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CHAPTER 6

A DESCRIPTION AND AN ANALYSIS OF THE 1993/94 SOCIAL
ACCOUNTING MATRIX (SAM) FOR BOTSWANA

6.1 Introduction

This chapter describes the Social Accounting Matrix (SAM) of Botswana for
1993/94. Besides providing information about this macro-SAM, the chapter
indicates the various national and sub-accounts of Botswana and the linkages
between them. As indicated in Chapter 5, a SAM provides a comprehensive
and consistent database regarding the circular flow of income and

expenditure in an economy in a given period of time.

“The utility of SAMs is that they can provide a comprehensive and consistent
record of the interrelationships of an economy at the level of individual
production sectors, factors, and general public and foreign institutions. They
can be used to disaggregate the macroeconomic accounts and they can
reconcile these with the economy’s input-output accounts” (Francois and
Reinert, 1997, p.95). A SAM also provides information about the structure of
the economy as well as on the distribution of income among the various factor

groups and institutions.

Before a detailed description of Botswana’'s 1993/94 SAM is offered, one
should mention that since her independence in 1966, Botswana has produced
seven SAMs. The first SAM was published in 1974/75. The 1996/97 SAM, the
latest has been published. As is the international and standard practice, SAMs
for  Botswana cover  principal accounts such as factors,
households/institutions, activity/production, commodities, capital and the rest
of the world. Rows represent income received by an account while columns
cover expenditure for the same. Conventionally, for any SAM, “receipts must

equal expenditure for each and every account”, (McDonald et al., 1998, p.93).
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6.2 Justification for and the description of Botswana’s 1993/94 SAM

The 1993/94 SAM was selected for this study because it represented a
normal performance of agricultural sector and the aggregate economy
(mining, manufacturing, food processing, tourism, finance, and so on).
Specifically, the rainfall season during the 1993/94 season was normal in
respect of the average area planted while the conditions of livestock, grazing
and access to water were generally also normal. Agricultural output during
1993/94 was also normal and therefore representative of the country’s
average annual performance (Agricultural Statistics, 1996). With respect to
the aggregate economy, the 1996/97 SAM, the latest to be published, did not
differ markedly from the 1993/94 SAM. In particular, GDP sectoral
contributions were almost similar between the two periods, implying very
minimal structural differences. The diamond-led economy is still dominant in
the two periods/SAMs followed by retail, restaurants and hotels (NDP 9,
MFDP, 2003). As this study is also concerned about how household food
security could be affected by international trade liberalization, it is also worth
noting that both the 1993/94 SAM and the 1996/97 SAM relied on the 1993/94
HIES. The use of the 1993/94 HIES by both SAMs means household level
characteristics are similar. In addition, since Botswana and her households
are also affected by HIV/AIDS, a study on the macro-impact of the epidemic
found that there was markedly very little difference between the two periods
as the intensity of the scourge started after 1996 (UNDP, 2000). It is
estimated that for adults it takes at least 10 years for the HIV infection to lead
to death (UNDP, 2000).

In order to construct the 1993/94 SAM, data had already been compiled by
CSO from national accounts, household income and expenditure,
farm/agricultural, consumer price, industry and labour surveys. As remarked
earlier, to produce this data set is time-consuming and costly, and requires
high-quality standards in order for a SAM to provide consistent and

comprehensive information of the kind described above.
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The 1993/94 SAM was reorganized and reduced. The original SAM had about
150 rows and an equal number of columns, i.e. a 150 x 150 structure. To
carry out this investigation the numbers of rows and columns were reduced
equally to 59, that is, 59 x 59. In this reduced 1993/94 SAM, commodities and
activities have been merged into one-to-one mapping so that each activity
only produces one commodity. As a result of merging the activity and
commodity account into a one-to- one mapping, the interpretation of the
columns and rows is the same. That is, income received (in rows) by the
activity is the same as that received by the respective commodity under a
one-to-one mapping. Similarly, expenditure (in columns) by activities is the
same as that of the respective commodity. Table 6.2 illustrates the reduced
SAM used in this study.

As a result of the one-to-one mapping, unlike in Figure 5.1 of Chapter 5, Table
6.2 does not specifically show commodity accounts as these have been
merged with the activity account. In Table 6.2 purchases by activities (column
transactions between activities) constitute the use/absorption matrix while
receipts of activities (row transactions) from other activities capture the make
matrix. Table 6.2 also covers the key accounts such as factors,
households/institutions, government, capital and the rest of the world (like in
Figure 5.1) to have a full understanding of income and expenditure
interactions in the economy. The decision to merge the commodity account
with the activity account based upon one-to one mapping, was made to
facilitate in the analysis and interpretation of results. In multi-commodity
activity account, it is not possible to isolate the effects of a shock on several

products if they all originated from one activity.

