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THE WORLD BANK INTERNATIONAL FINANCE CORPORATION S R e S T R B A D S S

OFFICE MEMORANDUM — For MC information -

Mr. Clausen E-1227
DATE: June 21, 1985 . , OPS/MC85-32
TO: The Managing Committee
FROM: Ernest Stern
EXT.: 72004
SUBJECT: BOTSWANA Country Program Paper
1. Attached for your information is the Botswana CPP which was reviewed

by the Operations Policy Sub-Committee on June 7, 1985. The Agenda for that

meeting and the Postscript are also attached.

Attachments

cc: Mr. Southworth

P-1867
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BOTSWANA COUNTRY PROGRAM PAPER

Postscript

68. The Review Meeting was held on June 7, 1985. The discussion centered
on concern with Botswana's prospects for medium-term growth (other than in the
still lucrative diamond sector), and given the limited scope for diversi-
fication, on the feasibility of the proposed investment strategy (an estimated
increase in the investment ratio from 30 percent of GDP in 1983 to about 36
percent through 1990-95).

69. The Region noted that the 1983 investment ratio was unusually low
compared to levels attained in the recent past. There was some development
potential in agriculture, although exploiting this would be diftficult in the
absence of policy change: the proposed FY88 agriculture project would try to
aim at arable agriculture and to stimulate an appropriate policy package.

Some growth was also possible in industry and manufacturing, but this would be
coming from a very small base, and would not create much employment. Over the
medium term, growth will emanate as now mostly from the mining sector;
however, it was suggested that future growth in the sector would probably not
match the earlier success achieved following the opening of new mines, given
the current concern with viable market opportunities for diamonds.

70. In view of the above, as well as Government's own conservative
position on expected growth of the economy, the meeting considered the kind of
policy advice which the Bank might offer Botswana. Although the Region noted
that the proposed high investment rate was largely attributable to heavy
infrastructure financing, it was felt that the Government should pursue more
moderate investment and growth objectives than projected in the CPP. Any
resultant increase in foreign exchange reserves would permit stable investment
and growth in case the diamond market turned out to be less robust than
projected.

71, The IMF representative noted the concern expressed in the CPP about
possible overvaluation of the local currency (pula), and supported the
emphasis on maintaining the competitive external value of the pula. However,
he felt that the recent devaluation (January 1985), and the overall thrust of
Government fiscal and monetary policy prescriptions (particularly for interest
rates), gave sufficient assurance that the pula would be maintained in a
proper relationship vis-a-vis the South Africa rand. The meeting noted that
future discussions of the value of the pula should be left to the IMF, while
the Bank would continue to monitor the competitiveness and prospects for
Botswana's non-traditional exports and encourage efficient import
substitution.

72. It was agreed that the proposed per capita lending levels by the
Bank, although relatively high, did not pose much of an issue in view of the
country's small population size; the Region should nevertheless keep in mind
the increasing IBRD exposure ratio in Botswana. In this respect, some
consideration might be given to reducing proposed Bank lending for particular



operations and seeking additional cofinancing, although the meeting noted the
already strong record of Bank/donor coordination in project financing.

73 It was agreed that IBRD financing would be limited as at present to
the foreign exchange component of project costs, to a maximum of 60 percent of
total costs.

74. The next CPP would be scheduled in four years' time, unless major

changes in the economic/creditworthiness situation justified preparation of an
interim strategy note.

June 21, 1985
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OFFICE MEMORANDUM

DATE: May 29, 1985

TO: Operations Policy Sub-Committee
FROM: Luis de carate, Director, CPD
EXT: 60063 )

SUBJECT: BOTSWANA CPP: OPSC Review

i 5 Attached is an agenda and comments on major policy issues identified
by CPD and PBD for consideration by the Sub-Committee. Suggested agenda items
are:

a) The implications of the differences between the Bank and the
Government regarding projections of growth and investment;

b) The scope for macro—economic policy measures to promote
diversification, especially the exchange rate, wage policy and
interest rates;

c¢) The scope for Bank assistance through ESW and at the sector-—
policy level to promote diversification in agriculture and
manufacturing; and

d) The size of the Bank's exposure and the level of Bank lending.
2. Also attached is a note prepared by the Regional Office which
describes the implications of the revised 1984 data for Botswana's balance of
payment's and debt service prospects.

3. The Review meeting will be held on Friday, June 7,-%985 at 3:30 p.m.
in Room E-1208. ‘

Attachments

cc: Regional Office: Messrs. Kraske
Wyss
Gulhati
Greene
Messenger
Durdag
Morris
Ducker |

Messrs. Ryrie
Jansen

P-1867



BOTSWANA COUNTRY PROGRAM PAPER

TOPICS FOR DISCUSSION

Recent Performance and Prospects

1s In contrast to nearly all other African countries, Botswana has
achieved impressive economic growth for most of the past five years and has
also continued to demonstrate an impressive ability to adjust to adverse
economic shocks —— the sharp deterioration in the terms of trade between 1979
and 1983, serious drought and livestock disease. However, progress toward
diversification in productive activities, needed to reduce the dualism of the
economy, has been slow and uncertain.

2. With the levelling off foreseen in mineral production, the Government
is forecasting a sharp reduction in the growth rate - from an average of about
10 percent in 1979-84 to one of 4.8 percent during 1985-90. However, the Bank
staff and the IMF staff both believe that this relatively low rate of growth
would lead to the accumulation of substantial budgetary surpluses and foreign
exchange reserves (para. 23). The CPP therefore recommends the Government

target a growth rate of around 6 percent, which it estimates would require an
increase in the investment rate from 30 percent in 1983 to 36 percent by 1990
(para. 26). It would be useful for the Region to elaborate on the areas where

increased investment would have priority and on whether there is a good
probability that the return on these investments would equal or exceed the
marginal cost of borrowing. It would also be of interest to know what the
Government's reaction is to the Bank staff's views on growth and investment.

Policies for Diversification

3. The obstacles to diversification are severe: the lafge comparative
advantage of the mining sector, the openness of the economy to competition
from South Africa, the well-established vested interests in the traditional
livestock sector and the limited potential for arable agriculture. At the
same time, the country is fortunate in having ample financial resources, and
therefore time, to develop a more diversified base before its income from
minerals start to decline. But more rapid progress is essential. The CPP
identifies several requirements for accelerating this progress: one is an
improved planning process, that would "take a long term and coherent view of
the development of key resources and industries”. Presumably the Bank's
economic and sector work has already made a contribution in this regard. Is
there additional action the Bank could take, through its future ESW or lending

operations to help improve the planning process in Botswana?

4, Other action to promote diversification is recommended in the area of
pricing policy, particularly on the exchange rate, real wages and interest
rates. Some elaboration may be useful on several of these points:

a) On the exchange rate, during 1984 there was a 40 percent
devaluation of the rand relative to the dollar. (This reduced
the cost of Botswana's imports from South Africa while exports
continued to receive dollar prices). By early 1985 Botswana had




adjusted the exchange rate of the pula to the rand back to its
end 1983 position. Is a further downward adjustment of the pula
regarded as desirable at this stage?

b) In a closely related point, the CPP notes that the level of real
wages is an important factor in Botswana's ability to compete
with South Africa in manufacturing. Is a reduction in real wages
(e.g. through a real depreciation of the pula vis—a-vis the rand)

required to provide the basis for such development?

c) On interest rates and financial development, the CPP suggests the
Government facilitate the development of an indigenous banking
institution which would help advance financial intermediation in
rural areas and provide subsidized loans to projects that are
justified from the standpoint of national development objectives.
Accepting that some form of subsidy may be warranted to promote
diversification, are subsidized interest rates likely to be the
most effective means?

The Bank Assistance Strategy

D The CPP identifies livestock, arable farming, manufacturing and
energy development as the key sectors where increases in productivity, output
and employment should be sought. Projects have been or are being developed in
all these sectors, as well as in water supply and manpower development. The
Government has also asked about the possibility of structural adjustment
lending to provide broader support for diversification. But the CPP states
(para. 38) that it would be premature to introduce a broad policy reform*"
approach to Botswana in the form of strict conditionalities that might be
difficult to meet. Nevertheless, the question remains as to the extent and
nature of macro policy reforms the Region regards as essential to support the
Bank's assistance strategy.

6. In addition, there remain the specific sectoral policy issues that
might be addressed through the Bank's lending operations:

a) In agriculture, the CPP mentions the existence of price
distortions which affect the relative returns on livestock and
arable farming. Can specific measures be identified in this
area?

b) Given the crucial role of the livestock sector, is there a case
for making the overall size of the Bank lending program to some
extent conditional on satisfactory progress on the National Land
Management and Livestock Project?

¢) In manufacturing, the CPP notes that there has been a relatively
rapid development of this sector. Is there potential for
improving its prospects through further improvements in
institutional and infrastructure support, or tax incentives?

d) 1In education and manpower development, are we satisfied that the
quality of rapidly expanding primary education is strong enough
to support development of sound skills in secondary, technical




and vocational education (para. 51)? Also, given the rapid
expansion of education coverage, are concomitant steps being
taken by Government to institutionalize the training capacity and
to provide a stable financial system for its continued growth,
e.g. through fee or tax systems or involvement of the private
sector in skilled worker training?

Creditworthiness, Exposure and the Size of the Lending Program

7. On the basis of its record of financial prudence, low debt and
outlook for continued strong export growth, Botswana remains highly
creditworthy. This assessment is reinforced by the revised projections
prepared by the Region and attached to this agenda. Because total external
debt is very low, Bank exposure is presently quite high - about 327 of total
DOD and 447% of debt service. However, total debt service is currently only 3
percent of exports. The Region forecasts the exposure ratios to drop rapidly
over the next few years as capital inflow from other sources increases, with
debt service rising to about 9 percent by 1990. While it is an open question
whether Botswana will be able to obtain as much capital on concessional terms
as projected in the CPP (para. 27), it is also likely on the basis of the
revised balance of payments outlook, that the country will need less capital
than projected there, at least through 1990. 1In light of this, the proposed
lending program for FY 85-89 seems quite appropriate. However, the high Bank
exposure suggests that it may be prudent to hold the increase in the FY86-90
program to something less than the 25 percent recommended in the CPP.

Other Items S .
oSS S S ) “ -

8. Cost—-sharing. The CPP proposes that IBRD financing be limited as at
present to the foreign exchange component of project costs, up to a maximum of
60 percent of total costs.

9. Timing of Next CPP. The Region proposes another CPP-réview in three
years' time; unless there are major changes in the situation, a four year
interval might be more appropriate.

Annex I compares the lending program for Botswana presented in this
CPP with programs previously approved.

Annex II presents a comparison of various country performance
indicatorse.



" BOTSWANA

Actual Current Program Five-Year Totals
FYR2 FY83 FYR4 FY85 FYR6 FY87 FV88 FYRQ FY90 FYR2-R6 FYR5-8Q FY86-90)

Operations Program (No.)

Approved, November 1981 1 1 1 2 2 e .o .o .o 7 .o .o
Proposed, March 1985 = 1 3 2 1 3 1 1 1 7 8 7
Lending Program (No.)
Approved, November 1981 1 - 1 1 2 5 oo e s 5 .o .o
Std. Table IVa, Nov. 1984 1 1 3 1 - 2 1 2 v 6 6 e
Proposed, March 1985 - 1 3 1 2 2 2 1 1 7 ] 8
Lending Program (Cur. $m)
Approved, November 1981 20.0 - 30.0 12.0 23.0 o s o e 85.0 = .o
Std. Tahle 1Va, Nov. 1984 20,0  32.5 45.3 18.0 3.0 40,0 18.0 41,0 .o 118.8 120.0 oo
Proposed, March 1985 - 32.5 45,3 15.0 29.0 35.0 38.0 25.0 13.0 121.8 142.0 140.0
lending Program (Const. FY85 $m)
Approved, November 1981 24,0 - 32.2 12.0 215 ie o 5 sis 89,7 . o
Std. Tahle 1Va Nov. 1984 24,0 37.2 48.6 18.0 2.8 35.0 14.8 32.0 o 130.6 102.6 .o
Proposed, March 1985 - 37.2 48,6 15.0 27.:1 30.6 31.3 19.5 9.6 127.9 123.5 118.1
Commitment Deflator (FYRS=100) 83.2 87.4 93,2 100.0 107,2 114.4 121.4 128,2 134.9
Note: November 1984 Review Group Decisions: FY85-89: TRRD $12N million.

