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1. Introduction and context of this paper.

The performance of agriculture in South Africa ba®e seen in the context of the economic
history of the country, which saw heavy investm@nfwhite) commercial agriculture, a key
constituency of the apartheid state, through méghe 20" century. The state supported
farmers through legislation such as the Cooperdbiweieties Acts and the Marketing Acts,
through investment in research and developmentastriicture, extension services and the
settlement of farmers, etc., and through protectbmlomestic markets from international
competition. At the same time a range of measwsed) as the Land Acts and the creation of
the homelands, were put in place to suppress Hiagkers, whether in the commercial
farming sector, or the communal areas of the formeenelands.

Four events between 1973 and 1976 set in motioitigat| social and economic changes in
South Africa that were to result in a new approtchgricultural policy. These included the
labour unrest and ‘unlawful’ strikes by black tras@ons in the Durban region in 1973; the
OPEC oil crisis of 1973; theoup d' etain Lisbon in April 1974 that resulted in the alvest
invasion of Angola by South Africa in 1975; and ®eweto students’ uprising of June 1976.
By 1976 the economy had moved into recession, whiched into a period of prolonged
stagflation that lasted until 1994. As a resulgremmic policy shifted in the late 1970s, with a
greater focus on deregulation of the financial ratgk This set in motion a process of
deregulation of agriculture that was only complatethe late 1990s.

The purpose of this report is to describe how ftipecaltural sector performed during these
times, in particular related to food security/séffiecency, as well as the relationship between
policies and the performance of the sector dutiigperiod.

The context of this research as it relates toessuch as the roles of agriculture in the South
African economy will firstly be attended to.

The next part of the report analyse commercialcagitire; followed by an overview of
farming in the communal areas of the former honadaihis will be followed by reference
to food production and food price considerations.

A policy frame work to enable the agricultural ggdb play a productive and supportive role
in the evolving South African environment will filkabe proposed.

2. The growth performance of commercial agriculture
2.1 Output and GDP contribution

The performance of South African agriculture is\hikgainfluenced by weather occurrences,
as is evident from Figure 1 below, which shows@2P contribution of the sector since the
formation of the Union in 1910. As a resource-poountry, South Africa is plagued by
droughts all the time, but these are often locdlizmd do not show up in the aggregate data.
However, the data show that the current period girece the first fully democratic elections
in 1994) is unusual in the era following the SecMdrld War, as there has not been a
country-wide drought for more than a decade, a®sgg to severe country-wide droughts in
at least one year of each of the preceding dec#ltesegverest being in 1966, in 1982 to 1984
and in 1992/93.

Nevertheless, as will be seen later, the sectalsts highly exposed to global markets: farmers
receive no subsidies, and trade at the borderdéas substantially liberalized. Hence the



peak in the value of output in 2002, when the Ravag at its weakest against the major
international currencies, is evident.

That the GDP contribution of agriculture is relativ smaller than in similar middle-income
countries is not surprising, given the country’siadlant mineral wealth: the total contribution
of the primary sectors (agriculture, forestry, figh) mining, quarrying, etc.) was 14.4 percent
in 1990, and 10.5 percent in 2006, which is in hviéh the contribution in middle income
countries. The GDP contribution of the manufactyisector has also declined in recent years
to under 20% in 2006. Services account for a stgautreasing share of GDP, as the South
African economy has reached a relatively advantagesof maturity.
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Figure 1: The contribution of agriculture to GDP since 1911

A declining share of GDP does not mean that theoséx declining, merely that the services
sectors are growing faster. In this regard, Figughows real Gross and Net Farm Income
over the past 4 decades. Real gross farm incoma&i@ased from around R25bn in 1970 to
almost R50bn in 2006 (R90bn in nominal terms). Tdriewth took place during a period
when the South African population increased fromuad 20 million (1970) to some 47
million people. Figure 3 shows that the growth hygical production was not sufficient to
keep pace with population growth until the middiehee 1990s, showing a declining physical
production per capita until that time, and a flabg out since. This coincides with
democratisation, accompanied by trade liberalisatnd internal market deregulation in
agriculture. Physical output increased from aroli@oh metric tons in 1975 to 28 million tons
in 2006.
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Figure 2: Trends in real gross and net farm incoméom 1970
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Figure 3: Output per capita since 1975/76

Increased physical output in the period immediatefier the Second World War was



influenced by the introduction of tractors on agkarscale; state investment in R&D,

infrastructure, extension services and settlemdn{white commercial) farmers; and a

growing domestic demand coupled with guaranteeketsirand guaranteed prices for most
farm commodities through the Marketing Act. The esgies was also a period of rapid

growth in the economy, assisted by high gold prares high agricultural growth, but came to

an end with the olil crisis in the mid-seventiesredi government transfers to farmers plus
highly supported farm prices assisted growth inltte eighties and pushed it back to the
level of the early seventies. The drought in thdyeaineties; the process of domestic and
foreign market liberalization and the instabilitgfore the 1994 elections all negatively

affected growth opportunities in the sector. It veedy after confidence in the democratic

change was restored and on the back of a weakeswobange rate and thus higher
commodity prices and export earnings that agricaltgrowth increased. The subsequent
decline (i.e. after 2002) was the result of a gjtleening currency and drought in the maize
producing areas. More recently, high world fooctgsi have resulted in a further surge in the
value of output.

COMMENT: A NEW 2.2 SECTION TO ADD SOMETHING ON THHEBROADER
IMPACT OF AGRICULTURAL PERFOMANCE - DRAW FROM THE ROVIDE
MODEL. WE MUST AGAIN EMPHASISE THIS ; IT WILL ALSO LINK UP WITH THE
ROLES SECTION.

2.2 Profitability

Net Farm Income (NFI) is a measure of the proflighbof farming enterprises. It is calculated
as gross farm income (turnover) minus depreciatsahgries and wages, interest, and rent.
Figure 4 shows the trends in real gross and net facome and the cost of intermediate
goods at prices in 2000. Expenditure on intermedigttods and services tracks the upward
trend in real gross farm income over the entirdoperwhile real Net Farm Income has
remained stagnant. Given that the prices of intdrate goods have risen faster than output
prices, this reflects an increase in Total FactodBctivity.
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Figure 4: Real gross and net farm income, and theost of intermediate goods

This decline in real net farm income should, howelse seen in perspective: Figure 5 shows
that the value of capital assets in agriculturdided rapidly throughout the first half of the
1990s, then increased moderately in the seconddfdlie decade as nominal land prices
recovered with the upsurge in inflation and theease in net farm income that resulted from
the collapse of the exchange rate to 2002. Thdtr@3gure 6) was that the amount of real net
farm income generated from each R100 in asseteared in the second half of the decade, a
reflection of improved efficiency in the use of dap
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Figure 5: The real value of capital assets on commaal farms
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Figure 6: Real net farm income generated from R100h capital assets

Net farm income can also be viewed in relatiommmlevel of investment required to generate
the return. Figure 7 shows net farm income as aepésige of total capital investment in
agriculture from 1980. These data show that overwihole period, the average return on
investment generated by the agricultural sector 1186, ranging from a low of below 5% in

the early 1980s to above 20% in 2007. However etmeturns were lower than the average
cost of borrowed capital for most of the periodiegwed, which is why prudent management
demands that farming enterprises borrow no more ¢hthird of their capital requirements.

