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Summary
In this report we consider the impact of the COVID-19 (novel coronavirus) outbreak and consider what
lessons can be learnt from a crisis that has laid bare some of the frailties in the Botswana economy at both
the macro and micro level. We also touch on areas to which increased attention and resources can be
steered to make the Botswana economy more resilient to future shocks.
We will focus on:
ICT spending and slow adoption of IT solutions
Import reliance
Narrow range of exporting industries
The role of the private sector and financial services industry in retooling the economy
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ICT Adoption
Social distancing measures and efforts to reduce person-to-person contact to minimise the spread of the
Coronavirus have greatly affected the ability of companies with “brick and mortar” operations to reduce
disruption to regular business. Shortcoming have mostly been seen in:
The absence of adequate digital sales and delivery infrastructure
An inability for staff to work remotely
Internet users in Botswana have increased seven-fold since 2011, and 97% of users access the internet
from their cell phones.1 Before social distancing, digital sales platforms could be viewed as a sales and
distribution luxury that provided convenience to customers. Today, however, this quite clearly is an essential
item for business continuity purposes. This is notwithstanding the impact that going “bricks-to-clicks” can
have on operating margins and operational efficiencies:
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How prepared is your organisation for a contactless sales and customer servicing world, especially if
the lifting of movement restrictions leads to recurring Coronavirus outbreaks?
What have your organisation’s competitors or disruptors been doing in the digital arena?
How much of your organisation’s annual budget is devoted to the building, acquiring and maintenance
of ICT and digital infrastructure?

1

Statistics Botswana
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Import Reliance
The global response to Coronavirus outbreaks that include the closure or severe restriction of national,
regional and international travel has served to highlight key risks at the microeconomic and macroeconomic
level that result from:
a) Concentrated supply chains in the construction and manufacturing sectors. Even before
restrictions in trade, companies that derived key inputs for their products from China will have been
adversely affected by economic shut downs in China in January and capacity restrictions and order
backlogs as factories there began to reopen in February and March. This has led to increased calls
internationally for companies to diversify – by company and geography – their suppliers and
highlighted the case for increased on-shoring of supply chains.
Further complicating matters in the Botswana context is that most goods imported to Botswana do
so through South African ports of entry, creating additional dependencies. This culminated in
President Dr. Mokgweetsi E.K. Masisi having to make a trip to Namibia in March to secure
assurances that Namibian ports remained available for Botswanan use in the event that South
African ports became unavailable for Botswana-destined products.

Source of Imports

Source: Statistics Botswana

b) Food security fears came to the fore in February when images emerged of empty shelves, long
queues and talk of rationing essentials in Europe, the US and Australia as panic buying took hold.
As a net importer of food products, Botswana was left with the risk that our trading partners would
impose export restrictions to cater for the needs of their own populations. The practice of farming
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and rearing of animals to provide food and related products has commanded an increasingly small
percentage of national income, which has created dependencies and vulnerabilities.

Agriculture as a % of GDP
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A semi-arid climate with a short rainy season is clearly a limiting factor to achieving increased food security.
However, better utilisation of technology and well directed government support measures can unlock
opportunities, especially in livestock and downstream products.

Narrow Export Focus
Botswana’s exports dependence on diamonds is a topic that has been heavily discussed and diversification
away from this sector has long been touted as a national priority by technocrats and politicians alike. Despite
an abundance of natural resources in Botswana, commodity exports continue to be dominated by diamonds.
Diamond exports, which in 2019 accounted for some 91% merchandise exports, are estimated to be 10x
larger than the next closest foreign income generator, tourism, which generated US$ 600 million in income
in 2018 according to UNWTO data.
In the challenging economic times that the world presently faces, demand for luxury goods like diamonds
and holiday travel are expected to be under material pressure. With respect to diamonds, De Beers recently
slashed its 2020 production guidance while Lucara has abandoned theirs. In the tourism sector, the
International Civil Aviation Organization (ICAO) has indicated that international air travel demand could drop
by 1.5 billion passengers this year.
The narrow focus of Botswana’s exports and a bias towards luxury or discretionary items collectively make
the economy susceptible to external shocks and this serves to demonstrate the importance of incubating a
wider range of export industries where a competitive advantage exists.
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Botswana’s Resource Abundance

Two such areas are coal and electricity, which remain underexploited. As a member of the Southern African
Power Pool that is centrally located between power deficient member states, and with an abundance of
power generating resources (be it coal, coal bed methane, uranium or sunlight), the generation and
exporting of electricity could be a national champion when recovering economic activity tilts the
demand/supply balance back into deficit.