} PBD/CP

! 3/11/85
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ANNEX TT

COMPARATIVE COUNTRY ANALYSIS

BOTSWANA LESOTHO COSTA RICA PAPUA NEW GUINEA

Economic Structure
Population 1983 (millions) 1.0 1.5 2.4 3.2
GNP Per Capita 1983 970.0 460.0 1020.0 760.0
% Agriculture in GDP 1983 9.6 23.0 23.0 N.a.
% Industry in GDP 1983 42.8 22.0 27.0 n.a.
% Services in GDP 1983 47.6 55.0 50.0 N.a.
Debt Service Ratio 1983 3.1 2.5 50.6 11.2
Economic Performance
Real GDP Growth Rate 1973-83 14.4a/ 5.5 2.7 1.0
Gross Domestic Investment/GDP 1983 29.6 N.a. 21.0 31.0
Exports GNFS/GDP 1983 69.4 N.a. 35.0 39.0
Resource Balance/GDP 1983 -10.4 5 0 -1.0 -18.0
Gross Domestic Savings/GDP 1983 19.2 N.a. 20.0 12.0
Recent Social Indicators
Population Growth Rate 3.4 2.3 2.5 2,1
% Change in Crude Birth Rate 1960-82 -14.3 N.a. -36.8 =22.3
% Change in Crude Death Rate 1960-82 ~ —44.6 -35.8 =513 -43.1
Infant Mortality Rate (per 1,000) 1983  79.9 93.0 16.0 Tt ~98.0
Life Expectancy (years) 1983 60.6 53.0 74.0 O 50
Adjusted Education Enrollment Ratio

- Primary 102.0 112.0 106.0 65.0

-~ Secondary 23.0 20.0 48.0 13.0

FY80-84 FYB5-89 b/ FY80-84 FY85-89 b/ FY80-84 F¥85B9 b/ FYB0-84 FY85-89 b/

Lending Program

Nominal IBRD USSM 129.2  120.7 0.0 50.0 84.2  300.0 123.4  410.0
Nominal IDA US$M 0.0 0.0 3542 23.0 0.0 0.0 45.0 0.0
p.C.p.a. Lending US$ 25.9 24.2 4.9 10.2 7l 25.2 10.5 25.6
p.C.p.a. IDA Equivalent USS$ 6.5 6.0 4.9 4.9 1.8 6.3 4.7 6.4
p.cep.a. Constant 1985 USS$ 29.8 20.6 5.7 8.4 8.6 22.1 12.3 22.0

Sources: Botswana CPP
1985 Draft World Development Indicators

a/ 1970-1983
b/ CPP Proposal and Table IVA

¢/ Table Va

Country Policy Department
May 20, 1985



BOTSWANA

Review Draft CPP

Addenda

1. The Review Draft CPP for Botswana, dated May 7, 1985, presented
the projections for the economy (Attachment 3) by using 1983 as the base
year. In the text, however, we referred to the exceptionally favorable
outcome of the balance of payments in 1984 (para. 13), which is substan-
tially different from that projected in Attachment 3(c). CPD and PAB have
asked to see the implications of the 1984 balance of payments outcome
reflected in the discussion of economic prospects, particularly external
capital requirements. This note attempts to do that.

2, For Botswana 1984 was an unusual year in that its merchandise
imports declined by 10 percent in US dollars while increasing 5.2 percent
in pula terms and nearly 18 percent in rand terms. The 1984 level of
imports was lower than that in 1980 in current dollars. This was mainly
due to a 40 percent depreciation in 1984 of the rand vis-a-vis the dollar,
as 80 percent of Botswana's imports in that year originated from the
Republic of South Africa. Consequently, merchandise imports in 1984 were
US$553 million compared to US$758 million projected, and the current
account had a surplus of US$54 million instead of a projected deficit of
US$105 million. This gain was partly offset by a significant lower inflow
of dirvect investment than estimated in Attachment 3(c). Taking together
other smaller changes, these developments eliminated the projected financ-
ing gap of US$101 million. o
3. The sudden improvement in the 1984 balance of payments, resulting
from the change in the dollar/rand exchange rate, is likely to be transi-
tory and to disappear as the rand recovers its end-1983 level vis-a-vis the
dollar. In fact, part of the said improvement in Botswana's balance of
payments must have already disappeared during the first half of 1985 as the
dollar/rand rate has stabilized, while inflation in the RSA has been run-
ing at about 15 percent per annum. However, we do not have any basis to
ascertain meaningfully the future course of the exchange vrate between the
dollar and the rand, which depends to a large extent on changes in gold
prices. In the meantime, it is true that the resulting favorable effect on
Botswana's terms of trade will, ceteris paribus, reduce her external
capital requirements or will give rise to larger foreign exchange resertrves
than projected in the CPP.

4, In order to incorporate the 1984 outcome into the medium-term
outlook we have re-run the projections, with the following revised
assumptions:

- imports in dollar terms would remain below the previously
projected levels during 1985-88 and would gradually approach
them thereafter;



& 9 =

— direct foreign investment would be somewhat smaller than the
earlier projected amounts to reflect the new lower base values;
and

- foreign exchange veserves in months of imports would be slightly
greater than before, remaining constant at 6 months of imports
instead of gradually rising from 5 months in 1985 to 6.3 months in
1995.

The result shows that the external capital requirements would be US$40 million
smaller in total during 1984-90 compared to the Attachment 3(c) projectionms.
The debt service ratio and Bank exposure would differ from the Attachment 3
(including servicing of the gap) as follows:

1985 1987 1990 1995
CPP Rev.Proj CPP Rev.Proj CPP Rev.Proj CPP Rev.Proj
Debt Service Ratio 4.0 3.0 5.3 4.4 9.5 8.5 8.8 10.6
IBRD DOD/Total DOD 22.0 31.9 16.5 20.6 12.2 14.6 16.9 14.2

IBRD Debt Sertrvice/
Total Debt Service 32.9 44,8 33.0 32.9 18.4 21.0 13.9 12.1

EAI
5/24/85
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BOTSWANA

FY80-84 FY85-89 FY86-90

1983 Population: 998,000 2/ IBRD (TW) 129.2 120.7 IS0.0E/
1983 per capita GNP: US$970 IDA = = =
Total 129,2 120.7 150.0

Current population
growth rate: 3.4% p.a.

No. of Loans/Credits 8 6 7
No. of Loans/Credits
per million population 8.02 6.01 7.01

Current Exchange Rate:
1.78 Pula = US$1.00

Average Lending Per Capita Per Annum: Current $ (Const. FY84 Commitment $)
IBRD/IDA 25.9(28,2) 24,2(19.7) 30,1(23.3)
IDA 0.0 (0.0) 0.0(0.0) 0.0(00.0)

Status of IBRD Capital Subscriptions
(As of May 1, 1985)

Amounts to be
Paid in for Un-

Shares Allocated® subscribed Shares Local Currency
Sub- Unsub- (000s) Unreleased for
Resolution scribed scribed Local Shares Sub-
No. Adopted No. Sm. No. Sm. Uss$ Currency scribed Sm.
346 01/04/80 38 4.6 - - - = 0457
347 01/04/80 250 30.2 = = - =
395 08/30/84 0 0 14 1.7 14,78 133,00
Total 288 34.8 14 1.7 14.78 133.00

a/ World Bank Atlas, 1984.

b/ The FY85-89 lending program proposed in this CPP compares with the
program for the same period approved at the last Bankwide lending
program review as rvrevised in the November 1984, reprogramming
exercise, as follows:

FY85-89 Lending Program Percentage Change

Approved Proposed Proposed/Approved
No. of Loans and Credits 6 6 =
Current $ million 120.0 1207 + 0.6
Constant FY84 Commitment$ 95.6 98.4 + 2.9
Per capita per annum
(Constant FY84 Commitment$) 19.2 19.7 + 2.9

¢/ Price per IBRD share = $120,635.
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I. INTRODUCTION

Background

Tus Management reviewed the last CPP for Botswana on November 17,
1981, and a Postscript was issued on January 11, 1982. An economic mission
visited the country in December 1983, and its findings wevre issued in a
green cover draft Country Economic Memorandum (CEM) dated November 21,

1984 and are reflected in this Country Program Paper (CPP). Livestock,
manufacturing and energy sector treports and a public sector management
review were issued during 1983 and 1984.

2, Botswana's economy has been through a difficult period since the
last CPP review as a result of an outbreak of foot—-and-mouth disease in
1980-81, the depressed state of world diamond market in 1981-82 and four
consecutive years of drought since 1981. The Government has, however,
shown the necessary will and ability to implement successfully a
stabilization program to cope with suddenly deteriorating export
prospects. Real GDP continued growing at high rates, averaging about 11.6
percent per annum ovetr 1979/80-1982/83,1 but a significant part of this
growth came from an increase in diamond production, which has partly been
added to stocks and partly sold at declining real prices.

3 Despite considerable increases in GDP since independence in 1966,
Botswana's economy is still at an early stage of development. The pattern
of production is strongly dominated by primary commodities (beef, diamonds,
copper/nickel), and linkages within the economy are exceedingly weak. A
high proportion of the population still relies on agriculture --
particularly cattle raising —- and productive employment opportunities in
the modern sector have remained scarce. On the other hand, shortages of
skilled manpower continue to constrain development, although substantial
gains in primary and secondary education have occurred in recent years.
Consequently, a dualistic employment structutre has evolved over the years,
income distribution has worsened, and about half of the population
continues to live in absolute poverty. Mortreover, the rapid opening-up of
the economy has increased the country's dependence on external forces: on
international markets and prices for exports, on the Republic of South
Africa (RSA) for imports, and on the transportation system of neighboring
countries for outlets to the sea and on foreign capital and manpowetr for
the development of domestic resources.

4, For the remainder of this century Botswana's development will be
based on resources generated through the exploitation of her rich diamond
reserves. The major issue facing the country in this decade will be to
translate the nation's mineral wealth into productive investments that will
enhance the economy's viability by broadening its production base and by
providing employment for the rapidly growing labor force. In this regard,
a major focus of the Government's development strategy is on economic

1 Botswana's national accounting year runs from July 1 to June 30.



diversification, rural development and human resource development to
provide the basis for sustainable and more equitable growth and to reduce
Botswana's dependence on the powerful South African economy. We concur
with the general thrust of the Government's development strategy.

Political Situation

56 Botswana is one of the few countries in Africa that enjoys a
democratic system of government with universal adult suffrage and a
multi-party system. Political stability and a lack of corruption and
tribal animosity have been the hallmark of Botswana. The ruling party, the
Botswana Democratic Party (BDP), has won more than three—quarters of all
the elected seats (34) in the National Assembly in all four elections since
Independence, including the last one in October 1984. However, the BDP's
recent victory was marked by the defeat of three cabinet ministers,
including Mr. Peter Mmusi, the Vice President and Minister of Finance and
Development Planning, who retained his ministerial position by remaining in
the Parliament as one of the four ex—officio members appointed by the
President. Botswana's political probity was demonstrated by the scrupulous
fairness in the counting of votes and the unquestioning Government
acceptance of the loss of key seats. Of the five opposition parties, the
socialist Botswana National Front (BNF) has now established itself as the
main opposition force in Botswana by winning four seats in the last
election. The BNF's criticism of the Government is particularly acute in
regard to the handling of the water situation before and during the current
drought, and the perpetuation of inequalities in income and wealth
distribution. The most popular charge levelled against the BDP is that it
favors large cattle owners at the expense of the rural masses. :

6. Botswana is at the center of a sub-region in political turmoil,
all its neighboring countries (Angola, Namibia, Zimbabwe and South Africa)
being involved in internal or external conflict. The country is strongly
anti-apartheid and is one of the active members of the Organization of
African Unity (OAU), the United Nations, and the Commonwealth. Of
particular significance has been its leadership in the Southern African
development Coordination Conference, 2 yhich was formed to promote
regional economic development and, where feasible, to vreduce dependence on
the Republic of South Africa (RSA). Yet, Botswana is acutely aware of its
dependence, especially economic, on the RSA and has consistently pursued a
circumspect and pragmatic approach towards its southern neighbor.

