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AFRICA REGION VICE PRESIDENCY 
FINANCIAL AND PRIVATE SECTOR DEVELOPMENT VICE PRESIDENCY 

BASED ON THE JOINT IMF- WORLD BANK FINANCIAL SECTOR ASSESSMENT PROGRAM 

This Financial Sector Assessment (FSA) i s  based on the work o f  the IMF-World Bank 
team' that visited Botswana in January and March 2007. The principal objectives o f  the 
team were to assist the authorities in evaluating the current state o f  the financial sector 
and i ts  developmental needs. The team focused on five areas: (i) systemic liquidity and 
the macro-financial framework; (ii) financial system stability and i ts  resilience to shocks; 
(iii) the regulatory and supervisory framework for banks, pension funds, insurance 
companies, and other NBFIs; (iv) progress in meeting international standards in banking 
supervision, transparency o f  monetary and financial policies, payment systems, and anti- 
money laundering and combating the financing o f  terrorism (AML-CFT); and (v) access 
to and affordability o f  financial services. 

' The FSAP team included Udaibir S. Das (International Monetary Fund, Leader); Ahmet Soylemezoglu 
(World Bank, Deputy); Greg Brunner, Serap Oguz Gonulal, Florencia Moizeszowicz, Susan Marcus, Bikki 
Randhawa, and Connor Spreng (all World Bank); Iva Petrova, Nancy Rawlings, Jay Surti, and Amadou Sy 
(all IMF); Robert Keppler, and Claire Grose (ex-World Bank, Legal and NBFI, and Payment System 
Experts); and Peter Hayward (ex-U.K. Financial Supervisory Authority, Banking Sector Expert). 
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I. OVERALL ASSESSMENT AND K E Y  RECOMMENDATIONS 

A. Assessment and Priorities 

1. 
decade. An array o f  financial institutions exists, with pension funds and banks being the 
most important segments by asset size. Measured by assets-to-GDP (Table l), banks, the 
Botswana Stock Exchange (BSE), and institutional investors, particularly the pensions 
industry, have seen rapid growth over the last decade. Rapid growth i s  primarily a 
reflection o f  the substantial accumulation o f  national financial resources, and the 
associated high degree o f  liquidity remains a distinctive feature o f  the domestic economy 
and the financial system. 

The financial system in Botswana has diversified and grown over the last 

2. A well-capitalized banking system and the good liquidity position of  the 
government appear to limit near-term systemic risks. The system remains vulnerable, 
however, to the potential impact o f  a global economic downturn that could seriously 
affect diamond export revenues. Banks’ portfolios are also gradually changing. Profits 
have grown much faster than GDP over the last five years, in great part supported by the 
relatively high interest rates. Growth in lending to the corporate sector has, however, 
lagged behind the growth in household personal and mortgage credits, and investments 
into high yielding Bank o f  Botswana Certificates (BoBCs). The recent growth in 
unsecured household and mortgage credit represents a material and untested source o f  
risk to financial stability, particularly in an environment wherein leverage levels o f  
borrowers are difficult to assess. 

3. 
financial sector (NBFI). Given the sizable cross-border investments o f  the pension 
funds, an underestimation o f  the risks in that area cannot be discounted. At the time o f  the 
assessment, the NBFI sector was poised to see a change in the pension funds’ operating 
environment with the planned establishment o f  a new regulator-the NBFI Regulatory 
Authority (NBFI RA). The new agency will facilitate addressing some o f  the existing 
concerns relating to market conduct, consumer protection issues, and potential portfolio 
related vulnerabilities in the NBFI sector. Until the NBFI RA i s  successfully operational, 
some immediate interim regulatory measures are urgently needed to monitor the portfolio 
risks o f  major pension and insurance f i rms .  

Data limitations constrained a full analysis o f  financial risks in the nonbank 

4. 
stability objective, but i t  continues to face challenges resulting from excess liquidity. 
Attention i s  needed on two issues to strengthen liquidity management and reduce the 
reliance on BoBCs. First, the integration o f  liquidity management and monetary policy 
implementation requires finalization o f  the ongoing analytical work in estimating the 
relationships between policy interest rates, credit growth, and inflation. Second, reducing 
the cost o f  monetary policy operations needs improved monetary policy coordination 
with the MFDP, and a well sequenced plan for financial market development. 

T o  date the Bank o f  Botswana (BOB) has assiduously pursued i t s  monetary 

5 .  
reform effort will yield further benefits, The advances made in developing the 

Money market development has progressed well and a continuation of  the 
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payments and settlements infrastructure are helping liquidity management practices. A 
competitive interbank market in foreign exchange may evolve as the economy diversifies 
and the demand for hedging and other treasury products by the household and corporate 
sectors grows. 