Further, following the adoption of a food security policy as part of the country’s
national agricultural policy in 1990 (see Chapter 2), Botswana also abolished
monopoly sorghum imports by the Botswana Agricultural Marketing Board in
1992 so as to allow traders and individuals to obtain this important staple food

from international markets. Prior to the adoption of this food security policy
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objective, government had embarked upon a policy of basic food self-
sufficiency, especially in sorghum, and had also granted a monopoly, to
source imports, to BAMB. The choice of the 1993/94 SAM, it is assumed, will
also adequately capture the sectoral and macro-economic wide effects of
trade liberalization and market access on household food security and
Botswana’s agricultural sector. A SAM not only shows how income-is
redistributed among households, it also shows the structure of the economy.
The structure of the economy takes several years to change. Infact the
description of Botswana’s economy in Chapter 1 shows the dominance of the
mineral sector for many years followed by trade, hotels, etc (NDP 9, MFDP,
2003). Further, it is assumed that adequate time has passed by to allow
various economic players to adjust to pricing and marketing policies approved

by government in 1990 when the food security policy objective was adopted.

6.2.1 Botswana’s Macro-SAM

The description and analysis of the 1993/94 SAM will firstly start with a
description of the macro-economic SAM for Botswana, and a detailed and
disaggregated 1993/94 SAM will follow. A macro-economic SAM provides
aggregated income and expenditure interrelationships among the major
accounts (factors, households, institutions activities, government, capital and
the rest of the world). In this SAM, government has been separated from other
institutions such as households, while as a public activity, government has
been aggregated under activities in the macro-SAM. The disaggregated SAM
will provide further details concerning households/institutions and activities.
Table 6.1 illustrates Botswana’s macro-SAM in millions of Pula by major

account.
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Table 6.1: Botswana’s 1993/94 Macro-SAM

EXPENDITURES
TOTALS

RECEIPTS

FACTORS |HOUSEHOLDS |O/INSTITUTIONS| ACTIVITIES GOVT |CAPITAL| ROW
FACTORS 0 0 0 10079.2 0 0 0 10079
HOUSEHOLDS 3801.4 0 0 0 462.4 0 46.8 4311
O/INSTITUTIONS 5763.6 0 0 0 1574.9 0 753.4 8091
ACTIVITIES 0 2660.8 121.6 4292.7 3301.3 1303 5220.7 |16779
GOVERNMENT 513 425.3 4590.9 578.7 12461 248.2 1067.3 21058
CAPITAL 0 321.9 2055.5 0 3654.1 0 -1123.2 |2853
REST/WORLD 0 903 1323.4 1827.9 11791 1301.6 2310.4 [7522
TOTALS 10079 4311 8091 16779 21058 2853 8275.4

Source: CSO, Botswana, 1999.

As is the SAM convention, receipts for each account must equal the
expenditure of that account. For instance in Table 6.1, while the receipts or
income for the factor account total P 10079 m, equally the total expenditure
for the account is the same amount. As indicated in Chapter 5, receipts are

recorded in rows while expenditures/outlays are registered in columns.

In general, while households are normally grouped together with other
institutions in most SAMs, in this study, however, the two have been
separated because the investigation is primarily concerned with individual
household food security. Private companies and state-owned organizations/
institutions are not the focus of this study, hence their sources of
income/receipts and expenditure have been separated from individual
households in the macro-SAM. As a result of this reorganization, the macro-

SAM contains seven principal accounts, namely, the factors, household, other
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institutions, activities, government, capital and the rest of the world. Below
follows a brief description of sources of income/receipts and expenditure by
principal/major account, following the separation of households from other
institutions. The analysis will examine the major sources of income/receipts

and expenditure by principal account.

6.2.1.1 Factor Account

Receipts or income for the factors all derive from the principal activity of the
macro-SAM shown in Table 6.1. Labour and capital are the only factors
covered. This is consistent with economic theory, since activities, including
services, employ factors such as labour and capital to produce goods. These
activities are shown in Table 6.2, ranging from Traditional Agriculture-cattle/P
to Services/P4o.43. Activities employ factors and remunerate/pay them for their

services.

Insofar as sources of expenditure are concerned, factors are owned by
households and institutions, including government, Hence these are the
principal accounts in which the factor account spends its income. Figure 6.1

shows the percentage share of expenditure of the factor account by principal

account.
Govt
5%
H/holds
38%
O/lnstit
57%

Figure 6.1: Sources of Factor Expenditure by Principal Account
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Other institutions, such as the private sector companies (banks, insurance,
manufacturing, and the like), account for most of the expenditure by the factor
account: about 57 percent of the total such expenditure. Households, which
cover both citizen and non-citizen families, received about 38 percent of the
total factor income. Government as an owner of factors also received about
five percent of the total factor income. The low share of government in total
factor expenditure indicates the dominance of the private ownership of the
means of production. In countries where the public sector is the main owner of
factors of production, government would account for a major share in factor

expenditure.

6.2.1.2 Household Account

As owners of labour and capital, households (rural and urban, both citizen and
non-citizen) received the bulk of their income (88 per cent) from factors
(labour, capital, and so forth) while government, through income transfers,
provided the next most important source of income (11 %). Figure 6.2
illustrates the income share of households by major account. Households also
received income, partly in the form of remittances, from an insignificant one

percent of people outside the country.

Govt
11% R/World

1%

Factors
88%

Figure 6.2: Percentage Share of total Household Income by Major Account
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As far as household expenditure is concerned, Figure 6.3 shows the shares
by principal account. Figure 6.3 shows that households spent about 62

percent of their income purchasing commodities produced by activities.

R/World
21%

Capital
7%

Activities
62%
10%

Figure 6.3: Percentage Share of total Household Expenditure

Commodities purchased by households include food, clothing, equipment,
machinery and services. Besides purchasing goods from activities,
households also spent about 21 percent of their income importing goods from

outside or from the rest of the world(R/world).