745 The South African Government, emboldened by its success in
achieving non—aggression accords with Mozambique and Swaziland, put
pressute on Botswana to reach a similar agreement, thus expanding the
circle of friendly "satellite” states that South Africa has sought for so
long. This attempt offended Botswana's sturdy sense of independence, and
President Masire appealed to the U.S. and the U.K. to intercede. Botswana
and South Africa are currently discussing "a low-profile working
arrangement"” based on an understanding that South Africa would not make
political capital out of it. Botswana's future vrelationship with South
Africa is bound to be marked by ambivalence as it tries to maintain

2 The other members of the SADCC are Tanzania, Zambia, Mozambique, Angola,
Malawi, Lesotho, Swaziland and Zimbabwe.
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beneficial economic ties while reducing dependence where practicable (as in
electric power) and expounding the broad aims of the OAU and SADCC. This
ambivalence may occasionally result in politically-motivated investment,
such as the US$50.0 million international airport recently opened in
Gaborone which will enable air traffic to by-pass Johannesburg. However,
Botswana's normal budgetary conservatism will probably prevent excessive
expenditures of this kind, and, after exhaustive studies, it recently
abandoned a proposal to export coal via a railway across the Kalahari.

II. THE ECONOMY

Setting

8. Botswana has a land area of 580,000 sq km, equivalent to that of
France or Kenya, and a population of just about one million in mid-1983.
The country is mostly arid, as two-thirds of it is the Kalahari Desert,
consisting mainly of savannah. Rainfall is errvatic, unevenly distributed
and very low (250 mm — 650 mm), and droughts occur periodically. Botswana's
main resources are extensive grazing lands and rich diamond reserves.
Arable land is abundant velative to the small population, but water
scarcity is a major constraint on its utilization. Copper and nickel
mining has made a significant contribution to development, but the majort
copper/nickel mine at Shashe is in serious financial straits because of the
depressed metal market. The country has large coal reserves, but an
economic way of exploiting them for export markets is yet to be found.

9 Botswana's economy is highly wvulnerable to factors beyond its
control, particularly drought and animal diseases (foot—and—mouth)3 and
adverse developments in international demand for and prices of its main
exports —— diamonds, copper-nickel and beef. 1In addition, the management
of the economy is significantly complicated by the heavy dependence of
Botswana on the RSA. About 80 percent of Botswana's imports originates
from the RSA, and its exports either end up there or are transported
elsewhere via the RSA. Botswana is a member of the Southern Africa Customs
Union (SACU), dominated by the RSA, and about a third of its public revenue
comes from the Customs Union revenue pool (Lesotho and Swaziland are the
other members of the SACU). Moreover, remittances from about 35,000
Batswana working in the RSA (compared to about 100,000 employed in the
formal sector) constitute a major source of supplementary income for the
rural sector.

10. At the time of Independence, Botswana was among the poorest
countries in the world, with virtually no infrastructure beyond the line of
rail and no skilled manpower. Agriculture, especially cattle raising, was
by and large the main source of income and employment. However, with the
mining of diamonds and copper-nickel since the early 1970s, the economy has

3 The threat of an outbreak of a foot—and-mouth epidemic has now been
reduced significantly as a result of the Government's successful
vaccination program.
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experienced rapid growth and major structural changes. Real GDP increased
over 10 percent a year during the decade ending 1982, and per capita GNP,
in current prices, tvose from US$110 in 1970 to over US$S900 by 1982,
Agriculture's share in GDP declined from about 45 percent in the mid-1960s
to 8.5 percent in 1982/83 while that of mining rose from less than 2
percent to 33 percent over the same period. Manufacturing remained
relatively insignificant in the 1970s (5-7 percent of GDP), but it has,
since 1980, steadily grown in importance accounting for 7-10 percent of
GDP. The economy has become very dualistic, however, with a small modern
sector generating substantial resources through exports of beef,
copper-nickel and, most importantly, diamonds and a large rural sector
involved in traditional agriculture and cattle raising. The combined
under—employment and unemployment in rural areas is estimated to be as high
as 40 percent, and incomes of a large proportion, possibly as much as one
half, of the rural population would indicate they live in absolute
poverty. However, a rapid build—up of physical and social infrastructure,
particularly in transportation, health services and education, has helped
improve the quality of life of the majority of population and alleviated
the adverse effects of poverty and unemployment.

Recent Economic Developments

11s Despite severe exogenous shocks (para. 2), Botswana's economy has
maintained in vecent years its historically high growth performance
(growing 11.6 percent p.a. in 1979/80-1982/83). This growth stemmed
largely, as in the past, from sharp increases in real value added.in the
mining sector, which averaged over 28 percent p.a. during 1979/80-1982/83.
-~ A major part of real growth in the mining sector has, however, been eroded
by declining world prices of copper/nickel and diamonds (the implicit GDP
deflator for mining in 1982/83 was 62, taking the 1979/80 mining factor
prices as 100), and a considerable part has taken the form of stock
increases because of the depressed world demand for diamonds. Starting
from a small base, the manufacturing sector has expanded fast, with the
support of various government programs and trade agreements with the
neighboring countries. The rate of growth in real value added in
manufacturing averaged 12.8 percent p.a. during 1979/80-1982/83, but it may
not be possible to maintain this growth vrate particularly because Zimbabwe,
which has a trade agreement with Botswana, has recently been increasing
trade vrestrictions as it encounters growing payments difficulties. The
services sector has on average grown about 10 percent a year in real terms
since 1979/80 but with substantially disparate performances in different
subsectors. While real value added in general government, transportation
and communication, household, commercial and social services was
continually increasing during 1979/80-1982/83; that in electricity and
water was stagnating and in construction, trade, and finance and business
services fluctuating during this period.

12, In contrast, real value added in the agricultural sector has been
declining every year since 1976/77, and its size in 1982/83 was one-third
smaller than that in 1976/77. Recurring incidence of foot-and-mouth
disease in some parts of the country and droughts have undoubtedly
contributed in a major way to this disappointing result. In addition, the
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failure of government policies (e.g. Tribal Grazing Lands Policy, Arable
Lands Development Program, agricultural pricing policies) to induce farmers
to adopt better herd management methods and improved arable farming
practices should be noted as major factors contributing to declining value
added in agriculture.

13 Both the balance of payments and budgetary deficits have been
kept within manageable bounds over the past few years despite severe
economic difficulties as indicated above. Deficits on the combined trade
and services accounts over 1978-83 ranged between 15 and 38 percent of GDP
per annum; totalling USS$1l.1 billion. This has been financed by large
receipts of transfers, consisting mainly of Customs Union receipts and
official grants and technical assistance, and net capital inflows. In
addition, to strengthen the balance of payments, the Government introduced
a package of adjustment measures in 1982 which included a 10 percent
devaluation of the Pula, a mandatory ceiling on bank lending and a wage
freeze. In this context, in early 1982 the Government made its first, and
so far only, foreign commercial bank borrowing in the form of a US$30
million syndicated Euro-dollar loan. As a result of the adjustment
measures and inflow of funds, gross official reserves, which fell to US$226
million in 1981 (equivalent to 3.4 months of imports), gradually recovered
reaching US$460 million by the end of 1983 (about 5.3 months of imports).
Improvement in the balance of payments continued with increased strength in
1984 as a result of a 15 percent increase in diamond sales and the
weakening of the pula against the U.S. dollar. Preliminary figures show a
surplus of US$110 million on the trade account and over US$50 million on
the current account, with foreign exchange reserves approaching seven
months of imports. The Government has acted tactfully to correct the
recent appreciation of the pula vis-a-vis the rand, resulting from a
precipitous fall in the latter's value in relation to the dollar, by
devaluing the pula twice, in June 1984 and January 1985, . thus vestoring the
end-1982 level of real exchange rate between the two curtrrencies. .

14, Botswana has been following a prudent fiscal policy. This is
reflected in its effective control of public expenditures and in the
efficient use of public investment to build up from scratch the necessary
infrastructure for economic development. The current surplus of the budget
has generally financed most of capital expenditure, the moderate overall
deficits being more than made up by external grants and loans since
1979/80. The Government has not made recourse to commetrcial bank
borrowing. In recent years, in fact, it has accumulated deposits with the
banking system. There thus appears to be no "fiscal problem"” at present in
the broad macro sense. There are, however, problems with the structure of
revenues and expenditures and with adjusting expenditures to sharply
varying levels of receipts. The latter involves maintaining a steadily
growing economy through a counter-cyclical fiscal policy in the face of
fluctuating export earnings and recurrent droughts, and has recently been
receiving a growing emphasis in government budgets. As to the structure of
revenues, the heavy dependence on large receipts from mining activities and
the Customs Union both limits the use of tax policies for resource alloca-
tion and income distribution purposes and renders the budget vulnerable
should one or both of these sources weaken as occurred in 1981 and 1982
when the world diamond market suddenly weakened. The IMF has provided
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technical assistance to the Government (1981-84) to help improve the
effectiveness of the income tax system, but no significant progress has yet
been achieved because of political constraints. Nevertheless, in response
to a recent request from the Government, the IMF is now prepared to provide
further technical assistance for broadening the tax base. We are also
pursuing this matter through our proposed project in the livestock
sub—sector as well as through outr dialogue with the Government on the
economy in general.

15, Although the economy continued to evolve favorably during the
first half of the 1980s with respect to growth and the balance of payments
and budgetary stability, the pattern of growth has broadened the dualism
characterizing Botswana's economy. The gulf between the high-productivity,
but still small modern sector and the large cattle owners on one hand, and
the low-productivity subsistence farmers on the other, has widened
appreciably. The concentration of investment and output growth in capital
and land-intensive sectors (mining and livestock, respectively) limited the
generation of employment opportunities, and traditional agriculture was
unable to absorb effectively the large number of vesidual and added
workers. Growing under-employment and unemployment are the result.
Moreover, the distribution of income, already highly skewed, probably
worsened in recent years, and had it not been for increased Government
spending on supplemental food and social services for the poor, supported
by external grants, the welfare of most Batswana would have declined.

16. Thus, of the most pressing issues that the Botswana Government
has to address is the high level of unemployment. Despite a remarkable
increase in formal sector employment (averaging 10 percent per annum over
1971-1981), the unemployment rate has been rising because of the very high
rate of population growth (3.4 percent p.a.) and the limited employment
creating capacity of the traditional rural sector. Therefore, the
Government has been emphasizing policies that would encourage
labor-intensive activities and self-employment in manufacturing,
construction, services and arable farming. The Government itself has also
been a major source of employment, particularly through the expansion of
education and other social services, accounting about 40 pecent of formal
sector employment in 1983. While Botswana has a surplus of unskilled
labor, shortages of skilled labor have been a major constraint on
development. The Government has, therefore, effectively used expatriate
experts while expanding education and training services at a rapid pace.
As a result, the literacy rate has almost doubled to 40 percent since
independence, and there has been a dramatic upgrading of the general
educational level of the labor force.

174 As a result of growing concern over rising unemployment levels,
population issues have received increasing attention in Botswana over the
past several years. The Government is aware of the socio economic problems
caused by a rapidly growing population and is taking the first steps toward
developing a comprehensive population policy. The Mid-term Review (August
1983) of National Development Plan V (NDP V) emphasized the need to reduce
the rate of population growth in the long run so that the benefits of
economic development will not be dissipated. The Government's policy is to
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provide advice on all aspects of family planning as an integral part of
basic health services, family planning services being offered along with
maternal care and child health services. More recently, the Government has
been working on a number of new initiatives such as improving accessibility
to services, increasing demand for family planning services, focussing
health education on family planning issues and targeting special groups.

Development Strategy and Policies

18. The Government's development strategy as set out in the Fifth
Plan (NDP V, 1979-85) is based on maximizing revenue from mining and using
it to develop other sectors in line with the national development
objectives of rapid economic growth, social justice, economic independence
and sustained development. While the Government's strategy will be to
continue building the country's social and economic infrastructure and
services and encouraging growth in mining and livestock industries, the
most salient feature of the strategy is the particular importance it
attaches to employment creation and rural development. The Government's
Mid-term Review of the Fifth Plan reaffirmed this strategy for the second
half of the plan period as well as for the next plan.

19. While past government policies resulted in well-developed mining
and livestock industries, there has been little direct impact on rural
employment and poverty. The development of water resources has been aimed
at meeting the requirements of the livestock industry and human population,
without much concern for the needs of traditional arable farming. The main
arteries of transportation and energy have been developed quite well but
¢onnecting them to the producers and consumers in the rural areas has only
recently become a major concern of the Government. Education has received
much government resources mainly for primary and general secondary
education, but acute shortages remain in technical skills and trained
manpower. Despite the shift in emphasis in the NDP V, the Government's
economic policy has continued to be focussed on short-term management of
the economy and on the isolated and unbalanced development of certain
subsectors and infrastructure. Thus, there seems to be a strong need for a
more effective planning as well as for a reorientation of private-sector
activities through market mechanism (i.e. changing relative price
structure) to facilitate the achievement of national development
objectives.