The return generated from farming activities isallyuwell below the opportunity cost of



investment, only becoming positive in ‘abnormatustions such as the decline in the value
of the Rand in 2002 and the historically high condityoprices after 2007.
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Source: Adapted from NDA, 2008Abstract of Agricultural StatisticsPretoria, National Department of
Agriculture

Figure 7: The returns to capital in agriculture

2.3 Sub-sector analysis

COMMENT: we should give an overall view on ‘WHAT HAPPENED TO FARM LAND
SAY VS AGRIC OUTPUT IE MORE OR LESS LAND IN PRODUCT ION VS
PRODUCTION VOL/VALUE AND TRENDS IN THIS CONTEXT . T HE SUB
SECTOR ANALYSIS CAN THEN EXPLAIN THESE TRENDS

Given that most of South Africa is unsuited to imaltion, it is no surprise that the largest
component of production comes from livestock, wiidld crop production substantially
larger than horticulture in 1989/90 but less s@@®1/06 (Table 1). These data reflect the
increasing importance of horticultural exports ahare of total agricultural output. However,
these aggregate changes mask a number of impaHhanges within each of these sectors, as
is explained below.

2.3.1 Field crops

The main changes in field crop production have heethe area planted, and in industry
average yields. Figur@ shows the area planted with the principal figlops (maize, wheat,
soya beans, sugar cane and cotton). The area aérmaclined after the drought in the mid-
1990s, and has continued its declining trend sibget least 40% (from 5 million hectares in
1980 to some 3 million hectares currently) overphst three decades. The area planted with
wheat experienced a structural decline in the n9ig%, from above 2 million hectares to
around 1 million hectares or less since 1998/9% Tdpresents a decline of some 50% in the



area planted over the past three decades.

Table 1: Sector shares in output since 1966

Field crops Horticulture Animal production
1966-70 42.46 16.21 41.33
1971-75 44.88 16.40 38.72
1976-80 47.11 16.41 36.49
1981-85 42.02 16.40 41.59
1986-90 37.69 19.09 43.23
1991-95 32.62 22.91 44.47
1996-2000 32.98 25.09 41.90
2001-2006 30.39 26.93 42.68

Source: Adapted from NDA, 2008Abstract of Agricultural StatisticsPretoria, National Department of

Agriculture

By contrast, the area planted to sugarcane hasased by 25%, from 4 million hectares to 5
million hectares. This increase is largely the ltesitwo trends, namely the establishment of
new production areas in Mpumalanga and the eshabéat of a large number of small and
medium scale black farmers in the industry.
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Figure 8: Area planted with the principal field crops

The area planted to soybeans has increased evensubstantially over the past 30 years,
albeit from a much smaller base. The increase das from some 22 000 hectares in 1975/76
to almost 250 000 hectares in the past seasorg sx-fold increase. However, this has not
been sufficient to make up for the decline in grleated to maize and wheat.

Cotton also represents an interesting case. Tlepaated declined from its peak of 180 000
hectares in the late 1980s to around one tenthadf(18 000 hectares) recently. This has been
accompanied by an increase in cotton productiorotimer SADC countries, especially



Zambia, as the industry tries to meet the demamdhiigh quality hand picked cotton to
counter the cost advantages of the Asian textieiigtries. In this same vein, there is
anecdotal evidence of an increase in cotton praslueimong small farmers in South Africa.

Despite this decline in the area planted with maarel wheat, gross output of these
commodities has generally increased (Figure 9).r€hson can be found in Figure 10: yields
are generally increasing.

With deregulation, the prices of field crops getigradjusted downwards to world market

levels, and thereafter fluctuated with world markeices. As a result of the pressure on
profits, commercial grain farmers shifted to minimwand low-tillage production systems.

The result was a rapid decline in the use of feetik, insecticides and herbicides, tractors,
combine harvesters and other implements, and flisése changes allowed farmers to
maintain and even increase the total output ofntlagor field crops using fewer inputs, and

hence on a lower cost base, at the same time agsorore environmentally sustainable

production.

Furthermore, most of the major field crops weredsahder a ‘single channel fixed price’
marketing regime in terms of the old Marketing Adtaracterised by pan-territorial and pan-
seasonal pricing. The main consequence of pareteati prices was that farmers closer to the
market were effectively cross-subsidising thosehimr away. With deregulation, prices
started to become regionally differentiated toaefltransport costs and regional variations in
demand and supply. Another consequence was the¢gsors, who had moved closer to the
market (they paid the same price irrespective @f pioint of delivery) faced increased
competition from small scale processors, as areasing proportion of the maize crop is now
milled by small-scale millers, both on- and offffafindustry estimates suggest this can be as
high as 30 percent of the crop). The main resuftami-seasonal pricing was that no grain was
stored on-farm, and that the entire crop was soldnediately after harvest. With
deregulation, there has been an increase in ongtorage.

As field crop prices adjusted downwards to worldrket levels there was also an on-farm
shift in field crop production to better qualityilsp and a sectoral shift out of marginal areas
such as the western parts of the North West ane State (mainly maize), and the north-
western and south eastern parts of the Western (apeat). As a result, industry average
yields increased at a faster rate than could bamqu by technological innovation.

A notable exception in the effects of trade refoom field crop production is the sugar
industry, which still enjoys high protection, pgrtbecause of the large investment in the
processing of sugar, partly because the world nhaskieeavily distorted by protectionism in
the OECD countries, partly because of the largebmimof small-scale sugar producers, and
partly because of the greater lobbying power ofitikdestry.
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Figure 9: Total output of the principal field crops
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Figure 10: Yields of the principle field crops

2.3.2 Horticulture

The biggest change in the horticulture sector e lihe dramatic increase in exports since
the early 1990s, built on increased production.s€hgroduction increases are summarised in
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Table 2, while the exports are shown in Table 3 #redexport shares in Table 4. Oranges
make up the largest volume of production, doubde tii apples, while the exports of oranges,

at almost 761 000 tons, are far higher than apgents: almost 60% of the orange harvest is

exported, compared to just over a third of the @pyrvest. These Tables also show the rapid
increase in production, and the even more rapickase in exports, of naartjies. On the other
hand, while grapefruit production has increasedssuttially, exports have increased at a

relatively slower rate.