6. 
setting the stage for expanding the supply of  securities. Pre-conditions include 
replacing the outdated securities regulation and further improvements to the market 
infrastructure. Several options exist for increasing the supply and tenure o f  securities, 
including through the issuance o f  government bonds, securitization, and planned 
privatization listings in the Botswana Stock Exchange (BSE). More partnerships with the 
private sector and accelerating the calendar o f  the planned privatization o f  the statutory 
financial institutions would represent important steps toward improving the medium-term 
prospects for development o f  the capital market. 

Developing capital markets will require meeting a set o f  pre-conditions and 

7.  
guide the financial sector reform process. Financial services development i s  an integral 
part o f  the overall strategy o f  economic diversification. However, a number o f  publicly 
funded financial schemes appear to have resulted in high costs and adverse distributional 
effects. A well designed and implemented public financial management strategy could 
play a crucial role in improving allocative efficiency and strengthening public sector 
balance sheets across the board. While the strong policy focus on macroeconomic 
stability already offers the financial system a conducive setting for reform, a lot more i s  
required to improve i t s  depth, efficiency, and competitiveness. The coexistence o f  ample 
liquidity with high policy interest rates i s  a key challenge, as it has resulted in high 
interest rates on credit and potential allocative distortions, discouraging productive 
investments. Addressing these issues hinges critically upon further enhancing the 
financial management o f  diamond earnings, government disbursements, and sovereign 
(reserve) assets. A nation-wide financial literacy campaign might help consumers o f  
financial services understand costs and risks better.2 

The formulation of  an overarching national strategic framework could help 

8. Looking forward, the financial sector i s  well poised to play a more 
constructive role in economic diversification and efficient use o f  national savings. 
With the relatively l o w  level o f  current risks, the task ahead i s  largely developmental. 
Many key financial sector laws are under revision, and establishing a new NBFI 
regulatory authority (NBFI RA) i s  under way. Recent moves by banks to serve smaller 
clients and the non-mining sector, and increasing calls to integrate the regulatory 
arrangements between the International Financial Services Center (IFSC) and the rest o f  
the financial system are promising developments. 

9. 
with all stakeholders, including the private sector, will be essential. Overhauling the 
financial oversight framework will need strong cross-support through other policies. The 

T o  become realizable gains, closer inter-agency coordination and partnership 

Existing initiatives in this area include the BOB’S public education program covering the banking sector 
and a biennial Banking Week exhibition providing outreach opportunities for banks to educate the public 
about products and services offered. 
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current approach to liquidity management through the BoBCs should be jointly re- 
examined by the MFDP and the BOB, given their apparent use as an investment vehicle 
by financial ins t i t~ t ions .~  The absence o f  a strong cadre o f  skilled and trained 
accountants, actuaries and others with expertise in finance also must be addressed to 
facilitate financial sector reform. 

10. 
areas as a basis for a secure, stable and sustainable financial sector growth: 

The FSAP team therefore suggests that immediate attention be given to four 

Enhancing macro-monetary policy transparency and inter-agency coordination, 
and upgrading the financial management o f  public savings and sovereign wealth; 

Strengthening regulation and supervision o f  the pension sector and other NBFIs; 

Improving access to finance for small and medium-sized enterprises (SMEs), and 
privatizing statutory financial corporations; and 

Establishing a formal financial stability framework for monitoring and responding 
to system-wide macro-financial risks. 

11. 
actions. These measures should be read in conjunction with the attached FSAP Matrix of 
Detailed and Prioritized Recommendations. For successful implementation, 
consideration will need to be given to easing resource constraints through staffing 
increases, appropriate training, outsourcing o f  some work, and technical assistance to 
help transfer skil ls. 

The table ofkey recommendations below lists the most important proposed 

B. Key Recommended Immediate Steps4 

A. Overarching Issues 
Recommendations 
0 

0 

Draw up a comprehensive financial sector strategy reform plan under the 
guidance o f  a High-Level inter-agency committee. 
Develop a strategy for lowering the stock o f  BoBCs, in a manner consistent 
with maintaining the monetary policy stance and the price stability objectives 
o f  the BOB. 
Pending full implementation o f  the NBFI RA Act, introduce measures 
mentioned below in pension and insurance sectors. 
Develop, publish, and implement a strategy for building the capacity o f  the 
NBFI RA within the fi-amework o f  the NBFI RA Act. 