20. . The Need for Improved Planning. Development planning in Botswana
identifies the national development objectives, main sectoral issues and
the required policy directions, and provides macroeconomic projections and
a list of desirable projects. It does not, however, contain the necessary
framework to ensure consistency and linkages between the macro, sectoral
and project planning nor does it have the perspective and annual plans for
‘temporal continuity. To foster integration and diversification in the
economy, the Government should take a long-term and coherent view of
development of key resources and industries. The Government has already
been moving in this direction as evidenced by the ongoing work on National
Water Management Plan, National Settlement Policy, National Food Strategy
and National Manpower Development Planning. It is, however, essential that
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these, as well as other studies on the development of basic resources, be
integrated into an improved plan, which would focus on a limited number of
key sectors and linkages among them. This work should also be supplemented
by strengthening capacity for project appraisal and policy analysis.

2l Stable Development. In order to avoid both the disruption of its
development plans and the worsening of existing income inequalities, the
Govenrment should smooth out fluctuations in economic growth by allowing in
its planning and budgeting for the exogenous reversals that recur in
Botswana's circumstances. This can be done by stabilizing Government
expenditure over the medium term at a feasible "trend" growth path by
accumulating real resources (e.g. foreign exchange and critical commodities
like food grains and petroleum) in good years and drawing on them in bad
years. The Government trecognizes the need for such stabilization and has
already been practising it to a limited extent as part of its budgetary
strategy, but this policy requires greater emphasis and linking with an
improved planning.

2254 Pricing Policies. Botswana has a market-oriented economic
philosophy. In principle, the Government prefers to stay out of directly
productive activities and not to intervene in resoutrce allocation unless
there is strong social justification for it. Being a member of the
Southern African Customs Union (SACU), Botswana is also an open economy
vis—a-vis the South Africa. Under these circumstances, the price structure
assumes crucial importance in fostering employment and economic diversifi-
cation. Yet, the Government does not seem to have a well conceived and
cohetrent price policy, as both factor and commodity price structures
(relative prices) are not always consistent with and conducive to the
national development objectives. Specifically, there are four types of
major price distortions which have hampered the development of the economy
and the effectiveness of various government programs. These include the
following, which should be high on the Government's agenda for economic
policy reform:

(i) The overvaluation of the pula, based on large foreign
exchange receipts from mining exports, discourages domestic
production by making it difficult to compete in export
markets and with duty-free imports from the RSA. Since the
currency overvaluation in Botswana does not lead to balance
of payment difficulties, the Government is not under any
pressure to take corrective action. However, changing the
Botswana economy from being dependent on rents generated by
the mining of diamonds to a more productive and diversified
economy would be greatly assisted by an exchange rate policy
appropriate for the non-mineral sectors of the economy. It
is, therefore, recommended that the pula be periodically
depreciated in moderate steps with a view to rendering an
increasing number of socially beneficial activities
privately profitable. The effectiveness of this policy will
depend on the success of the Government in controlling
inflation, alleviating the regressive impacts of currency
adjustments and integrating the exchange rate policy with a
bundle of policies, including the pricing, incomes, interest
rate and tax/subsidy policies, that affect the relative
prices in the economy.
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(i1) While ecological factors are primarily responsible for low
returns from arable farming compared to livestock raising,
price distortions also contribute to this. The livestock
sector enjoys prices higher than those in the world market
for its exports to the EEC and the RSA markets, while crop
production has to compete with South African grains,
generally selling below world market prices. The livestock
sector also enjoys generous incentives and well-developed
infrastructure, which are either unavailable ot irrelevant
to crop producers. These circumstances not only produce
disincentives to arable farming but, when coupled with the
existing land tenure system of communal grazing of tribal
land, also contribute strongly to overstocking and over-
grazing in the livestock sector. This situation should
gradually be corrected through appropriate pricing,
incentives and taxation policies and public investment
programs.

(iii) Formal (modern) sector wages in Botswana are keyed to the
public sector wages and salaries which are very high
relative to average earnings in the traditional sector
reflecting the shortage of skilled manpower and the
comfortable budgetary situation. This contributes and leads
to the rural-urban drift of population. High wages also
result in remittances from urban to tural areas which
encourage rural workers to shun low paying activities (e.g.,
arable farming). Moreover, high formal sector wages,

- coupled with the overvalued pula and low labor productivity,
largely account for the lack of competitiveness of
Botswana's manufactures in export markets and with imports.
It is, therefore, essential that the Government maintain its
current policy of wage restraint both for the public and the
private sector, while securing a depreciation of the pula.

(iv) Interest rates in Botswana are linked to those in South
Africa so as not to distort trade and capital flows between
the two countries.4 These rates may be appropriate for the
RSA, considering its supply of and demand for loanable funds
and productivity of capital. However, they tend to be high
for Botswana in view of the excess liquidity of its banking
system and low returns to capital. In addition, the cost of
borrowing in Botswana is aggravated by the fact that the
commercial banking system is not geared to providing loans
to the small-scale manufacturers and rural producers, with
suitable collateral and maturity conditions and ancillary
services (e.g., helping with project preparation, marketing,
etc.). The Government is trying to alleviate this problem

This link seems to have been severed temporarily as a result of the
sharp increases in South African interest rates since early 1984.
Despite the interest rate differentials, there has been no significant
capital flow from Botswana to South Africa because of the appreciation
of the pula against the rand and lower inflation in Botswana.
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by providing loans through National Development Bank and
grants through the Financial Assistance Policy. A more
efficient approach, however, would be the development of an
indigenous commercial banking institution that would advance
financial intermediation in rural areas and provide
subsidized loans to those projects which are justified from
the standpoint of national development objectives. On the
Government's request, the banking sector will soon be
reviewed by an IMF mission, which has expressed to us its
full concurrence with our diagnoses and recommendations for
the overall economy as well as the financial sector.

Economic Prospects and Creditworthiness

235 Botswana's economy has good growth prospects, with GDP being
projected to grow on average just over six percent per annum over the next
decade. Our growth projection is based on an evaluation of Botswana's
sectoral growth potentials and its capacity to mobilize adequate external
resources to close the balance of payments gap. The projected growth rate
is about the same as envisaged for the period 1983/84-1989/90 by the
Government's Mid-Term Review (August 1983) of the Fifth Plan, although the
sectoral composition of growth differs significantly between the two
versions, with the fastest growing sector being agriculture in the
Government projection and mining in the Bank projection. The Government
now envisages, however, that the economy would grow at about 4.8 percent
p.a. during the Sixth Plan period (1985/86-1989/90), but we and the recent
IMF Article IV Consultation Mission (January 1984) believe that at this
growth rate the Government will be flooded with budgetary surpluses and
accumulating foreign exchange veserves resulting from favorable export
developments.

244 We expect that the future growth would, as in the past, emanate
mainly from the mining sector, even though no new major project in this
sector is envisaged for the foreseeable future. Of the possible future
mining projects, the Kgaswe coal export project, which could provide direct
employment to 4,500 persons at full capacity production of 10 million tons
of washed coal a year, is of doubtful economic viability in view of the
depressed projected world price for coal, the heavy cost of developing
infrastructure and competition from the existing coal producing countries,
especially the RSA. Therefore, the Government and the Shell Coal
(Botswana) Ltd., which had signed a joint venture agreement to develop
Kgaswe coal reserves, are now considering a much smaller project with yet
an unspecified time frame. A soda ash project, which would create
employment for 435 Batswana and about $50 million of foreign exchange
earnings a year by 1990, is likely to go ahead, financed mainly by British
Petroleum, now that South Africa has abandoned a plan to develop its own
synthetic soda complex.

25 The Government's budgetary situation is expected to remain within
manageable bounds. Government revenue prospects are encouraging as the
world diamond market continues to recover gradually. With the shift of
emphasis of development policy from investment in infrastructure to
labor-intensive productive projects, the growth of public development
expenditure is likely to slow down. As already mentioned, the Government
is also determined to check the growth of recurrent expenditure to make
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more scarce tresources, particularly skilled manpower, available to the
private sector. Whether these reductions in Government development and
recurrent expenditures will lead to increased private sector investment in
productive ventures depends on adoption by the Government of policies that
will help domestic products to be competitive with foreign goods.

26. The Bank's growth projection for Botswana shows that the
investment ratio would need to be raised from 30 percent of GDP in 1983 to
36 percent in 1990. This level would have to be sustained through 1995.
This 1s considerably below the investment vatio (40-45 percent of GDP)
attained during 1978-82, but it appears to be realistic considering that no
major mining project is envisaged and that the Government intends to limit
real growth of its development budget to only two percent per annum from
1984/85 on (c.f., about 10 percent annual growth over 1978/79-1982/83). To
support the projected level of investment, domestic savings will have to
grow by about 15 percent per annum during 1985-90 and 11 percent in
1990-95, and the domestic savings ratio vrise from 18 percent of GDP at
present to 31 percent by the mid-1990s. The savings effort will be
assisted by the expected improvements in the terms of trade which would
result in gains rising from nearly 5 percent of GDP in 1985 to about l4
percent in 1995 -- taking 1983 as the base year. Nevertheless, the
achievement of the indicated savings levels will require encouraging
savings and investment through appropriate incentive programs, as well as
augmenting the tax effort particularly aimed at the under—taxed segments of
the economy.

27. A balance of payments scenario, consistent with a 6.1 percent

. rate of growth, indicates that Botswana will have only modest trade
deficits through the rest of the 1980s and, then, surpluses growing to
US$200 million by 1995. Underlying this projection are assumptions that
the total export volume would grow close to five percent per annum; that
the overall import elasticity with respect to GDP would decline from 1.2
during 1974-81 to about unity in 1984-85 and to 0.8 thereafter mainly as a
result of lower mineral earnings and investment and greater import
substitution; and that the terms of trade would gradually improve, provid-
ing a 14 percent gain in GDP by 1995. On the other hand, the deficit on
services account is envisaged to grow rather rapidly from about US$200
million in 1984 to over USS$400 million in 1995 (excluding interest
payments), mainly due to growth of transport and dividend payments which
are hardly possible to check to any significant extent in Botswana's
circumstances (e.g. a landlocked country, with substantial amount of
foreign capital). With somewhat optimistic projections for the inflow of
direct foreign investment and transfers comprising capital grants,
technical assistance and compensatory element of Customs Union receipts,
there still is a need for substantial amounts of gross borrowing, projected
to rise from about USS100 million in 1985 to USS$215 million in 1990 and
then decline to USS$175 million in 1995. These projections of additional
financing requirements assume that Botswana will maintain its present
pattern of borrowing (about 10 percent from OPEC sources with very soft
terms, roughly two-thirds from multilateral and bilateral loans with
concessional terms, and one—quarter from financial institutions at ot close
to the market terms) and a level of foreign exchange reserves equal to
between 5 and 6 months' imports, which is about the same as the end-1983
level.




= 12 =

28. Botswana has, at present, good creditworthiness and is rated
among the best, with a credit rating of 2(b), by the latest Review of
Country Creditworthiness and Bank Loan Portfolio Issues, dated August 3,
1984, Underlying Botswana's creditworthiness are its large foreign
exchange earnings from diamonds; sizeable foreign exchange reserves; low
debt service ratio, and most importantly, prudent management of its

finances:

(1)

(11)

Although there is no officially or otherwise disclosed
estimates of Botswana's diamond deposits, it is generally
agreed that it is too soon to talk of a production
constraint in any foreseeable future. On the other hand,
the world market prospects for diamond require that Botswana
adopt cautious expectations for foreign exchange earnings
from this commodity. Its value as a precious stone, as
distinct from industrial diamonds, is largely due to an
"artificial scarcity"” nurtured by the De Beers-led cartel of
producers through careful managing of supply and
advertising. Maintaining a steadily rising demand for
diamonds has, however, been difficult in recent years as
industrialized countries, accounting for a major part of the
wotrld demand, have experienced economic recession and as
high intevest rates and strong dollar in the U.S. diverted
demand from diamonds. Although the world diamond market
recovering from the slump in 1981-82, the lesson as to the
fragility of this market will not be forgotten for sometime

“to come. The sensitivity of the market is further increased

by the fact that the cooperation is vrather weak between De
Beers' Central Selling Organization and the two major
producers of diamonds, namely, the USSR and Australia, which
are bent to augment their market shares. We envisage,
however that all the major producers would, as in the past,
find it to their best interest that an orderly market is
maintained and that the world demand for diamonds would
increase at about the same rate as the expected income
growth, in nominal terms, in industrialized countries, that
is, about 10 percent p.a. Botswana's diamond exports would
probably enjoy a premium in terms of both price and market
share because, on the average, they are of the highest
quality. In fact, the De Beers Group, which is closing some
mines in South Africa, Namibia and Lesotho, has been
favoring Botswana's new mine at Jwaneng because it has
become the Group's highest yielding mine.