Table 2: Fruit production since 1980 (tons)

Apples | Pears | Avocadog Pineapples| Oranges | Grapefruit | Lemons | Naartjies
1980-84 420128 148521 23464 21729y 5294p6 64348 91480 26094
1985-89 464936 183578 40970 231491 5676B5 83033 45626 29473
1990-94 540869 22346 43462 145516 7803[L4 104981 9765| 41237
1995-99 573913 27639[7 61259 142501 9524p7 169866 9840| 85905
2000-2005 | 636461 314766 71076 16635 1270663 313983183354 122014

Source: Adapted from NDA, 2008Abstract of Agricultural Statisticretoria, National Department of
Agriculture

Table 3: Fruit exports since 1980 (tons)

Apples | Pears | Avocadog Pineapples| Oranges | Grapefruit | Lemons | Naartjies
1980-84 193271 47631 11202 3180 331275 48270 29230 54
1985-89 214549 70144 25140 2235 303921 46457 28854 1145
1990-94 225713 99701 26352 2872 358875 54823 29580 4914
1995-99 192003 108578 34567 4459 491216 114283 2243 39774
2000-2005 217764 125513 4170 4177 7608p3 165232 4498| 81195

Source: Adapted from NDA, 2008Abstract of Agricultural Statisticdretoria, National Department of
Agriculture

Table 4: Fruit export shares since 1980 (%)

Apples | Pears | Avocadog| Pineapples| Oranges | Grapefruit | Lemons | Naartjies
1980-84 46.00] 32.07 47.74 1.46 62.56 75.0] 60.18 21 0.
1985-89 46.15| 38.21 61.36 0.97 53.54 55.95 46.06 88 3.
1990-94 41.73| 44.62 60.63 1.97 45.99 52.2 4484 9211
1995-99 33.46] 39.28 56.43 3.13 51.57 67.24 46.86  .3046
2000-2005 34.21 39.87 58.67 2.51 59.88 52.6% 53.69 66.55

Source: Adapted from NDA, 2008Abstract of Agricultural StatisticsPretoria, National Department of
Agriculture

Table 5 summarises this discussion in terms ofréteive shift in horticultural output over
the past three decades. Citrus and subtropicdl lievie increased their relative share, while
vegetables and deciduous fruit have lost ground.

Table 5: The composition of horticultural output

Deciduous fruit Berries Summer fruit | Subtropical | Citrus Vegetables
1976-81 33.54 0.09 1.29 7.36 14.3 43.38
1982-87 34.13 0.08 1.23 7.69 11.1] 45.76)
1988-93 33.31 0.10 1.24 8.07 12.14 45.12
1992-97 31.52 0.08 1.32 6.08 14.39 46.61
1997-2002 31.08 0.07 1.11 7.29 16.70 43.79
2003-2005 32.16 0.06 0.98 7.48 19.30 40.02

Source: Adapted from NDA, 2008 Abstract of Agricultural StatisticsPretoria, National Department of
Agriculture
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The first effect of deregulation in the fruit expandustries was the entry of new marketing
agents, and hence a sharp decline in price anduatity delivered into a global market
characterised by a rising demand for new produets aastagnant demand for conventional
cultivars. Nevertheless, total fruit exports in@®@ in volume and value in the post-
deregulation era. Under the new, deregulated tgaddgime, producers were exposed to the
shifting demand for new fruit types and varietid#hile this had a negative impact on sales in
the short term, it also resulted in a new investnbeom as farmers adapted replanting and
new plantings to reflect this change in demand.

The regions that benefited most from these chamgesarket conditions and the new
opportunities that arose include the new table grapduction areas along the Orange River
in the interior of the country and the wine prodhgciareas of the Western Cape. This
expansion was driven largely by the early harvestd hence the favourable market
conditions, by production technologies such as ipi@t irrigation, and by infrastructural
investments aimed at improving air and shippinggpert.

The wine industry also underwent radical structare@nges. Exports, for example, increased
by more than threefold in the 1990s, and from thas 10 percent of the total harvest to more
than a third, driven by investment to replace aurgroduction capacity and to create new
capacity. In the wine industry, this implies a deraltotal crop, as high-yielding grape
varieties were replaced by low-yielding ‘noble’ tvhrs. The area under vines grew slowly,
as most of the investment was targeted at replantin

A further result of deregulation was that farmersravbetter able to withstand shocks in
individual markets. While the bulk of deciduousitfrand citrus exports were still destined for
the UK market, the concentration of exports dintiets considerably, with new markets being
exploited in Eastern Europe, South and East Abia,Middle East and Africa. Producers’
ability to shift a wider variety of products to ader range of markets also provided a measure
of protection against competition from heavily sdised producers in northern hemisphere
countries. New technologies resulted in an extensiathe production and marketing season
for these producers, thereby closing the ‘marketungdows’ for counter-seasonal southern
hemisphere countries. This advantage was part@fliget by new storage and shipping
technologies for South African producers, but theéuction in state support for research and
development poses a real threat to these industries

2.3.3 Livestock

A relatively large proportion (up to 80 percentfofmal sector sales) of South Africa’s red
meat production comes off feedlots, mostly as alffimishing phase, ostensibly because of
the lack of winter grazing in the summer rainfakas. It is not clear whether this practice
increased in the post-deregulation era, althoughetls little evidence that it decreased. For
this reason, red meat prices remained particukehsitive to changes in the cost of animal
feeds. The decline in the real price of yellow neaizilseeds and other components of animal
feeds since deregulation therefore resulted inivelyg low red meat prices. As imports of
animal feeds based on oilseeds increased, one gfa$sible locational effects was a shift in
the dairy industry to the coastal regions, to pobidi systems based on natural pasturage.

However, the biggest change with respect to livdstproducts has been the shift in

consumption away from red meat. The data are shiowigure 11. Consumption data for red
meat are notoriously inaccurate because of theajgrge of sales into the ‘informal’ market
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and

the movement of abattoirs back to the rurahsaf@nd even back on to farms) since

deregulation. Nevertheless, the data show the e&gdoend towards white (poultry) meat,
and way from beef and veal; sheep, lamb and goat;raed pork.

kg/personlyear
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Note:

Sheep, lamb and goat meat, and pork are measurte oight hand axis.

Source: Adapted from NDA, 2006 Abstract of Agricultural StatisticsPretoria, National Department of
Agriculture

Figure 11: Per capita consumption of livestock prodcts

2.4 Balance of trade

Table 6 shows the trends in South Africa’s agrioak trade since the mid-1960s. A nhumber
of important shifts can be identified from thes¢ada

Agriculture’s share of total exports has remaineteiween 8 and 10 percent since the
start of the 1980s (prior to this date, gold bulliexports were not included in total
export data). In the second half of the 1990s ttupqution increased from below 8
percent to above 9 percent, showing that duringgkriod agriculture played the role of
a catalyst of export-led growth for the countryaashole.