While domestic household purchases are strongly dominant compared to
purchases of the imports (62 % versus 21%), it is, however, still evident that
the global market is important for household food security and welfare since
the country is an open economy. Further, households paid government about
ten percent of their income as tax while families disbursed another seven
percent as investment (capital). As a proportion of total household income,
investment accounts for a very small portion. Based on these results, it can be
safely said that according to the 1993/94 SAM the greater proportion of

household income is spent on consumption, as opposed to capital formation.
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6.2.1.3 Other Institutions

The category of other institutions, as earlier indicated, covers private
companies and state-owned organizations. Figure 6.4 portrays the share of

income gained by other institutions by major account.

R/W orld
9%

Factors
71%

Figure 6.4: Percentage share of Income for Other Institutions

Figure 6.4 illustrates that as with households, factors accounted for most of
the income of other institutions: about 71 percent of their income, while
government in the form of grants/subsidies provided 20 percent. Some of the
institutions benefited from government through financial grants for
employment creation and manufacturing. In particular, government provided
both labour and capital grants to these institutions. The rest of the world also
provided other institutions with additional income worth nine percent of their
total receipts during the 1993/94 SAM. Income from the outside world covers

royalties, profits, and similar sources.

Other institutions spent their income as indicated in Figure 6.5. As expected,
other institutions, a category which covers income-earning private companies
in sectors such as minerals and manufacturing, disbursed a significant

amount of their income on corporate tax. About 57 percent of their income
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was paid to government as tax while 25 percent was used for investment or
capital formation. About 16 percent was utilized to import goods and about

two percent was used to purchase goods from activities.

Factors
0%
Activities
2%
R/World
16%

O/Instit

0%
Capital
25% Gout
57%

Figure 6.5: Percentage Share of Expenditure for other Institutions

6.2.1.4 Activity Account

The principal activity account received income from several sources. As
indicated earlier this account obtains income by selling its goods and services
in both the domestic and external markets. Figure 6.6 indicates the

percentage share of the activity income by major account.

H/holds
16%
R/World O/Insti.
30% / 1%
Activities
< ; : : 26%
Capital
8%
Govt
19%

Figure 6.6: Income Sources of the Principal Activity Account
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Figure 6.6 illustrates the breakdown of income sources for the principal
activity account by major economic players during the 1993/94 SAM. External
trade contributed 30 percent of the account’s total income through exports
commodities, while activities traded among themselves to contribute 26
percent of the principal activity’s income. Activities purchase intermediate
inputs and services from others and in this way generate income among
themselves. Government provided the third largest source of income to the
activity account. About 19 percent of the total account’s income was derived
from government. Government purchases goods and services from productive
activities. Households came fourth, accounting for 16 percent of the total
activity income/receipts. As households constitute final demand, they
purchase commodities (food, clothing and other goods) from activities to meet
their consumption requirements. Further, the capital account also purchased
goods from activities for the purposes of investment. About eight percent of
the activity income stemmed from the capital account. Other institutions

contributed only one percent of the activity’s total income.

The activity account which as indicated earlier is combined with the
commodity account disbursed its income as shown in Figure 6.7. About 60
percent of the activity income was spent on remunerating factors (such as
labour and capital). Factors derive their income from activities that engage
their services. After expenditure on factors, the activity account spent about
26 percent of its income on purchases between the activities themselves.
Purchases among activities themselves include input orders as well as
payment for services regarding the production of goods. About 11 percent
was used by the activity account to import intermediate inputs while three
percent was spent on government taxes. Activities pay sales tax and import

duties on inputs to government.
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R/W orld
11%

Govt

3%

Activities
26%

Factors
60%

Figure 6.7: Percentage Share of Activity Expenditure by Principal Account

6.2.1.5 Government Account

As far as government receipts are concerned, income was obtained mainly

from government itself by the sale of public services. Figure 6.8 illustrates the

percentage share of government revenue by principal account.

R/World

o,
2% Factors

Capital 4%
2%

35%
Govt
48%

Activities
5%

OlInsti.

H/holds
4%

Figure 6.8: Percentage Share of Government Revenue by Principal Account

From figure 6.8, it is evident that almost half of government income was

derived from the public institution itself. About 48 percent of government
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income during the 1993/94 SAM came from its own organs through the
provision of governmental goods and services. As a provider of public goods,
government generates its own output, which in turn is consumed largely by
itself (1993/94 SAM, CSO, 1999, p.26). The private sector is generally very
reluctant to participate in the production of public goods owing to limited
exclusion as other agents can freely benefit without investing. The market for
government goods is very limited outside government itself, hence the
significant income generated from within. Besides government, other
institutions accounted for 35 percent of government receipts, by paying
corporate taxes. These mainly comprise private companies that include the
diamond, manufacturing and service industries (banks, insurance companies,
etc). While activities contributed about five percent, households and factors
each also accounted for four percent of government income. Activities pay
government sales tax as well as duties on imported inputs. Households pay
income tax while factors contribute to government revenue by paying tax on
capital, in particular. Figure 6.8 also indicates that about two percent of
amounts were received from the rest of the world as interest payments on
external savings while another two percent represented interest payments on

capital invested locally.