In view of its highly open economy and heavy dependence on
exports of copper-nickel, beef and particularly diamonds,
Botswana maintains a relatively high level of foreign
exchange reserves in order to reduce its vulnerability to
external shocks. This enhances Botswana's creditworthiness
but at the same time raises an important question as to the
appropriate level of foreign exchange reserves that the
country should keep. The Government envisages that its
reserves would rise to nine months' imports by the end of
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the current plan period by mid-1985 and even higher during
the next plan period (c.f. the actual level of reserves was
5.3 months' imports by end-1983). However, maintaining this
high level of reserves would imply greater need for external
borrowing and even higher levels of debt service toward the
end of the century.

Botswana's low debt service ratio, currently below four
percent, implies the presence of a significantly unused
borrowing capacity. However, the financing of the balance
of payments gap associated with a 6.1 percent annual growth
would raise the debt service ratio to 10.6 percent in 1992,
which would then decline to 8.8 percent in 1995. On the
other hand, the IBRD exposure, which became very high after
the conversion of most of Botswana's bilateral debt into
grant in 1978, is expected to improve substantially with the
Bank share in total debt (DOD) and debt service declining
from about 39 and 38 percent, respectively, at end-1984 to
18 and 23 percent in 1990.

Botswana's good management of the economy (paras. 14 and 15)
certainly contributes to the willingness of the donor
community to supply more aid to it. Nevertheless,
mobilizing the additional financing of projected magnitudes
is not an easy task, and Botswana will certainly need every
support it can get from the donor countries and agencies.
The external financing requirement of the projected growth
could be reduced to a more manageable level to the extent
that Botswana is successful in blending its future borrowing
with more grants and softer loans than assumed here. 1In
order to check worsening of the debt servicing ratio before
it reaches a critical level, the Government should now start
pursuing policies to encourage export promotion and
efficient import substitution, including encouraging
domestic food production, developing resource—based
manufacturing, substituting coal for petroleum and shifting
the emphasis of development policies from capital and import
incentive to labor intensive investment.

IIT. WORLD BANK'S ROLE AND STRATEGY

Progress Towards Prior Years' Goals

29.

Past Lending Program (FY80-84). To a large extent, the lending

program for the past five years followed an established pattern of helping
the Government meet its infrastructure and educational needs, as these had
been paramount in a country that achieved Independence with scarcely any
development beyond the line of rail. During the latter part of the FY80-84
period, the Bank's lending program was responsive to the Government's
evolving needs in other sectors and to the priorities of the Bank's
Management, with projects approved for power, health and population and DFC
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development, while a project for long-term development of the livestock
sector and land tenure reform has been negotiated for FY85. The Government
has been responsive in recent years to the Bank's policy advice, notably in
the ongoing discussions on the goals of the Tribal Grazing Lands Policy
(para. 36); realignment of DFC priorities from property development to the
productive sectors; the achievement of full cost recovery for water, power
supply and housing; significant expansion of sector-based training
programs; and the introduction of a family planning program. Also, the
Government has actively sought out the Bank's advice on energy planning and
organization, and has recently agreed to a Bank-executed study on
irrigation potential.

30. Project Implementation and Disbursement Record. Bank-assisted
projects have encountered relatively few complications and there are no
problem projects in the portfolio. The Bank's one problem project
(Livestock II, Loan 1497-BT for US$6.5 million, 1978), which was not
initially successful in increasing commercial ranching under controlled
conditions, finally made acceptable progress after intervention by the
Cabinet. In the immediate future, the progress of the recently approved
DFC II Project should be monitored to ensure that proposed improvements are
made in general and financial management. In several projects, prompt and
efficient tendering procedures have significantly vreduced costs, which,
coupled with the strength of the dollar, are likely to result in cancel-
lation of about US$17 million in Bank loans. Botswana's annual rate of
disbursement averaged 25 percent during FY81-84 compared with a Regional
average of 21 percent. As of September 30, 1984 nine loans were being
disbursed, actual disbursement being dbout 30 percent behind the forecast
at appraisal. Although disbursement against one recently—approved project,
" Water Supply III, is unusually rapid, the overall disbursement profile was
affected by a delay in effectiveness of the Power Project (FY83) and the
Family Health Project (FY84) caused by cofinanciers' delays in completing
their arrangements; and by the savings referred to above in roads and
education projects (although this latter distortion will be removed as
cancellation of surplus funds is made). As vegards the status of
Botswana's IBRD Capital Subscriptions, the Government needs to subscribe
the US$1.69 million shares allocated under the resolution of Septembertr
1984, as well as release P0.57 million of local currency for previously
subscribed shares. The Bank has approached the Government on this
question.
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BOTSWANA: IBRD/IDA Disbursements

FY81 FY82 FY83 FY84 FY85

l. Undis. balance, July 1l (USSm) 4261 5359 59,2 78.4 102.7
2, Commitments during FY 37.0 0.0 32.5 45,3 18.0
3. Total disbursed during FY 10.8 14,7 1148 21.0 18.4
4, Disbursement rate (3-1) (100) 2567 2743 19.9 26.8 179

5. Comparators (%)
(a) Disb. rate for total of all

other countries in Region 16.9 2243 254:1 20.9 21.2
(b) Bank-wide IBRD/IDA averg.

disbursement rate 20.1 215 21.9 2345 23.8
(c) Average disb. rate for 3

comprable countries! 24.3 23.6 24,0 19.4 17.4

1/ The three comparator countries selected are Zimbabwe, Cameroon and
Papua New Guinea.

Proposed Country Assistance Strategy

31. Bank's Role and Strategy. The Management Review meeting on the
last Botswana CPP (November 17, 1981) highlighted the need to resolve the
dualism in the economy and to generate productive employment through
greater diversification. Management also recommended that the Bank should
establish, through its economic and and sector work program, a basis for
making a shift to agriculture and industry by FY86. Our ESW and lending
programs have evolved to meet these proposals, while being consistent with
the Government's own incipient efforts to shift emphasis. The Bank's
strategy is to help generate greater and more equitable ecomnomic
opportunity outside the mining enclaves; initiate vreforms in the use of
Botswana's overgrazed rangelands; ensure that the development of manpower
and supportive infrastructure is appropriate; and help prevent future
economic gain from being dissipated by unrestrained population growth. In
pursuit of these goals, the Bank sees its role as a catalytic one,
continuing to stimulate substantial cofinancing and institution building.

32 At the sector level, the Bank's country assistance strategy should
specifically aim at supporting the following major objectives: (i) reform
the livestock sector; (ii) assess and develop arable farming potential,
particularly small-scale irrigation and water conservation; (iii) develop
labor—-intensive small and medium—scale industries; (iv) assess and develop
water resources in velationship to regional, industrial, agricultural and
residential needs; (v) expand and rationalize manpower development and
training programs to help meet labor and management needs; (vi) consolidate
the incipient family planning and family education programs; and (vii)
carry out structural and institutional reforms in the power sector and
promote least-cost, resource—based energy projects with appropriate
regional links (see also Attachment 4).
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33. In the directly productive sectors, rural incomes would be
improved through an arable agriculture project for smallholders, which we
expect will emerge from an ongoing program of agricultural research in
Botswana and a series of irrigation studies proposed for FY85 and FY86.
Employment opportunity is expected to be enhanced by a development finance
companies project, which would build on the institutional base being
established in a current DFC project, and in particular seek to promote
small and medium-sized agro—industrial enterprises, including in Botswana's
major villages. Expansion of employment will also be an objective of a
technical assistance project to identify productive options for the
copper-nickel mining community of Selebi-Phikwe in Eastern Botswana, the
future of which is uncertain. In the crucial livestock subsector, a
reserve project is included for consideration depending on progress of the
proposed National Land Management and Livestock Project (FY85), which seeks
to overhaul the present ineffective system of allocation and supervision of
the extensive traditional grazing lands, and increase both commercial
production and the opportunity for subsistence and medium-sized
cattleholders to improve their standards of range and herd management.

34, In the social and infrastructure sectors, the Bank's strategy for
narrowing Botswana's skilled-manpower gap is treflected in a major component
for vocational training in an FY86 education project, which would also help
develop and coordinate a national apprenticeship training plan. A
population and health project is proposed to reinforce the comprehensive
reorganization of the health—care system and the systematic establishment
of a family planning program now being attempted through the Bank's first
loan to the sector in Botswana. Infrastructure and othetr support projects
will be limited to meeting high-priority needs, i.e. improving Botswana's
security in water supply, linking the growing agricultural community of
Maun to the main road system, and supporting a number of initiatives for
providing household energy and rural energy.

35. As it will be difficult in the context of a relatively limited
lending program to make a lasting impact on a wide range of objectives
merely through projects, the Bank's country assistance strategy should also
aim at contributing to the Government's policy and program formulation at
the center: Therefore, we have rvrecently initiated a dialogue with the
Government on key macro policy issues (paras. 19-23) which we consider to
be crucially important to the diversification and development of the
economy. We hope to intensify this dialogue and contribute to policy
formulation through a study of the Public Expenditure Program and Private
Investment Opportunities. This study is expected to help improve resource
allocation and policy formulation, as well as to identify resource-base
projects with extensive linkage effects.

36. Our country assistance strategy, which has gradually been
shifting emphasis from project to sector—based lending, would thus continue
evolving towards addressing macro—economic adjustment issues. The
Government expressed interest in the last Bank-Fund Annual Meeting in
receiving Bank support to its policies aimed at the structural adjustment
of the economy (e.g. diversification of production and exports, rural
development, and increasing ctrop production). Botswana certainly has the
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expatriates —— and a strong and committed Government to successfully
implement a structural adjustment program. But we do not think the
Government is fully aware of the requirements of a SAL operation; nor do we
think it would be willing to comply with them while not pressed by resource
constraint or other crises. Our dialogue with the Government on crucial
policy issues has developed gradually, and not without difficulty. We
would not wish to jeopardize this progress with the premature introduction
of an SAL and the broad policy-reform package this would imply. We have
therefore explained to the Government that, depending on the findings of
our forthcoming review of the Public Expenditure Program, there can be
other types of Bank lending (e.g. sector/subsector loans and sector-based
DFC loans) that could support the Government's structural adjustment
programs.

37 Size of Lending Program. Overall, the proposed FY86-89 lending
program (summarized in Attachment 1(a)) includes five projects in the
November 1984 approved regional lending program, which itself reflects our
evolving strategy, plus a project in each of the sectors for energy,
population and health, and roads. The number of projects for FY86-89 total
seven plus one supplementary (for technical assistance). The program
envisages total lending of US$150 million over five years, thus increasing
the Bank's average annual per capita lending to Botswana from US$24.0 in
the approved FY85-89 program to US$30.1 in the proposed FY86-90 program (or
from US$19.2 to USS$23.3 in constant FY84 dollars).

