024, down from 3.3 percent in 2023, and unchanged
from the July 2024 projections. Growth prospects for both advanced and emerging market economies remain broadly
restrained. For advanced economies, growth is forecast to increase from 1.7 percent in 2023 to 1.8 percent in 2024, while
it is expected to decrease from 4.4 percent to 4.2 percent for emerging market economies, in the same period.

Global inflationary pressures are generally moderating in both advanced and emerging market economies, mainly due
to high borrowing costs associated with tight monetary policy implemented in 2023 and squeezed household budgets.
Global inflation eased to 6.7 percent in 2023, from 8.7 percent in 2022. Similarly, international oil prices decreased but
remained above pre-pandemic levels in the third quarter of 2024, on account of weak industrial demand for oil, particularly
in China; expanding electric cars fleet; and Organization of the Petroleum Exporting Countries (OPEC) and its allies’
decision to gradually unwind the extra voluntary production cuts from October 2024 until the end of 2025. Meanwhile, the
United Nations’ Food and Agriculture Organization (FAO) food price index increased in the third quarter of 2024, mainly
attributable to reduced supply due to prolonged dry weather conditions.

Domestically, headline inflation averaged 3.1 percent in the third quarter of 2024, up from 2 percent in the third quarter of
2023, mainly due to base effects associated with the decrease in domestic fuel prices effected 21 June 2023, as well as the
acceleration in the rate of annual price changes of transport category particularly due to purchases of vehicles. Inflation
is forecast to remain below the lower bound of the 3-6 percent objective range in the short term and revert to within the
objective range on a sustained basis from the third quarter of 2025. The inflation forecast for October 2024 has been
revised slightly downwards in the short term and upwards in the medium term compared to the August 2024 forecast.
The downward revision in the short term is mainly attributable to the reduction in domestic fuel prices effected on 11
September 2024 and the subdued domestic economic activity, while the upward revision in the medium term is mainly due
to the expected recovery in economic activity, buttressed by the prevailing loose monetary conditions.

Botswana’s real gross domestic product (GDP) contracted by 0.9 percent in the twelve months to June 2024, compared
to a growth of 4.8 percent in the year to June 2023. The lacklustre performance reflects subdued growth in both the
non-mining and mining sectors. Weak activity in the non-mining sector is, in part, attributable to the slow and muted impact
of the various ongoing economic transformation initiatives, continuance of low productivity and drought conditions, as
well as challenges associated with limited fiscal space and sub-optimal performance of the Government Accounting and
Budgeting System (GABS). The contraction in the mining sector is mainly due to a combination of external factors, such
as subdued global demand, the growing popularity of synthetic diamonds in major markets, global economic uncertainty,
and geopolitical conflicts. With growth in the domestic economy expected to remain subdued in the remaining part of the
year, the IMF has revised downwards the country’s growth projection for 2024 from 3.6 percent to 1 percent, reflecting
continued unfavourable global economic conditions and geopolitical events. Going forward, the domestic economy is
expected to improve, supported by a rebound in mining production; improvements in some non-mining sectors, such
as diamond traders and manufacturing; and the current loose monetary conditions, which are conducive for financing
economic activity.
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As at the end of September 2024, the foreign exchange reserves were estimated at P52.8 billion, a decrease of 17.4 percent
from P63.9 billion in September 2023, which translated into 7.1 months of import cover of goods and services. The current
account is estimated to have recorded a deficit of P3.4 billion in the second quarter of 2024, compared to an estimated
surplus of P5.9 billion in the corresponding period in 2023.

Commercial bank credit growth decelerated from 5.5 percent in August 2023 to 4.8 percent in August 2024, largely
attributable to a lower utilisation of overdraft and revolving credit facilities by businesses. Meanwhile, money supply (M2)
rose by 12 percent in the year to August 2024, compared to 5.1 percent in August 2023.

For 2024, the Bank’s implementation of the exchange rate policy entails the maintenance of an annual downward rate of
crawl of 1.51 percent, together with the Pula basket weights of 45 percent for the South African rand and 55 percent for the
Special Drawing Rights (SDR), with a view to enhancing domestic industry competitiveness. Consequently, the nominal
effective exchange rate (NEER) of the Pula depreciated by 1.5 percent in the year to October 2024. Against the Pula basket
currencies, the Pula depreciated by 4.3 percent against the South African rand and appreciated by 0.9 percent against the
SDR. In the year to September 2024, the REER depreciated by 2.7 percent, due to the depreciation of the NEER (the
rate of crawl), which more than offset the positive inflation differential between Botswana and trading partner countries,
suggesting a marginal gain in Botswana’s export competitiveness, by this measure.
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3.1 Recent global economic
developments
Global growth subdued

According to the IMF’s October 2024 WEO, the global
economy is estimated to have grown by 3.3 percent in
2023, down from an expansion of 3.6 percent in 2022
(Table 3.1). The lower growth for 2023 was partly due to
the impact of central banks’ policy rate hikes to combat
inflation and associated tighter financial conditions
across the globe, the negative spillover effects from the
Russia-Ukraine war, withdrawal of COVID-19 fiscal
support measures, extreme weather events and weaker
growth in some advanced economies, particularly the euro
area and United Kingdom (UK).

Meanwhile, growth outturn for the second quarter of
2024 was lower than expected, especially in China, due
to weak domestic demand, as well as in India as a result
of the sharp slowdown in government spending during the
general elections.

The US economic growth decelerates

Real output in the US expanded by an annualised
2.8 percent in the third quarter of 2024, lower than
the 3 percent growth in the second quarter of 2024.
The deceleration in output growth was driven by
lower private inventory investment and a larger
decrease in residential fixed investment. However, the
acceleration in consumer spending, exports and federal
government spending partially offset the deceleration.

Euro area growth increases

In the euro area, GDP grew by 0.4 percent in the third
quarter of 2024, from 0.2 percent in the second quarter
of 2024. Despite this, growth remained subdued because
of relatively high inflation and borrowing costs, as well
as weak external demand. Among the bloc’s largest
economies, Spain led with an output growth of 0.8 percent,
followed by France and Germany at 0.4 percent and 0.2
percent, respectively, while growth in Italy stalled in the
third quarter of 2024.

UK growth slowed slightly

The UK’s GDP slowed to 0.5 percent in the second quarter
of 2024, from a 0.7 percent growth in the first quarter of
2024, as manufacturing and construction output declined.

Emerging markets’ growth slowed

Output growth in emerging markets slowed in the second
quarter of 2024, primarily due to slower growth in China
and India. The Indian economy grew by 6.7 percent year
on year in the second quarter of 2024, compared to an
expansion of 7.8 percent in the first quarter of 2023, missing

3. RECENT ECONOMIC DEVELOPMENTS

the market expectation of 6.9 percent. It was the slowest
expansion in five quarters, owing to slowing consumer
demand, as well as a sharp slowdown in government
spending as the long-awaited general elections drove
several usual government activities to a halt.

Meanwhile, the Chinese economy grew by 4.6 percent in
the third quarter of 2024, lower than the 4.7 percent in the
second quarter but higher than the market expectation of
4.5 percent growth. The slowdown in growth in the third
quarter was due to a persistent property downturn, weak
domestic demand, falling yuan and trade frictions with the
West.

South African economy expanded

Output in South Africa grew by 0.4 percent in the second
quarter of 2024, up from a revised flat figure in the first
quarter, as the country experienced no load-shedding
throughout the entire quarter for the first time in years.
Seven out of ten industries registered growth, led by
finance, real estate and business services (1.3 percent);
trade (1.2 percent); and manufacturing (1.1 percent)
sectors.
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Table 3.1: Growth Estimates and Projections

Estimate Projection

2022 | 2023 | 2024 2025
Global 3.6 33 3.2 3.2
Advanch
economies 29 1.7 1.8 1.8
USA 2.5 2.9 2.8 2.2
Euro area 34 0.4 0.8 1.2
UK 4.8 0.3 1.1 L.5
Japan 1.2 1.7 0.3 1.1
EMDEs 4.0 4.4 4.2 4.2
China 3.0 5.2 4.8 4.5
Brazil 3.0 2.9 3.0 2.2
India 7.0 8.2 7.0 6.5
Russia -1.2 3.6 3.6 1.3
South Africa 1.9 0.7 1.1 1.5
Botswana 5.5 2.7 1.0 5.2
Source: IMF WEO October 2024.
Note: EMDEs stands for emerging market and developing

economies.

Global commodity prices

Rough diamond prices decreased in the third

quarter of 2024

The global rough diamond price index decreased by
6 percent from 146.11 points in the second quarter of
2024 to 137.32 points in the third quarter of 2024. The
decline was mainly due to weaker demand by major end
product consumers, such as China and the US. In addition,
the demand for natural diamonds has been impacted by
increased competition from lab-grown diamonds, which
are gaining popularity as a substitute product. Lab grown
diamonds currently hold 20-25 percent of market share and
are projected to account for approximately 30-40 percent
of the total diamond market by 2030, up from nearly zero
in 2015.2

Polished diamond prices decreased in the second

quarter of 2024

The global polished diamond price index decreased by
1.9 percent from 109 points in the first quarter of 2024 to
107 points in the second quarter of 2024, due to weaker
demand and a challenging global economic outlook.

Oil prices decreased in the third quarter of 2024
International oil prices decreased in the third quarter of
2024 compared to the second quarter of 2024, remaining
above pre-pandemic levels (Chart 3.1). The price of the
OPEC reference crude oil basket, Brent crude and West
Texas Intermediate (WTI) decreased by 7.5 percent, 6.4

2 The data is sourced from Paul Zimnisky Diamond Analytics.

percent and 7.7 percent, from an average of USD85.33
per barrel, USD84.90 per barrel and USD80.74 per barrel
in the second quarter of 2024 to an average of USD78.92
per barrel, USD79.48 per barrel and USD74.52 per barrel,
respectively, in the third quarter of 2024.

The decrease in oil prices was, in part, due to weak
industrial demand for oil, particularly in China; expanding
electric cars fleet; as well as OPEC and its allies’ decision
to gradually unwind the extra voluntary production cuts
from October 2024 until the end of 2025. These factors
offset the impact of geopolitical risks and supply threats,
thus contributing to the overall downward pressure on oil
prices.

Meanwhile, international oil prices increased
month-on-month in October 2024. The price of the
OPEC reference crude oil basket, Brent crude and WTI
increased, month-on-month, by 1.5 percent, 1.9 percent
and 3.2 percent in October 2024, averaging USD74.59
per barrel, USD75.77 per barrel and USD71.71 per barrel,
respectively. The increase in oil prices was mainly due
to the Middle East conflict between Israel and Iran. In
addition, higher oil prices were bolstered by OPEC and
its allies’ decision to extend its output cut of 2.2 million
barrels per day for another month in December, with
increase in production already delayed from October 2024
because of falling prices and weak demand.

Chart 3.1: International Oil Prices
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Food prices increased in the third quarter of

2024

According to FAO, the global food price index increased
by 1.4 percent from an average of 120.4 points in the
second quarter of 2024 to an average of 122 points in the
third quarter of 2024 (Chart 3.2). The increase was due
to higher prices of palm, soy, rapeseed and sunflower oil
(driven by higher demand from the biofuel sector in the
US and concerns over lower-than-expected production
that coincided with anticipated seasonal output declines
in major Southeast Asian producing countries), increased
prices across all dairy products, with milk powder prices
rising the most (due to higher demand and seasonally lower
milk production in Australia), higher poultry prices (due
to increased demand for Brazilian poultry meat following
the easing of trade restrictions related to the Newcastle
disease), and higher sugar prices (driven by concerns over
tighter global supplies in the upcoming 2024/25 season).