As far as government expenditure is concerned, Figure 6.9 illustrates the

percentage share by major account.
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H/holds
4%

Capital ~ R/World OfInstit
12%

Activities
24%

47%

Figure 6.9: Percentage share of Government Expenditure by Major Account

Figure 6.9 indicates that government accounted for most of its own
expenditure in the provision of public goods (education, infrastructure, health,
and so on). About 47 percent of total government income was spent on public
services while 24 percent was used to purchase goods and services from
productive activities. About 12 percent each was spent on other institutions
and capital. Other institutions received grants/subsidies for manufacturing or
employment creation while some funds were used for investment in capital
goods (such as equipment and machinery). Households also received about
four percent as income transfers from government while one percent of
expenditure went on imports. Of late, government expenditure has been
increasing owing to the prevailing HIV/AIDS scourge, which could prejudice
the development of other important public goods. Already some projects have
been shelved pending an improvement in government revenue. Cost-recovery
measures by means of increasing fees and reduction/removal of subsidies are
being introduced and explored. A broadly based value added tax (VAT) has
also been introduced recently in order to diversify and increase public

revenues.
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6.2.1.6 Capital Account

Regarding the capital account, receipts or income have been obtained from
several sources. Income from the capital account constitutes domestic and
external savings. Figure 6.10 captures the percentage share of capital

receipts/savings by major account.

R/World H/holds
22% 6%

OllInsti.
41%

Govt

31%

Figure 6.10: Percentage Share of Capital Income by Principal Account

Figure 6.10 portrays the breakdown of capital receipts by major account.
Other institutions accounted for 41 percent of savings. These institutions
include private and state-owned companies engaged in banking, insurance,
diamond, manufacturing and service industries, etc. After these institutions,
government comprises the next most important source of savings, accounting
for about 31 percent of capital receipts. Additional and unspent funds, mainly
from diamonds, account for government savings. The relatively large share of
government’s contribution to capital income partly shows the limited role in
particular, of individual households as well as other institutions in capital
mobilization. The rest of the world is the third most important source of capital
receipts, accounting for 22 percent. Capital receipts from outside the country
constitute foreign capital inflows, which are also critical for economic
diversification as well as for enlarging the role of the private sector in the
country. Households contributed the remaining six percent of the total capital
receipts. Unlike the situation in other developing countries such as those in

southeast Asia, where household savings account for at least 20 percent of
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total capital income, Botswana is still lagging behind. While efforts are being
made to encourage household savings, government has in the meantime

played a crucial role in building savings.

Insofar as capital expenditure is concerned, Figure 6.11 provides the

breakdown by principal account.

Govt
8%

Activities
46%

Figure 6.11: Percentage Share of Investment by Principal Account

R/World
46%

Imports and activities received most of the capital expenditure. About 46
percent of the total capital expenditure was used to purchase imported goods,
for the purposes of investment, while the same percentage was spent on
activities. Activities benefited from capital expenditure, as they also require
machinery and equipment, etcetera, in order to increase output. Besides
payments for imported capital and investment in the activity account,
government borrowed about eight percent of capital resources for its own
investment. It is worth noting that although government is one of the major
sources of savings, in capital expenditure the private sector takes the lead.
This could help to promote the development of competitive and sustainable

industries.
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6.2.1.7 Rest of the World Account

As far as the account for the rest of the world is concerned, several principal
accounts contributed income as export earnings. Figure 6.12 indicates the

percentage share of export earnings by major account.

H/holds
R/World 12%
29% OllInsti.

17%

Capital Govt Activities
17% 2% 23%

Figure 6.12: Percentage share of Export Earnings by Principal Account

About 29 percent of the income for the rest of the world originated from
exports, while activities accounted for 23 percent of total income. Activities
import goods as inputs from the rest of the world and in the process contribute
income to the outside world. Other institutions and capital each contributed
about 17 percent of the income for the rest of the world as import payments.
Other institutions cover private companies as well as state-owned
organizations. Imports by the capital account and other institutions altogether
contributed 34 percent of the income for the rest of the world. Individual
households imported goods, which accounted for about 12 percent of the
income. Government accounted for the remaining two percent of the income

for the rest of the world account.
Regarding expenditure, the rest of the world spent most of its income on

activities. Figure 6.13 portrays the breakdown of expenditure incurred by the

rest of the world account.
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Figure 6.13: Percentage Share of Expenditure of the Rest of the World by Principal

Account.

About 53 percent of the total expenditure by the rest of the world comprised
payments for commodities exported by activities in Botswana. Consequently
these import payments represented export earnings for the country. The rest
of the world further spent about 24 percent of its income on paying for imports
from other parts of the world. About 12 percent was disbursed as returns to
capital (repatriated profits, etc) by the rest of the world, while other institutions
benefited by about eight percent from the total expenditure of the rest of the
world. This means that other institutions received income from outside the
world as grants. The rest of the world also spent about three percent of its
total income on government duties or taxes. A very insignificant amount (less
than one percent) was spent by the rest of the world as remittances to

households in Botswana.