38+ Cofinancing and Aid Coordination. The Bank's recent effective-
ness as a catalyst for cofinancing in Botswana is borne out by the table
below, which shows that the US$77 million provided by the Bank for four
projects in FYs 83 and 84 generated an additional US$158 million in
cofinancing from 15 official sources and several semi-official and private
sources. As future projects will generate fewer construction and equipment
contracts than in the past, the same large proportion of cofinancing is
unlikely to be achieved; but the Bank's ongoing working relationship in
Botswana with a large number of donors is likely to result in still
impressive cofinancing support in the future, and significant levels of
cofinancing seem assured for the proposed roads and water supply projects.
Aid coordination is carried out satisfactorily by the Ministry of Finance
and Development Planning, whose authority in the Civil Service is well
established. Botswana is probably justified in not accepting a UN Round
Table; but the Bank's Programs staff propose to deal more regularly with
the substantial Botswana-based donor community through the UN Resident
Representative because of the increasingly diverse aid effort.
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COFINANCING IN LENDING PROGRAM FY83 AND FY84

Total
Project Bank Local Cio— Cofinance

Project Cost Finance Finance Finance Source

FY83

Power 227 .6 32.0 66.9 128.2  AfDB, Saudi
Fund, Kuwait
Fund, *NIB,
Kfw, ODA,
Morgan—-Grenfell,
BADEA, EIB and
CDC

Total FY83 % 226.5 32.0 66.9 12842

of Total 1007 147 29.3% 56.3%

FY84

Water III 50.0 22:0 1552 12.8 CDC, *OPEC Fund

DFC II 43.2 123 22:6 843 EIB, AfDB, FMO,
DEG (investment
and lines of
credit)

Family Health 26,7 11.0 Lad 8.6 Norway, USAID
and WHO

Total FY84 ($) 11.9:9 45,3 44,9 29.7

% of Total 100% 37.7% 37.4% 24,77

Total FYs 83 & 84 (S) 347.5 77.3 111.8 157.9

% of Total 100% 22.2% 32.1% 45,47

* Administered by Bank.

39, Cost Sharing and Local Cost Financing. Because of Botswana's

high per capita income, Bank Group assistance to that country should
continue to be limited to IBRD and IFC. In view of Botswana's strong
balance of payments position and the favorable forecasts with respect to
the budgetary situation, reserves level and debt servicing capacity, IBRD
financing should be limited as at present to the foreign exchange component
up to a maximum of 60 percent of total project costs.
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40, IFC. Given the constraints faced by the country, including
shortages 3?—éntrepreneurial talent and a small domestic market, IFC's
operations in Botswana have been of necessity limited. IFC's only
investments in Botswana has been in the share of capital of the Botswana
Development Corporation, on whose Board IFC has a seat.

41, Justification. In summary, the lending program proposes to: (i)
expand moderately the recently-approved lending program to address the main
sectoral priovities identified; and (ii) maintain cofinancing at signifi-
cant levels. This approach would: (a) enable the Bank, with only a
minimal additional treal burden on its financial resources, to continue its
support for Botswana at a time when the Government is increasingly seeking
Bank assistance in key or problematic sectors and is proving more amenable
to our advice; and (b) help mobilize other Official Development Assistance
for Bank projects in these sectors, and sustain the recent trend in which
both the Government and those donors with limited investment-appraisal
capabilities are turning to the Bank to take the lead in project financ-
ing. The anticipated concessional content of such cofinancing would be
important in view of the need to maintain favorable terms for Botswana's
external borrowing. The Botswana Government has shown that it can present
to the Bank adequate numbers of projects consistent with Bank sectoral
priorities, and implement Bank projects satisfactorily.

42, Future Trend. If Botswana continues to show greater responsive-
ness to Bank policy advice, and to implement Bank projects with the usual
competence, further expansion of the lending program may be justified
during the next five years — possibly to an annual per capita level of
US$35 or more. The main constraint at present to an expansion in the
volume of lending would be the availability of Bank manpower, as our loans
to Botswana tend to be small in such priority sectors as agriculture,
development finance and population, while the loans are limited in Botswana
to 60 percent of project cost (para. 40). However, it may be possible to
develop larger sector-wide loans to sustain a higher level of lending
without an unacceptably high increase in Bank manpower. The following
summary of the various sectors suggest possible linking of urban and
village development and housing finance; agriculture and agro-industry; and
a number of sources of supply of household and village energy. Such
possibilities will be explored.

IV. SECTOR ISSUES AND LENDING PRIORITIES

Agriculture

43, - The agricultural sector in Botswana has significantly greater
importance than indicated by its relatively small share (8.5 percent in
1982/83) in GDP because it is a major source of livelihood for about 80
percent of the population. The dominant agricultural activity is cattle
farming, which accounts for about 80 percent of the sector's value added
and 10 percent of merchandise exports. However, since cattle rearing is
not labor—-intensive and cattle ownership in Botswana is highly concentrated
(five percent of rural households hold half the national herd), the
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development of the livestock subsector has so far made only limited
contribution to mitigating the problems of vrural unemployment and poverty.

44, Livestock. The major issues of the livestock sector are
overgrazing and overstocking, low offtake rate, poor herd management, and
an inadequate contribution, both directly and indirectly, to the economy.
Underlying these issues are, among others, the traditional land tenure
system that allows privately-owned herds to be grazed on communal
lands,excessive price and tax advantages and other incentives which make
the subsector relatively remunerative, and inadequate abattoir capacity
discouraging cattle offtake. In 1975, the Government introduced its Tribal
Grazing Lands Policy (TGLP), which is essentially a land reform program
aiming at increasing commercial ranching (including by groups) while
improving the conditions of small herd owners on tribal lands. The TGLP
program has, however, departed considerably from the original design,
leaving most tribal land under traditional tenure while establishing a
limited numbetr of rvranches on new lands. TGLP has also been popularly
perceived as benefiting a small number of wealthy producers who are
fortunate enough to receive the few leases available. The Bank's Livestock
Subsector Memorandum on Botswana (September 1983) identified measures
needed to implement TGLP successfully and to increase efficiency of the
livestock subsector, including improved processing and marketing opera-
tions. Further Bank lending to the subsector is conditional upon the
Government making significant progress in adopting key policy recommenda-
tions. Upon the Government's request, the Bank has prepared and negotiated
a National Land Management and Livestock Project (for FY85), which will aim
at bringing TGLP's implementation as close to its original design as

- possible. Discussions with the Government have proceeded favorably, -
despite considerable political sensitivity and social complexities, on
long-term land-use planning, establishment of commercial ranches as
originally envisaged by the TGLP, increased abattoir capacity, extension of
cattle trek routes, and development of communal grazing areas. The
question of taxation of livestock and cost-recovery of the sector requires
further clarification and discussion, and the proposed project would help
the Government begin to address the issues.

45, Arable agriculture. About three—quarters of rural households,
including 40 percent who do not own any cattle, depend for a living partly
ot solely on arable farming, mainly maize and sorghum production. The
yields, however, are very low and unpredictable because of very low
rainfall and recurrent droughts, backward technology, lack of adequate
draft power, inadequate infrastructure and low output prices. The current
Plan (NDP V) emphasizes the need to develop the crop sector in order to
maintain the social and political stability of the country; check the rapid
growth of unemployment, poverty and urbanization problems, and reduce the
country's dependence on food imports. The Plan's intention however,
remains a distant hope despite the introduction of the Arable Lands
Development Program (ALDEP) in 1980, ALDEP is a multi-faceted program
covering all aspects of production and aims at raising smallholder incomes,
creating employment in rural areas and preventing rural-urban migration.
The program has not made much progress mainly because of the drought, lack
of profitable technical packages suitable to Botswana's ecological
conditions and lack of adequate determination on the part of the
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authorities. We intend to encourage Botswana's emerging concern about crop
development, as we did in the current CEM, through the proposed Public
Expenditure Review, a Food and Nutrition Sector Review, and a Study of
Agricultural Irrigation Potential (details are given in Section VII and
Attachment IV). For the lending program, we propose a project for crop
development in FY88 that would help the Government either with
appropriately-sized irrigation schemes or through implementation of some of
the aspects of the Government's promising agricultural research program.

Manufacturing

46, The manufacturing sector in Botswana is still in its infancy,
contributing less than nine percent of GDP in 1982/83. The sector is
heavily influenced by meat processing in the Botswana Meat Corporation's
abattoirs, which account for about a quarter of the manufacturing value
added and one-sixth of the employment. The rest of formal manufacturing
sector, comprising units with 10 or more workers, has shown significant
growth in recent years, with the number of establishments going up from 100
to 183 and employment almost quadrupling to 8,000 over the period 1978-83.
Manufacturing activities in Botswana face severe constraints such as
smallness of the domestic market; competition from South African goods;
inadequacy and high cost of finance, transportation and other basic
services; and the lack of skilled manpower. The Government has tried to
mitigate the effects of these constraints by providing a stable, secure
investment environment through tax incentives, liberal foreign exchange
regulations and the supply of credit and seed capital through the Botswana
Development. Corporation (BDC), the National Development Bank (NDB) and a
number of small agencies formed to assist small-scale enterprizes. The
Government has recently taken steps to strengthen the Ministry of Commerce
and Industry to provide better guidance and services to manufacturers,
including the establishment of the Trade and Investment Promotion Agency as
a onz2—stop—service agency for local and foreign investors. Also, it has
launched the Financial Assistance Policy (FAP) scheme, which helps new and
expanding firms outside the livestock industry and large scale mining and
consists of a package of tax holidays, subsidy for unskilled labor, grants
for off-the-job training, capital grants and sales subsidies. The FAP
emphasizes relief of the individual investor's difficulties rather than
tackling the structural problems underlying them, which would endanger
survival once government assistance is phased out.

47, The Bank's assistance strategy in the sector should be to provide
suppotrt to both the Botswana Development Corporation (BDC) and the National
Development Bank (NDB) to help achieve the Government's objective of
economic diversification and employment creation. BDC is taking a number
of initiatives in promoting worthwhile projects in the productive sectors,
and NDB is assisting small farmers and other small scale entrepreneurs in
the trade, transport and industry sectors. The Bank is endeavoring to
achieve improved management and institution building, particularly NDB, in
the context of the Second DFC Project approved in FY84., A number of
difficulties in NDB's financial management still need to be overcome.
Subject to satisfactory progress of the ongoing project, we propose to
continue our support to the sector through a third DFC loan in the proposed
lending program, maintaining the already established emphasis on sub-
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projects in manufacturing and agriculture and particularly seeking to
enhance agro-industrial activity based on the livestock industry (e.g.
processing of hides). We will also explore the possibility of developing
through the project means to assist small enterprises in Botswana's several
major, quasi-urban villages.

Energy

48, Botswana has made good progress in moving from almost total
dependence on imported petroleum and imported electric power to meeting
most of its energy needs from local coal. The ongoing Bank-financed first
Power Project at Morupule, which consists of a 90-MW coal-fired pithead
power plant and related transmission facilities, will create an integrated
national electric power system for the country. As a lack of foreign
exchange does not seem to be a problem in the power subsector in the
medium—-term, the Bank's strategy should be to concentrate on long-term
energy planning for the sector as a whole and identify an energy program
for which the Bank could act as financial catalyst. The Bank should in
particular assist the power subsector to establish long-term planning. In
the immediate future, we should continue to encourage the Botswana Power
Corporation (BPC) to adopt realistic load forecasts consistent with
postponement of major export projects in coal and copper because of market
conditions and to take into account the potential advantage of power
Imports during peaks and emergencies (e.g. the Gaborone Power Station has
been closed throughout most of the current drought) through a possible
high-voltage interconnection with Zimbabwe. We would also continue to
stress that savings can be achieved by electrifying some 500 or more
borehole pumps currently using high-cost imported diesel fuel.

49, To improve long-range energy planning, which the Energy Assess-—
ment Mission found to be hindered by institutional fragmentation, the
Government has agreed to give priority to developing the capabilities of a
newly—-created Energy Unit in the Ministry of Mineral Resources and Water
Affairs. The UNDP/World Bank ESMAP intends to assist the Government,
particularly the Energy Unit, to coovrdinate and consolidate a number of
aid-supported energy planning studies now under way, and to implement a
numbetr of pre—feasibility and pre-investment studies especially vregarding
household energy, energy conservation, and fuel consumption in the public
sector. Consistent with this, an unidentified energy project is included
in the latter part of the FY85-89 lending program. Such a project could
help finance increased household energy supply, pump electrification and
possibly an interconnection with Zimbabwe.

Urban Development

50, The two projects for urban development financed by the Bank have
been notably successful in introducing comprehensive urban programs that
have addressed such key issues as low—cost replicable housing, elimination
of subsidies, improved financing mechanism, cost-recovery and training.
This progress has enabled USAID and CDC to prepare projects to help meet
Botswana's immediate housing needs during the next two or three years.