0 

0 

BOB and MDFP 

MFDP 

MFDP5 

The growth in banks’ BoBC business, which has been very profitable, reflects the rapid inflow o f  short- 
term deposits from the pensions industry and asset managers since 2002, and the more recent preclusion o f  
nonbanks from the BoBC market 

This table l ists the Phase I or the immediate term measures. The FSAP Matrix of Detailed and Prioritized 

As necessary, the MFDP may wish to consult with the BOB and others, particularly on licensing 

Recommendations and the FSAP Technical Notes provide context. 

procedures and criteria, and staffing needs. 
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Recommendations 

0 

As a prelude to privatization, give full supervisory authority to BOB for 
statutory banks and license these institutions. 
Give powers to BOB to supervise banking groups on a consolidated basis. 
Set basis for improved cooperation domestically and cross-border and further 
develop relationships. 
Amend the Banking Ac t  so that the BOB has the powers to vet “significant” 
and “controlling” shareholders. 

B. Sectoral Issues 
1. Banking. 

Agencies Involved 
MFDP and BOB 

MFDP and BOB 

BOB 

M F D P  and BOB 

0 

0 

Introduce licensing and on-going supervision o f  pension fund administrators, 
and asset managers under the new NBFI RA Act. 
Expand the range o f  information collected by the registrar, such as foreign 
asset holdings, including “non-traditional” assets. 
Develop and implement broad investment, governance, and custodian 
guidelines. 

MFDP 

MFDP 

MFDP 

0 Develop an on-going supervision plan and prudential requirements, such as 
risk assessment and management, and liability management. 
Collect and analyze statutory returns and analyze relevant information on  
solvency, detailed reinsurance, claims, and expenses for off-site monitoring. 
Implement regulations on  intermediaries and issue guidelines on market 
conduct. 

MFDP 

MFDP 

MFDP 

0 

0 

Streamline the structure o f  pol icy interest rates and further encourage market- 
determined interest rates. 
Improve the cycle o f  current government disbursements. 

0 

0 

0 

0 

0 

0 

Establish a group to consider the issuance o f  government and parastatals 
securities. 
Assess the costs and benefits o f  supporting OTC trading in government 
securities. 
Conduct a review o f  the legislative and regulatory framework to identify 
reforms needed to promote securitization. 
To  address shortfalls in the BISS-RTGS, define the type o f  actions that would 
warrant penalties and the specifics o f  the penalties to be levied. 
To  address shortfalls in the ECH, introduce an expanded set o f  failure to settle 
mechanisms. 
Formalize and publicize the BISS system governance arrangements. 

BOB 

M F D P  and BOB 

M F D P B o B  

M F D P  and BOB 

BOB 

BOB 

BOB 

MFDP in 
consultation wi th 

BOB 
BOB 

0 Enhance coordination and transparency o f  monetary and exchange rate policy. MFDP and BOB 

0 Update the legislation f rom the Cooperative Societies Act to ensure their 
safety and soundness. 

MTI Department o f  
Cooperatives, wi th 
BOB’S assistance. 

M F D P  and line 



6 

Proceed with the privatization o f  government-owned financial institutions. ministries 

Intensify implementation o f  the existing framework, including the setting up 
o f  a FIU, and involving active coordination and information sharing. 
Criminalize terrorist financing by law. 

11. MAIN FINDINGS: CHALLENGES AHEAD 

MFDP 

MFDP 

12. Botswana’s financial sector faces four main challenges: 

Issue guidelines for the management o f  problem financial institutions and a 
financial crisis, and a framework for the provision o f  emergency liquidity 
assistance (ELA). 

a 

a 

Reducing cost o f  monetary policy by eliminating reliance on BoBC’s as main 
instrument o f  monetary policy; 
Building a well-functioning non-bank regulatory institution; 
Effective regulation o f  insurance and pension sectors; and 
Improving access to finance and effectiveness o f  government programs. 

BOB and MFDP6 

A. Reducing the Cost of Monetary Policy 

13. 
BoBCs are the main instrument. Whereas the BOB notes that the exchange rate i s  
pegged and that BoBCs are not intended to serve as an instrument for controlling demand 
for foreign currency, the interest rates on BoBCs undoubtedly play a significant role in 
determining the portfolio choice o f  investors between foreign or domestic assets. The 
interest paid to service and maintain the stock o f  BoBCs i s  significant as BoBC stock has 
reached almost a quarter o f  GDP and more than a third o f  total assets o f  Bank o f  
Botswana. If BoBCs were to continue to grow at the current pace, the BOB would 
eventually have to show losses. BOB’S profits have already fallen more than fifty percent 
over the last five years mainly due to interest expenses accrued on the BoBC stock. Yet 
the cost o f  BoBCs i s  not limited to interest paid. Changes in the stock o f  BoBCs and their 
pricing level are the biggest factors in determining the behavior o f  all financial 
institutions and financial prices in the system. BoBCs also act as conduit to transfer 
public resources to holders o f  these certificates. 