Chart 3.2: Food Price Index
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Global inflation eased in the third quarter of
2024

Globally, inflationary pressures eased in the third quarter
0f2024°, mainly due to tight monetary policy and squeezed
household budgets. Inflation for advanced economies
decreased from 2.1 percent in the second quarter of 2024
to 1.6 percent in the third quarter. Similarly, inflation for
emerging market economies decreased from 4.5 percent to
4.3 percent in the same period (Chart 3.3).

3 The quarterly inflation estimates are sourced from Bloomberg.

Chart 3.3: Global Inflation
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Source: IMF October 2024 WEO

In South Africa, headline inflation decreased from 5.2
percent in the second quarter of 2024 to 4.3 percent in the
third quarter of 2024, remaining within the South African
Reserve Bank (SARB)’s target range of 3 - 6 percent.
Meanwhile, headline inflation decreased from 4.4 percent
in August to 3.8 percent in September 2024.

The average trade-weighted inflation for Botswana’s
trading partners decreased from 3.7 percent in the second
quarter of 2024 to 3.1 percent in the third quarter (Chart
3.4). Meanwhile, trade-weighted inflation for Botswana’s
trading partners decreased slightly from 3.2 percent in
August 2024 to 2.8 percent in September 2024.

Chart 3.4: Botswana Inflation and International
Inflation
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Monetary policy divergence across the globe

In the most recent policy reviews, there was divergence in
the monetary policy decisions (Table 3.2). The US Federal
Open Market Committee (FOMC) cut the target policy rate
by 25 basis points to 4.50 —4.75 percent in November 2024,
the second reduction since March 2020. FOMC indicated
that it is committed to achieve maximum employment and
inflation rate of 2 percent over the longer run, highlighting
that inflation was moving sustainably towards the target,
while risks to achieving its employment and inflation
goals were balanced. Furthermore, the FOMC indicated
that it will carefully assess incoming data, the evolving
outlook and the balance of risks before any adjustments to
the policy rate. In addition, the Committee will continue to
reduce the speed of its quantitative easing.

The Bank of England (BoE) reduced the policy rate by
25 basis points to 4.75 percent in November 2024. The
stock of UK government bonds (held for monetary policy
purposes and financed by the issuance of central bank
reserves) was £655 billion on 6 November 2024. The
decision to cut the policy rate was guided by the decline
in inflation and the need to achieve the 2 percent target
on a sustainable basis. The BoE continues to monitor
closely the risks of inflation persistence and will decide the
appropriate degree of monetary policy restrictiveness at
each meeting, noting that a gradual approach to removing
policy restraint remained appropriate.

The European Central Bank (ECB)’s Governing Council
reduced the refinancing rate, lending and deposit rates by
25 basis points to 3.25 percent, 3.4 percent and 3.65 percent,
respectively, in October 2024, reflecting an improved
inflation outlook and better transmission of policy. The
Governing Council reaffirmed its determination to ensure
that inflation returned to target over the medium term, and
that it will keep interest rates sufficiently restrictive for an
extended period until the target is achieved. The Council
emphasised that future policy decisions will be dependent
on economic data, underlying inflation trends and the
effectiveness of monetary policy.

The Bank of Japan (BoJ) maintained the key short-term
interest rate at 0.25 percent in October 2024, keeping
it at the highest level since 2008, in line with market
expectations. The BolJ indicated that the central bank was
not in a hurry to raise rates further, after hiking them twice
this year, in March and July. The BoJ also underscored
the need for more time to monitor financial markets. The
BolJ also maintained its assessment that Japan’s economy
remained on track for a moderate recovery, despite some
areas of weakness.

In emerging market economies, the Central Bank of Brazil
(CBB) raised the policy rate by 50 basis points to 11.25
percent in November 2024, following eight consecutive
cuts, amid a resilient economy, stronger labour market
indicators and rising inflation. Consequently, the CBB
emphasised that future interest rate adjustments will
depend on inflation dynamics, projections, expectations
and the balance of risks.

The Central Bank of Russia (CBoR) increased the key
policy rate by 200 basis points to 21 percent in October
2024, amid accelerating inflation. The CBoR stated that
domestic demand continued to outstrip the current capacity
levels that the Russian economy can achieve, driving an
imbalance between aggregate supply and demand, and
lifting inflation risks, prompting further rate hikes to curb
inflation and return it to 4.5 — 5 percent in 2025.

In October 2024, the People’s Bank of China (PBoC) cut
the one year and five-year Loan Prime Rates (LPR) by 25
basis points to 3.10 percent and 3.60 percent, respectively,
to support a fragile economic recovery.

The SARB reduced the repo rate by 25 basis points to 8
percent at its September 2024 meeting, following seven
consecutive decisions to maintain, to boost economic
activity. Meanwhile, the SARB considered the policy
rate to be less restrictive in light of a balanced inflation
outlook. However, the SARB considered risks to the
inflation outlook to be balanced and indicated that future
policy decisions will be data-dependent and sensitive to
the balance of risks to the inflation outlook.

In October 2024, the Reserve Bank of India (RBI)
maintained the policy rate at a relatively high rate of
6.5 percent for the tenth consecutive meeting, to ensure
inflation returns to the 4 percent medium-term target,
while supporting economic growth. The RBI projected
headline inflation to average 4.5 percent in 2024, while
risks to the inflation outlook were judged to be balanced.
The RBI changed the stance of the monetary policy from
‘withdrawal of accommodative’ to ‘neutral’.
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Table 3.2: Monetary Policy Decisions

Current | Change from

Latest Policy Rate Previous
Central Bank Meeting (Percent) Meeting Likely Policy Decision at the Next Meeting
November
Bank of Botswana 2024 1.9 No change No indication of the direction of policy.
With the latest inflation projection (September 2024),
inflation is forecast to be below 4.5 percent in 2025 and
2026. While the risks to inflation are currently assessed as
September Decreased by balanced, an inflation surge is not unavoidable. However,
SARB 2024 8.00 25 basis points the SARB is expected to respond to new data and risks.
In assessing the appropriate stance of monetary policy,
the FOMC will continue to monitor the implications of
incoming information for the economic outlook. The
Committee would be prepared to adjust the stance of
monetary policy as appropriate if risks emerge that could
US Federal November Decreased by  impede the attainment of the Committee’s goals to achieve
Reserve 2024 4.50-4.75 25 basis points  the 2 percent inflation target and maximum employment.
The BoE stated that its monetary policy will continue to
remain restrictive for sufficiently long until the risks to
inflation, returning sustainably to the 2 percent target
in the medium term, have dissipated further. The BoE
will continue to monitor closely the risks of inflation
persistence and decide the appropriate degree of monetary
policy restrictiveness at each meeting but acknowledged
November Decreased by a gradual approach to removing policy restraint remained
BoE 2024 4.75 25 basis points appropriate.
The Council emphasised that future policy decisions will
October Decreased by ~ be dependent on economic data, underlying inflation trends
ECB 2024 3.25 25 basis points and the effectiveness of monetary policy.
The BoJ’s future conduct of monetary policy will depend
October on developments in economic activity and prices, as well
BoJ 2024 0.25 No change as financial conditions going forward.
The PBoC is committed to keeping liquidity adequate at
a reasonable level, credit growing reasonably at a stable
pace and ensure that the growth of money supply and the
aggregate financing to the real economy are generally in
line with the nominal GDP growth. Given this commitment,
October Decreased by  the PBoC is likely to keep the LPR low until the economy
PBoC 2024 3.10 25 basis points has recovered.
The central bank highlighted that future interest rate
November Increased by 50 adjustments will depend on inflation dynamics, projections,
Brazil 2024 11.25 basis points expectations and the balance of risks.
RBI remains focused on bringing down inflation to the 4
percent target going forward, while supporting growth.
October Thus, the policy rate is likely to remain unchanged at the
India 2024 6.50 No change relatively high level.
CBoR noted that inflation had accelerated, with risks judged
to be on the upside, and signalled that it might increase
Increased the policy rate further at the next meetings, thus keeping
October by 200 basis borrowing costs at a restrictive level for a long period to
Russia 2024 21.00 points achieve its inflation target.

Source: Various central banks’ websites.
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3.2 Domestic inflation
environment

Headline inflation increased in the third quarter

of 2024

Headline inflation increased in the third quarter of 2024,
averaging 3.1 percent compared to 2 percent in the third
quarter of 2023 (Chart 3.5 and Table 3.3). The increase in
inflation in the third quarter of 2024 was mainly due to the
diminishing impact of the decrease in domestic fuel prices
in the corresponding period in 2023 (base effects), as well
as the acceleration in the rate of annual price changes
of transport category, particularly due to purchases of
vehicles.

Chart 3.5: Botswana Headline and Core Inflation
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Prices for domestic tradeables decreased while
those of imported tradeables increased in the

third quarter of 2024

Inflation for domestic tradeables decreased from an
average of 7.1 percent in the third quarter of 2023 to an
average of 4 percent in the third quarter of 2024 (Chart
3.6), due to a broad-based deceleration in food prices.
Imported tradeables inflation increased from an average
of -0.6 percent to an average of 3.3 percent in the same
period, due to an increase in vehicle prices on account
of the depreciation of the Pula against the South African
rand, base effects associated with the decrease in domestic
fuel prices and broad based increase in prices of imported
goods. As a result, all tradeables inflation increased from
an average of 1.3 percent in the third quarter of 2023 to
an average of 3.5 percent in the third quarter of 2024.
Inflation for non-tradeables decreased from an average of
3 percent to 2.5 percent in the same period.

Chart 3.6: Inflation for Tradeables and
Non-Tradeables
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Generally, non-tradeables inflation has been on a
downward trend since June 2022, mainly due to reduction
in the upward adjustment of some administered prices.
Domestic tradeables inflation has decreased since
April 2023. Inflation for domestic tradeables fell due to
restrained growth in food prices, partly influenced by
lower oil prices.

Core inflation measures divergent in the third

quarter of 20244

Inflation excluding administered prices (CPIXA) averaged
3.1 percent from 5.5 percent (Table 3.3), due to the decline
in prices of food and non alcoholic beverages, as well as
deceleration in prices of vehicles. However, the trimmed
mean inflation (CPITM) increased to 2.9 percent in the
third quarter of 2024, from 2.7 percent in the third quarter
0f2023.

4 Food inflation increased from an average of 4.1 percent in the second
quarter of 2024 to an average of 4.8 percent in the third quarter of 2024,
while fuel inflation also increased from an average of 4.3 percent to an
average of 6.9 percent in the same period. Meanwhile, food inflation
decreased from 5.1 percent in August 2024 to 5 percent in September,
while fuel inflation decreased from 11.1 percent to -1.6 percent in the
same period (Chart 3.7).
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Chart 3.7: Food and Fuel Inflation
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Table 3.3: Annual Price Changes for Categories of
Goods and Services (Percent)

Category of Basket | September | Q3 (0X]
commodities Weights 2024 2024 | 2023

Food and

non-alcoholic

beverages 13.6 5.0 4.8 9.1
Alcoholic

beverages

and tobacco 43 5.8 5.4 53
Clothing and

footwear 6.0 4.1 43 5.6
Housing, water,

electricity, gas and

other fuels 17.5 0.4 0.5 1.1
Furnishing,

h/h equipment

and routine

maintenance 4.9 2.1 2.8 5.4
Health 3.4 2.5 2.0 2.6
Transport 23.4 -3.0 2.8 -5.3
Communications 6.9 0.0 0.4 1.7
Recreation and

culture 2.8 0.9 1.3 2.0
Education 4.6 1.5 1.5 5.1
Restaurants and

hotels 3.7 32 3.6 6.0
Miscellaneous

goods and services 9.0 7.7 7.8 8.3
Annual Inflation

(All items) 100.0 1.5 3.1 2.0
CPITM 1.5 2.9 2.7
CPIXA 3.1 3.1 5.5

Source: Statistics Botswana and Bank of Botswana calculations

3.3 Recent domestic economic
developments

GDP declined in 2024Q2

Real GDP contracted by 0.9 percent in the twelve months
to June 2024, compared to a growth of 4.8 percent in the
year to June 2023 (Chart 3.8). The lacklustre performance
reflects subdued growth in both the non-mining and
mining sectors.