The next row in the Table shows the share of espartotal agricultural production: the
share declined from around a third between 19651&7@ to just above a fifth between
1980 and 1994, and then increased back up to vkeédéthe earlier period. This clearly
shows the effect of sanctions in the middle peridds also partly explains the relative
lack of competitiveness of agriculture (to be dssmd below): during the latter part of
the 1990s the sector achieved little more than-entey into markets lost during the
1970s and 1980s.

Exports of processed agricultural prodictsve increased faster than exports of
unprocessed agricultural products — their shareif@asased from 40% to 60 percent

! These are higher value agricultural exports, gsosed to manufactured agricultural goods, i.e. faad
beverages.
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since 1965, with the sharpest increase occurrimges1990.

Agricultural imports have grown faster than agriatdl exports, and agriculture’s share
of total imports has remained relatively stablecein970. However, the greater import
propensity of the rest of the economy meant thaicalgure’s share of total imports
declined from 6.6 to 5.2 percent after 1999.

During this period, however, imports increased frérd5 percent of total agricultural
output to a fifth of total agricultural output.

As a result, import cover (the ratio of agriculluexports to agricultural imports, a
measure of the ability of the agricultural sectorpgy for its own imports) declined
drastically from 7.64:1 to 1.63:1 from 1965, anchied negative in 2007.

In the final line of the Table total exports plasal imports are given as a proportion of
total agricultural production as a measure of ttygehness’ of the sector to trade. There
has been a significant increase in this measuretbeeperiod under consideration.

There are, in addition, four further structural fighiin South Africa’s agricultural trade
portfolio that started during the 1990s that shalt® be noted:

While the EU remains the largest destination farcadfural exports, there has been a
rapid increase in exports to the rest of Africa,the extent that these made up 20
percent of total agricultural exports by 2005;

The 25 most important agricultural and food expoiitsm South Africa were
responsible for 92 percent of total export earniafier 2000, with the horticultural
industry responsible for 45.1 percent of all ex@antnings.

Argentina emerged as the main origin of food antcatjural imports into South Africa
(largely animal feed, a consequence of the rapalease in poultry consumption),
followed by the United States, the UK, Australiaahmbabwe. By 2000, South Africa
had a positive trade balance in agricultural amadifproducts of around R2.5bn with the
non-SACU member countries of SADC, and only 3 SAfQntries featured in the top
25 import sources, namely Zimbabwe, Zambia and Mala

South Africa’s trade balance in the manufactureddgacategory of food and beverages
was positive for most of the second half of the9however, by 2005 imports were
equal to exports, i.e. there was a neutral tratenba.
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Table 6: South Africa’s trade in agricultural goodssince 1965

1965-1969| 1970-1974 1975-1979 1980-1984 1985-198%00-1994| 1995-1999 2000-2005
Exports
Total exports (Rm) 1222 2092 7305 20746 45164 72534 133623 272382
Total agricultural exports (Rm) 430 689 141p 1946 613 5520 12132 22293
Gross value of output (Rm) 1237 2100 42304 8458 1608 25581 42349 68282
Agricultural exports as a % of total exports 35.21 32.92 19.33 9.38 8.00 7.61 9.08 8.18
Agricultural exports as a % of output 34.79 32.8( 3.33 23.01 22.46 21.58 28.65 32.65
Processed agricultural exports (Rm) 182 341 724 942 2010 2865 6650 13384
Unprocessed agricultural exports (Rm) 249 347, 684 0041 1604 2654 5482 8909
Processed agricultural exports/total agriculturgloets 42.18 49.56 51.25 48.42 55.62 51.91 54.81 .0%60
Imports
Total imports (Rm) 1862 3243 6536 18240 32499 55127 125364 264682
Total agricultural imports (Rm) 56 174 290 870 1689 3476 8317 13687
Agricultural imports as a % of total imports 3.02 .35 4.43 4.77 5.20 6.31 6.63 5.17
Agricultural imports as a % of output 4.55 8.30 %6.8 10.29 10.50 13.59 19.64 20.05
Import cover 7.64 3.95 4.88 2.24 2.14 1.59 1.46 1.63
Openness 39.34 41.10 40.19 33.30 32.96 35.16 48.29 52.69
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2.5 Investment

Investment in the agricultural sector is a functminthe expectations of people within the
sector, as well as prospective investors, bothigorand domestic. Unfortunately, South
Africa keeps no official disaggregated data onifpralirect investment. Nevertheless, Table
7 shows real gross capital formation in agricultover the past four decades.

Table 7: Real gross capital formation in agricultue since 1970

Fixed capital Working capital Total capital
1970-74 1529 2293 3790
1975-79 1746 3111 5166
1980-84 1607 3447 4732
1985-89 1381 2437 4469
1990-94 1481 2020 3249
1995-99 1791 2509 4453
2000-2005 1929 2494 4449

Source: Adapted from NDA, 2008Abstract of Agricultural StatisticsPretoria, National Department of
Agriculture

These data show that participants in the sectorsketied to invest in fixed capital ahead of
the political and economic policy changes of thestfihalf of the 1990s. Fixed capital
formation, which declined from R1746m annuallye {ate 1970s to R1381m a decade later,
increased to almost R2bn by 2005. Working capitaestment, on the other hand, declined
from almost R3.5bn annually in the first half 0&éth980s to just above R2bn in 1990-94. This
is largely due to the changes in management peactit the field crop sector, including the
switch to minimum intervention farming, and to timereasing average age of the nation’s
tractor fleet as farmers, who had lost their peféal tax regime on capital purchases, kept
their tractors for longer.

Table 8 shows Foreign Direct Investment (FDI) ia #gricultural sector from 1994-2006. In
nominal terms, the size of FDI has grown by 180%rahe period, however, when this
investment is adjusted by the effective exchantg the growth in FDI from 1994-2006 was
40%. Nevertheless, FDI levels in agriculture wexgaamely low in 2005: the value of total
capital invested in agriculture was R 143,348 willof which R 734 million, or 0.5%, was
Foreign Direct Investment.