Botswana incurs large costs in the conduct o f  its monetary policy for which 

14. Effectiveness o f  BoBCs as the main monetary policy instrument i s  question- 
able. They also prevent further development o f  the financial sector. Wh i le  Botswana has 
had the most comfortable fiscal position within SACU region, it also had generally higher 
rates o f  inflation and levels o f  interest. Furthermore, Botswana’s financial institutions had 
an easy, secure and relatively high-yielding investment instrument. The relatively higher 
interest rates o f  BoBCs caused higher rates for lending purposes. Consequently, 

Internal guidelines exist at the BOB for managing problem banks, including a provision for short-term 
liquidity support, albeit a framework for managing systemic banking crises i s  yet to be drawn. 
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Botswana’s banks have been spectacularly profitable as these banks have had returns on 
equity o f  around fifty percent. 

15. Adopting a coordinated approach at the sovereign level would greatly 
promote the efficacy o f  the measures aimed at reducing the costs o f  monetary policy. 
Defining an operationally meaningful notion o f  a sovereign balance-sheet and using it to 
derive a strategy to manage the public sector’s portfolio can substantially lower the costs 
o f  achieving policy objectives. In this respect, a coordinated strategy to reduce stock o f  
BoBCs and improve the government’s cash management and liquidity forecasting are 
essential. 

B. Building a Non-Bank Financial Institutions Regulatory Authority 

16. 
not cover all financial institutions. The BOB has regulatory responsibility for 
commercial banks, asset managers offering collective investments, and bureaux de 
change. The Botswana Savings Bank, Botswana Building Society, and the National 
Development Bank, all o f  which were established by legal acts, are examined by the BOB 
owing to the MFDP’ s capacity constraints. NBFIs, including insurance companies, 
pension funds, and the BSE, are regulated by the MFDP. SACCOs are registered by the 
Commissioner o f  Cooperatives. Some important market participants, such as pension 
fund administrators and asset managers, are not regulated; neither are micro-lenders. 

Financial regulation in Botswana i s  spread across several agencies yet does 

17. The new NBFI RA Act provides a phased program o f  regulatory reform and 
NBFI supervision. The law, which had not commenced at the time o f  the assessment, 
establishes a single regulatory agency, endowed with strong monitoring and enforcement 
powers, to regulate and supervise all NBFIs. The proposed structural arrangements are in 
line with those adopted in, for example, South Africa and Namibia. Initially, only the 
regulatory structure i s  to change when the NBFI RA Act commences. The existing 
industry laws and regulations will be amended to address shortcomings. New laws will be 
introduced to close gaps in the current regulatory framework, (e.g., to establish 
mechanisms to resolve disputes between regulated NBFIs and their customers). The RA 
will have broad regulatory powers to govern all unregulated industry participants brought 
within the regulatory regime. 

18. This approach to the phased introduction of  updated laws and regulations 
may need modifications in light of  the transitional arrangements contained in the 
Act. These provisions require unregulated participants to apply to be licensed under the 
Act within six months o f  i t s  commencement and for regulated participants, all o f  whom 
are grandfathered under the Act, to renew their licenses at the end o f  12 months or such 
earlier date at which, but for the Act, their license terminates. In addition, new applicants 
may apply for a license during the 12-month transitional period. Consequently, 
regulations that will bring currently unregulated participants within the regulatory net, 
and regulations for licensing currently regulated participants will need to be in place at 
the time the Act commences. 
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19. The government faces a major  implementation challenge and t h e  r i s k s  
associated with the  absence o f  s k i l l s  and experience needed to carry out these 
ambitious reforms. Successful operations will need a Chief Executive Officer and a 
governance structure, intensive staff training in accounting, actuarial techniques, and 
finance. It i s  important that the RA i s  acknowledged to be a credible regulator by the 
NBFIs from the very beginning o f  i t s  operations. To establish a strong reputation from 
the start, the appropriate sk i l ls  and resources to exercise regulatory powers effectively 
would be necessary. At present, the BOB i s  the only agency that has commensurate 
regulatory and supervisory sk i l ls  and experience, albeit in the banking area, and this 
capacity should be tapped to the extent possible while the NBFI RA i s  being established. 