Non-mining GDP growth decelerated to 2.1 percent in
the 12-month period to June 2024, down from a growth
of 4.1 percent in the corresponding period in 2023. The
deceleration in non-mining GDP growth was mainly due
to contraction in the output of the Diamond Traders and
Water and Electricity sectors. In addition, the deceleration
in output growth for some sectors, namely, Manufacturing,
Construction, Information and Communication
Technology, Wholesale and Retail, Accommodation and
Food Services, Transport and Storage, and Administrative
and Support Activities also contributed to the overall
deceleration in the non-mining sector output growth.

Weak activity in the non-mining sector is, in part,
attributable to the slow and muted impact of the various
ongoing economic transformation initiatives, continuance
of low productivity’ and drought conditions, as well
as challenges associated with limited fiscal space and
sub-optimal performance of the GABS, which disrupts
business operations, implementation of development
projects and increased uncertainty in the conduct of fiscal
policy.

The contraction in the mining sector is mainly due to a
combination of external factors, such as subdued global
demand, the growing popularity of synthetic diamonds
in major markets, global economic uncertainty and
geopolitical conflicts. Mining sector® GDP contracted
by 11.6 percent in the year ending June 2024, a notable
decline from a growth of 7.3 percent recorded in the
year to June 2023. This was due to the slower growth
in output of most sub-sectors, led by diamond mining,
which contracted by 12.2 percent, compared to a growth
of 7.1 percent in the previous period. Furthermore, coal
production contracted by 16.7 percent in the year ending
June 2024, from a significant growth of 12.1 percent in
the year to June 2023, attributable to the reduced demand
for coal by Botswana Power Corporation (BPC) due to
Morupule B power plant remediation and maintenance of
a boiler.

Moreover, output of mining of copper and nickel, as well
as gold and other metal ores also contracted due to plant
refurbishment at Khoemacau Mine and resource depletion
as the lifespan of the Mupane Mine approaches the end,
respectively, while output of the other mining sub-sector
decelerated. However, output of mining support service
activities and soda-ash and salt increased in the year
ending June 2024.

5 According to Botswana National Productivity Centre’s latest Productivity
Statistics Report of 2019, Botswana’s experienced declining total factor
productivity growth rates from 2014 to 2017.

6 See Box 4 for information on the role of the mining sector in future
development.
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While global developments are a significant influence on
domestic economic performance, it is also notable that
sluggish economic activity occurs despite the economic
transformation drive and resultant commitment ofresources
and policy initiatives, as well as largely accommodative
monetary policy. Thus, the need for concerted efforts to
accelerate traction of transformation initiatives and impact
of resource commitments.

Meanwhile, Statistics Botswana reported a contraction
of 0.5 percent in real GDP, year-on-year to June 20247,
compared to an increase of 3.3 percent in the corresponding
period in 2023.

Chart 3.8: GDP Growth Rates
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Source: Statistics Botswana
Note: Growth rates are reported on a rolling 12-month basis.

In terms of GDP by expenditure, Government Final
Consumption (GFC) grew by 6 percent in the twelve
months period to June 2024, compared to a growth of 2.9
percent in the corresponding period in 2023. The increase
in growth in GFC was largely due to a faster growth in
individual consumption and collective consumption®,
which accelerated to 12.6 percent from 5 percent, and
4.1 percent from 2.3 percent, respectively, in the review
period.

Household Final Consumption (HFC) recorded a growth
of 4.3 percent in the 12 months period ending June
2024, compared to a growth of 3.9 percent recorded
in the corresponding period ending in June 2023. The
expansion in HFC was due to an increase in both the
Non-profit Institutions Serving Households and Household
Consumption Expenditure.

7 Calculated as the current quarter over the corresponding quarter in the
previous year.

8 Collective consumption expenditure comprises the expenditures made
by general government on services that benefit households collectively,
while individual consumption expenditure includes expenditure whose
real consumer is identifiable and the ultimate benefit falls to households
e.g., education and healthcare.

Gross Fixed Capital Formation (GFCF) also saw an
improvement, increasing by 6.2 percent in the year to
June 2024, compared to a lower growth of 2.3 percent in
the previous year. The increase in GFCF was due to the
expansion in investment in transport equipment, plant,
machinery and equipment, and mineral prospecting.

Table 3.4: Real GDP Growth by Sector and
Expenditure (Percent)

Total GDP 4.8 00 -09
By Sector:
Mining and Quarrying 7.3 -6.5 -11.6
Non-Mining 4.1 1.9 2.1
Agriculture, Forestry & Fishing 0.3 1.6(1.2) 1.3
Manufacturing 4.7 1.1 0.9
Water and Electricity 11.6 -22.7 -8.2
Construction 3.7 2.7 2.4
Wholesale & Retail 5.3 4.1 4.4
Diamond Traders 0.7 -42.4  -41.0
Transport and Storage 53 33 2.9
Accommodation & Food Services 4.4 4.4 4.2
Information & Communication 4.9 3.2 3.3
Technology
Finance, Insurance & Pension 4.0 3.7 4.7
Funding
Real Estate Activities 4.5 52 4.5
Professional, Scientific & Technical 34 5.3 54
Activities
Administrative & Support Activities 4.0 4.6 3.9
Public Administration & Defence 4.1 5.4 54
Human Health & Social Work 3.8 4.1 4.8
Education 5.7 4.7 4.8
Other services 2.8 33 33
By Type of Expenditure:
Government Final Consumption 29 52 6.0
Household Final Consumption 3.9 4.8 4.3
Gross Fixed Capital Formation 2.3 4.4 6.2
Exports of Goods and Services -3.9 -11.0  -11.1
(-11.7)
Imports of Goods and Services -14.8 (01.73) 9.0

Source: Statistics Botswana and Bank of Botswana Calculations.
Note:  Figures in brackets are earlier estimates which have now been
revised.
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Diamond production decreased in the third
quarter of 2024

Debswana Diamond Company deliberately cut production
of diamonds by 31.6 percent to 4 million carats in the third
quarter of 2024, from 5.8 million carats produced in the
corresponding period in 2023, in response to subdued
global demand for diamonds. Meanwhile, Debswana’s
production target for 2024 is set at 20.7 million carats
(23.7 million carats in 2023), while production guidance
for the larger De Beers Group is at 29 — 32 million carats,
subject to trading conditions.

Production at Lucara Diamond Corporation (Karowe
Mine) increased by 2.1 percent to 92 419 carats in the
second quarter of 2024, from 90 497 carats produced
in the corresponding period in 2023. The increase was
mainly attributable to the increased number of special
stones (greater than 100 carats in weight).

Budget surplus recorded in the first quarter of
the 2023/24 fiscal year.

Government budget was in a surplus of P5.2 billion in the
first quarter of the 2023/24 fiscal year (Table 3.5). The
surplus was mainly due to good revenue performance,
driven by larger-than-expected mineral receipts, reflecting
ramped up production to fill the supply gap created by
the G7 sanctions on Russian diamonds. In addition,
total government expenditure and net lending was P19.2
billion, lower than the P21.8 billion anticipated in the
budget. Regarding other major revenue streams, the
Southern African Customs Union (SACU) revenues and
Bank of Botswana revenues were generally in line with
the 2023/24 budget.

For the 2023/2024 fiscal year, the revised deficit is
expected to be P7.1 billion (2.6 percent of GDP), with
a total revenue estimate of P21.7 billion and total
expenditures and net lending amounting to P88.8 billion.
Specific to expenditures, development spending was used
to fill infrastructure gaps (partly due to delayed projects
from the previous financial year) in order to unlock
economic potential, while the five percent salary increase
for public service was added to the recurrent expenditure.
Consequently, the projection for expenditure and net
lending was revised upwards by 1.6 percent to P88.8
billion, which is equivalent to 31.8 percent of GDP (thus,
slightly above the expenditure rule limiting total spending
to 30 percent of GDP).The increase in expenditure and net
lending is lower than the change in the consumer price
index, hence not inflationary.

Table 3.5: Quarterly Budget Outturns (P Million)

Total Total Budget
Revenues | Expenditure | Surplus/
and and Net Deficit
Grants Lending
2022/23 Q1 20 438 19 793 645
2022/23 Q2 17 264 18 287 -1 023
2022/23 Q3 17 670 16 386 1283
2022/23 Q4 18 727 19 623 -896
2023/24 Q1 24 389 19 215 5173

Source: Cash Flow Unit, Ministry of Finance

Labour force and wage developments trends’
According to Statistics Botswana’s Quarterly Multi-Topic
Survey (QMTS) report for the first quarter of 2024, the
unemployment rate increased to 27.6 percent in the first
quarter of 2024, from 25.9 percent in the third quarter of
2023. Youth unemployment rate also rose to 38.2 percent
from 34.4 percent. The survey highlights a 2.9 percent
increase in formal sector employment, to 504 738, from
490 625 in the previous period.

Regarding other indicators, the survey shows that
Government remains the largest employer, with
employment in public administration accounting for
30.3 percent of total formal sector employment. This is
followed by Education at 13.2 percent and wholesale
and retail and repair of motor vehicles at 12.6 percent.
Consequently, personal emoluments constitute over 50
percent of the government recurrent budget, and about
13 percent of GDP. Meanwhile, the formal sector average
monthly earnings were estimated at P6 865 for citizens,
P14 080 for non-citizens and P7 143 for all employees in
the first quarter of 2024. The average monthly earnings
for all employees were estimated to have decreased by 1.1
percent or P64 to P6 093 in the first quarter of 2024, from
P6 029 in the third quarter of 2023.

A longer-term trend analysis of the QMTS data from the
third quarter of 2019 to the first quarter of 2024 shows that
the total labour force, constituted by people who are 15
years and above, increased by 10.7 percent to 1 041 204
persons, from 940 546 persons. Over the same period, the
employed labour force increased by 1.2 percent, which is
lower than the average GDP growth of 2.7 percent over
the same period, suggesting that the pace of job creation
is lower than that of economic expansion, and that GDP
growth is mainly driven by capital rather than labour
intensive activity. At 27.6 percent in the first quarter of
2024, the overall unemployment rate increased by 6.9
percentage points from the 20.7 percent recorded in the
third quarter of 2019. Youth labour force (15-35 years)
increased by 5.9 percent, to 509 683 persons in the first
quarter of 2024, from 481 441 persons in the third quarter
of 2019. The youth unemployment rate, which continues
to be a national concern, increased to 38.2 percent in the
first quarter of 2024 from 26.7 percent in the third quarter
of 2019. Meanwhile, average earnings for all employees
increased by P1 104, from the P4 989 estimated for the
third quarter of 2019.