Regional Power Generation Capacity

Source: SAPP
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Building a More Robust Economy – The Role of Private Capital
Botswana’s economic story since the discovery of diamonds in 1955 has been one of prudence and good
governance. The mineral wealth was, in the following decades, steered towards various developmental and
social causes which had the effect of taking a nation that was one of the world’s poorest to middle-income
status. However declining diamond production since peaking in 2006 (and worsened by de Beers cutting its
2020 production guidance by up to 26% in April) has placed limitations on government’s ability to maintain
the same development model.

Declining Diamond Production

Source: De Beers / Debswana, Bank of Botswana

Future efforts to broaden the economy, undertake infrastructure investment and create stronger, more
resilient industries and a new cohort of national champions will increasingly require private sector funding
on commercial terms. Fortunately, Botswana finds itself in a privileged position with a healthy stock of
financial assets (currently 110% of 2019 GDP).
The key towards unlocking these assets will be the creation of bankable and appropriately structured and
administered investment opportunities.
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Financial Assets (P Millions)
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Private Debt Opportunity
Traditional avenues to tap into private sector funding have been bank debt or equity issuance. Bank debt
and equity are well understood funding sources, but in recent years increased attention has turned towards
debt from non-bank sources for the financing of business growth, working capital or infrastructure
development. This asset class has grown in prominence globally for several reasons:
Following the Global Financial Crisis in 2008-2009 it was determined that banks were not following a
sufficiently sound risk management framework and lacked the necessary capital to absorb losses in a
highly stressed market environment. The resulting regulatory reforms that were subsequently
implemented have constrained many banks’ ability to lend to the private market, creating a mismatch
between the supply of and demand for funds in this market.
Equity funding is viewed as expensive for investors that wish to maintain control of their organisations.
High transaction costs such as once-off costs (advisory and marketing) and ongoing costs (compliance
and regulatory) for public debt or equity issuances.
The burgeoning asset class finds itself with a ready-made class of investors because of a combination of
factors:
Declining yields across the globe – to near zero and, in some cases, below zero – and record low
interest rates have resulted in a search for yield in asset classes that may previously have been overlooked. Entities with long-term obligations such as pension funds and life insurance companies find
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themselves underfunded even based on unrealistic return expectations going forward. As investors
better understand private debt, they are finding attractive risk-adjusted returns in the asset class.
Private debt offers investors the chance to own securities that bring unique characteristics to their
portfolio, ensuring that they take advantage of what Harry Markowitz deemed to be “the only free lunch
in investing” – namely diversification.
As private debt generally trades away from an organised exchange, it allows the terms and
characteristics to be customised from both the borrower and the investor’s perspective.