In summary, the foregoing description and analysis of the Macro-SAM has
indicated the broader interrelationships between and among the aggregate
accounts, as well as offering an illustration of how SAM balances. Further, the
Macro-SAM has demonstrated the circular flow of income and expenditure in

the economy.
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Below is a detailed description and analysis of a disaggregated SAM that will
also underscore the common features of circular income and expenditure
flows, as well as the overall balancing of the various accounts. Since the
focus of this study falls on food security, agriculture and other linkages,
including those within and between factors, households, activities and the rest
of the world, the following description and analysis of the disaggregated SAM
will concentrate on these relationships/linkages. Those activities and other
sub-accounts where the income and expenditure relationships with household
food security and farming are generally limited or weak will be accorded only
a very brief description. The empirical analysis of the linkages will be

undertaken in Chapters 7 and 8.

6.2.2 Botswana Micro-SAM

The disaggregated Botswana SAM for this study has been broken down into
59 sub-accounts, which cover the main accounts already described in the
Macro-SAM. As the disaggregated SAM contains 59 sub-accounts, there are
59 rows/sub-accounts and 59 columns/sub-accounts. Rows represent income
or receipts while columns record expenditures. As a result of this
reorganization, this SAM is classified as a 59 x 59. Table 6.2 contains the
disaggregated SAM for 1993/94(CSO, 1999).

Before describing the micro-SAM, it is also important to observe that unlike

the SAM structure provided in Figure 5.1 of Chapter 5, in Table 6.2 there are

no commodity accounts.
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The detailed description and analysis of Table 6.2 is now presented below.

6.2.2.1 Factor Account

To compile information on “Factor Payments” or value added, several surveys
were conducted by CSO in order to generate the 1993/94 SAM. These
surveys included Employment, the Census of Manufacturing and Construction
and the Census of Production and Distribution (all in 1993) and Household
Income and Expenditure for 1992/93 and 1993/94. Data from the National

Accounts were also used extensively to construct the 1993/94 SAM.

There are eleven (11) sub-accounts/ sub-matrices under the principal factor

account (see Table 6.2):

F1 - Professional & Technical Employees (citizen),

F2 - Professional & Technical Employees (non-citizen),

F3 - Administration & Management Employees (citizen),

F4 - Administration & Management Employees (non-citizen),
F5 - Clerical Employees (citizen),

F6 - Clerical Employees (non-citizen),

F7 - Skilled Manual Workers (citizen),

F8 - Skilled Manual Workers (non-citizen),

F9 - Unskilled Workers,

F10 - Mixed Income,

F11 - Gross Operating Surplus.

The first nine sub-matrices represent payments to or income received by
employees, F1 to F9. Furthermore, the classification of employee categories
is by skill and citizenship, except for employee category F9 where the
classification was not based on citizenship, as at the time few unskilled

workers who were non-citizens were employed in the economy. However, this
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situation may change since Botswana has recently approved a policy to

import unskilled workers for sectors such as agriculture.

Of the total factor income of P 10079m, 65 percent of it is dominated by gross
operating capital/F{1 or returns to owners of capital while the remaining
income largely comprises wage income for F; to Fg. Mixed income/F
accounts for about four percent of total factor income. Figure 6.14 illustrates

the main sources of factor income based on a disaggregated 1993/94 SAM.

Agric & GA,
0,
Govt, 17% S% Mining,
38%
Others,
40%

Figure 6.14: Sources of Factor Income by sub-account

It is shown in Figure 6.14 indicates that other sectors (P12 to P4o43) and
mining/Ps.14 in Table 6.2 accounted for about 40 percent and 38 percent
respectively of total factor income. These activities include manufacturing,
textiles, meat processing, transport, construction and business services. It is
also evident that mining, dominated by the diamond industry, contributes
substantially to factor income, especially through the gross operating
surplus/F+4. Central and local government (Psg and P3g) contributed just 17
percent of the total factor income. Specifically, central government contributed
the largest source of wage income to workers. Agricultural activities together
with gathering, harvesting and hunting (P4 to P4) accounted for five percent

while services/) contributed only two percent.
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Regarding the distribution of total factor income, about 65 percent went to
gross operating surplus/Fq1 as returns to owners of capital. Owners of capital
here comprise institutions such as private companies and state-owned
enterprises. Workers received only about 31 percent of total factor income. By
examining the share of the income of citizens versus the income of labour, we
derive very interesting results. As a proportion of total factor income, citizen
wage income accounts for about 26 percent while non-citizen workers retain
just five percent of the total factor income. The major beneficiaries of wage
income among citizen workers are skilled personnel/F7, professional and
technical employees/F1, clerical staff/Fs and unskilled employees/Fg. Among
non-citizen workers, professional/F, and administrative staff/F, gained most
from wage income. Central and local government, mining, trade, construction
and business services were the main sources of wage income (accounting for
at least 60 percent) for professional, technical, administrative, clerical, skilled
and unskilled personnel, both citizens and non-citizens. Except for mixed
income/F 1, agriculture contributes minimally to wage income. Mixed income

represents factor income that is derived mainly from traditional farming.