9 The QMTS is conducted by Statistics Botswana and its report is
supposed to be published on a quarterly basis. However, due to some
challenges, including movement restrictions to contain the COVID-19
pandemic and financial constraints, publication of the QMTS report has
not been consistent, resulting in data gaps in labour force developments.
Since its inception in the third quarter of 2019, Statistics Botswana
published the first QMTS (July-September 2019) Report in January
2020. This was followed by reports for the fourth quarter of 2019, first
and fourth quarters of 2020, the fourth quarters of 2021 and 2022, as well
as the third quarter of 2023. Therefore, the analysis makes comparisons
between the first quarter of 2024 and the third quarter of 2023.
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Chart 3.9: Trends in selected Labour
Force Indicators
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3.4 Monetary developments

Banking sector assets growth accelerated in
August 2024

Annual banking sector assets’ growth increased from 7.9
percent in August 2023 to 9.5 percent in August 2024
(Chart 3.10). This growth was mainly driven by higher
balances at Bank of Botswana (particularly primary
reserve requirements), balances due from foreign banks,
debt securities and treasury bills. Loans and advances,
which accounted for the largest proportion of commercial
banks’ assets (58.3 percent), increased by 4.8 percent
in August 2024, lower than the 5.5 percent increase in
August 2023. Overall, growth in banking sector assets
were predominantly funded by customer deposits, which
rose by 10.5 percent in the same period.

Chart 3.10: Year-on-Year Commercial Banks’
Growth in Total Assets
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Average daily market liquidity in the banking system
stood at P5.66 billion in October 2024, from P5.93 billion
in September 2024. The reduction in market liquidity
was mainly attributable to a slowdown in the pace of
government spending and the persistent outflows in
foreign exchange sales.

Credit growth decelerated in the year to August
2024

Commercial bank annual credit growth decelerated from
5.5 percent in August 2023 to 4.8 percent in August 2024
(Chart 3.11), associated with lower growth rate in lending
to the business sector due to decreased utilisation of
overdraft credit, revolving credit facilities, as well as some
loan repayments.

Chart 3.11: Year-on-Year Commercial Banks’ Growth in
Total Credit
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Annual growth in household loans increased from 3.7
percent in August 2023 to 4 percent in August 2024. The
higher growth in household credit was mainly attributable
to increased lending for motor vehicle acquisition
(10.5 percent), personal loans (5.9 percent) and credit
card-based loans (1.2 percent) during the period under
review. Notably, there has been an improvement in growth
of personal loans (loan take-up) following the 75 basis
points cumulative decrease in MoPR since December
2023. In addition, banks are also likely opening up credit
supply to match the increase in demand. However, there
was a slowdown in the growth of loans for property,
possibly due to restricted collateralised credit supply to
guard against increase in default rates. The share of the
household sector in total lending by commercial banks
decreased slightly from 64.9 percent in August 2023 to
64.4 percent in August 2024.

Lending to the business sector increased by 6.3 percent in
the year to August 2024, lower than the 9 percent expansion
in the corresponding period in 2023. This deceleration
in growth was largely due to decreased utilisation of
overdraft credit facilities by some parastatals. However,
credit to businesses excluding parastatals increased by 8.8
percent in the year to August 2024, significantly higher
than the 3.3 percent expansion in the corresponding period
in 2023. This growth was mainly due to acquisition of
new loans and increased use of overdrafts (14.8 percent of
total business loans), and revolving credit facilities across
various sectors, including agriculture, electricity and
water, construction, trade, manufacturing and transport
and communication. Conversely, credit to parastatals
decreased by 14.5 percent in the year to August 2024,
compared to the 97.9 percent increase in the twelve months
to August 2023, due to loan repayments.

Despite these developments, the credit-to-GDP gap, which
assesses the build-up of credit-related vulnerabilities, was
negative (-4 percent) in June 2024. This is well below
the threshold of a positive 10 percent, indicating limited
risks of credit growth that could overheat the economy.
However, according to the Household Indebtedness
Survey for 2023/24, credit providers, in general, anticipate
that credit demand will increase in 2024, on account of
the anticipated materialisation of government policies.
Nonetheless, this outlook might change given the likely
impact of the poor performance by the mining sector on
overall output (see Box 1 for a summary of the survey).

Money supply growth accelerated in August

2024

Money supply (M2) grew by an annual rate of 12
percent in August 2024, higher than the 5.1 percent
in the corresponding period in 2023 (Chart 3.12). The
acceleration in money supply expansion was mainly due
to an increase in private credit and a decrease in public
sector deposits at the Bank of Botswana. In addition, a
decrease in net foreign assets also had an expansionary
effect on M2.

Chart 3.12: Year-on-Year Growth in
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The nominal BoBC yields decreased in the third

quarter of 2024

The 7-day nominal BoBC yield (MoPR) decreased from
an average of 2.65 percent in the third quarter of 2023 to
an average of 1.98 percent in the third quarter of 2024, due
to a cumulative 75-basis points policy rate cut by the MPC
in December 2023, June and August 2024. Similarly, the
real rate of interest on the 7-day paper decreased from 0.68
percent to -1.35 percent in the same period. Meanwhile,
month on month, the 7-day nominal BoBC yield was
constant at 1.90 percent between September and October
2024.

The stop-out yield on the 1-month BoBC, which was
introduced in June 2022 to address structural liquidity
issues and support the construction of the short-end of the
yield curve, averaged 2.29 percent in the third quarter of
2024, a decrease from an average of 2.94 percent in the
corresponding period in 2023. Similarly, the real rate of
interest for the 1-month paper decreased from an average
of 0.96 percent to an average of -1.07 percent in the
same period. Meanwhile, stop-out yield on the 1-month
BoBC increased, month on month, from 2.27 percent in
September to 2.31 percent in October 2024.

S&P Global Ratings and Moody’s published
surveillance reports but there was no credit

rating action on Botswana

On 16 September 2024, S&P Global Ratings (S&P)
published a surveillance report'® on Botswana, following
consultations in August 2024, which resulted in no credit
rating action. The surveillance report indicated that
despite the current downturn in the diamond market,

10 The surveillance report gives a summary of the performance of
Botswana’s macroeconomic indicators and key rating factors but does
not provide an overall credit rating and stance on the economic outlook.
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Botswana’s GDP growth will remain relatively resilient
over the medium term. S&P indicated that it could lower
ratings on Botswana if external performance was weaker
than the forecasts. This could happen if the recovery of
the upstream and downstream diamond segments was
short-lived because of prolonged global economic
slowdown. However, the ratings could be raised if
economic growth in Botswana was to significantly
increase beyond expectations, supported by diversification
of the export base. The last credit rating was on 15 March
2024, when S&P affirmed Botswana’s sovereign credit
rating for long-term foreign and domestic currency bonds
at “BBB+”, and “A-2”, and maintained a stable economic
outlook.

Similarly, Moody’s Investors Service (Moody’s) published
a full surveillance report on 25 October 2024, following
its consultations on 9-10 October 2024, which resulted
in no credit rating action. Moody’s indicated balanced
risks to economic outlook. On the upside, Botswana will
likely benefit from a reduction in global diamond supply
over the medium term as mines close in other diamond-
producing countries; and Botswana’s latest infrastructure
and economic diversification drive could significantly
support its credit profile if successful. On the downside,
competition from lab-grown diamonds; higher government
spending that does not result in sustainable growth and
diversification will add to Botswana’s debt burden;
declined government’s fiscal buffers have reduced the
ability to deal with shocks and elevated social risks such as
high-income inequality and persistent high unemployment
in the future. However, Botswana’s strong governance and
robust institutions mitigate the challenges to some extent.
The last credit rating was on 27 October 2023, when
Moody’s affirmed the Government of Botswana’s long-
term local and foreign currency issuer ratings at “A3” for
2023 and maintained a stable outlook.
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Box 1: Summary of the 2023/24 Household Indebtedness Survey

Introduction

In recent years, the Bank has observed a high concentration of commercial bank lending in the household sector,
particularly on unsecured loans. This concentration poses risks to financial and economic stability, especially in the
event of wide-spread employment losses. To enhance understanding of household borrowing across the financial
system, the Bank conducts an annual Household Indebtedness Survey (HIS) covering banks, micro-lenders and
hire purchase stores. The survey identifies, assesses and monitors credit developments in the household sector.

The 2023/24 Survey period was fraught with uncertainty in the global economy. In the first half of 2023, central
banks globally battled with balancing financial stability and price stability objectives amid heightened inflationary
pressures. Moreover, global economic conditions were uncertain due to heightened geopolitical tensions and trade
restrictions involving China and major economies. While higher policy interest rates helped contain inflation,
they also increased the cost of living, eroding household real incomes and purchasing power. The second half
of 2023 saw a reduction in global inflationary pressures and optimism about potential monetary policy easing in
2024. However, weak fiscal positions in emerging and developing economies continued to pose a threat to global
financial stability. Domestically, the economy experienced weaker economic performance, with real GDP growth
falling to 2.7 percent in 2023, from 5.5 percent in 2022. This slowdown, driven by a decline in diamond production
and sales, is expected to moderate expectations for higher domestic economic growth in 2024, and, possibly, slow
household credit growth.

Summary of Findings

As at the end of December 2023, total household debt was estimated at P61 billion, comprising P54.1 billion (88.6
percent) in commercial bank loans, P6.4 billion (10.5 percent) in micro-lender loans and P526 million (0.1 percent)
being hire purchase loans. Compared to the 2022/23 Survey, total household loans grew by 4.6 percent from P58.3
billion. As a percentage of GDP, total household debt was 23.1 percent in December 2023, down from 23.2 percent
in December 2022. These rates are significantly lower relative to comparator countries, with latest data for South
Africa (2023) and Mauritius (2022) showing ratios of 64.7 percent and 47.7 percent, respectively. The Survey
also revealed debt-to-income (DTI) and debt-service-to-income (DSTI) ratios of 53.5 percent and 70.5 percent,
respectively, compared to 58 percent and 60 percent in the 2022/23 Survey.

Consistent with previous surveys, the 2023/24 Survey found that men borrow more than women across all financial
institutions. This disparity may reflect unequal opportunities across gender and the dynamics of formal employment,
where men (51.2 percent) outnumber women 48.8 percent (Quarterly Multi-Topic Survey (QMTS) for 2023).
Socio-economic factors, such as higher male earnings and male headed households may also contribute to the
disparity in credit access. According to the 2023 QMTS, males earn an average of P8 688 per month (compared to
P8 048 in 2024Q1 QMTS), while females earn an average of P6 815 per month (compared to P6 371 in 2024Q1
QMTYS). In addition, the 2022 Population and Housing Census indicates that 56.6 percent households are headed
by males.

The Survey further establishes that individuals aged 36 - 49 years dominate household borrowing. Households
earning between P15 001 and P25 000 account for most of the borrowing across commercial banks and
micro-lenders. In general, levels of indebtedness are consistent with employment and income levels across age
groups.

The 2023/24 HIS further revealed that banks predominantly lend to government employees, who are considered
lower-risk borrowers due to deduction from source arrangements and scheme loans, while micro lenders extend
credit mostly to private sector employees and the unemployed. It is apparent that government employees often
utilise scheme loans to mitigate high costs of unsecured lending through collective bargaining power.

Regarding borrowing costs, interest rates from micro-lenders and hire purchases increased from an average of 27
percent in 2022 to 29 percent in 2023. Lending rates for mortgages and motor vehicle loans were lower at 10.5
percent and 11.3 percent, respectively, reflecting easing monetary policy in 2023. Overall, credit card loans are the
most expensive, with a maximum lending rate of 24.6 percent, followed by unsecured loans with a maximum of
20.5 percent. Meanwhile, default rates were generally low for banks in 2023, with the non-performing loans to total
loans ratios ranging from 1 percent to 6 percent, and a default rate of 1.68 percent. Most of the banks anticipate that
default rates will remain low in 2024.

For 2024, credit providers generally anticipate an increase in credit demand due to anticipated government policy
effects. However, the poor performance of the mining sector poses an underlying risk to this outlook.
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3.5 Asset market prices

Property market weakens in the first quarter of

2024

According to the latest (2024Q1) Riberry Report!!, the
residential rental market showed signs of deterioration in
the first quarter of 2024, compared to the fourth quarter of
2023. This is evident from the rising number of properties
available for rent and declining house prices. Additionally,
middle-end houses to let experienced weaker demand and
supply, while the rental market for low-end properties
continued to show reasonable demand.

