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Research Update:

Botswana 'A-/A-2' Ratings Affirmed On Continued
Stabilization Of Public Finances; Outlook Stable

Overview

 Botswana has a wel | -nanaged ninerals econony with a long track record of
political stability, and prudent econonic policies.

e« W are affirnm ng our sovereign ratings on Botswana at 'A-/A-2'.

» The stable outlook reflects our opinion that Botswana will continue to
record fiscal and current account surpluses, with intermttent and
generally brief exceptions when dianond prices and custom uni on revenues
are | ow.

Rating Action

On July 23, 2012, Standard & Poor's Ratings Services affirmed its 'A-
long-termand ' A-2' short-term sovereign credit ratings on the Republic of
Bot swana. The outlook is stable. Qur transfer and convertibility (T&C
assessnent for Botswana renains 'At+'.

Rationale

The ratings are supported by Botswana's strong governnent bal ance sheet,
wel | -managed m ner al s-based econony, and long record of political stability.

The ratings are constrained by the country's narrow econom ¢ base, which
relies heavily on the dianmond sector and is vul nerable to shocks, despite
efforts to diversify. Fiscal and inflation challenges and still-significant
devel opnent needs are further rating constraints.

Bot swana's stable politics, track record of prudent econom c policies, and
hi gh transparency are strong by energi ng market standards. However, the
country's narrow econony, incones that are anpong the lowest in the 'A

cat egory, high unenmploynent, and a high incidence of H V/AIDS are key credit
constraints.

Bot swana is one of the world's | argest dianond producers, and the dianmond

i ndustry remains the country's econom c | oconotive. It is the biggest
generators of forei gn exchange earnings and government revenues. Abundant,
wel | - managed di anond resources and a soci al -denocratic-style welfare state
have hel ped Botswana becone a mddl e-i ncone country with GDP per capita of
about $8,800 in 2011 fromone of the world's poorest countries in the 1960s.

The gl obal downturn in 2008-2009 hit Botswana hard, as declining externa
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demand caused the country's key commodity industries, in particular dianonds,
to contract sharply. The di anond mar ket rebounded in 2010 before slowi ng once
nmore in late 2011. The econony has recovered fromits 2009 contraction, and we
expect real GDP per capita growh to expand at about 3% per year in
2012-2014--just under its predownturn rate--provided that demand for di anonds
grows at | east nodestly.

After large fiscal deficits of 11.5%and 6.1%in the years ending March 31
2010 and 2011, rising revenues and real expenditure cuts resulted in a smaller
fiscal deficit of about 3.1%of GDP in 2011-2012. W forecast that Botswana
Will run a surplus of 0.9%in the year ending March 31, 2013, thanks to high
custonms revenues fromthe Southern African Custons Union, which are already
known but are accounted for with a lag, as well as strong growth in other
revenues and prudent expenditure managenent. W anticipate that, if dianond
demand is close to prior trends and spendi ng noderates, Botswana will record
smal | fiscal surpluses averagi ng about 1.8% of GDP in 2012-2015.

Fiscal deficits over the past three years reduced the governnent's net asset
position to just 1% of CGDP in 2010, but it has begun to rise with the stronger
fiscal performance, and we expect it to reach 7% of GDP by 2014. The country's
net external asset position has weakened, but remai ns substantial at about 90%
of current account receipts and conpares favorably w th peers.

The current account has noved back into surplus after a deficit of 5.7% of
current account receipts in 2009, and we are forecasting small surpluses from
2012 to 2015. This assunes that the recovery in exports will continue, but

al so that Botswana will see strong growth in inports. Small current account
surpl uses shoul d all ow Botswana to preserve a confortable net externa
creditor position of about 80% of current account receipts (CARs) until 2015.
We do not expect gross external financing needs to exceed 60% of CARs and
usabl e reserves during the forecast period, which inplies a favorabl e externa
liquidity position.

Outlook

The stabl e outl ook bal ances the econonic chall enges that the government of

Bot swana faces against still strong governnent and external bal ance sheets. W
think these bal ance sheets will be maintai ned as Botswana continues to record
fiscal and current account surpluses, with only intermttent and generally
bri ef exceptions when dianond prices and custons union revenues are | ow.

We could lower the long-termrating if fiscal or external slippage
significantly di m nishes asset buffers. A collapse in global dianond prices or
demand woul d likely be the cause.

We could raise the long-termrating if Botswana's creditworthiness inproved,
which would likely followif structural reforns are inplenented nore quickly,
inflation is brought into line with that of peers, dependence on nining

declines, and private sector devel opnent broadens. However, we do not expect
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sufficient progress on these factors to result in an upgrade over the next few
years.

Related Criteria And Research

e Soverei gn Governnment Rating Methodol ogy And Assunptions, June 30, 2011

e Criteria For Determining Transfer And Convertibility Assessnents, My 18,

2009

Ratings List

Rati ngs Affirned

Bot swana (Republic of)

Sovereign Credit Rating A-/ Stablel A-2

Transfer & Convertibility Assessnent

Local Currency A+

Seni or Unsecured A-

Bank of Botswana

Sovereign Credit Rating A-/ Stabl e/ A-2

Short - Ter m Debt A-2
Additional Contact:
Sovereign Ratings; SovereignLondon@standardandpoors.com
Conplete ratings information is avail able to subscribers of RatingsDirect on
the @ obal Credit Portal at www. gl obalcreditportal.com All ratings affected
by this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Moscow 7 (495) 783-4009.
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