When we examine the expenditure of total factor income by the disaggregated
principal account, we find that, as expected, all the income is received by
owners of factors, namely households (citizen and non-citizen), other
institutions and government. Figure 6.15 illustrates the breakdown of total

factor expenditure by disaggregated principal account.
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Figure 6.15: Sources of Factor Expenditure by Sub-Account

From Figure 6.15, it is evident that non-financial enterprises/institutions
received most of the total factor expenditure (56 %). Non-financial enterprises
cover private and state-owned organizations such as mining, manufacturing
and business service companies. The diamond mining company dominates
these institutions. Their gross operating surplus is the single largest source of
income for non-financial institutions. The next most important institutions to
benefit from total factor outlays are urban and rural households, both based
on wage income. These received 13 percent and ten percent respectively of
total factor expenditure, through wages of professional, technical,
administrative, technical, skilled and unskilled personnel. Other significant
institutions that have benefited from total factor expenditure include non-
citizen households (6%), self-employed rural households (4%), central
government (4%) and self-employed urban households (3%). While
households mainly benefited from total factor expenditure through wage
income, central government gained from gross operating surplus, as one of

the owners of capital. Local government, rural and urban households, based
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on income transfers, and non-profit private institutions each gained about one

percent from total factor outlay/expenditure.

6.2.2.2 Household Account

Because this study is largely concerned with improving household food
security in Botswana through global trade liberalization, the income sources of
household by type, as well as the ways in which households spend their
income, will be extensively discussed. In the 1993/94 SAM, seven types of
households are included of which the first six are classified as citizen, while
the last is non-citizen. Citizen households are further divided into two broad
socio-economic and geographic areas, namely urban versus rural. Within
each broad socio-economic group, citizen households have been classified as
wage-based, self-employed or those dependent on income transfers from
government. In terms of this classification, the seven household types are as

follows:

Urban households - wage (citizen)

Urban households - self-employed (citizen)
Urban households - transfers (citizen)
Rural households - wage (citizen)

Rural households - wage (citizen)
Rural-households - transfers (citizen)

Non-citizen households.

Before we examine the share of total household income by household type,
the sources of total household income should be investigated. As one might
expect most of the household income derives from factors (see Section
6.2.2.1 above), especially wage income. In Figure 6.16 we indicate different
sources of household income based on disaggregated accounts. The different

sources of income appear in table 6.2 of the reorganized 1993/94 SAM.
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Figure 6.16 indicates that administrative, managerial and clerical personnel
(AD & MC) contributed about 21 percent of total household income while both
professional and technical (Prof & T) and skilled personnel (SK) each
accounted for 20 percent of household income. Unskilled employees (UNSK)
and government income transfers (GOVT/Tran) accounted for 12 and 11

percent respectively of total household income.

GVT/Tran ROW Prof & T
0,
%c;s 1% 1% 20%
(o]

M/Income
9%

Ad &MC
21%

SK.
20%

Figure 6.16: Sources of Household Income by Disaggregated Factor Group

Furthermore, mixed income (M/Income) and gross operating surplus (GOS)
contributed nine and six percent, respectively, to total household income, as
shown in Figure 6.16. Mixed Income covers receipts from the sale of farm
produce, handicrafts, firewood, traditional beer, employment in herding
livestock and working in arable farming, income from village industries,
hunting and gathering, traditional healing, etc (SAM 1993/94, CSO, 1999,

p.21). GOS covers returns to owners of capital.

Finally, the rest of the world (ROW), through remittances, provided just one
percent of the total household income. ROW covers remittances from workers
outside the country. ROW used to be a significant source of income while
mine workers from Botswana were employed in South Africa during the
1970’s. It is evident from Figure 6.16 that those households that do not have
employed members, especially in the relatively high-income areas such as

professional, technical, managerial, administrative and skilled categories, face
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serious food and income insecurity. We now examine the share of total

household income by household type. Figure 6.17 illustrates the breakdown.

Non-Citizen

Households
15%

Urban Households
- Wage Income
34%

Rural Households -
Transfers
6%
Rural Households -
Self-employed
11%
Urban Households
- Self-employed
8%

Rural Households -
Wage Income
25%

Urban Households
- Transfers
1%

Figure 6.17: Share of total Household Income by Household type

Figure 6.17 shows that urban households who received wage income gained
the largest share of total household income, followed by their rural
counterparts. Whilst the (citizen) urban households reliant on wage income
accounted for about 34 percent of the total household income, (citizen) rural
households also dependent on wages received 25 percent of the household
income. This means that citizen households in both urban and rural areas
which were dependent on wage income, altogether accounted for 59 percent
of total household income during the 1993/94 SAM. Wage income from
professional, technical, administrative, managerial, skilled and unskilled
personnel accounted for almost all income among the wage-based citizen

households.
Further, non-citizen households came third, by receiving 15 percent of total

household income. This is a result of the large number of foreign workers in

the relatively high- income professional, technical, administrative, managerial
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and skilled groups. Government has since intensified training in these scarce

skills in order to reduce dependency on foreign workers.

Rural households whose income is dependent on self-employment accounted
for 11 percent of total household income while their counterparts in the urban
areas of Botswana received about eight percent of household income. Citizen
households in both rural and urban areas which were together dependent on
self-employment received 19 percent of total household income. For citizen
households reliant on self-employment, mixed income/F, and wage
employment constituted the key sources of income. The two sources

contribute at least 50 percent of total household income.

Citizen households with an income derived from transfers altogether received
seven percent of total household income. While rural households depending
on such income transfers accounted for about six percent of total household
income, their urban counterparts only received one percent. Government
income transfers and mixed income are the major sources of income for
citizen households largely dependent on income transfers. The two sources
account for at least 50 percent of total household income among these

households.