We propose in the near future to continue to support a national program for
the training of local-government officials through a technical assistance
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project. The main component of this project would provide technical
assistance to determine productive options for the mining town of
Selebi-Phikwe. The town's population of some 30,000 people is sustained
mainly by the copper-nickel mine, which is efficiently operated but
dependent on an ongoing series of financial restructurings made necessary
by the chronically depressed copper-nickel market. Moreover, the mine's
economically recoverable reserves will be exhausted early next century.
Elsewhere in the sector, there seems to be potential for the Bank to help
rationalize housing finance. In particular, the Government-owned Botswana
Housing Corporation needs to identify new financing mechanisms to move away
from its present system of providing subsidized rental housing; and the
country's only building society, which confines itself to up market
housing, should be encouraged to bring its operations within reach of lower
income brackets. Another area deserving Bank attention is development of
infrastructure, services and housing in the major villages (e.g. Serowe,
Palapye and Mahalapye), where substantial semi-urban communities have
developed spontaneously, linked to agriculture, produce marketing and craft
industries. It is hoped that a pilot program to be financed by CIDA will
develop assistance packages for such settlements. A Bank sector loan that
would include the elements of housing finance and village development
referred to above is being considered, and a reserve project is proposed
for FY89.

Education and Manpower Development

Sila Botswana lacks people with full secondary and higher education
and those with practical training .at all levels, a deficiency not
.adequately addressed by the Government's achievement in expanding universal
primary and lower secondary education —— enrollment has reached 83 percent
in primary and a satisfactory 22 percent in secondary education. However,
the Government is concerned about the growing “"mismatch of skills," and
intends to give greater emphasis to the expansion of technical, vocational,
and senior secondary education. The Bank supports this approach and will
encourage the Government to restate its educational goals accordingly.
Future Bank education lending in Botswana should be oriented more towards
manpower development, although support should continue for the lower levels
of education in neglected rural areas, where schools are frequently over-
crowded and housed in makeshift quarters. The Bank should provide
assistance for strengthening senior secondary, technical and possibly
university education, vocational training and higher-level teacher
training, and should continue to cooperate with an extensive USAID-financed
program for improving the balance between physical infrastructure and
qualitative aspects of education. The Bank should also be prepared to
provide technical assistance through its projects for strengthening the
management and planning capabilities of the Ministry of Education and
improving the Ministry's links with Government agencies responsible for
manpower planning, coordinate its efforts with these and other agencies
and, where possible, help the Government to ensure consistency between the
various aid efforts. An education and training project that would address
a number of these priorities — notably vocational training and technical
assistance for establishing a national apprentice training strategy - is
included in the proposed lending program. It would be reinforced by
manpower development components in the proposed projects in agriculture and
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water supply, and similar major components in our ongoing projects in the
health, power, DFC and livestock sectors. Complementary to this strategy,
we propose to finance a program for in-service training of local-government
officials through a technical assistance project (para. 50). Also, the
Government has agreed to our undertaking an assessment of the Public
Administration and Management Training Needs as part of a wider study on
the subject that will include Lesotho and Swaziland as well.

Transportation

524 This sector has received more Bank assistance than any other in
Botswana, five roads projects having been approved for constructing main
highways and secondary roads, improving maintenance and providing technical
assistance. Overall, our support for the sector has been very successful,
contributing substantially to Botswana's effective highway system and
strengthening institutions and maintenance capability. The Government is
seeking the Bank assistance for completing the paving of the road from
Francistown to the growing agricultural center of Maun, where Botswana's
second abattoir was recently commissioned. The feasibility studies suggest
that such a project is justified because of the high cost of maintaining
the present gravel road with material transported from far away and the
wear and tear on vehicles; apart from the expected growth of Maun in the
1990s as a center for livestock marketing and irvrigated agriculture.
Therefore, we propose a modest loan for this project, which is expected to
attract larger amounts of cofinancing from the Saudi Fund and Kuwait Fund.
As regards railways, Botswana is preparing to take over from Zimbabwe in
1987 the existing railway system in Botswana, currently operated and
maintained by Zimbabwe Railways. The Government is already receiving
substantial capital investment and technical assistance from Canada and
other donors, and has not asked the Bank to be involved in the transfer.
But the Bank has told the Government that it would be prepared to provide
staff help and possibly technical assistance during the transfer of
operations.

Population, Health and Nutrition

53 Botswana's population has been growing at an estimated 3.4 percent
a year, with urban population almost tripling during the 1970s. The growth
rate may increase further as the crude death rate declines from a level
that is already among the lowest in Sub-Saharan Africa. The total
fertility rate has remained around 7, which is high compared with the
(1981) average of 4.5 for low—income and middle-income countries, but below
that in a number of Eastern Africa countries (e.g, 8.0 in Kenya and
Zimbabwe, and 7.8 in Malawi). Projections show that Botswana's 1983
population of about one million could in the next 30 years reach levels
ranging from 3.5 million (if fertility remains constant) to 2.0 million (if
there is a significant decline in fertility). The latter can only be
achieved if an effective population program is introduced in the present
decade. The success of such a program would significantly affect all
aspects of social and economic development (e.g., a future school
population of some 740,000 under the high—growth scenario would be achieved
if an effective population program would significantly affect all
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aspects of social and economic development (e.g. a future school population
of some 740,000 under the high-growth scenario would be contained at about
290,000 if the lower growth vrate were achieved). The Bank's strategy in
this sector is based on its sector review of May 1982. The review's main
recommendations are embodied in the Family Health Project (approved in May
1984), which is supporting comprehensive reforms in the organization,
management and strategy of the health sector so that health and family
planning services will be more accessible, better focused on Botswana's
needs and more cost-effective. Through the project's assistance for
demographic research and evaluation, a sound base is likely to be
established for a population project in the latter part of the Bank's
FY85-89 lending program. It is proposed also to carry out, at the
Government's request, a Food and Nutrition Sector review in FY87 (para.
37). It is estimated that between a quarter and a third of pre-school
children suffer from malnutrition or under-nutrition to some degree, a
situation worsened by droughts. It will be important for the findings of
the nutrition review to be reflected in the proposed project for crop
development (para. 37).

Water Supply

54, The continuing drought has prompted the Government to take a more
strategic view of water supply. The Government believes that the present
water shortage in large areas of the country is partly the result of lack
of foresight in planning for recurvrent major failure of the rains. A
comprehensive study of water requirements and potential supply in the
eastern (most-populated) half of the country has recently been completed
and its findings submitted in draft to the Cabinet. With the consolida-
tion of its findings of this and other velated studies (e.g. an FY86 Bank
irrigation study,. and intensive ongoing studies of groundwater potential)
the question of location of development is likely to be focused on by the
authorities, which have taken only ad hoc steps to 2ncourage growth in
centers best supplied with water. The Bank, which has a long-standing
involvement in urban and industrial water supply and vrelated institution
building, considers it important to remain active in the sector because of
its crucial bearing on the course of development in general. The Bank has
agreed in principle to help finance (with CDC) a project to augment water
supply to the Gaborone-Lobatse area, subject to current studies that will
determine: (a) the potential for conjunctive use of surface-water and
ground-water; and (b) the financial implications of the investment. We
have told the Government that we would expect a comprehensive master—plan
for water supply investment to be formulated within the framework of such a
project.

V. ECONOMIC AND SECTOR WORK (ESW)

Past Work

55. Our ESW has evolved to address more effectively Botswana's need
for economic diversification, employment generation, more equal distribu-
tion of income and improved social services. The manufacturing (1980) and
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agricultural (1981/82) sector reports attempted to identify the major
factors which limited the growth of output and employment in these
sectors. The education (1981) and Health/Population (1982) sector reports
addressed human resources development issues. Wage policies and recent
trends in income distribution were major themes in the last CEM (1982).
There was a heavy concentration of ESW in FY84: A Livestock Sub-Sector
Memorandum (September 1983) made a comprehensive assessment of the sector,
and it is now serving as the basis for our dialogue with the Government in
the context of the proposed National Land Management and Livestock
Project. In order to provide the necessary background for the Second DFC
Project, a Manufacturing Sector Report (January 1984) updated our knowledge
of the sector, particularly its employment creating potential and the
telated Government policies. A notable contribution to the Government's
development programs is now being made by the Bank/UNDP Energy Assessment
Report (Blue Cover, September 1984)., A Bank Study for Botswana's Public
Sector Management has recently been issued, with Government approval, as a
Staff Working Paper (No. 709). We hope that some of its proposals,
especially concerning deficiencies in Botswana's localization program
(replacing expatriate experts with qualified Batswana), will be veflected
in the proposed education and manpower development project.

Priority Areas for Bank ESW

56. The proposed ESW program represents a continuation of our efforts
to assist the Government in identifying viable options towards its objec—
tives. The recent sector work on Botswana has addressed most priority
"areas. Therefore, the proposed program for FY85-87, which on annual
average remains below the norm in terms of staffweeks, aims at filling the
gaps in our sector knowledge and preparing the ground for increasing Bank
assistance to directly productive areas (Attachment IV).

51 We have identified some key macro policy issues (paras. 19-23)
that hamper the effectiveness of Government programs aimed at economic
diversification and employment generation. We had an intensive dialogue
with the Government on these issues during the discussion of the CEM in
March 1985 and will follow them up with a study of Public Expenditure
Program and Private Investment Opportunities in FY86. In addition we would
support our macroeconomic policy dialogue with several sector studies aimed
at facilitating the Government's shift of development policy emphasis
towards directly productive sectors. ‘

58. The achievement of the Government's rural development objective
depends to a large extent on increasing the availability and efficient use
of scarce water resources for arable farming. Yet, this is the most
neglected area in the Government's programs. The proposed Study of
Agricultural Irrigation Potential (FY86) is expected to fill this crucial
gap in our knowledge by identifying the potential for supplementary
small-scale irrigation and water conservation schemes. We hope that this
study would also make a significant contribution to the preparation of the
National Water Management Plan for which the Government has already
requested Bank advice and expertise. The Food and Nutrition Sector Review
in FY87 will focus on the wide—-spread nutrition deficiencies as well as on
the identification of options to overcome constraints in food production.
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We expect that these two studies will help us identify a crop development
project for FY88 to assist the Government either through appropriately-
sized itrrigation schemes or through the implementation for some aspects of
the Government's agricultural research program.

59. The lack of adequate skilled manpower is a crucial bottleneck,
"and there is a pressing need for the expansion and rationalization of
manpowetr development and training programs. We are, therefore, proposing a
substantial manpower development emphasis in the Fourth Education Project,
and will also assess Public Administration and Management Training Needs as
part of a regional study (para. 51).

60. Botswana has made good progress in meeting most of its energy
needs from local coal. The Bank's strategy is to support Government
efforts towards development of least—cost and mainly resource—based power
generation and planning. To this effect we are planning to follow up our
Energy Assessment Report (FY85) with a series of studies comprising the
power sub-sector review (FY86), a pump electrification study (FY85/FY86), a
a review of existing policy for electricity service connections for
residential consumers (FY85/FY86), energy use surveys and audits of
selected public institutions (FY85/FY86) and an Energy Assessment Status
Report (FY86). )
61. In order to prepare for a transition of Selebi-Phikwe from mining
to other activities when copper—-nickel reserves are eventually depleted, we
are now appraising a T.A. project which will support various studies to
assess agricultural and industrial development prospects of the region.

62, During the past decade, the high demand for civil works has led
to the creation of a domestic construction industry in Botswana. This is
one of the few industries which seems to have a reasonably good development
potential with promising employment, income and production linkages with '»
the rest of the economy. We, therefore, propose to undertake a study of
the construction industry in Botswana to determine its efficiency with
respect to the management, labor and capital use and to identify policy
constraints which, if mitigated, could induce further expansion of the
sectov.

Government Receptivity

635 Despite an active program of economic and sector work, we have
not until rvecently reached the stage where we wevre able to assist the
Government in designing programs to encourage investments in the productive
sectors. This points to the difficulty of formulating a development
strategy, relevant policy options and specific viable project proposals in
a country which, despite a good growth record, has formidable handicaps.
Also, in the past, the Government did not want the Bank to raise
politically sensitive policy issues (e.g., reform of the livestock

sector). However, the Government has recently become receptive to the
Bank's project-based policy advice (para. 47). Moreover, at the recent
Bank-Fund Annual Meeting, the Botswana delegation expressed interest in
receiving Bank support to its policies aimed at the structural adjustment
of the economy (para. 37). We have explained that the Bank would require a
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wide range of conditions to be fulfilled before extending an SAL to
Botswana but there can be other types of lending that could support the
Government's structural adjustment policies. Finally, in the recent
discussions of the draft CEM, we have found the Government willing to give
serious consideration to Bank advice while designing its development
policies. Based on this encouraging progress, we now hope to intensify our
dialogue with the Government on macro—economic policies and translate it
into specific policy formulations through a study of Public Expenditure
Program and Private Investment Opportunities in FY86.