20. 
avoided. The experience o f  other countries suggests that such interim arrangements 
should stay in place until the first phase o f  establishment o f  the new RA i s  completed. An 
important part o f  managing the risks involved with transition to a new regulatory 
architecture i s  managing public expectations about what financial regulation can and 
cannot achieve. I t  will be important that the government and public recognize the 
constraints involved and not place unrealistic expectations on the new structure or the 
new agency. 

By taking urgent interim measures, voids in the regulatory process might be  

C. Enhancing Effectiveness o f  Regulatory System fo r  Pensions and Insurance 

pensions7 
21. The legislation governing the pension sector has provided a good basis over 
the last 20 years fo r  supporting the  small occupational pension system, although an 
urgent review and overhaul i s  now necessary in l ight o f  recent changes in the sector. 
Changes to the domestic pensions sector warrant refinements to the legislation to better 
reflect international practice regarding pension fund supervision. The MFDP i s  well 
aware o f  the shortcomings and the related need to update the law and regulations to 
provide a more effective supervision o f  pension funds. 

22. 
licensing and supervision o f  these ent i t ies  under the new NBFI L a w  needs to  be 
accorded a high priority. This will ensure that the pension fund industry consists o f  
companies o f  integrity with the necessary expertise and resources-financial, human, 
technical, and IT-to enable them to provide adequate services. The licensing framework 
should ensure that the directors, senior managers, and controllers o f  the companies are fit 
and proper for their roles. Accounts o f  the administrators and asset managers should be 
audited; solvency and liquidity requirements should ensure that these entities can remain 
financially sound to fulfill their obligations to the funds. 

Given the central roles played by fund administrators and asset managers, 

23. 
enable supervisors to  collect the financial information appropriate to  accurately 
assess r i s k s  within the industry. The current regulations provide for only a basic 

The regulations on report ing by pension funds to the supervisor should 

’ The FSAP report included a Technical Note on  the Pension Sector. 
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reporting o f  assets and liabilities, cash flows, and membership information. For example, 
while pension fund managers provide the registrar with a monthly report on the asset 
composition o f  the funds that they manage, data on foreign investments are limited. This 
makes it difficult to verify and assess the financial position and performance o f  the 
industry. The registrar should seek immediately to expand the information it receives on 
the foreign asset component o f  pension fund assets, and ask for reporting o f  “non- 
traditional” assets such as infrastructure, private equities, investments in public-private- 
partnerships and hedge funds, made both domestically and offshore. 

24. The registrar should urgently implement a set o f  broad investment 
guidelines. While Botswana’s experience with the current investment rules has been 
generally positive, amended guidelines should be introduced to ensure that the benefits o f  
diversification are captured, and to prevent excessive risk taking. The regulations should 
specify general requirements for diversification and suitability o f  assets. There should be 
quantitative restrictions on single asset holdings (5 percent o f  the assets o f  the fund i s  an 
international norm). Holdings o f  “non-traditional assets” should be subjected to a cap. 
Exposure to hedge funds, particularly those that are highly geared, should be limited. 
Given the low level o f  development o f  derivatives in the Botswana market, such 
instruments should be allowed only for hedging purposes. The OECD Guidelines on 
Pension Fund Asset Management provides a useful reference. 

25. The role o f  trustees in and their legal responsibilities for pension fund 
management are unclear. The important fiduciary responsibilities o f  trustees should be 
made explicit. The law should clarify the exact form o f  trustee representation based on an 
equal number o f  employer and employee representatives, or through the appointment o f  a 
more independent board. All trustees should be chosen on the basis o f  their sk i l ls  and 
subject to a “fit and proper” test. Trustees o f  the BPOPF should be chosen for the 
expertise they can bring in managing the fund rather than on the basis o f  constituent 
representation. 

26. A priority for the new RA i s  to implement a pro-active approach to 
supervision. This will be demonstrated as supervisors engage actively with the industry 
and identify issues before they become major problems. A program o f  on-site visits 
supported by a well-designed methodology should be implemented. Staff supervising 
pension funds must be empowered to deal with pension funds at al l  levels, and ultimately, 
with the service providers when the new legislation takes effect. Pension supervisors 
would benefit considerably from training to enhance their expertise in industry oversight. 
The following facts provide an indication o f  other weaknesses that need to be addressed: 
(i) only one o f  the five staff specifically charged with pension supervision has a 
background in pensions; (ii) their director must share her time between insurance and 
pensions, and (iii) the registrar has responsibility for insurance, pensions, as well as 
securities. 

