Monetary Policy, Governance
and Economic Development
The Botswana experience
Michael Chibba

After more than a quarter of a century of robust economic growth averaging around nine per cent annually, Botswana is at a crossroads. Social problems cast a long shadow over its long and impressive economic record:
about 30 per cent of the population lives in absolute poverty, unemployment rates remain very high at around 25 per cent of the labour force, and
HIV/AIDS rates continue to be one of the highest in the world
(OECD/AfDB 2006). Meanwhile, the rate of growth has declined to
around five per cent for the past five years (2001–06) and diversification of
the economy remains an elusive goal. Botswana finds itself still overly
dependent on mining—which accounts for about 40 per cent of GDP and
over 75 per cent of total export earnings—while revenues from the mineral sector have reached a plateau. These economic and social issues,
unless successfully addressed, will erode decades of overall progress in the
development of Botswana. Exacerbating these problems is a monetary
policy that is viewed by many stakeholders as having failed to be a positive force in the nation’s development.
The purpose of this paper is to share lessons learned from the Botswana
experience on monetary policy, governance and economic development,
and to offer policy and programme recommendations that are relevant not
only to Botswana but also to other developing countries. To move towards
this outcome, the objectives of monetary policy are first outlined,
especially the relationship between monetary policy, inflation and
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development; next, the results of stakeholder consultations on monetary
policy and economic development are presented; third, key weaknesses in
Botswana’s monetary policy are discussed; fourth, the overarching role of
good governance is highlighted; and finally, lessons learned and accompanying recommendations are articulated.

Objectives of monetary policy
The relationship between monetary policy, inflation and development is
of considerable interest to economists, businessmen and policymakers.
Monetary policy normally has objectives such as price stability in the
medium to long term, exchange rate alignment with economic fundamentals, support for the goal of full employment, and contributing to the
achievement of national development goals. Within such a context, many
countries place great emphasis on the objective of achieving and maintaining a low and stable rate of inflation, as there is strong empirical evidence that high inflation distorts decision making with respect to savings,
spending, production and investment, and that this contributes, inter alia,
to slower economic growth in the long term.
Monetary policy at the Bank of Botswana (the central bank) is guided
by the principal objective of achieving a low, sustainable and predictable
level of inflation (Bank of Botswana 2006a). It is widely recognized that
conducting monetary policy effectively requires efficient transmission
mechanisms that facilitate monetary policy actions which ultimately act on
inflationary pressures. Monetary policy has four main channels of transmission: interest rates, exchange rates, asset prices and availability of
credit. Many central banks view the interest rate channel as perhaps the
most important of all to address inflationary pressures. The central bank
has embraced this approach and uses interest rates as the main mechanism
to achieve its principal objective. In addition, it acknowledges that if this
approach is pursued with the support of complementary government policies, especially fiscal policy, then monetary policy can contribute towards
the achievement of overarching national development goals—such as a
stable macroeconomic environment, diversification of the economy,
and sustainable improvements in living standards (Bank of Botswana
2006a).
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