Table 8: FDI in the agricultural sector 1994-2006

FDI FDI Total Ag as a % of Nominal Effective Real Ag FDI
Agriculture, R million Total FDI Exchange Rate (deflated by
hunting & fishing 2000 base Effective Exchange
R million rate)

1998 387 91,862 0.42 107.72 417
1999 406 318,630 0.13 106.32 432
2001 457 328,859 0.14 60.64 277
2002 653 370,695 0.18 75.33 492
2003 500 303,438 0.16 87.53 438
2004 719 355,088 0.20 97.74 703
2005 734 489,317 0.15 95.76 703
2006 888 611,722 0.15 81.02 719

Source: Adapted from Reserve Bank (2007)

2 Reserve Bank, 2007. Quarterly Bulletin No 246: &aber 2007. Pretoria: Reserve Bank
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If investment is driven by investor confidence, #hgricultural Business Confidence Index,
developed by the Agricultural Business Chamber (AB@ovides useful insight into the
sector. As the evaluation of tiSector Plamotes, “this indicator is based on the perceptions
of the CEOQO'’s [or Chief Executive Officers] of aHdé major agribusiness firms, and in a way
encapsulates all the elements of competitivenessfactor conditions, demand conditions,
the performance of support services, related imdhsstsafety and security; government
attitude and policy, general sentiment and ove@homic conditions.” (Kirsten 2008).

As can be seen in Figure 12, from 2001 to 2002fidence in the agricultural sector rose on
the back of high commaodity prices, and was stinmadty the devaluation of the Rand.

Trends in the confidence of agribusinesses in Soukfrica
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Figure 12: Trends in the confidence of agribusiness South Africa

Persistent drought and the strengthening of thelRa2003 led to a loss in confidence and a
concomitant decline in the growth of agriculturaléstment for the period. The positive
general outlook for the South African economy tpiegvailed in 2006, together with higher
commodity prices, prompted renewed confidence ie #ector and investment rose
accordingly.

2.6 Competitiveness
COMMENT: THIS SECTION WILL BE UPDATED AND EXTENDED TO ALSO
REFER TO THE COMPETITIVENESS STATUS OF SELECTED FO OD

% Kirsten, J., 2008, Review and Evaluation of thea®gic Plan for South African Agriculture (Thircrad).
Unpublished Research Report for the National Depamt of Agriculture
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COMMODITIES AT FARM PRODUCTION -, AG PROSSESSING- A ND INTRA
FOOD SUPPLY CHAIN LEVELS. THIS WILL PROVIDE A MORE
COMPREHENSIVE COMPETITIVENESS STATEMENT OF THE S.A . FOOD
SYSTEM.

Esterhuizef used the Revealed Trade Advantage Index, an éaters the well-known
Revealed Comparative Advantage index, to measuee etitent of competitiveness of
agribusiness supply chains in South Africa. Thetnmogortant conclusions drawn from this
analysis are that:

* South African agriculture as a whole is no morentihaarginally competitive in the
global market;

» South African agriculture was at its most competitin the mid-1970s and its least
competitive in 1985, but the degree of competitesmhas been increasing since 1993;

« When compared internationally, South Africa canclassified as a ‘rising moderate
performer’ along with a number of EU member statgsh as Belgium, Germany, ltaly,
the UK, etc., as well as Canada. This is in cohta8vinner’ states such as Argentina,
Brazil Chile, Australia and New Zealand, all stroogmpetitors in our import and
export markets;

* In South Africa, primary production was generallpma competitive than the value-
adding downstream industries during the 1990s,thatt the competitiveness of both
was increasing over time. Competitive subsectorat tlshowed increasing
competitiveness include maize, apples, pineappgiegefruit and mohair, while there
were no subsectors that were uncompetitive and etiadecreasing competitiveness
during the period 1993-2002. These trends are shiowable 9.

Table 9: Competitiveness trends in agricultural suply chains

Competitiveness of the primary product
Competitiveness trend in the Competitive Marginal Not competitive
value chain
Increasing Maize, Apples, Wheat, Tobacco, Cotton, Barley
Pineapples, Grapefruit| Chicken meat, Pork
Mohair
Decreasing Sugar, Groundnuts, | Potatoes, Sunflower,
Oranges, Grapes, Woo|, Tomatoes, Milk,
Plums, Hen eggs, Hides Soybeans,
and skins Mushrooms, Olives,
Beef

Source: Esterhuizen, Dirk, 2006An evaluation of the competitiveness of the Sofrihah agribusiness sector,
University of Pretoria, Unpublished PhD thesis

2.7 Employment

Agricultural Census data show that the number ahroercial farmers in South Africa
declined by a fifth over the decade. Employmentided by less: in this case by 15 percent
to below 1 million in 2002. More recent datshow that this constituted some 8.5% of the
total labour force of the country, compared to ¥W.k 2001, but up from 7.5% in 2005.
These data also show that one in three new joladectén the economy as a whole in the year

“ Esterhuizen, Dirk, 2006An evaluation of the competitiveness of the Sodtitah agribusiness sector.
University of Pretoria, Unpublished PhD thesis
® Statistics South Africa, Labour force survey Sefiter 2006. Statistical release P0210
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to September 2006 was in agriculture. However, rabgiese additional jobs (134 000 out of
161 000) were created in subsistence agricultungshwaises legitimate concerns around the
manner in which these were enumerated.

At the same time, the real cash remuneration ofl@yeps increased by 8 percent, in a period
before the introduction of the minimum wage. Thaforms to the finding in the Sector
Determination for agriculture that real wages ie sector had increased at above the average
for the country as a whole during the period 197998° Despite this increase in the real
wage, the unit cost of labour, measured as the oathe total cost of labour to the total value of
output, has fluctuated, but on a declining trengrdime. In 1970, 16 cents was spent on labour
for every R1 of output produced. This decreaseti3t@ents in 1980, increased to 19 cents in
1994 and decreased to 17 cents in 1998. By 20Bag¢iagain decreased to 11.7 cents.

The 1996 Agricultural Survéyfound that the average cash wage paid to reguakrcasual
workers in agriculture was R419 per month or R5@4p@r month at 2001 prices. At a
provincial level there is also considerable vapiatiWorkers in Gauteng were paid an average
of R790 per month while those in the Free State Modhern Province received R407 and
R416 per month, respectively. Aside from a cashewyagprkers receive additional income
under the heading of ‘other remuneration’. Whilesttavages paid varied across the
provinces, the ‘other remuneration’ was fairly dams$, and averaged to about 20 percent of
total remuneration.

However, average wage data hide the distributiowajes. This is a particular problem in
agriculture, where the distribution of wages cossi a clustering of workers at the lower
levels and a distinct tailing off at the upper efidhe distribution.