Conversely, there is an oversupply of upper-end properties,
leading to a possible decrease in the rental prices of these
houses. The average price for residential properties sold
in the first quarter of 2024 was P854 000, a 4 percent
decrease, compared to the previous quarter (Chart 3.13).

Chart 3.13: Riberry Average Prices
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The demand for office space remains reasonable and has
improved slightly as Government has occupied some
vacant properties. Despite a slower pace, there continues
to be reasonable interest in office space within the Central
Business District, Showgrounds and Government Enclave.
In addition, there is limited construction of office space,
which will most likely lead to excess demand for the same.

Similar to the previous quarter, the demand for retail space
remained fair across all market segments, while the supply
is expected to increase due to proposed construction
of two malls in Mogoditshane. Other areas with strong
demand for retail space include Jwaneng, Selibe Phikwe,
Maun and Mahalapye. Most of these locations have a few
retail schemes, to be anchored by reputable supermarkets,
at planning and/or construction stage. In the industrial
property sector, the supply of unoccupied large warehouse
spaces has decreased, while the demand has improved.'?
Meanwhile, the demand for industrial space in prime
locations is expected to improve going forward.

11 This is a quarterly report produced by independent valuers, Riberry
Botswana (Pty) Ltd.

12 Investors prefer bigger warehouses, but available warehouse space is
limited.

Stock market indices increased

The Domestic Companies Index increased by 11.4 percent
in the twelve months to September 2024, down from an
increase of 17 percent in the year to September 2023 (Chart
3.14). The increase was mainly due to the higher share
prices for Sechaba, Standard Chartered Bank and Seedco,
which increased by 41.8 percent, 38.8 percent and 34.6
percent, respectively, in the same period. The rise in share
prices was a result of increased trading activity owing to
stellar financial performance in 2023, high demand from
key markets, effective marketing strategies and portfolio
expansions.

The Foreign Companies Index increased by 20 percent in
the year to September 2024, compared to an increase of
57.9 percent in the corresponding period in 2023 (Chart
3.14). This increase was largely due to the year-on-year
increases in the share prices for CA Sales Holdings
Limited (60.8 percent) and New Gold (36.9 percent). The
increase in CA Sales’ share price was driven by growth
in fixed and intangible assets, boosted by acquisitions and
increased working capital. Meanwhile, New Gold’s share
price benefitted from improved performance of the bullion
it is backed by.

Chart 3.14: Stock Market Indices
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Box 2: Monetary Policy Implementation and Operations Framework

Open Market Operations remain the main liquidity management tool in the domestic market, as well as implementing
decisions of the MPC. This entails the issuance of BoBCs to mop up excess liquidity in order to maintain interest
rates that are consistent with the monetary policy stance. Moreover, the Bank continuously evaluates its monetary
policy implementation framework, aimed at strengthening the monetary policy transmission mechanism where
necessary. In this respect, the Bank introduced reforms to the monetary policy operations in April 2022. These
included, in the main, the discontinuation of the Bank Rate as the main anchor policy rate and the transition to the
MoPR, which is an instrument-based policy rate (7-day BoBCs yield) for effective monetary policy transmission.

The transition also marked the introduction of an interest rate corridor with a 200 basis points width, comprising
the Standing Deposit Facility (SDF) at 100 basis points below the MoPR and the Standing Credit Facility (SCF)
at 100 basis points above the MoPR. The SDF and SCF serve as the floor and ceiling of the interest rate corridor,
respectively, and commercial banks use both facilities at their own discretion for their daily liquidity management.
The interest rate corridor helps to ensure that money market interest rates move within a reasonably close range
around the MoPR, culminating into a symbiotic relationship between the policy rate and market interest rate, thus
providing the fundamental basis for effective monetary policy transmission.

The monetary operations reforms are now embedded in the Bank’s monetary policy operations. There has been
some noticeable improvement in policy transmission, while the interest rate structure is operating as expected. The
adoption of the MoPR as a reference rate has had an immediate impact on the shorter end of the yield curve i.e.,
overnight interbank rates, as was expected. The interest rate corridor plays a critical role of affording commercial
banks an opportunity to manage their liquidity in between BoBC auctions. However, transmission or impact on
the longer end is expected to be rather slower as there are other factors that come into play that may counter the
expected impact of reforms, such as inflation expectations.

The reforms also allow for the conduct of fine-tuning operations (repos and reverse repos) which are done at
the discretion of the Bank upon evaluation of the general market liquidity. If offered, the fine-tuning operations
are conducted at the MoPR. Furthermore, a 1-month BoBC is issued for structural liquidity management and
price discovery purposes, while the Prime Lending Rate (PLR) is determined by the individual commercial banks
(effective 1 April 2023).
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3.6 Balance of payments

Current account was in deficit during the second
quarter of 2024

The current account is estimated to have recorded a deficit
of P3.4 billion in the second quarter of 2024, compared to
an estimated surplus of P5.9 billion in the corresponding
period in 2023 (Chart 3.15). The deficit was mainly on
account of merchandise trade deficit. Exports of goods
declined by 22 percent, from P23.2 billion to P18.1 billion,
while imports of goods increased by 25 percent, from P19.1
billion to P23.9 billion, resulting in a trade deficit of P5.9
billion. The decrease in exports was primarily due to the
poor diamond trade performance. However, the secondary
income account, supported by SACU revenues, increased
from P5.6 billion to P6.4 billion, mitigating what would
have otherwise been a larger current account deficit.

Chart 3.15: Quarterly Current Account Balance
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Diamond exports, which stood at P13 billion and
accounted for 71.8 percent of total exports of goods in
the second quarter of 2024, recorded a decrease from an
amount of P19.5 billion and a share of 84.1 percent in
the corresponding quarter during 2023. The decrease in
diamond exports was due to weakened demand by major
rough diamond and end-product consumers, such as China
and the US, respectively. Due to the ongoing economic
challenges in both economies, the recovery in Botswana’s
diamond exports is expected to be prolonged. Meanwhile,
diamond imports increased from P2.4 billion to P5.2
billion and these were mainly for the De Beers Global
Sightholder Sales (DBGSS) aggregation purposes.

Other commodities that contributed to a decline in exports
include gold (-99.5 percent), live cattle (-32.1 percent),
vehicle and transport equipment (-7.5 percent), coal
(-13.5 percent) and other goods (-8.1 percent). However,
these commodities collectively accounted for only 4.4
percent of total exports during the quarter. In contrast,

exports of copper (93.5 percent), meat and meat products
(59.8 percent), salt and soda ash (51.8 percent) textiles
(49.3 percent), plastic and plastic products (29.4 percent),
iron and steel products (25 percent), and machinery and
electrical equipment (9.6 percent), increased.

The increase in imports was driven by increases across
most commodities: diamonds'® (113.5 percent), furniture
(34.2 percent), vehicles and transport equipment (31.1
percent), machinery and electrical equipment (28.9
percent), textiles and footwear (26.7 percent), wood and
paper products (16.2 percent) and food, beverages and
tobacco (9.6 percent).

In August 2024, the merchandise trade was in a deficit of
P5.6 billion, with total exports and imports amounting to
P2.9 billion and P8.5 billion, respectively.

The financial account recorded a net outflow in

the second quarter of 2024

The financial account is estimated to have recorded a
net outflow of P3.2 billion during the second quarter of
2024, compared to a net inflow of P1.9 billion recorded in
the corresponding quarter during 2023. The outflow was
largely due to an increase in portfolio investments held
abroad during the second quarter of the year.

The BoP was in deficit in the second quarter of

2024

The overall BoP recorded a deficit of P2.8 billion during
the second quarter of 2024, compared to a surplus of P7.5
billion during the same quarter in 2023. The deficit was
attributable to the current account deficit.

Foreign exchange reserves decreased in August
2024

The foreign exchange reserves amounted to P57.8 billion
in August 2024, a decrease of 15.5 percent from P68.4
billion in August 2023 (Chart 3.16).

In foreign currency terms, the foreign exchange reserves
amounted to USD4.3 billion, a 13.5 percent decline from
USDS billion (Chart 3.17) and SDR3.2 billion, a 15.8
percent decline from SDR3.8 billion during the same
period. The level of foreign exchange reserves in August
2024 was equivalent to 7.8 months of import cover of
goods and services.

13 Despite current challenges in diamond trade, Botswana DBGSS
continues to import rough diamonds from fellow companies in
South Africa, Namibia and Canada for aggregation activities.
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Source: Bank of Botswana

Chart 3.16: Foreign Exchange Reserves in Pula
and Annual Percentage Change
90 25
20
75 b NN ]
15
60 L g d N r-/\-’-"\' _______ 10
./'s/. VIV 5
5 R ¥ A LR WDt 0o 5
= 30 -5 &
e -10
15 b N -15
-20
0 \ 1 N \ \ \ \ -25
S8 88 g3 88 3 33
) 0 ) ) Y ) h h
= Pula (LHS) Change (Percent-RHS)
Source: Bank of Botswana
Chart 3.17: Foreign Exchange Reserves in
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3.7 Exchange rate developments

For 2024, the Bank’s implementation of the exchange rate
policy entails the maintenance of an annual downward
rate of crawl of 1.51 percent. This adjustment has been
in effect since 1 January 2023, with a view to enhancing
domestic industry competitiveness. Additionally, the Pula
basket weights remain at 45 percent for the South African
rand and 55 percent for the SDR, reflecting Botswana’s
trade patterns and international transactions.

In the twelve months to October 2024, the nominal Pula
exchange rate depreciated by 4.3 percent against the South
African rand but appreciated by 0.9 percent against the
SDR (Chart 3.18). With respect to the SDR constituent
currencies, the Pula appreciated by 4 percent against

the Japanese yen, 2.1 percent against the US dollar and
0.2 percent against the euro, while it depreciated by 4.3
percent and 0.3 percent against the British pound and the
Chinese renminbi, respectively. The movement of the Pula
against the SDR constituent currencies largely reflects the
performance of the South African rand against the SDR
constituent currencies.

During the same review period, the South African rand
appreciated by 5.4 percent against the SDR. Specifically,
it appreciated by 8.6 percent against the Japanese yen, 6.7
percent against the US dollar, 4.7 percent against the euro
and 4.2 percent against the Chinese renminbi, while it
remained relatively stable against the British pound.

The South African rand strengthened mainly due to
domestic factors, such as the strong argument by the
SARB Governor, Mr Lesetja Kganyago, in favour of
lowering the 3 — 6 percent inflation target. The Governor
highlighted that lowering the inflation target will signal
SARB’s commitment to price stability, leading businesses,
consumers and investors to anticipate lower future
inflation. Thus, a lower inflation target would help reduce
actual inflation by anchoring inflation expectations at a
lower level. Expectation that the SARB will lower its
inflation target before 2025 will foster economic stability,
support the performance of the South African rand and
encourage investment. Meanwhile, the existence of the
Government of National Unity (GNU) continues to support
the performance of the rand, as investors anticipate that
the multi party parliament will expedite structural reforms
to stimulate economic growth.

However, the demand for the South African rand was
dampened by risk aversion among investors and improved
demand for safe haven currencies as investors remained
focused on the US Federal Reserve’s interest rate path
and ongoing geopolitical tensions which have led to risk
aversion among investors and improved the demand for
safe-haven currencies.