27. Explicit and effective rules covering reserving for annuity products provided 
by the pension funds are missing. Currently, funds and their actuaries are responsible to 
determine whether funding for annuity products i s  adequate although annuities are 
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captured under the Insurance Act. A basic methodology for reserving should be made 
explicit in the regulations. 

Insurance’ 
28. The insurance sector continues to grow in a weakly regulated and 
unsupervised environment, which could prove costly to policyholders. The 
regulator’s inability to respond in a timely fashion to developments in the sector i s  the 
result o f  years o f  inadequate attention to, and under-funding of, the insurance department. 
The nine staff, including a registrar and a director o f  inspection and supervision, currently 
regulating and supervising the insurance industry, are keen to enhance their oversight 
abilities, but recognize that they need to improve their knowledge and expertise in the 
areas o f  prudential regulation, ongoing supervision, market conduct, and new products 
entering Botswana. 

29. In taking the  step o f  introducing the NBFI RA Act, the government has 
demonstrated that it i s  well aware o f  the problems in the insurance industry. But the 
transition to the new RA-particularly as it pertains to insurance, notably in prudential 
regulation, ongoing supervision, and market conduct-should be carefully planned to 
address urgent issues. 

D. Improv ing  Effectiveness o f  State-Owned Institutions and Access to Finance 

30. Access to  financial services i s  available to  a larger proport ion o f  the 
population in Botswana than in other countries in the region. The Finscope Survey 
o f  2004 notes that the financially served group (including those who use formal or 
informal products) represents 54 percent o f  the total population. This figure i s  similar to 
South Africa, and higher than Namibia, Lesotho and Swaziland. In addition, 43 percent 
o f  the population in Botswana i s  banked, using the definition o f  access to at least one 
banking product. 

3 1. However, access to banking services i s  not  inclusive as it i s  not  available fo r  
certain segments o f  the population, mainly those who are not  salaried and those 
l iving in r u r a l  areas. Botswana lags behind i ts  peer countries in terms o f  branches and 
ATM penetration at geographic and demographic levels, as 75 percent o f  the branches 
and 80 percent o f  the ATMs are in urban areas (Table 3).’ 

32. 
role in generating employment in the private sector, as well as contributing to the 
national output. I t  i s  estimated that the MSME sector comprises 56,300 enterprises, 
accounts for 40 percent o f  private employment, and contributes 20 percent o f  national 

The micro, small, and medium enterpr ise (MSME) sector plays an important 

A detailed discussion in the Technical Note on the Insurance Sector i s  included in the FSAP report. 

Cross-country data on banking sector penetration i s  as o f  2001-04. According to the banks, this indicator 
i s  expected to  change, as some banks w i th  expansion plans w i l l  be increasing substantially the number o f  
branches and ATMs this year. 
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output.” About 90 percent o f  the MSMEs are very small enterprises, employ 70 percent 
o f  the population working in the MSME sector, and are located mainly in rural areas. 

Role o f  Government 
33. 
several o f  w h i c h  have, with v a r y i n g  success, sought to  become commercial ly viable 
entities over the past years (Table 3). A number o f  government-owned providers o f  
financial services have been earmarked for privatization, pending appropriate changes in 
the regulatory environment, while others are currently undergoing review processes to 
recalibrate their operations. 

A n u m b e r  o f  government-owned inst i tut ions prov ide f inancial  services, 

34. Cer ta in  government-owned providers o f  finance w o u l d  benefi t  f r o m  a 
resolut ion o f  the tension between the i r  developmental mandate and thei r  
commercial  viabi l i ty. The government initiatives do not distinguish adequately between 
the provision o f  social safety nets for the poor and the expansion o f  access to financial 
services. Being effective in achieving development outcomes and simultaneously 
attempting to be financially viable institutions i s  a major challenge. An example i s  the 
planned expansion o f  lending to existing businesses by the Citizen Entrepreneurial 
Development Agency (CEDA), the institution mandated to offer loans at concessional 
rates to MSMEs. The shift away from financing start-ups to financing established 
businesses and an expansion o f  real estate financing i s  likely to result in an improvement 
in the performance o f  CEDA’s loan portfolio, but at the cost o f  abdicating i t s  
development mandate. 