Although hard data do not exist, anecdotal eviddrara all provinces suggests that evictions
from farms substantially contributed to the growftldense rural informal settlements as well
as the growth of peri-urban informal settlementbath urban centres and in thiatteland.
Farmers’ interests in evicting those no longer e@ygd were, according to AgriSA,
compounded by the very legislation designed to seittions. However, the rise in the rate
of farm evictions was also an indirect effect afdeterm changes in the agricultural economy,
as evictions usually followed job losses. Survetadew suggests that the loss of livelihoods
resulting from disemployment and evictions fromniarduring the 1990s outweighed the
creation of new livelihoods in agriculture throughd reform®

3. The relative performance of the small-scale seuf’
There has been a significant increase in the cdratem of farm holdings within the

commercial agricultural sector. In 1996, there w00 farming units, but by 2002 this had
declined to 45,000 units (or by 25%). Over rougthly same period of 1994/95 to 2002/03,

® Department of Labour, 200The determination of employment conditions in Sd\ftitan agriculture. A
Report by the Department of Labour prepared togetlidn the Centre for Rural Legal Studies, Stellesth
and the National Institute of Economic Policy, Juiesburg

" Statistics South Africa, 1998gricultural survey Pretoria, Statistics South Africa
8 Wegerif, Marc, Bev Russell and Irma Grundling. 808till Searching for Security: The Reality of Farm
Worker Evictions in South AfricaPolokwane / Johannesburg: Nkuzi Development Astooia Social
Surveys.

° This section is based on Tregurtha, Norma, Nickkvand Johann Kirsten, 2008. Presidency Fifteerr Yea
Review Project: Review of agricultural policies aupport instruments 1994-2007. Pretoria, Unpubtish
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the area farmed declined by 10%. That suggestazhsotidation of landholding into larger
units of ownership and production. Smaller and kffisient commercial farmers, unable to
take advantage of scale economies, have been fordeof the sector, and their farms were
acquired and integrated into neighbouring units.

With respect to the difference between the comrakesid small-scale agriculture, there has
always been an expectation that the transformatiddouth African agriculture would result
in a wider range of farm sizes; a diminution in ghark differences between commercial and
‘traditional’ agriculture; and a less marked bordbetween the commercial and communal
farming areas. The remainder of this section camsidhe extent to which South Africa’s
agricultural dualism has been transformed since!188d includes a discussion of the change
which has occurred within the small-scale agrigaltsector.

Data on the small-scale farming sector are notilseastailable: the last survey that directly
focused on this group of farmers was a once-offesurconducted by the Department of
Agriculture and StatsSA in 1999. Information exteacfrom the annuabeneral Household
Surveydoes shed some light on the general directionhahge with respect to small-scale
farmer participation. The information presentedehdraws on that survey data, and is
supplemented by a number of industry case-studies.

3.1 An overview of small-scale farmers

Of the estimated eight million households livingie non-metro areas of South Africa, 17%,
or 1.3 million households, have access to land fesming purposes. Most of those
households (97%) engage in some farming activargdly on relatively small plots of land
Table 10). Geographically, these households argearied in the former homeland areas, with
64% of these households living in 10 districts. 8ixthose districts have been declared
presidential poverty nodes.

Table 10: South African households’ access to agtittural land

Number %
(Weighted)

<0.5 ha 831,871 64.5
0.5ha-1ha 235,454 18.3
lha-5ha 138,196 10.7
5 ha-10ha 38,146 3.0
10-20ha 11,940 0.9
20+ha 34,546 2.7
Unknown 17,556 -
Total 1,307,710 100%

Source: General Household Survey 2006

Small-scale farming households rely on multipleelickood strategies, of which farming
production makes an important, although small, oation. The most important source of
income for the majority of these farmers is fronsiabgrants — pensions, child support grants,
etc. Some 96% of household heads are black, ark¥bére women. A total of 64.1% of
these farming households spend less than R800 pethiwhile 20.8% fall in the R800 -
R1,200 band.

Typically, these households undertake farming topfament household food requirements,
as is evident in Figure 13. Estimates of the cbuation of subsistence agriculture to

household incomes (in cash and kind) range froml@ percent for rural dryland settlements
and between 24 to 30 percent for irrigated lanchdugepresents an important livelihood asset
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for the rural poor. Subsistence farmers typicaltjos a transitional type of livelihood
portfolio and undertake farming when other soursesncome fall away. Life histories of
rural households with access to land showed thabmie stage in the past, the majority of
these households had been forced to rely on farthieig plots for income, in response to a
livelihood shock®,

Table 11: Main income source, small-scale non-metiteouseholds with access to land

Households %

Weighted"!
Salaries and/or wages 292,229 22.9
Remittances 237,189 18.6
Pensions and grants 642,520 50.4
Sales of farm products 47,787 3.7
Other non-farm income 39,680 3.1
No income 12,188 1.0
Unspecified 3,781 0.3
Total 1,275,374 100

Source: General Household Survey 2006

As a leisure activity or

hobby, e.g. gardening
4%

Unspecified

1% As a main source of

food for the household
8%

As an extra source of

food for the household

78% As the main source of

income/eaming a living
3%

As an extra source of
income
6%

Source: Labour Force Survey

Figure 13: Principal reason South African farmers @gage in agricultural production

While changes in the contribution of agriculturehtsusehold incomes over time are unclear,
changes in access to land suggest it’s role asset s decreasing.

19 van Averbeke W. and Mohamed S., 2006, Smallhold@gation Schemes in South Africa: Past Presedt an
Furture. Paper presented at tHi&Symposium of the SACID, 15-17 November 2006 Mpamngh

" The General Household Survey is an annual suresylucted by StatsSA. In 2006, 28,000 households

participated in the survey. “Weighted” indicateattthe survey results have been used as weigptetide an
indication of the absolute numbers for the coustpopulation as a whole
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By comparing data for the period 2002 and 2006isashown in Figure 14, the following
trends can be observed:

* In absolute terms, the number of South African kbofds with access to land for
farming purposes declined from 1.8 million in 2G021.4 million in 2006 (or a decline
of -21%).

e The relative decline in land access was even grelte2002, 15.33% of all South
African households indicated they had access o, lant by 2006 this had decreased to
10.65%.

e The largest relative loss in access was experiehgdtiose with access to very small
land parcels (i.e. marginal subsistence farmers legs than one hectare).

Field crop production (particularly maize) is theaim activity undertaken by small-scale
farmers, followed by animal production and hortiatg. The following three industry case-
studies — from the maize, sugar and cotton seetdlgstrate the changes underway in small-
scale agricultural production and productivity reater detail.