VI. CONCLUSIONS AND RECOMMENDATIONS

64. Although Botswana's economic prospects for the current decade are
reasonably good in view of an expected strong budgetary, balance of
payments and creditworthiness position, they are clouded by rising
unemployment and worsening income distribution. Above all, if unabated,
these developments may constitute a real threat to Botswana's democratic
and, so far, very stable political system, as a growing portion of the
population may find itself excluded from the participation in the benefits
of Botswana's substantial mineral wealth.

65. Economic diversification is, therefore, the key to the
Government's development program, but at present, the chances for much
needed rapid progress in agriculture and manufacturing are limited.
Unfavorable ecological conditions for arable production; the country's
geographical location, landlocked and surtounded by countries of uncertain
political stability; the shortage of natural resources other than a few
minerals and grazing lands; the dearth of skilled manpower; and the
shortcomings of existing macro—economic and sectoral policies, particularly
in agriculture, have not favored investments and production increases in
these sectors. Part of the prevailing constraints, however, can and must
be overcome through improved investment programs and economic management
and policies; and for this the Government will continue to require external
capital and technical assistance in the years to come.

66. We propose that the Bank's assistance strategy for Botswana
should be to help generate greater and more equitable economic opportunity
outside the mining enclaves; ensure that the development of manpower and
supportive infrastructure is appropriate; and prevent future economic gains
from being dissipated by unrestrained population growth. To this end, we
suggest the following major policy and planning recommendations:

= Outr lending and ESW programs should emphasize
diversification in the productive sectors, with greater
opportunity for small and medium—scale industrial and
commercial enterprises, expansion of commercial ranching
with improved range—-management, and a more focused effort to
deal with the problem of the marginal arable farmers and
traditional stockholders.
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= In infrastructure, help the Government develop strategic
long-range plans for least-cost investment in water supply
and enetrgy.

= Gradually reorient our lending and sector assistance for
education developing manpower training capacities.

= Expand assistance to the Government's promising population
program. '

= In support of the above strategy, total commitments over the
five-year period (FY86-90) would total US$150 million for
eight projects, including a supplementary (technical
assistance) project in FY86 but excluding reserve projects
for livestock and urban development.

= Efforts would be made to achieve cofinancing close to those
obtained in recent years.

= Bank financing should be limited to the foreign exchange
component only, up to a maximum of 60 percent of total
project costs.

67. We propose that the next CPP for Botswana be scheduled three
years hence and a Strategy Paper in between.
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Population 998,000 (mid-1983) Attachment la
QP per capita: US$970 (1983) ==
Area : 600.4 (thousand sq. km)
Literacy Rate : 35.0% (1981)
BOTSWANA: ACTUAL AND PROPOSED PROGRAM OF LENDING OPERATIONS THROUGH FY90
(US$ Million)
THROUGH ACTUAL CURRENT PROGRAM TOTAL Reserve
FY79 FY80 FY8l Fys2 FYa3 FYgh FY85 FY86 FY8/ FY88 FY89 .FY0 FY75~79 FY80-84 FY85-89 FY86—90|Projects
Agric. 1 m L7
Agriculture II Unid. IBRD 2.0 2.0 2.0
Livestock II IBRD 6.5 6.5
Land Manag. & Livestock  IBRD 10,7 10.7
Livestock IV IBRD 2.0
Education I IBRD 10.5 10.5
Education II IBRD 10.0 10.0
Education III IBRD 2.0 2.0
Education TV IBRD 25.0 25.0 25.0
Power 1 IBRD 32.5 3.5
Energy Unid. IBRD *27.0 27.0
Water I DA 2.9
Water II IBRD 4.4 4.4
Water III IBRD 22.0 2.0
Water Supply Unid. BRD 2.0 2.0 3.0
Roads I DA 3.6
Roads II DA 2.0
Roads IIT IBRD 5.8 5.8
Roads IV IBRD 20.0 2.0
Roads V IBRD 17.0 : 17.0
Roads VI IBRD 10.0 10.0 10.0
I¥C T T mRD 4.0
DFC II IBRD 123 12.3
DFC III IERD *20.0 *20.0 2.0
Urban I DA 3.0
Urban II IBRD 8.0 8.0
Urban III IBRD 15.0
Family Health TBRD 11.0
Population & Health TBRD 13.0 13.0
Selebl—Phikwe TA TBRD 3.02 3.0 3.0
LENDING PROGRAM IBRD 54.8 14,4 37.0 0.0 32,5 45.3 10.7 28.0 42,0 0.0 20.0 40.0 0.8 129.2 120.7 130.0
mA 132 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total 68.0 14,4 37,0 0.0 32,5 45.3 10. 28.0 42,0 20.0 2.0 40.0 0.8 129.2 120.7 150.0
Numbetr 11 2 2 0 1 3 1 1 2 1 1 2 5 8 8 8
(ofw IDA) (5 © © @©O O © ©) © () (0 o © ) 0) (0) )
Lending Program in Constant
FY84 Commitment $ 16.8 42.7 0.0 34,7 45.3 10.0 24,3 32154 W5 21.6 70.8 141.9 98.4 116.0
Commi tment Deflator (FY84=100) 79.8 8.7 83.2 87.4 93.2 100.0 107.2 114,4 121.4 128.2 134.9
Standby Projects IBRD 2.0 27.0
A 0.0 0.0
Total 2.0 27.0
Number 1 1

a Supplemental.
* Standby.

April 1985
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Population: 998,000 (mid-1983) Attachment Ib
QW Per Capita: US$970 (1983)

BOTSWANA: SUMMARY OF BANK GROUP AND OTHER OFFICIAL LENDING

Current Total  Total  Total Total
FY79 FYS0 Fy8l FY82 FY83 Fys4 FY85 FY86 FY87 FY88 FY89 FYH FY/5-79 FY80-84 FY85-89 FY8690

SECTORAL DISTRIBUTION OF
BANK GROUP COMMITMENTS (%)

Agric. & Rural Development 7.6 100.0 100.0 12.8° 25.4 13.3
Industry 2.4 2.2 100.0 9.5 16.6 13.3
Mining 37.4

Power /Energy 100.0 67.5 25,2 18.0
Transportation 29.8 46.0 23.8 50.8 13,2 8.3 6.7
Education 9.7 69.4 54.0 ! 87.7 20.7 23,2 0.7 16.7
Urban Development 10.2 15.7

Water Supply 2.9 .6 48,5 76.2 2.4 26.5 21.3
Population, Health, Mutrition 24,3 32.5 8.5 8.7
Other 10.7 %5 2.0
Total 100,0 100.0 100.0 0.0 100,0 100.0 100.0 100.0 100.0 100.0 100.0 100.0  100.0 100.0 100.0 100.0

BANK GROUP DISBURSEMENTS (USS$m)

109.6 123.1 151.4 187.

4 203.4 229.5 262.6 269.6 275.1 298.4
W3 55.7 63.9 73.0

IBRD o/s 2 includ. undisbursed 85.2 100. 7 5
58 .0 109.0 122.8 135.8 144.5 153.2 164.1

excl. undisbursed 52.8

85
14,7 118 2.
3
7

IBRD Gross Disbursements 0.5 7.6 10.8 0 2.4 .6 219 2T A2 AT 0.5 65.9 109.8 115.1
less:  Amoctization 6.3 43 48 2.0 25 .7 4.3 6.8 9.0 13.0 145 16.7 6.3 17.3 47.6 60.0
equals: Net dishbursements 4.2 3.3 60 127 9.3 17.3 18.1 13.8 12,9 87 87 110 44,2 48.6 62.2 55.1
less: Interest charges 17.8 4.1 45 45 55 7.1 8.3 10.8 123 13.5 145 15.6 17.8 25,7 59.4 66,7
equals: Net transfer s %.4 -0.8 1.5 82 3.8 10.5 9.8 3.0 0.6 =48 -5.8 4.6 26.4 24,8 2,8 -ll.6

IBRD/TDA Gross Disbursements 853 77 W8 K7 1.8 2,0 248 208 4.9 Aa B2 2.7 65.3 66.0 109.8 115.1
less:  Amortization 6.5 44 49 2.1 2.6 3.8 4,5 7.0 92 13,2 147 16.9 6.5 17.8 48.6 61.0
equals: Net disbursements B8 33 59 R6 %2 172 179 13,6 12.7 85 85 12.8 58.8 48.2 61.2 5.1
less: interest charges 18.6 4.2 46 47 5.6 7.5 8.4 10,9 12.4 13.6 14,6 15.7 18.6 26.6 59.9 67.2
equals: net transfers 0.2 0.9 1.3

7.9 36 97 9.5 27 0.3 =51 6,1 =2.9 Q0.2 2.4 13 “=llel

CY 1980 1981 1982 1983 1984 1985 1986 1987 1988. 1989 1990

IBRD EXPOSURE (%)

IBRD Disbursements/Total Gross

Disbursements bl 42 26,0 00 37 AT ) 133 1RI DS 92
TBRD DOD/Total DOD 3.2 3%.8 323 359 3%.7 X.6 %4 2BH 2.0 193 181
IBRD Debt Service/Total Debt

Service 77.0 66,3 57.5 38.1 28,6 47.3 43,5 3.6 28.5 26.6 2.2

CQOMMITMENTS FROM OFFICIAL SOURCES (USSm)
Grants 3%6.0 45.0 45,0 45.0 0.0 0.0 0.0 75.0 75.0 75.0 75.0
UNDP
United States
United Kingdom
Other
Concessional Loans 28.1 3.9 13.0 3.4 4,0 4,3 4.6 4.9 52 S.4 5.7
Total Bilateral 18.4 3.9 10.0 - - - - - - - -

Kusait 7.4 3.9 - - - - - - - - -

Saudi Arabia 11.0 = 10.0 - = = - = = = -

Other - - - - - - - - - - -
Total Multilateral . 9.7 - 30 34 40 43 - 46 49 5.2 54 5.7

A - pe. = = = & - = & s -

BADFA 7.2 - Vom = - = =, = = = L3

AB - - - 3.4 - - - - - - -

Other 2.5 - 3.0 - 4,0 4.3 4.6 &9 52 %4 57
No—concessional Loans 41,3 41.1 73,7 103.4 101.2 8.7 64,5 111.6 106.6 125.4 99.1
Total Bilateral 12,0 0.5 - 24,0

United Kingdom 120 - - 2.0

United States s 0.5 - 0.5

Germany (Federal Republic) o - - .05

Other - = & -

Total Multilateral 2.3 4.6 73.7 79.4

IBRD ° 14,4 17.0 2.0 545 28.0 19.4 350 3.0 2.0 30.0 30.0

ADB 10.4 23,6 46.3 2.4

Other 45 00 7.4 3.5

TOTAL OOMMITMENTS (excluding grants) 69.3 45,0 105.6 148.4 133,2 112,4  104,1 147,5 131.8 160.8 135.8

a As of the end of the fiscal year. Includes exchange rate adjustment.
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AREX (THOUSAND SQ. KM)

BOTSWANA

= SOCIAL INDICATORS DATA SHEET

BOTSWANA

1960/ 197a/b

REFERENCE GROUFS (WEIGHTED AVERAGES) /a

MOST

RECENT MIDDLE INCOME
ESTIHAT& AFRICA S. OF SAHARA

(MOST RECENT ESTIMATE) /b

MIDDLE INCOME
AFRICA & MID EAST

TOTAL 600.4 600.4 600.4 . .
AGRICULTURAL 424.7 439.7 453.6 . s
GNP PER CAPITA (US$) 100.0 190.0 970.0 1112.9 1149.6
ENERGY CONSUMPTION PER CAPITA
(KILOGRAMS OF OIL EQUIVALENT) 157.0 251.0 337.0 529.0 622.1
POPULATION AND VITAL STATISTICS
POPULATION,; MID-YEAR (THOUSANDS) 445.0 577.0 998.0. . .
URBAN POPULATION (% OF TOTAL) 1:7 9.5 21.7 29.7 48.2
POPULATION PROJECTIONS
POPULATION IN YEAR 2000 (MILL) 1.8 s ”
STATIONARY POPULATION (MILL) 5.6 5 =
POPULATION MOMENTUM 1.9 . .
POPULATION DENSITY
PER SQ. KM. 0.7 1.0 1.6 55.8 36.3
PER SQ. KM. AGRI. LAND 1.0 