Based on results in figure 6.17, it is therefore evident that citizen households
whose income is based on transfers constitute the poorest families in the
country and therefore face food insecurity. As these impoverished households
spend a significant proportion of their disposable income on food and other
basic commodities, this study will examine how international trade
liberalization could contribute to their food security. Chapter 4, which dealt
with partial equilibrium analysis, indicated that the reduction of tariffs and
subsidies improves the overall consumer surplus as well as welfare but the
results did not indicate which consumers/households are affected. Chapters 7

and 8 examine this aspect by employing the SAM-based approaches.
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Insofar as total household expenditure is concerned, Figure 6.18 illustrates
the breakdown. The figure shows that purchases of goods and services from
other activities accounted for about 50 percent of the total household

expenditure for the seven socio-economic family types.

ROW Food & Agric
220, 16%

ita CI "
o P

5% Other Goods

0%

Figure 6.18: Household Expenditure by Sub-Account

These goods cover commodities and services produced by activities ranging
from beverages/P33 to services/Po43 in Table 6.2, including mining/Ps.11.
Goods such as beverages, clothing/textiles, leather, chemicals, furniture,
electrical, transport equipment, housing and utilities form part of the essential
household purchases. Imported goods came second and accounted for about
22 percent of total household expenditure. Food items, especially cereals,
dairy and vegetables, constitute Botswana’s major food imports. At least 70

percent of the country’s requirements for these products are met from imports.

Thirdly, about 16 percent of aggregate household expenditure was spent on
food and other agricultural commodities produced by all primary activities, i.e.
traditional agriculture/ Py other agriculture/P, and freehold farming/Ps
gathering, harvesting and hunting/Ps, Commodities originating in primary
agriculture cover purchases of livestock for meat and milk as well as grains
(maize, sorghum, cowpeas, etc.), while products from the veldt also form part
of household expenditures. In addition to goods produced by primary

agriculture, products of meat processing/P+2, dairy processing/P13 and the
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bakery/P19 were included under food and agricultural purchases. Meat, dairy
and bakery products are very important food items. If imported food items
from ROW are included, the share of food and agricultural purchases in total
household expenditure increases above the 16 percent indicated in Figure
6.18. Furthermore, households also used about seven percent of their income
as savings (capital) while about five percent was paid by all households as

taxes to government.

In order to evaluate the effects of international trade liberalization, it is
important to understand how different households spend their income, as this
would assist one in identifying those goods that could improve food security if
markets are made more open and competitive. Table 6.3 records expenditure

on goods/services by household type.

Table 6.3: Share of Expenditure on Goods/Services by Household type
(%)

Food & Agric Others Govt Capital ROW
Urban Households - Wage Income |14.11 49.21 5 16.4 15.27
Urban Households - Self-employed [19.41 50 2.2 16.95 11.63
Urban Households - Transfers 31.71 96.55 6.1 -62.64 28.32
Rural Households - Wage Income [16.49 47.52 4.84 6.61 24.53
Rural Households - Self-employed (26.39 42.75 5.17 -6.28 31.96
Rural Households - Transfers 23 42.4 6.35 -11.76 40
Non-Citizen Households 5.17 56.44 8.67 6.63 23

Source: 1993/94 SAM, CSO, 1999.

Table 6.3 shows that wage-based households in both urban and rural areas
spent less than 20 percent on food and other agricultural items/goods,
including primary goods produced by activities P4 — P4. However, if imported
food is included, then these households also exhibit a proportionally higher
food-related family budget. About 50 percent of total expenditure by wage-
based households in both urban and rural areas was spent on other goods.
While wage-based households in urban areas spent about 49 percent of their
income on other goods such as clothing, transport, equipment and furniture

their rural counterparts used about 48 percent of their income on similar
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goods. Further, wage-based urban households disbursed almost the same
amount on savings (16.4 percent) as imports or the rest of the world (15.3
percent). Their rural counterparts spent more on imports (24.5 percent) but
saved only 6.6 percent of their income. Both households paid government the

same amount of their total income in taxes (5 percent).

With respect to self-employed households, the expenditure trend is similar to
that of wage-based households. While self-employed households in urban
areas disbursed about 19.4 percent of their income on food and other
agricultural primary products, their rural counterparts used 26.4 percent of
their total family income on similar commodities. On purchases of other goods
and services from other activities, self-employed urban households spent
about 50 percent of their income on these items while their rural counterparts
used 43 percent of their disposable income. In general, relative to urban
areas, goods/services such as housing, utilities and clothing tend to be
cheaper in rural areas. For instance, land costs are almost negligible in rural

areas. Land in the rural areas is generally free; hence lower fixed costs apply.

Whilst self-employed households in urban areas used about 17 percent of
their income as savings (capital), their rural counterparts instead drew on their
savings in order to finance household expenditure. Specifically, self-employed
households withdrew about 6.3 percent of their savings to pay for their
household expenditure. Drawing from savings could also imply unreliable or
risky regular sources of income for such households. Agriculture is an
important source of income among self-employed households. Given the high
frequency of drought as well as disease outbreaks, it is not surprising that

self-employed households resort to drawing from their savings.