35. T h e  del ivery mechanisms f o r  the government’s subsidies in the f inancial  
sector are nei ther eff icient n o r  effective in del iver ing f inancial  services to  the 
intended beneficiaries. For example, as commercial banks move into this market by 
introducing new products, CEDA’ s primary activity o f  offering loans at concessional 
rates i s  introducing potentially damaging price distortions. 

36. With a b r o a d  mandate and a clear need f o r  publ ic  intervent ion in the area o f  
business development, L o c a l  Enterpr ise A u t h o r i t y  (LEA) has the potent ia l  t o  
contr ibute posit ively to  Botswana’s development. LEA targets i t s  assistance to specific 
sub-sectors in four overall sectors: agriculture, tourism, manufacturing, and services. In 
addition, the focus i s  on three key population groups: women, youth, and the 
unemployed. As operations have not yet started, i t i s  too early to judge whether LEA i s  
capable o f  delivering the results needed for sustainable business development. 

37. 
f inancial  services should be  examined with a firm commitment  t o  p rov ide  an 
enabling environment. Encouraging private initiative in the financial sector (especially 
down-market) i s  in l ine with the diversification and economic development strategy 
outlined in Vision 20 16. However, ongoing, suspended, and restarted government 
initiatives or institutions have had a mixed track record. The current review o f  programs 

T h e  efficiency o f  government init iat ives and insti tut ions direct ly p rov id ing  

Hinton, P., Mokobi, U., and Sprokel C., “Botswana: Small and Medium Enterprise Under-Banked 10 

Market Research. ” Enterprise Banking Group and Finmark Trust, 2006. 
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should identify redundancies and seek out alternative forms o f  delivery for government 
support. Price distortions or crowding-out in the financial market through government 
initiatives, such as CEDA’s subsidized loans or Botswana Housing Corporation’s (BHC) 
artificially l ow  rental prices and subsidized mortgages, should be eliminated to take full 
advantage o f  the private sector potential for spurring economic growth. 

38. 
through the LEA should be closely monitored to ensure efficient delivery of  tangible 
results, including benefits to the target population. LEA’S programs should seek to 
build demand for the financial services offered by commercial banks, and by doing so, 
ensure the development o f  a sustainable and competitive MSME sector. Appropriate 
benchmarks and performance indicators for LEA should be developed and i t s  
performance evaluated. 

Business development support and provision of  basic services to MSMEs 

Access and the Commercial Banks 
39. 
individuals employed in the formal sector; however, some banks are beginning to 
recognize the potential o f  the MSME sector. The shift in the business plans for the 
large commercial banks i s  due to the saturation o f  the market from the large corporate 
clients and salaried individuals. In addition, competition to increase market share, and the 
potential that new market niches present for extending financial services, have spurred 
commercial bank activities in the MSME business line. The experience that the large 
commercial banks have gained in products for MSMEs through country experience in 
other parts o f  the world i s  critical to the product development for the Botswana market. 

Commercial banks have typically served the large corporate sector and 

40. The business strategy o f  the large commercial banks to extend financial 
services i s  a positive development in helping to close the gaps in outreach. Two o f  the 
biggest three banks have well-established departments to serve the MSME sector, and the 
third one i s  in the process o f  establishing such a department this year. The strategy i s  to 
extend banking services to MSMEs, as well as salaried employees o f  companies in peri- 
urban and rural areas. Access to finance will be enhanced further through the 
development o f  the new credit bureau initiated by the Banker’s Association. In 2007 
alone, the branch network will increase by an estimated 24 branches, some o f  which will 
be o f  the semi-permanent type. In addition, some agency branches will be converted into 
full branches, and the ATM network i s  increasing rapidly to peri-urban areas currently 
not served with this technology. For some banks, the loan portfolio o f  the MSME 
business l ine i s  targeted to overtake the corporate business l ine in the medium term. 

41, Launched products for the MSME market and those planned for near term 
roll  out are intended to close the gap in financial services available to non-salaried 
individuals. Loan sizes and deposit amounts are being tailored to address two distinct 
segments: (i) SMEs for which the three largest banks have already launched some 
products, and (ii) microfinance for which two o f  the banks will launch products. An 
innovation, such as the mobile truck one bank i s  purchasing, and the use o f  technology 
such as cell phone banking, will be instrumental in increasing outreach to peri-urban and 
rural areas. As noted in the discussion on payment systems and related infrastructures, it 
will be important to evaluate the costs and benefits that accrue from the introduction o f  a 
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national switch designed to encourage the use o f  card-based and other technology, such 
as cellular phones, as these could further reduce the dependency on cash. 