The Global Private Debt Landscape
Private debt assets under management (AUM) have grown significantly in the last 10 years.
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While the United States and Europe represent the largest markets based on assets under management
(AUM), these markets are more mature and pricing has become more competitive. This has led to increased
interest in opportunities in emerging and growth markets which are still relatively untapped.
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Regional Split of Private Debt Investors
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Globally pension funds – both public and private – are the largest investors in private debt, closely followed
by foundations, endowments and insurance companies.
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The African Private Market Opportunity
Our assessment is that there is an opportunity for investors to step in and meet the funding gap while
capturing attractive returns on a risk-adjusted basis. Based on what we are seeing in our dealings across
Africa, investors are in the early stage of considering private debt and this will likely develop as the range of
financing solutions becomes more sophisticated – it is paramount to remember that private debt offers
investors the ability to structure funding in line with their own requirements.
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In terms of private debt, there are many forms. We observe that investors are beginning to take an interest
in trade funding. While even this market is not yet saturated and there remains a sizeable funding gap – c.
USD 110 billion per annum – there are other forms of private debt that investors can explore. Private
infrastructure financing, working capital financing and small and medium sized enterprise (SMME) financing
are among some of the alternate forms for investors to explore. As a further indication of the size of the
opportunity set, the International Finance Corporation (IFC) estimated in 2019 that the credit gap for SMMEs
was in the range of USD 70 – 90 billion per annum.
The opportunity, based on our view of the data researched and what we are seeing based on our daily
dealings across Africa, is endless. The financing gap across the various forms of private debt is indicative
of this opportunity. It is up to investors to acknowledge and begin to act on this by beginning to explore
private debt market with greater intention.
As a growth market in Sub-Saharan Africa Botswana is well positioned to take advantage of – and benefit
from – the increased interest in private capital opportunities.
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Offices
Botswana

Eswatini

Plot 50361, African Alliance House
Fairgrounds Office Park
Gaborone
Botswana

2nd Floor, Nedbank Centre
Corner Dr. Sishayi and Sozisa Roads
Mbabane
Eswatini

+267 364 3900

+268 2 404 2002

Kenya

Mauritius

th

4 Floor, Kenya Re Towers
Upper Hill
Nairobi
Kenya

1st Floor, Ebene Heights
32 Cyber City
Ebene
Mauritius

+254 70 999 7000

+230 404 7400

South Africa
Building 4, Illovo Edge Office Park
9 Harries Road
Illovo
South Africa
2191
+27 11 214 8300

www.africanallianceassetmanagement.com
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Disclaimer
This document has been prepared by African Alliance solely for the information of the person to whom it
has been delivered. The information contained herein is strictly confidential and is only for the use of the
person to whom it is sent. The information contained herein may not be reproduced, distributed or published
by any recipient for any purpose without the prior written consent of African Alliance.
The information herein is for general guidance only, and it is the responsibility of any person or persons in
possession of this document to inform themselves of, and to observe, all applicable laws and regulations of
any relevant jurisdiction. The information provided is not intended to provide and should not be relied upon
for accounting, legal or tax advice or investment recommendations. You should consult your tax, legal,
accounting or other advisors about the issues discussed herein.
No information provided in this presentation is intended as an offer or solicitation with respect to the
purchase or sale of any security. This document is not intended for distribution to, or use by any person or
entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.
In particular this document is not intended for distribution to, or for use by any person or entity in any
jurisdiction or country where such distribution or use would be contrary to local law or regulation.
No reliance may be placed for any purpose on the information and opinions contained in this document or
their accuracy or completeness. No representation, warranty or undertaking, express or implied, is given as
to the accuracy or completeness of the information or opinions contained in this document by any of African
Alliance, its members, employees or affiliates and no liability is accepted by such persons for the accuracy
or completeness of any such information or opinions, and nothing contained herein shall be relied upon as
a promise or representation whether as to past or future performance.
The African Alliance Group is held by African Alliance Limited (incorporated in the Isle of Man under
registration number 79171C). African Alliance Limited (and its subsidiaries) does not carry on any
operational or regulated activities in, or from, the Isle of Man as defined by the Financial Services Act 2008
(Act of Tynwald). Accordingly it is not, nor is it required to be, licensed or authorised by the Financial
Supervision Commission or any other regulatory body in the Isle of Man. The African Alliance Group has no
permanent place of business in the Isle of Man and does not hold itself out to carry on any regulated activities
in, or from, the Isle of Man. African Alliance does not carry on any operational or regulated in, or from, the
United States of America. Accordingly, African Alliance is not a licensed broker-dealer in the United States
of America, not is it licensed or regulated by the Securities Exchange Commission, the Financial Industry
Regulatory Authority or any other regulatory body in the US.
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