
A leading home-grown 
investment management firm

MARKET INSIGHTS
Botswana Fixed Income  
and Macroeconomics

Q2/2022



01

KGORI CAPITAL MARKET INSIGHTS AUGUST 2022

Kwabena Antwi, CFA
Portfolio Manager, Kgori Capital

MARKET INSIGHTS:  
BOTSWANA FIXED INCOME  
AND MACROECONOMICS

We expect inflation to now average 12.4% in 2022 
compared to 7.7% previously.

The economy grew 13.0% y/y on a 12 month rolling 
basis (LTM) in 1Q 2022 driven by Mining, Diamond 
Traders and Wholesale and Retail.

The FABI returned 1.5% for the quarter, attributable to coupon returns 
as prices remained stable. The Government yield curve remained largely 
unchanged for the quarter. 
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CHART 1: GOVERNMENT BOND YIELD CURVE CHANGES

• Source: Bank of Botswana

The main upside risks to our outlook remains higher than expected Food and Transport inflation. The 
main downside risk remains continued lacklustre domestic demand.

There were three Government bond auctions 
held during the quarter wherein P4.5bn of 
bonds and T-Bills were offered. Demand 
was moderate with P5.2bn of bids received. 
Auctions continued to be under allotted and 
the allotment ratio decreased to 56.1% from 
70.6% in Q1 2022. The bulk of the allotment 
was at the short end of the curve where 
P1.8bn (62.4% of total allotment) of T-Bills 
were issued. Bond yields remained stable but 

there is still more supply pressure expected 
as Government plans to run a deficit budget 
for the 2023 financial year, which will be 
partly funded by local bond issuance.

Inflation continued to trend above the 
Bank of Botswana’s (BoB) 3-6% objective 
range with June 2022 inflation coming 
in at 12.7%, accelerating 0.8% from the 
11.9% registered in May 2022. The increase 

was driven by rising Transport (3.1% m/m, 
35.0% y/y) and Food (1.8% m/m, 9.6% 
y/y) inflation. We have again increased our 
inflation expectations for 2022 on account of 
expected high Transport and Food inflation. 
We now expect inflation to only print within 
the BoB’s objective range in Q4 2023. We 
expect inflation to now average 12.4% in 
2022 from 7.7% previously.
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A trade deficit of P0.3bn was recorded for 
the month of April 2022. On a Last Twelve 
Months (LTM) basis the trade deficit stood 
at P10.1bn in April 2022; a contraction of 
P11.2bn versus the P21.2bn LTM deficit 
recorded in April 2021. The main driver 
behind the improvement in the deficit was 
the continued normalisation in diamond trade 
which registered a surplus of P4.0bn in April 
2022 and a much improved LTM trade surplus 
of P43.4bn versus the P27.9bn recorded in 
April 2021. 

April 2022 credit growth accelerated to 6.6% 
from 6.0% y/y in March 2021. Household 
credit growth moderated by 0.4% to 5.6% 
y/y in April owing to a general deceleration 
in growth across segements. Business credit 
growth on the other hand increased by 2.7% 
to 8.5% in April driven by upsurge in lending 
to Real Estate, Finance and Trade sectors. 

The economy grew 6.5% q/q and 13.0% y/y 
on a 12 month rolling basis (LTM) in 1Q 2022 
driven by Mining (16.4% q/q, 42.0% LTM y/y), 
Diamond Traders (44.4% q/q, 30.1% LTM y/y) 
and Wholesale and Retail (6.1% q/q, 12.4% 
LTM y/y). Growth was generally positive across 
all segments as the economy continued 

to benefit from an easing of Covid-19 
restrictions.

The BoB released the results of its March 2022 
Business Expectations Survey (BES). Both 
domestic and export oriented businesses 
noted a decline in business confidence. 
Overall businesses expect lower sales, 
inventories, profit and capacity utilisation 
versus the December 2021 survey. Businesses 
also expect tighter access to credit across all 
markets and higher cost pressures in Q2 2022 
versus Q1 2022.

The BoB released its April 2022 Monetary 
Policy Report where it highlighted that it has 
increased its inflation expectations due to 
rising commodity and domestic fuel prices as 
well as higher inflation from trading partners. 
Risks to inflation are skewed to the upside. 
These risks include the potential increase 
in commodity prices and the persistence of 
global supply chain bottlenecks. Overall the 
BoB concluded that the current state of the 
economy and the outlook for both domestic 
and external economic activity provide 
scope for maintenance of an accomodative 
monetary policy to support durable recovery 
and economic activity.