SACCOs and M i c r o  Lenders 
42. The recent growth in the number of and membership in SACCOs i s  
attributable to government employees forming SACCOs at their ministries. 
SACCOs increased in number from 28 in 2003 to 36 in 2006 while the approximate 
number o f  members grew from about 11,000 to nearly 13,000 in the same years.) 
Membership i s  concentrated, with 70 percent belonging to the seven largest SACCOs in 
2006. Membership numbers are expected to continue to increase, as the eight SACCOs 
formed between 2005 and 2006 enroll members from their ministries. Moreover, the 
Ministry o f  Trade and Industry’s Department o f  Cooperatives (MTI DOC) estimates that 
the total membership base will continue to increase as it aims to enroll all c iv i l  servants in 
SACCOs. Members o f  urban SACCOs - many o f  which recently began offering 
competitively priced banking products - generally also have banking relationships with 
one or more commercial banks. 

43. 
supervision. They are governed by an Act that i s  inadequate for their cooperative 
financial institution structure. The Cooperative Societies Act  o f  1989 does not distinguish 
between SACCOs that offer financial services, and those cooperatives that offer 
nonfinancial services to their member base. In addition, the recently issued Draft National 
Policy for Cooperative Development does not examine the fundamental differences 
between the financial services offered by SACCOs and other cooperatives. 

SACCOs are deposit-taking institutions without prudential regulation o r  

44. 
the cooperative financial institution structure of these institutions i s  urgent. The lack 
o f  a regulatory framework that i s  appropriate for SACCOs, coupled with the weak 
oversight, has resulted in governance issues and member complaints. The MTI DOC has 
noted governance issues in some o f  the larger SACCOs, such as a lack o f  a transparent 
credit policy for loans to members, and investments that do not safeguard the deposits o f  
members. In addition, members’ complaints include the lack o f  funds available at the 
SACCO upon request for withdrawal o f  deposits, with consequent impact on public 
confidence in their financial soundness. A regulatory and supervisory framework that 
recognizes the need for financial discipline and the prudent management will need to be 
implemented along with the legislation. SACCOs have the potential to offer needed 
financial services provided that the safety and soundness o f  these member-based 
institutions i s  given high priority. The role o f  the BOB in this context should also be 
carefully reviewed especially with respect to regulating larger SACCOs. 

The need to update the legislation for SACCOs in a manner that addresses 

45. 
as the lending activities o f  both term and cash lenders have grown substantially. 
Two types o f  micro lenders offer loans to salaried people. Micro lenders range from 
formal entities called term lenders, which operate through salary deductions, to cash 
lenders. The largest o f  the term lenders has a client base o f  40,000 and 8 branches. The 
cash lenders are concentrated in Gaborone, serve an estimated 60,000 salaried clients 
with bank accounts, and have loan terms that are shorter than term lenders. 

The move to include micro lenders in the NBFI Act i s  a positive development, 
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Table 2. Geographic and Demographic Banking Sector Penetration’ 
Number o f  

Branches per 
100,000 people 

Number o f  ATMs Branches per 1,000 ATMs per 1,000 sq 
per 100,000 people sq km 

Botswana 4 9 0 0 
Mauritius 
Namibia 
South Afr ica 

12 
4 
6 

22 72 
12 0 
18 2 

133 
0 
6 

Chile 9 24 2 5 
Costa Rica 10 13 8 10 

Mexico 8 17 4 9 
New Zealand 28 50 4 8 
Norway 23 n.a. 3 n.a. 
Panama 13 16 5 6 
Peru 4 6 1 1 
Singapore 9 38 636 2643 
Thailand 7 17 9 21 
Trinidad and Tobago 9 20 24 52 
Turkey 9 18 8 17 
Uruguay 6 n.a. 1 n.a. 
Venezuela, REI 4 17 1 5 
Source: Data from T. Beck, A. DemirgupKunt and M. Martinez Peria, “Reaching Out: Access to and use 
o f  banking services across countries,” Journal o f  Financial Economics, forthcoming. 

Malaysia 10 16 7 12 

Data as o f  2001-2004. 

Table 3. Government-Owned Providers o f  Finance 
Government-owned providers o f  financial services Number 
Development banks and V C  fund (corporate loans and equity at market rates) 
Savings & Loans institutions (market rates) 
Housing finance providers and programs, no  deposits (concessional rates) 
SME finance support programs (concessional rates) 

3 
2 
3 
2 

Agricultural finance support programs (concessional rates) 6 
Note: This list i s  a partial one, because several support schemes that have been established within government- 

~~ 

owned financial institutions listed in the table are not counted separately here. 


