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increased contribution from the non-mining sector, but the
sources of the increased revenue are not clear.
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development spending will face cuts
that will bring the total spending
down.

Of concern is that whilst the
Budget does predict a huge increase
in revenue, beyond a two pojnt
increase in VAT, tougher collection of
tax and profits from parastatals and a
virtual freeze on public service
salaries and allowances, there is
nothing to show where the money will
come from.

Fear of large fiscal deficits

The ratings agency said it believed
that this Botswana would accrue
large fiscal deficits over the coming
two years which would lead to a
weakening of its net creditor position.
The stable outlook reflected a strong
public sector external balance sheet,
but this was offset by significant
economic and fiscal challenges.

S&P projected a 4.8% contraction in
Botswana's real gross domestic
product over 2009, official figures to
September point to a larger 8.8%
contraction.

More pressure on non-mining sector
as government looks for cash

Despite the lack of significant success
in Botswana's efforts to diversify the
economy from its overwhelming
reliance on mining, it continues to
look to the non-mining sector for
increased contributions. The sector
has so far over 2009 responded with
impressive growth rates, increasing its
share of GDP to 57% from 44% over
2008. However it is a share of a much
reduced GDP. With the diamond
market forecast to improve over
2010, it is unlikely such an improved
contribution to GDP by the non-
mining sector can be maintained. In
absolute terms non-diamond export
revenues averaged P 549 million a
month over 2009 to December
against an average over the two
years 2007 and 2008 of P 884 million a
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Beers and its mines provide most of
the diamonds sold by the group. A
Botswana Diamaond Trading
Company, 50/50 De Beers and
Botswana-owned, and located in a
new $85 million building in Gaborone
is now virtually replacing the London
DTC.

With the aggregation of diamonds
produced both in Botswana and
other countries and sights (sales) to
sell them conducted in Gaborone,
Botswana may be spreading its risk;
but it will still remain vulnerable to the
world diamond market.

Copper prospects brighter

Currently, Botswana's second largest
mineral income - around 15% of total
revenue - is from copper nickel. Whilst
many commodity sectors
experienced heavy losses over 2009
as many copper miners avoided
them. Botswana's mines suffered a
50% loss of revenue over the year but
still operated profitably. Botswana is
not as close to those who set world
copper prices as it is to those who
influence diamond prices but the
world market for copper is,
according to most analysts, positive.
Top miner BHP Billiton has said it is to
revive billions of dollars worth of
copper mining projects, in January US
copper miners said prices had more
than doubled from a year earlier.
After aluminium, copper is the world's
biggest base metal.

Mineweb analysts said in January:
"There are many copper producers,
not too many, but many buyers." In
Botswana African Copper said it had
reached encouraging levels of
production at its Mowama mine
since re-commissioning it in August. It
was removing bottlenecks
hampering the ramp up to full
capacity. It was now close to its
targeted recovery rate.
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negative 5.8% measured in constant
1993/94 prices. Growth over the full
year 2008 was 2.9%. Forecast real
growth for 2009 is a negative 5.5%.
The economy has contracted so far
this year by 7.5% with a forecast for
the year of 8.8%.

The real rate of growth in the
mining sector over 2009 to
September was a negative 38.3%,
against a negative 3.7% over the full
year 2008. The forecast for 2009 is
negative growth of 36.4%. The sector
has so far contracted 47.1% over
2009, with a forecast of 46.9%.

Real growth in the non-mining
sector to September was 14.0%, the
full year 2008 recorded growth of
7.1%. The forecast for the full year
2009 is 12.3%. The non-mining private
sector has recorded growth of 15.9%
over the period, also well ahead of its
growth over the full year 2008 which
was 6.9%.

The forecast for 2009 is 14.2%.

Current update
Revenue and spending:

Revenue collections (year runs
April/March) as at September
totalled P12.9 billion, down 24.3% on
those in the same period of the
previous year. Spending was 13.2%
up at

P 19.5 billion. The outturn to date is a
negative P 6.5 billion. The budgetted
outturn for the year is a deficit of P
13.5 billion, the current average
projection a deficit P 13.1 billion.

Spending over the coming financial
year (whilst the national accounting
year follows the calendar, the
budgetary year is from April to
March) is projected to be 5% down
on the current year. There is little
difference in the make-up of the
spending budget; education is up to
26% of the total from 22%, statutory
administration, defence, police and
security to 26% from 22%, with a cut in
local government to 12% from 17%.
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Reserve position: CREDIT GROWTH over previous 12 months
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Foreign exchange:

As at February 12, the pula was
0.1454 against the dollar (13 wk
change -3.20%, 52 wks +15.21%);
0.0926 against sterling (13 wks +2.66%,
52 wks +5.47%); 1.112 against the
South African rand (13 wks -1.60%, 52
wks -11.45%).

During January, the Pula
depreciated against the US dollar by
2.4%, the pound by 2.7%, while it
appreciated by 0.7% against the
rand and the euro.

Credit growth:

12 monthly growth in business credit
as at November 2009 was 8.5%, 27.3
points down over 12 months previous.
Growth over the last three months
was 12.2%. Annual growth in credit to
households was 17.3%, down 6.3
points over 12 months. Over the last
three months it was 3.7%. Households
accounted for 59.17% of total credit
against 57.3% 12 months previous.