The Financial Stability Council (FSC), made up 
of BoB, Ministry of Finance and Econcomic 
Development and the Non-Bank Financial 
Institutions Regulatory Authority, released the 
May 2022 Financial Stability Report. The FSC 
concluded that whilst Botswana’s financial 
system remains resilient and continues to 
perform its expected function of financing 
other sectors of the economy, the existing 
macro-financial interlinkages between 
banks, non-bank financial institutions, the 
non-financial sector and the external sector 
remain extensive and strong and pose a 
risk of contagion. Overall vulnerabilities that 
could elevate risks to financial stability have 
moderated following the opening of  
the economy.

The BoB Monetary Policy Committee (MPC) met twice during the quarter on 28 April and  
16 June 2022. During its April meeting, the MPC implemented reforms to its monetary policy 
framework that were previously announced in the BoB’s 2022 Monetary Policy Statement.

The Bank Rate has been replaced by the Monetary Policy Rate (MoPR),  which is the yield on the 7-Day 
BoBC, as the new policy signalling rate. The MPC then increased the MoPR by 0.51bps to 1.65% 
from 1.14%. The MPC again increased the MoPR by 50bps at its 16 June meeting. The MPC cited 
persistently high inflation as the reason for increasing rates.
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INTEREST RATES
We expect the BoB to implement a 
cumulative 125bps increase in rates as it 
battles to contain inflation and maintain 
interest differentials with trading partners and 
global central banks.

INFLATION
We expect inflation to remain elevated and 
trend above the BoB’s objective range in 2022 
and fall within the range in Q4 2023 driven by 
base effects. 

GDP
We have increased our 2022 growth expectation to 6.4% from 3.4% on the back of  
buoyant Mining activity. 

Diamond sales have continued to maintain their robust momentum in 2022 which we expect 
should bolster production.

OUTLOOK

CHART 2: INFLATION EXPECTATIONS

• Source: Statistics Botswana, Kgori Capital estimates
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•   FABI – The Fleming Aggregate Bond Index is a total return bond index representative of the market portfolio of bonds  
     in the local Botswana market.

•   Coupon Returns – A bond coupon is the rate of interest that the bond pays, usually represented as an annual rate  
     in percentage (%).

•   Yield curve – A yield curve shows the interest rates that buyers of government bonds demand in order to lend their  
     money at various periods of time.

•   Allotment Ratio – This is an indication of the rate at which an instrument, usually a bond or shares, has been subscribed for.  
     It is a representation of the demand for that particular instrument.

•   Interest Differentials – The measure of the difference between the interest rates of two different instruments, or countries.

GLOSSARY OF TERMS
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General Disclaimer

All information, recommendations or opinions contained in this document are not intended to provide exhaustive treatment of any subject dealt with and must be weighed 
solely as one factor in any investment or other decision made by or on behalf of any user of the information contained herein. Such user should consult its own investment or 
financial or other advisors before making any decision. Whilst all care is taken by Kgori Capital in the preparation of the contents hereof, no warranty, express or implied, as  
to the accuracy, timeliness, completeness, merchantability or fitness for any particular purpose of any such recommendation or information is given or made by Kgori Capital  
in any form or manner whatsoever. The information in this document is not intended to and does not constitute financial, tax, legal, investment, consulting or other  
professional advice, and Kgori Capital does not purport to act in any way as a financial advisor. Kgori Capital shall not be responsible and disclaims all liability for any loss, 
liability, damage (whether direct or consequential) of any nature whatsoever which may be suffered as a result of or which may be attributable, directly or indirectly, to the 
use of any information, opinion, recommendation, or service contained in or provided through this document. All portfolio performance data is calculated by Kgori Capital.  
Performance is analysed and computed utilising true daily weighted methodology. Where this document contains statements or information which relate to projections, forecasts or  
hypothetical data, users should be advised that these are predictions and that actual performance may differ markedly. Users should also be aware that short term performance 
can be volatile and past performance is not necessarily a good indication or guideline of future performance. As the performance of financial markets fluctuates and is not  
guaranteed, an investor may not get back the full amount invested.
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