Chart 3.18: Nominal Exchange Rate Indices
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NEER depreciated in October 2024

The NEER of the Pula depreciated by 1.5 percent in the
twelve months to October 2024 (Chart 3.19), consistent
with the annual downward rate of crawl of 1.51 percent
implemented effective January 2023.
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Chart 3.19: Nominal and Real Effective
Exchange rates
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REER depreciated in September 2024

The REER depreciated by 2.7 percent in the twelve
months to September 2024 (Chart 3.19), due to the
depreciation of the NEER (rate of crawl) and the negative
inflation differential between Botswana and trading
partner countries, suggesting a gain in Botswana’s export
competitiveness, by this measure.

With respect to bilateral movements against the Pula
basket currencies, the real Pula exchange rate (using
headline inflation) depreciated by 6.9 percent against the
South African rand and appreciated by 0.9 percent against
the SDR. It depreciated by 4.7 percent against the British
pound, 1.2 percent against the euro and 0.2 percent against
the Japanese yen, while it appreciated by 3.5 percent
against the US dollar and 1.3 percent against the Chinese
renminbi.
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4.1 Global economic prospects

4. THE ECONOMIC AND POLICY OUTLOOK

The global economic outlook remains broadly restrained, with the growth forecast for 2024 unchanged in the
October 2024 WEQO compared to the July 2024 projection. This restrained outlook is due to factors such as lower
consumer demand, geopolitical tensions and low underlying productivity growth. Meanwhile, the growth forecast
for 2025 was revised downwards by 0.1 percentage points. Regionally, South Africa’s growth prospects remain
restrained due to tight credit conditions and structural bottlenecks in the economy. Regarding price developments,
global inflation is projected to moderate further due to anticipated decrease in commodity prices, the impact of
monetary policy tightening in 2023, as well as squeezed household budgets.

Global economic growth to remain restrained
According to the October 2024 WEO, global output growth
is forecast at 3.2 percent for 2024 and 2025, slightly lower
than 3.3 percent in 2023. The growth forecast for 2024
was unchanged, while it was revised downwards by 0.1
percentage points for 2025. However, the 2024/2025
forecasts are lower than the historical (2000-2019) annual
average of 3.8 percent. The restrained growth is on account
of higher borrowing costs resulting from monetary policy
tightening in 2023, withdrawal of fiscal support amid
high debt levels, geopolitical tensions, extreme weather
conditions and low underlying productivity growth.

For advanced economies, output is projected to grow
by 1.8 percent in both 2024 and 2025. The 2024 growth
forecast was revised upwards by 0.1 percentage points,
while it was unchanged for 2025. The higher revision
for 2024 was on account of upgrades in the US and UK
forecasts.

Risks to the global economic outlook are assessed to be
on the downside, amid elevated policy uncertainty. These
include an escalation in regional conflicts; monetary
policy remaining tight for too long, which could weigh
on investment and economic growth; a deeper growth
slowdown in China; and the continued increase in
protectionist policies.

UK economic growth to increase
The UK economy is forecast to grow by 1.1 percent and
1.5 percent in 2024 and 2025, respectively, up from an
estimated expansion of 0.3 percent in 2023. This growth
is supported by easing inflationary pressures as the lagged
negative effects of high energy prices wane and anticipated
lower interest rates. The 2024 growth projection is 0.4
percentage points higher than in the July 2024 WEO
Update.

Output growth for US to increase

In the US, output is forecast to grow by 2.8 percent in 2024,
slightly lower than an estimated expansion of 2.9 percent
in 2023. However, the 2024 projection is 0.2 percentage
points higher compared to the July 2024 forecast, on
account of stronger outturns in non-residential investment,
as well as consumption, attributable to robust increases in
real wages and wealth effect. Meanwhile, output growth
is forecast to moderate to 2.2 percent in 2025 as gradual
fiscal tightening and softening labour markets slow
aggregate demand.

Growth for the euro area to increase

In the euro area, economic growth is projected to increase
to 0.8 percent in 2024 (0.1 percentage points lower
compared to the July 2024 forecast), from an expansion
of 0.4 percent in 2023. This growth is driven by stronger
momentum in export of goods. GDP growth for the region
is expected to further improve to 1.2 percent in 2025,
which is 0.3 percentage points lower than the July 2024
forecast. The anticipated higher growth is underpinned by
stronger consumption on the back of rising real wages and
higher investment from easing financing conditions, amid
gradual monetary policy loosening this year.

Emerging markets GDP growth to decrease
Economic activity in emerging market and developing
economies is expected to expand by 4.2 percent in 2024
and 2025, slightly lower than an estimated expansion of
4.4 percent in 2023, due to subdued performance in China
amid a persistent property market crisis. The forecast
was unchanged for 2024 but revised downwards by 0.1
percentage points for 2025 from the July 2024 forecast.
The downward revision for 2025 was on account of
downgrade for Russia and anticipated weaker economic
outlook for China.

Output growth for China is forecast to slow down to 4.8
percent in 2024 and further to 4.5 percent in 2025, down
from an estimated expansion of 5.2 percent in 2023. This
slowdown is driven by weaker private investment and the
on-going property market crisis. The 2024 growth forecast
has been revised downwards by 0.2 percentage points from
the July 2024 projection, while the 2025 forecast remains
unchanged. The downgrade for 2024 is mainly on account
of persistent weakness in the real estate sector and low
consumer confidence. In India, the economy is expected
to expand by 7 percent in 2024 and 6.5 percent in 2025,
compared to 8.2 percent in 2023, amid subdued demand.
The growth forecasts for 2024 and 2025 are unchanged
from the July 2024 projections.

Growth prospects for the South African

economy remain weak

Regionally, growth prospects in South Africa are expected
to remain restrained due to the lingering effects of tight
monetary policy conditions aimed at controlling inflation
in 2023, restrained fiscal support, ports and rail logistical
constraints, power outages, as well as the grey listing of the
economy by the Financial Action Task Force in February
2023. Thus, South African output growth is forecast to
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remain subdued at 1.1 percent in 2024, from 0.7 percent in
2023, and to increase to 1.5 percent in 2025. Projections
for both 2024 and 2025 have been revised upward by 0.2
and 0.3 percentage points, respectively, compared to the
July 2024 WEO Update.

Meanwhile, in September 2024, the SARB maintained
the forecast for GDP growth for 2024 at 1.1 percent but
revised slightly upwards the projection for 2025, from
1.5 percent to 1.6 percent. The subdued growth prospects
are mostly due to energy and logistical constraints, which
continue to weigh on South African economic activity.

Global inflation to moderate

Globally, inflation is expected to moderate further in 2024,
supported by lagged effects of monetary policy tightening
in 2023 on consumption and investment, squeezing of
household budgets, softening labour markets, as well
as anticipated commodity prices. Thus, inflation for
advanced economies is forecast to ease from 4.6 percent
in 2023 to 2.6 percent in 2024, while for emerging market
economies, it is forecast to decrease from 8.1 percent to
7.9 percent in the same period. Overall, global inflation is
expected to ease from 6.7 percent in 2023 to 5.8 percent in
2024, and further moderate to 4.3 percent in 2025.

Meanwhile, the SARB forecasts South African inflation
to average 4.6 percent in 2024 and 4 percent in 2025. The
forecast for 2024 is 0.3 percentage points lower than the
July projection, while the 2025 forecast is 0.4 percentage
points lower. Overall, headline inflation is expected to
remain within the SARB’s 3 — 6 percent target range and
closer to the middle of the target range (Chart 4.1).

Chart 4.1: South Africa and SDR Headline Inflation
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Diamond prices to trend downwards

Diamond prices are expected to continue trending
downwards in the short term due to the anticipated
slowdown in economic activity in major consuming
countries, particularly China and India, as well as
decreased demand for the commodity, amid uncertainty in
major consuming markets underpinned by tight monetary
policy, which has squeezed consumer budgets. Moreover,
the increased supply of lab grown diamonds and the
growing popularity of gold as a safe heaven commodity'*
has contributed to the decline in diamond prices.

International oil prices to decrease

International oil prices are projected to decrease (Chart
4.2). The projected decrease in oil prices is due to subdued
global economic activity; weak industrial demand for oil,
particularly in China; expanding electric cars fleet; as well
as OPEC and its allies’ decision to gradually unwind the
extra voluntary production cuts from October 2024 until
the end of 2025. These price developments are expected
to counteract the anticipated price increases associated
tensions between Israel and Iran, following Iran’s missile
attack on Israel. Overall, there is potential marginal
downward pressure from international oil prices on
domestic inflation.

Chart 4.2: International Oil Prices
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International food prices to increase

Global food prices are expected to trend upwards in
the short term (Chart 4.3). The anticipated increase in
international food prices is driven by increase in prices of
cereal and sugar, on account of worsening crop production
prospects in Brazil; crop transportation disruptions in the
US and Brazil, and concerns over India’s decision to lift
restrictions on the production of ethanol using sugarcane.

14 Gold is regarded as a safe haven asset, particularly in times of high
inflation, economic uncertainty and geopolitical tensions.
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Chart 4.3: International Food Prices FAO Index
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In Southern Africa, food prices are expected to remain
elevated in the short term, compared to pre-pandemic
levels, due to low rainfall experienced at the start of the
2023/24 ploughing season. Furthermore, although earlier
projections pointed to a high likelihood of the Southern
African region experiencing a La Nifia condition in the
2024/25 rainfall season, the chance of it occurring has
decreased over time. Overall, given the expected higher
international food prices, there is potential upward
pressure on domestic inflation in the short term.
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4.2 Outlook for domestic economic activity

The IMF has revised GDP growth for 2024 downwards to 1 percent, from an earlier estimate of 3.6 percent. This
adjustment is due to the downturn in the diamond industry, driven by weak global demand and high inventories.
The Ministry of Finance is also expected to revise its GDP growth projection for 2024 downwards to reflect, in
part, continued unfavourable global economic conditions and geopolitical events. Further, the projected weak
economic activity could also be attributable to slow and muted impact of economic transformation initiatives so
far, continuance of low productivity and drought conditions. While output in the non-mining sector is anticipated
to be below its potential in the short term, total GDP growth over the medium term is projected to be supported
by a rebound in mining production; improvements in some non-mining sectors, such as diamond traders and
manufacturing, insurance and pension funds; as well as the accommodative monetary policy.

Output growth to decelerate in 2024

The IMF has revised GDP growth for 2024 downwards
to 1 percent from an earlier estimate of 3.6 percent, partly
due to the downturn in the diamond industry performance,
given weak global demand and high inventories. According
to the 2024 Budget Speech, the Ministry of Finance had
projected GDP growth of 4.2 percent for 2024. However,
the domestic economy contracted by 2.9 percent in the
first half of 2024, reflecting the slow and muted impact
of economic transformation initiatives, continuance of low
productivity, drought conditions and unfavourable global
economic circumstances, including geopolitical events.
Consequently, the Ministry of Finance is expected to
revise the 4.2 percent growth projection downwards.

Government is committed to stimulate non-mining
sectors through potential growth enhancing economic
transformation reforms, initiatives and supportive
macroeconomic policies for significant economic growth.
These measures aim to expand productive capacity,
accelerating economic transformation and enhance
economic resilience in the medium term. Monetary policy
also remains largely accommodative, therefore, conducive
for financing of economic activity facilitated by economic
transformation and policy reforms. However, the growth
trajectory remains uncertain due to downside risks,
including weaker global demand and adverse impact of
the geopolitical tensions, including the Russia-Ukraine
war. The below trend output in the short term is consistent
with the high unemployment rate (27.6 percent in the first
quarter of 2024) and restrained growth in real wages.