Debt:

Current medium and long term
foreign debt outstanding is P 14.1
billion, up from P1.8 billion as at end
2007/08. It is the equivalent of 68% of
forecast current year exports, 17% of
expected current year gross
domestic product, 23% of current
foreign reserves.

Domestic debt outstanding is P 4.1
billion, up from P 2.2 billion as at end
of 2007/08. It is the equivalent of 20%
of forecast current year exports, 5% of
expected current year GDP, 7% of
current foreign reserves.

Foreign investment:

Direct investment in Botswana as at
end 2008 was 32.5% up to P 6.7 billion
compared to end 2007, while
portfolio investment was 47.0% down
to P 1.3 billion.

Botswana's direct investments
aboard were down 48.4% to P 4.1
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billion, portfolio investments down
13.3% to P 18.1 billion.

Exports and diversification:

Botswana relies upon minerals,
principally diamonds, for upwards of
85% of its export revenues, ultimately
more than a direct half of its national
revenues and a third of its gross
domestic product. Indirectly the
contributions to national revenue and
GDP are far higher.

The government is well aware of
the inherent dangers of this situation.
Much time and money has been
spent, particularly over the last 10
years, to diversify the economy and
promote more sustainable non-
mining and financial service
industries.

The focus has more recently
moved to diversification within the
mining sector. Beneficiation of some
of Botswana's diamond output in the
form of cutting and polishing and
eventually jewellery making is being
vigourously promoted. The use of
rough diamonds by this nascent
industry has increased over the last
five years from P 153 million in 2005 to
P 3142 million in 2008. It has dropped
to P 2493 million so far over 2009
because of the slowdown in the
international diamond market.

This is diversification, it does reduce
Botswana's reliance on revenues from
its own diamond mining industry but
still leaves it exposed to the ups and
downs of the diamond industry
worldwide. The situation is clearly the
same with regard to the activities of
the Botswana Diamond Trading
Company which will aggregate
diamonds from producers in other
countries as well as those from
Botswana's mines.

Non-diamond exports over the
past three years accounted for 30%
of total exports. Half of this was
copper nickel which is also subject to
market demand and the prices for
which are set outside of Botswana
with little if any influence from that

Exports - Pula bins

Percent change over 12 months

EXPORT PATTERN AND TRADE BALANCE

34 2 T
3 .~
29 /\
Blue TOTAL EXPORTS . °  Broken black TO'I}\
24 — S e IMPORTS-(Nov)
- \
Green DIAMOND EXPORTSa® e~
19 ==
Tt Broken red
14 NON-DIAMOND EXPORTS
9 - s ..
4 ==
-1 \
»6 Sofid Ted VISIBLE TRADE BALANCE (NOV) \
-11 A
-16 ; T T T

2009 Dec 20.72 bin
pula
2008 Total 32.13 bin
pula
2007 Total 31.01 bin
pula |

2006 Total 26.39 bin

2005 Total 22.71 bin

150

125

100

75

50

25

2005 Total 22.71
bin pula

2006 Total 26.39
bin pula

2007 Total 31.01
bin pula

2008 Total 32.13 2009 Dec 20.72 bIn
bin pula pula

EXPORTS and IMPORTS as pct of total exports. From top, each year:
Diamond, non-diamond, mineral, non-mineral. WHITE imports pct exports.

162%las
atrNo

pula

pula :
I f T f T T f T T
0 10 20 30 40 50 60 70 80 90 100 110
Percent of total exports
EXPORTS - annual growth rates over last four quarters
Vehicles \
2009 Q1 2009 Q2 2009 Q3 2009 Q4




Capital Securities

Botswana economic report — February 2010

country. Small amounts of gold are
also exported-amounting to
approximately 1% of total exports. A
fourth mineral export is soda ash which
amounts to approximately 2% of total
exports.

Exports of non-mineral products
have over the past five years
amounted to no more than 15% of
Botswana's total exports in any one
year. That figure will be exceeded over
2009 only because of the drop in
diamond exports.

The most significant non-mineral
export is textiles which over the past
three years has exceeded 5% of the
country's total exports. The production
of textiles in Botswana has benefited
immensely from the US Africa Growth
and Opportunity Act which gives
Botswana produces access to the US
market.

The beef industry of Botswana, which
has preferential access to the EU, often
struggles to fill its quota and exports
have been running at about 2% of
Botswana's total. This will be increased
to around 2.5% over 2009 because of
the reduced overall exports. The
government has announced plans to
revamp the beef industry but no
details are yet available.

There is a host of minor categories of
exports none of which exceed P 750
million a year, most are much less. They
add up to less than 5% of Botswana's
total exports. The depression in the
economy with, for example, business
credit at extremely low levels does not
augur well for the establishment of new
export industry at those levels
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This report is prepared from official statistics by NewsWorld London and published by Capital
Resources, Botswana. It is updated and issued monthly. Comment and opinion by Barry Baxter,
newsworld@btinternet.com For further information contact Gregory Matsake
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