On imported goods, self-employed households in the urban areas disbursed
about 11.6 percent of their total income while those in rural areas used almost
a third (32 percent) of their disposable income. Once again, imported goods
also cover food items, which, as in the case of wage-based households,

increase the proportion of the food budget among self-employed households.
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With respect to government taxes, self-employed households in the urban
areas paid over about 2.2 percent of their income while their rural
counterparts contributed 5.2 percent of their total income to government. Part
of the reason for this disparity between the two could be that many rural

households own cattle, the income from which is subject to tax.

Households dependent on income transfers spent at least 20 percent of their
income on food and agricultural primary products, including the gathering of
these. As indicated in Figure 6.19, such households accounted for just seven
percent of total household income in the country during the 1993/94 SAM.
Households reliant on income transfers constitute the poorest families in

Botswana.

Whereas urban households dependent on income transfers spent about 32
percent of their income on food and other primary products from agriculture,
gathering, harvesting and the like, their rural counterparts used 23 percent of
their income on similar goods. The disparity in food-related expenditure
between the two household types possibly results from the fact that in rural
areas some of the food is easily obtained from relatives and commodity prices
are less, owing to lower transportation and marketing costs than in urban
areas. Despite the disparity in food-related expenditure, the share of the
budget disbursed on the food sector is relatively high for poor households.
This will also be examined in detail in Chapter 8 when a policy experiment on

tariff reduction/price changes is undertaken.

Where purchases of other goods are concerned, Table 6.3 indicates that
households dependent on income transfers in urban areas used almost all
their income, about 96.6 percent, on these items that technically prejudiced
other household consumer and capital items. As shown in the table, these
households drew down their savings by 62.6 percent in order to finance
additional expenditure. As for households dependent on similar income in the
rural areas, about 42.4 percent of their income was disbursed on other goods.

Like their urban counterparts, rural families based on income transfers also
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drew down their savings by 11.8 percent to finance additional household
expenditure. In general, impoverished households tend to utilize their savings

and other assets to finance basic household expenditure.

With respect to imported goods, while urban households based on income
transfers used about 28.3 percent of their income to pay for these goods, their
rural counterparts surpassed them by spending 40 percent of their total
income on similar commodities. Imported goods once again cover food items,
among other goods. As a result, the proportion of the food budget among
households dependent on income transfers is higher than that captured in
Table 6.3. With this relatively high proportion of imported goods purchased by
impoverished households, in particular, coupled with the unsuitability of
Botswana’s land resources for most food and agricultural products, it is
important that trade liberalization through tariff reduction, inter alia, is

advocated and supported so as to enhance food and income security

6.2.2.3 Rest of the World (ROW) Account

Figure 6.19 shows sources of income for the rest of the world (ROW). Total
ROW income represents Botswana’s total bill of imports from other countries.
Imports from other parts of the world accounted for about 29 percent of the
total income, while other activities (Ps.11 to P4o.43 in Table 6.2) in Botswana
imported inputs, which contributed 23 percent of the income spent outside
Botswana. Activities purchase raw materials from outside Botswana for the
purpose of the production of final goods. Imports by capital and other
institutions each accounted for 17 percent of the ROW’s total income. Capital
imports cover foreign investment, while other non-financial institutions
imported goods. Households imported goods including food, which
contributed about 12 percent of the ROW'’s income. Wage-based households
in both urban and rural areas accounted for at least 50 percent of total
household expenditure on imports. Imports by primary agriculture including

gathering activities (P4 to P4in Table 6.2) contributed less than one percent of
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the ROW’s total income, while government together with transfers accounted

for two percent of the ROW'’s total income.

O/Activities

ROW 7%

29%

Households
| 12%
Cap;tal Gout Olinstitutions

17% 29, 17%

Figure 6.19: Sources of Income for the ROW Account by Sub-Account

Insofar as the ROW’s total expenditure is concerned, this represents income
to Botswana accruing from the country’s exports (diamonds, textiles, meat,
tourism, etc). Specifically, ROW’s total expenditure is equal to Botswana’s
total export revenue from international trade. In Figure 6.20, the rest of the
world disbursed about 54 percent of its expenditure by paying for exports from
products generated by several activities in Botswana. These include minerals,
textiles and meat. Furthermore, ROW also paid for other imports from
Botswana, which accounted for 24 percent of total expenditure. About 11
percent was paid to Botswana as capital revenue. This covers profits,
dividends, and the like from investments made outside the country. Other
institutions received eight percent from ROW as remittances and so forth,
while government earned about three percent as import duties. Primary

agriculture and households received less than one percent from ROW.
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Figure 6.20: Sources of Expenditure for the ROW Account by Sub-Account

It is evident from Figure 6.20 that exports originating from several productive
activities in Botswana provide the country with valuable foreign exchange
earnings. These earnings are in turn used to import food, inputs, technology,
machinery, etc. ROW also provides government with import tariff revenue. In
view of the relatively large contribution of exported goods to the country’s total
export revenue, it is important that improved market access is pursued in
order to increase foreign earnings for the purposes of food security,

development and economic diversification.

The next two chapters analyze the effects of various policy
shocks/experiments on the food security/welfare and competitiveness of
Botswana’s economy and agricultural sector, in particular. Specifically, both
the fixed-price income as well as the price multiplier analysis described in
chapter 5 will be used to examine the effects of international trade

liberalization on food security and agricultural competitiveness in Botswana.
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