The Bank’s September 2024 Business Expectations Survey
(BES) indicates that firms are less optimistic about business
conditions in the third quarter of 2024, compared to the
second quarter of2024. The reduced level of optimism in the
current period is reflected in the anticipated deceleration in
sales volumes; imports of goods and services; production;
profitability; employment; and investments mainly due to
the weaker global demand and uncertainty. Furthermore,
the slow and muted impact of economic transformation
initiatives so far, drought conditions and less-than-optimal
performance of the GABS, which disrupts business
operations, adds to the reduced optimism by firms. Firms
expect GDP to increase by 2.3 percent and 2.5 percent in
the third and fourth quarters of 2024, respectively. These

projections are optimistic given that the IMF’s growth
forecast for the country is 1 percent for 2024. In addition,
extrapolation from the first two quarters of the year and
monthly economic indicators for the third quarter also
suggest subdued growth in 2024.

In line with global innovations and trends, and in the
absence of up-to-date and reliable information on current
economic conditions to make informed policy decisions,
the Bank adopted machine learning methods in 2020 to
nowcast GDP (see Box 3).
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Box 3: Leveraging Artificial Intelligence for Macroeconomic Forecasting

Macroeconomic modelling and forecasting are central to the activities of central banks. Forecasts for key variables,
such as GDP growth and inflation, provide policymakers with insights into the likely direction of the economy.
Central banks are ordinarily charged with maintaining stability of these variables, which typically involves making
policy decisions to influence their development. For instance, adjustments to interest rates aim to influence economic
activity and inflation towards desired levels, promoting price stability and sustainable economic growth. Given the
evolving nature of modern economies, econometric modelling and forecasting techniques must adapt accordingly.

The increasing complexity and ever-evolving nature of the global economy have exposed significant limitations in
traditional models, particularly in handling a large panel of economic predictors that help capture the full structure
and dynamics of the economy. These limitations can undermine the accuracy and reliability of economic forecasts,
highlighting the need for approaches that effectively incorporate relevant economic data, while excluding irrelevant
data. Artificial Intelligence (Al), particularly Machine Learning (ML), presents innovative solutions to these
challenges. Al and ML can handle large volumes of high-frequency data, commonly referred to as “big data,” in
macroeconomic analysis, which traditional models struggle to process. By integrating ML into macroeconomic
forecasting frameworks, central banks and economic analysts can leverage advanced algorithms and data-driven
insights to enhance the accuracy and reliability of their economic forecasts. This approach also addresses the
issues related to data gaps, which often arise from delays in data release, improving the timeliness and precision of
economic assessments and policy decisions, making ML an important tool for nowcasting.

In line with global innovations and trends, the Bank adopted ML methods in 2020 to nowcast GDP. As a policymaker,
the Bank needs up-to-date and reliable information on current economic conditions to make informed policy
decisions. Economic uncertainty necessitates access to real-time data and data analysis. In this regard, GDP growth
nowcasting using ML has proven to be an instrumental tool for navigating economic uncertainties. The process
of nowcasting real GDP for Botswana through ML involves the use of 23 different models. In this process, each
model generates a GDP nowcast and the model with the lowest out-of-sample Root Mean Square Error (RMSE) is
selected as the best model. The nowcast value from this best-performing model is then taken as the official GDP
nowcast for that specific reporting session.

This ML approach uses a combination of high-frequency and low-frequency indicators to produce a GDP growth
nowcast. The variables used are highly correlated with GDP growth and have strong predictive power. Additionally,
these variables are available before GDP data is released or at higher frequencies, providing early indications of
GDP trends. The variables currently used in the ML models to produce the nowcast include GDP figures for the
United States GDP, China and India; electricity generation; bank loans to households; Stock Exchange Index;
Government revenue; Google Search Volume Index Travel; diamond production; and diamond exports. Figure 1
plots the GDP nowcast values against actual values from the third quarter of 2020 to the second quarter of 2024.
The figure illustrates that the nowcasting framework has been performing well, with the nowcasted GDP growth
rates closely aligning with the realised GDP growth rates. This close correspondence indicates that the machine
learning model provides a reliable estimate of economic performance.
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Figure 1: Real GDP Growth Nowcast vs Actual (y-o0-y)
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There are, however, limitations and challenges associated with Al techniques, such as ML. These limitations include
the need for significant computing power, which requires costly computing infrastructure, and a steep learning
curve to develop advanced capabilities for optimal use. Despite these challenges, central banks are committed to
infusing technological innovation into their processes and operations to achieve greater efficiency and agility. To
build on the satisfactory performance of ML in GDP nowcasting using big data, the Bank continues to invest in
computing infrastructure and skills development to harness the power of Al.
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4.3 Monetary policy and inflation outlook

Inflation is expected to remain below the lower bound of the 3 - 6 percent objective range in the short term and revert
to the objective range on a sustained basis from the third quarter of 2025. The inflation forecast has been revised
slightly downwards in the short term and upwards in the medium term compared to the August 2024 projection.

Inflation is projected to remain below the lower

bound of the objective range in the short term
Inflation is expected to remain below the lower bound of the
3 — 6 percent objective range in the short term, averaging
2.8 percent in 2024 and 2.2 percent in the first half of
2025. This is mainly due to the downward adjustment in
domestic fuel prices effected on 11 September 2024 and
the subdued non-mining domestic economic activity.
Nonetheless, inflation is expected to revert to within the
objective range on a sustained basis from the third quarter
0f2025 (Chart 4.4), driven by the expected recovery of the
non-mining sector.

Chart 4.4: Botswana Headline Inflation Forecast
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The projection considers, among other factors, the subdued
growth in domestic output despite the prevailing and
expected broadly accommodative monetary conditions
(Chart 4.5); the downward revision in forecasts for
international oil prices; the upward revision in forecasts for
international food prices; and the base effects associated
with adjustments in administered prices in 2023 and 2024.

Firms also expect inflation to be lower in 2024 and 2025 in
the September 2024 BES compared to the previous survey
averaging 4.2 percent in 2024 (from 4.3 percent) and 4.1
percent in 2025 (from 4.6 percent), thus remaining within
the objective range, suggesting that inflation expectations
are well anchored.

Chart 4.5: Real Monetary Conditions
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Forecasts for international food prices revised

upwards

Compared to the August 2024 forecast, international
food prices have been revised upward into the
medium-term (Chart 4.6). The upward revision is mainly
due to an increase in export prices of cereal and sugar, on
account of worsening crop production prospects in Brazil;
crop transportation disruptions in the US and Brazil, and
concerns over India’s decision to lift restrictions on the
production of ethanol using sugarcane.

Conversely, in Southern Africa, food prices are expected
to increase on account of the decline in food production
during the 2023/24 ploughing season emanating from
El Nifio weather phenomenon, which resulted in
below-average rainfall and drought conditions in Southern
Africa.

Chart 4.6: International Food Prices FAO Index
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Forecasts for international oil prices revised

downwards

Relative to the August 2024 forecast, projections for
international oil prices have been revised slightly
downwards (Chart 4.7). The downward revision is
attributable to among other factors, the subdued economic
growth coupled with weak oil demand in major countries
like China; expanding electric cars fleet; as well as OPEC
and its allies’ decision to gradually unwind the extra
voluntary production cuts. Additionally, Saudi Arabia is
expected to increase its oil production to boost its market
share following reports of the violation of production cuts
agreement by other OPEC countries. These developments
offset the downward pressure stemming from the escalation
of the Middle East conflict.

Chart 4.7: International Oil Prices
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Overall, developments with respect to international food
prices imply upward pressure on domestic inflation into
the medium term, while trends in international oil prices
indicate downward pressure on domestic inflation over the
same period, compared to the August 2024 forecasts.

Inflation forecast revised upwards in the

medium term

Compared to the August 2024 forecast, the domestic
inflation projection has been revised slightly downwards in
the short term and upwards in the medium term (Chart 4.8).
The short-term downward revision is mainly attributable
to the reduction in domestic fuel prices effected on 11
September 2024 and the subdued non-mining domestic
economic activity. The medium-term upward revision
is primarily attributed to the anticipated recovery in
non-mining economic activity, driven by the current loose
monetary conditions. In addition, the upward revision of
international food price forecasts into the medium term has
also contributed to the increase in the domestic inflation
forecast.

Chart 4.8: Botswana Headline Inflation
Forecast Revision
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Exchange rate movements

The Pula exchange rate is influenced by the performance
of its basket of currencies and the predetermined annual
rate of crawl. Once the composition of the currency basket
and the rate of crawl are established, daily fluctuations in
the Pula’s value against other currencies are a result of
movements in the cross rates of the South African rand
and the SDR constituent currencies against each other,
as well as their relative weights within the composite
currency basket.

The South African rand gained strength following the
formation of the GNU, which is expected to promote
long-term economic growth, job creation, land reform,
and infrastructure development. However, in the next four
quarters, the rand is projected to weaken against major
currencies due to several factors, including persistently
high unemployment rates, potential water shortages in key
urban areas and the underperformance of heavily indebted
state-owned enterprises, which threaten fiscal sustainability
and the government’s ability to provide essential services.
Additionally, the upcoming US presidential elections in
November 2024 have raised geopolitical concerns which
may reduce appetite for risky emerging market assets,
including those denominated in rand, and increasing
demand for safe-haven assets.
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Chart 4.9: ZAR against USD and SDR
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Chart 4.10B: Exchange Rates against the USD
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The US dollar is projected to depreciate against most
major international currencies over the next four quarters
(Chart 4.10A and Chart 4.10B), primarily due to global
investors anticipating a shift towards monetary policy
easing by major central banks, coupled with easing
inflationary pressures in the US and the Fed’s decision to
reduce interest rates in September 2024. Nevertheless, the
dollar’s performance could be bolstered by the resilience
of the US economy, which may help sustain confidence
in the currency. Furthermore, as a safe-haven asset, the
dollar may experience increased demand during times
of geopolitical uncertainty or financial market volatility,
potentially mitigating its expected depreciation.

The British pound is expected to appreciate marginally
against the US dollar (Chart 4.10A), driven by an improved
outlook for the UK economy and a hawkish stance from
the Bank of England, which has diminished expectations
for further interest rate cuts. With headline inflation
anticipated to remain just above the 2 percent target, partly
due to energy price volatility, the central bank is likely to
uphold a tighter monetary policy. Additionally, the win by
the Labour party in the UK elections is expected to support
the British pound through increased domestic investment
and greater political stability. Initiatives, such as planning
deregulation and a new industrial strategy, could enhance
the fiscal position over time and strengthen relations
between the UK and the Eurozone.

Meanwhile, the euro is projected to slightly appreciate
against the US dollar, supported by the gradual narrowing
of interest rate differentials between the eurozone and the
US. This anticipated strengthening is driven by a slowdown
in the US economy and the likelihood of further interest
rate cuts by the Fed. However, challenges remain within
the eurozone as the ECB lowered its key interest rates by 25
basis points, in response to a weakening economic outlook
and a decline in inflation. This rate cut, the third by the ECB
this year, reflects its assessment that inflation is on track
to reach the ECB’s target of 2 percent, while economic
growth remains fragile, impacted by a slowdown in
consumer demand and investment. By reducing borrowing
costs, the ECB aims to support economic activity and
mitigate the risk of a deeper slowdown across the region.
The policy decision also underscores the ECB’s readiness
to adjust rates further based on incoming economic and
inflation data, with expectations that additional cuts may
follow if conditions continue to worsen.

The Japanese yen is expected to appreciate against the US
dollar in the medium term due to several key factors. While
the BolJ has clarified that its decision to raise short-term
interest rates from negative levels in March 2024 did not
signal the beginning of quantitative tightening, and that
changing inflation dynamics in Japan indicate that further
monetary adjustments may be on the horizon. The BoJ
is likely to announce plans for tapering bond purchases
and potentially implement additional interest rate hikes in
the fourth quarter of 2024, which would increase yields
on yen-denominated assets, enhancing their appeal to
investors.