3.2 Small-scale maize production

The South African Crop Estimate Committedefines a subsistence farmer as a person who
produces crops primarily for his/her own consumptié/hile the absolute nhumber of South
African households that grow maize to supplementskbold food requirements is unknown,
information on the area under subsistence maizdugtmn, as well as subsistence output
levels, is shown in Table 12. These data reveal hiosv area under subsistence maize
production has declined by more than 50% for theéodel1998/99 to 2006/07, while
subsistence maize production has declined everheiurtAverage yields achieved by
subsistence farmers have remained relatively urggtan

12 CEC (Crop Estimates Committee), 2007Summer Crops — &' Production Forecast
http://www.nda.agric.za/
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Figure 14: Changes in land access 2002 -2006

Table 12: Maize production: commercial vs. subsistee

Production Area *(Ha) Production Tons
Commercial Subsistence Total Commercial Subsistence Total

1998/99 2904700 662683 3567383 6,715,50( 454615 01167
1999/00 3230440 583403 38138483 10,140,940 421861 562801
2000/01 2707905 515310 3223216 7,225,14( 258124 32648
2001/02 3016880 516579 353345pP 9,731,83( 317134 48083
2002/03 3184950 465944 3650894 9391450 28605% 5775
2003/04 2843300 360810 320411p 9482000 22807( 0100
2004/05 2810000 413440 322344p 1145000( 265948 5PHUBL
2005/06 1600200 432246 2032446 6618000 317056 GB350
2006/07 2551800 345266 289706p 4127400 213738 &1l

Source: Crop Estimates Committee (various years)

Direct yield per hectare comparisons between comialeand subsistence maize producers,
which are shown in Table 13, are not strictly aatairfor two reasons. First, commercial
farmers follow a relatively high-input/high-outpuyiroduction system, while the latter
typically follow a low-input/low-output model. F@xample, in June 2005 production costs
per hectare were R5,041 for commercial farmerhénHEastern Cape, while for subsistence
farmers in the same area they averaged at R 1Bgutar®. Second, conventional yield
measurement surveys may not be accurate, owinlgetarregular shape of arable lands; the
system of intercropping; and the consumption of phathe crops before harvest.

3 Manona, S., 2005. Smallholder agriculture as |l@inomic development (LED) strategy in rural South
Africa: exploring prospects in Pondoland, Eastempé& Thesis submitted in partial fulfillment of MPh
(LAS), University of the Western Cape.
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Table 13: Maize yields: commercial vs. subsistence

Yield tons/ha Production as % of total Yields
Subsistence/

Commercial Subsistence Total Commercial Subsistence Commercial
1998/99 2.31 0.69 2.01 0.94 0.06 0.30
1999/00 3.14 0.72 2.77 0.96 0.04 0.23
2000/01 2.67 0.50 2.32 0.97 0.03 0.19
2001/02 3.23 0.61 2.84 0.97 0.03 0.19
2002/03 2.95 0.61 2.65 0.97 0.03 0.21
2003/04 3.33 0.63 3.03 0.98 0.02 0.19
2004/05 4.07 0.64 3.63 0.98 0.02 0.16
2005/06 4.14 0.73 3.41 0.95 0.05 0.18

Source: Own calculation based on CEC (various yeays

3.3 Small-scale sugar cane production

A large number of small-scale agricultural prodsceave traditionally been involved in the
sugar industry as cane growers. Table 14 showsthmanumber has declined over the past
10 years, with the result that small-growers’ sharendustry output declined from 18.4% in
1997/98 to 10% currently. The average scale ofaipmer of individual growers is small (less
than three hectares); farming is undertaken tylyical a part-time basis, and use is made of
contractors to undertake harvesting and transport.

Table 14: Small-scale cane growers: production statics 1995-2006

Number Deliveries Tons Area Under Area
Tons cane delivered per Cane Harvested
farmer Ha Ha
1995/96 2,545,210 85,254 55,678
1996/97 3,690,301 93,085 65,930
1997/98 4,073,955 87,520 65,212
1998/99 27,886 3,421,667 123 82,753 67,192
1999/00 3,104,559 82,831 66,239
2000/01 3,565,556 85,033 69,738
2001/02 30,286 3,035,301 100 85,215 69,144
2002/03 28,599 2,900,643 101 83,769 63,941
2003/04 26,711 2,236,071 84 83,027 67,352
2004/05 23,577 2,225,085 94 78,870 65,846
2005/06 23,470 2,349,591 100 78,571 62,402
2006/07 18,954 2,030,443 107 74,226 57,459

Source: Cane Growers

The yield of small growers, as a percentage of ayerindustry yields, is also declining
(Table 15). One possible explanation is that theenedficient small-scale growers have been
able to take advantage of land reform opportunitied have migrated into the category of
commercial farmers. Table 16 shows the sugar ingasimpressive increase in PDI
participation since 1999.
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Table 15: Small-scale cane growers’ relative produivity 1995-2006

Small sugar growers Yields Average Yield for | Small growers yields
% of total Small sugar growers the total industry as % of average
Production Tons/ha Tons/ha industry yields
1995/96 15.3% 45.71 61.03 0.75
1996/97 17.7% 55.97 69.71 0.80
1997/98 18.4% 62.47 74.49 0.84
1998/99 15.0% 50.92 72.23 0.71
1999/00 14.7% 46.87 67.54 0.69
2000/01 15.0% 51.13 73.75 0.69
2001/02 14.4% 43.90 64.77 0.68
2002/03 12.6% 45.36 71.41 0.64
2003/04 11.0% 33.20 62.47 0.53
2004/05 11.7% 33.79 60.08 0.56
2005/06 11.2% 37.65 65.83 0.57
2006/07 10.0% 35.34 66.11 0.53
Source: Cane Growers
Table 16: PDI participation in the sugar cane prodtion 1999-2006
Total number of Total number of Total Area Under PDI Area PDI
registered cane | PDI registered cane Cane (AUC) Under Cane | AUC/Tota
Growers Growers Ha I
AUC
1999 1724 152 281,770 13,244 4.70
2000 1784 190 290,063 17,497 6.03
2001 1753 224 295,518 20,990 7.10
2002 1756 260 299,424 23,009 7.68
2003 1767 302 299,919 28,605 9.54
2004 1743 327 306,290 32,346 10.56
2005 1729 341 306,425 37,064 12.10
2006 1716 358 310,396 42,397 13.66

Source: Cane growers
3.4 Small-Scale Cotton Production

As indicated earlier, cotton production in Southriéd has been declining over the past
twenty years. Small-scale cotton farmers in SouthicA have not been unaffected by this
shift — their average area under production hasrsetfrom 13,000 ha in 1996/97 to 4,000
ha in 2006/2007 (Table 17). While their currentatigle contribution to total South African
cotton production is largely unchanged from 199&le within the period there have been
considerable changes. The crisis the industry épezd in 2002/2003 prompted the
formulation of the Cotton Industry Strategic Pl@mne of the core strategies of this plan was
the development of small-scale producers and tihispme extent, has helped stem their exit
from the industry.
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In 2005 Randel4 identified the most important factors that deterensmall cotton farmer
commercialization levels. Statistically significamariables making a positive contribution
included; access to loan finance, an ability toagpenglish (and thus the ability to enter into
contract farming arrangements), age, own transaadt access to market information. This
provides important clues as to what issues neduetaddressed if small farmer production
levels are to increase.