The Chinese renminbi is projected to appreciate against
the US dollar in the forecast period (Chart 4.10B), driven
by a robust economic outlook for China. The government
of China introduced a large scale stimulus package
aimed at stabilising the economy, which includes support
for the growth of the housing and the stock markets.
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The expectation is that these measures, combined with
the anticipated easing of interest rates in the US and
Europe, will create a more favourable environment for
China’s economic rebound. As a result, the anticipated
strengthening of the renminbi reflects the positive
trajectory of China’s economy, enhancing its appeal in
global markets and contributing to its appreciation against
the dollar.

Overall, forecast movements of other SDR constituent
currencies imply a marginal appreciation of the SDR
against the US dollar (Chart 4.10A).

The anticipated depreciation of the South African rand
against major international currencies is expected to
exert downward pressure on the Pula against the SDR
constituent currencies in the forecast horizon (Chart 4.11).
The projected appreciation of the Pula against the South
African rand is expected to exert marginal downward
pressure on domestic inflation.

Chart 4.11: BWP Exchange Rates against
ZAR, USD and SDR
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Risks to the inflation outlook

The risks to the short-term inflation outlook are assessed to
be skewed to the downside mainly on account of subdued
domestic and global economic activity, limited fiscal
space and the potential fall in international oil prices.
However, in the medium term, inflation could be higher
than projected if international commodity prices were to
increase above current forecasts, and supply as well as
logistical constraints in the global value chain persist.
Furthermore, inflation may rise due to possible upward
adjustment in administered prices that are not factored in
the current projection.
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Box 4: THE ROLE OF THE MINING SECTOR IN FUTURE DEVELOPMENT

The Box provides highlights of the 2023 Annual Report Theme Chapter which focuses on the role of the mining
sector in Botswana’s future development, emphasising beneficiation, industrialisation prospects and macroeconomic
policy implications. In drafting the 2023 Annual Report Theme Chapter, the Bank consulted mining stakeholders,
including the Ministry of Minerals and Energy, Debswana and Botswana Geoscience Institute (BGI).

INTRODUCTION

Botswana’s desire to transition to high-income status, aligned with the nation’s Vision 2036, is well-entrenched.
Critical attributes to this transition include achieving higher rates of economic growth (GDP), estimated at more
than 6 percent annually over the next 13 years, as well as enhanced inclusivity, indicated by significant reduction in
unemployment, poverty rates and inequality. In pursuit of this transition, there is a conventional and long-standing
understanding that key to the nation’s growth prospects and inclusivity, is economic diversification. However,
economic diversification continues to proceed at a relatively slow pace. Among the various sources of economic
potential, it is considered that Botswana’s endowments of minerals continue to present potential for economic
diversification and higher rates of growth. The impact on the economy and development progress reflects beneficial
execution of minerals policy, ownership structures, as well as cost and revenue sharing arrangements in place,
which have been subject to progressive review and implementation over time. Overall, this has been the main
driver of the country’s transition to upper middle-income status attained in the mid-1990s.

OVERVIEW OF THE MINING SECTOR AND OWNERSHIP ARRANGEMENTS

Botswana is endowed with significant mineral deposits which include coal reserves of about 28.2 billion tonnes,
261 kimberlite pipes and significant occurrences of other minerals, which remain under-explored. As such, lack
of large-scale exploitation and secondary processing suggest sub-optimal economic activity and a constraint to
growth prospects. Few exploitations, particularly diamonds, largely contribute to Botswana’s economic prospects.
For example, in 2022, the mining sector accounted for about 20 percent of nominal GDP, with diamonds
contributing nearly 93 percent of total mining GDP, and approximately 90 percent of total exports of goods. One
of the requirements necessary for a lasting beneficial impact of the mining sector in Botswana include protocols
for awarding mining rights, ownership and investments, which vary according to type and uses of minerals. Three
investment and ownership models exist in Botswana. These include full state ownership, wholly private ownership
and shared partnership between the Government and private entities, with varying implications for revenue and
cost sharing arrangements. In the context of revenues, royalties, corporate tax, withholding tax on dividends and
dividends generate mining revenues. Mineral royalties range between 3 to 10 percent, depending on the quality
of minerals mined; 10 percent, 5 percent and 3 percent for precious stones, precious metals and mineral products,
respectively, and compares favourably with mining giants, such a Chile, Canada, Russia and Australia.

BENEFICIATION AND INDUSTRIALISATION PROSPECTS
There are four key elements that can facilitate the scope of industrialisation and unlock the full potential of
Botswana’s mining sector:

1) Beneficiation policies

There is scope for supportive and facilitative policies to promote aspects of beneficiation including downstream
processing, side-stream infrastructure services and upstream supplies. Meanwhile, the national strategy is being
developed to deliver a robust framework for mineral exploitation and beneficiation. The policy ecosystem is further
supported by the 2022 Minerals Policy, which fosters a competitive environment for attracting and sustaining
mineral investment and related beneficiation initiatives. Therefore, relentless and timeous implementation of these
policies should deliver durable employment, diversification and the need for export opportunities.

2) Secondary processing

This is another way of strengthening local industrialisation as it promotes the transformation of raw materials
into finished products. Generally, value addition in the mineral sector has not been inspiring and, in the absence
of rapid growth in secondary processing, this economy has transitioned to modest growth rates. Among several
opportunities for value chain development include jewellery manufacturing, coal processing and glass production
which provide immediate points of impact on industrialisation.
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3) Industrial linkages

The impact of the mining sector also relates to backward and forward linkages that include transportation,
construction, electricity and water, as well as education and research, among others. These encompass the
development and side-stream capacity that would, in turn, support export-oriented production.

4) Community development

Given the exhaustible nature of minerals, mining activities should be accompanied by frameworks for addressing
community development and sustainability. In this respect, Corporate Social Responsibility and Environmental,
Social and Governance considerations could greatly contribute to reducing socio-economic challenges, provided
that adequate attention is given to socialisation and empowerment aspects that also address social ills. Moreover,
resource-based industrialisation should contribute to continuous research, innovation and skills development that
impact on productivity and competitiveness.

MACROECONOMIC POLICY IMPLICATIONS

Transparent and stable macroeconomic frameworks create a conducive business environment for mining
investment. Prudent and predictable fiscal, monetary and exchange rate policies continue to support mining activity
and development, thus contributing to overall economic growth prospects. Fiscal rules underpin sustainability
through prudent management of mining revenues, while predictable tax regime bolster investor confidence,
revenue mobilisation and welfare-enhancing growth in the mining sector. From a financial policy perspective, there
is potential for the financial sector to further support the mining sector by mobilising funds for investment. To fully
unlock this potential, the country is embarking on the development of a Financial Sector Development Strategy to
identify priorities and reforms necessary to engender a vibrant, inclusive and innovative financial sector that can
support economic development, including sectoral performance in mining.

CONCLUSION

There is absence of extensive linkages of the mining sector with the rest of the economy, which undermine value
chain development, beneficiation, human capital and financial sector development. There are opportunities to
overcome these challenges through adaptive beneficiation strategies that promote development of downstream
value chains, rapid industrialisation, innovation and environmental sustainability. More crucially, the extractive
and finite nature of minerals require that frameworks for addressing economic stabilisation, sustainability and
intergenerational equity must accompany these strategies. As such, the fiscal framework should be aligned to the
sustainability of mining sector performance, while efforts to strengthen the operating aspects of the Pula Fund need
to be accelerated to preserve long-term sustainability.
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5. NOVEMBER 2024 MONETARY POLICY COMMITTEE DECISION

At the meeting held on 7 November 2024, the Monetary Policy Committee (MPC) of the Bank of Botswana

maintained the Monetary Policy Rate (MoPR) at 1.9 percent.

Economic Environment

Since the last MPC meeting of 22 August 2024, data
released by Statistics Botswana show a further contraction
in economic activity due to factors that include weaker
performance of the non-mining sectors and the impact
of lower external demand for mining sector production
(especially diamonds). This has led to reduced export
earnings, which is constraining government spending and
its impact on economic activity.

Real gross domestic product (GDP) declined by 0.5 percent
in the second quarter of 2024, compared to a growth of 3.3
percent in the corresponding quarter in 2023. Meanwhile,
economic activity remained restrained in the third quarter
of 2024.

According to the October 2024 World Economic Outlook,
global output growth is forecast at 3.2 percent for both
2024 and 2025, slightly lower than 3.3 percent recorded
in 2023. For Botswana, the International Monetary Fund
projects domestic economic growth of 1 percent for 2024,
down from 2.7 percent in 2023. This decline is partly due
to a downturn in the diamond industry, driven by weak
global demand and high inventory levels.

Inflation

As reported by Statistics Botswana, headline inflation
was 1.5 percent in September 2024, breaching the lower
bound of the medium-term objective range of 3 — 6
percent. The decline in inflation is mainly due to the
diminishing impact of the increase in domestic fuel prices
in the corresponding period in 2023 (base effects) and the
downward adjustment in domestic fuel prices effected on
11 September 2024. The MPC forecasts inflation to remain
low into the medium term, averaging 2.8 percent in 2024,
3.1 percent in 2025 and 5.3 percent in 2026. The risks to
the short-term inflation outlook are assessed to be skewed
to the downside mainly on account of subdued domestic
and global economic activity, limited fiscal space and the
potential fall in international commodity prices.

However, in the medium term, inflation could be higher
than projected if international commodity prices were to
increase above current forecasts, and supply as well as
logistical constraints in the global value chain persist.
Furthermore, inflation may rise above current forecasts
due to possible upward adjustment in administered prices
that are not factored in the current projection.

Decision

The MPC notes that the prospects for significant
economic growth remain limited and that the economy
will continue to operate below full capacity in the
short term and marginally recover in the medium term.
This should not generate demand-driven inflationary
pressures. Thus, inflation is forecast to remain low
into the medium term, averaging 2.8 percent in
2024, 3.1 percent in 2025 and 5.3 percent in 2026.
Similarly, businesses expect inflation to be within the
medium-term objective range, suggesting that inflation
expectations are well anchored. Given the current
economic conditions and the outlook for both domestic
and external economic activity, the MPC decided to
maintain the MoPR at 1.9 percent.

Accordingly,

(a) the 7-day Bank of Botswana Certificates auctions,
repos and reverse repos will be conducted at the
MoPR of 1.9 percent;

(b) the Standing Deposit Facility (SDF) Rate
maintained at 0.9 percent, 100 basis points below
the MoPR; and

(c) the Standing Credit Facility (SCF) Rate
maintained at 2.9 percent, 100 basis points above
the MoPR.

Meetings of the MPC

The remaining MPC meeting for this year is scheduled
for 5 December 2024.
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Annex: Inflation Forecast Summary for October 2024 MPC Meeting

2023 2024 2025 2026
Annual Annual Annual
200 | Average il Q2 2B U8 Average o1 U2 0k 0 Average ol 0 Q3
. 1.5 2.8 1.7 26 36 46 3.1 5.1 53 53
Inflation 2.0 3.5 522 3.6 3.0

Q1) (30 (22 (G0) (36) 40 (B2 (44 (46) (48

Note: Figures in parentheses represent the previous MPC forecast (August 2024)
Factors contributing to the downward revision of the forecast in the short term include the following:
Domestically

1. The reduction in fuel prices effected on 11 September 2024
2. The subdued non-mining economic activity.

Externally
Downward revision in forecasts for international oil prices and trading partner inflation.

MONETARY POLICY REPORT | OCTOBER 2024 41




NOTE

MONETARY POLICY REPORT | OCTOBER 2024







( Website: www.bankofbotswana.bw | Email: info@bob.bw | Tel: 360 6000 )

BankofBotswana

Fes e ey X @BankofBotswana