3.5 Summary

In summary, what the three industry cases describe illustrate is that small-holder
production has declined over the past ten yearsirThroductivity lags behind the

commercial sector: moreover, this divide appearbegogrowing. A number of micro-level

surveys of small-holder agriculture have estabtistteat small-scale South African farmers
face a number of binding constraints that limitdarction and productivity. These include
agronomic factors such as disease and adverseticlicanditions coupled with a lack of

adequate information on how to manage these evaersstutional factors such as insecure
land tenure and access to production credit to hase inputs; as well as declining
agricultural support services such as researchtangrovision of extension services.

Table 17: Small-scale cotton production 1996-2006

Number Ha under Production Average ha Yield Small —scale
of small scale | production No of 200 kg per farmer kg/ha producers
producers bales % contribution
to total
production
96/97 3655 13022 14496 3.56 222.6 12.2
97/98 3062 14496 20472 4.73 282.5 12
98/99 3604 9433 16728 2.62 354.7 7.6
99/00 3486 8094 4045 2.32 100.0 3.5
00/01 3312 4404 7302 1.33 331.6 4.7
01/02 3688 10916 8730 2.96 159.9 9.7
02/03 465 1476 1232 3.17 166.9 1.8
03/04 1935 5348 12380 2.76 463.0 9.3
04/05 1737 3508 7693 2.02 438.6 7.7
05/06 2849 7759 10993 2.72 283.4 15.2
06/07 2305 3945 7495 1.71 380.0 13.8

Source: Cotton SA
4. Agricultural policy since 1994°

A number of policy initiatives were referred togaction 2 of this report. The purpose here is
to provide more information on the agriculturaltse@olicies that have been put in place and
implemented since 1994, and to provide some evelendhe impact of these policies. In this
regard, trade, marketing, land, natural resoumdgour and financial market, and technology

* Randela, R., 2005. Integration of emerging cofammers in the commercial agricultural economy. Sifie
submitted in fulfilment of the degree PhD (Agrithniversity of the Free State.

!> This section is based on Norma Tregurtha, NickkVamd Johann Kirsten, 2008. Presidency Fifteen Year
Review Project: Review of agricultural policies aupport instruments 1994-2007. Pretoria, Unpubtish
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development and transfer policies are discussdthwied by an assessment of AgriBEE
policy.

The performance of the agricultural sector and phbécy changes introduced post-1994
should be seen within the context of the broadécypéramework which government has set
for the sector. Since 1994, the strategic direabibthe agricultural sector has been shaped by
three main policy documents: thi¢hite Paper on Agricultural Poligythe Agricultural Policy

in South Africadiscussion document; and tB¢rategic Plan for South African Agriculture
More recently, theAccelerated and Shared Growth Initiative for Sodthica (ASGISA
identified a critical role for the agricultural $ecin stimulating employment and building the
second economy.

The White Paper on Agricultural Poligcyreleased in 1995 was not a traditional policy
document but rather a statement of the broad piegiguiding policy development in the
sector. Its principles were derived from the Retmesion and Development Programme
(RDP), and influenced the vision set for the seatamely to becont&

A highly efficient and economically viable markeedted farming sector, characterised
by a wide range of farm sizes, which will be regatés the economic and social pivot of
rural South Africa and which will influence the ted the economy and society

The White Paperfalso contained a list of specific agriculturalipglgoals which included:

i. Developing a new order of economically viable, negttirected commercial farmers,
with the family farm as the basis of that econoautvity.

ii. Broadening access to agricultwia land reform, with enhancement from adequate
agricultural policy instruments, and supported lBams of the provision of appropriate
services.

lii. Providing financial systems which focus on the vese-poor and beginner farmers,
and which enable them to purchase land and agrraliinputs.

Iv. Supporting trade in and the marketing of agricaltproducts which reflect market
tendencies.

v. Undertaking agricultural production based on sustlalie use of natural agricultural and
water resources.

vi. Developing and enhancing agriculture's importatg no the regional development of
Southern Africa and other countries.

After the release of th&/hite Paperthe National Department of Agriculture embarkedao
process of producing a clear, coherent agricultyalicy framework. There were two
objectives behind that decision. First, the Departmwished to outline the potential
contribution of the sector to the realization ok tiRDP objectives (later the Growth,
Employment and Redistribution (GEAR) macroeconostiategy). Secondly, the Department
wanted to specify the roles and responsibilitieg@fernment (both provincial and national)
and the private sector in realizing the sectorssow.

At the end of that process, the National DepartnugnAgriculture published a discussion
document entitledAgricultural Policy in South Africd. There were three major goals for
policy reform highlighted in that document:

1 NDA, 1995. White Paper on Agriculturiettp://www.nda.agric.za/docs/WHITEPAPER.htm
Y NDA, 1998. Agricultural Policy in South Africa — A Discussion Document.
http://www.nda.agric.za/docs/policy98.htm#Threetwo
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I. Building an efficient and internationally competéiagricultural sector.

ii. Supporting the emergence of a more diverse strictdirproduction with a large
increase in the numbers of successful smallhoklenihg enterprises.

iii. Conserving agricultural natural resources and implating policies and institutions for
sustainable resource use.

A change of leadership within the Ministry of Agrlture delayed the formal adoption of that
discussion document yet it would become a majoutinpto the Strategic Plan for South
African Agriculturé® released by the Presidential Working Committee aicAlture in
2001. The establishment of the Working Committees v attempt to foster closer
collaboration between government, the commerciaiméas’ union, Agri South Africa
(AgriSA), and the emerging black farmers’ uniontiNaal African Farmers’ Union (NAFU) .

The Strategic Plan stated that a “united and prosiseagricultural sector” was the vision for
South African agriculture, and that the stratedigective was to "generate equitable access
and participation in a globally competitive, prabte and sustainable agricultural sector
contributing to a better life for all". Three ca®ategies were adopted in support of:

I. Enhancing equitable access and participation imghmieultural sector.
ii. Improving global competitiveness and profitability.
lii. Ensuring sustainable resource management.

The tangible outcomes which tBérategic Planvas expected to deliver were:

* Increased wealth creation in agriculture and rarahs.

* Increased sustainable employment in agriculture.

* Increased incomes and increased foreign exchamgmegs.

* Reduced poverty and inequalities in land and ensapwnership.

* Improved farming efficiency.

« Improved national and household food security.

» Stable and safe rural communities, reduced levietsime and violence, and sustained
rural development.

* Improved investor confidence and greater domeshd #oreign investment in
agricultural activities and rural areas.

» Pride and dignity in agriculture as an occupatiod sector.

Recently, an evaluation of the implementation & $trategic Plan forwhich assessed the
extent to which the intended objectives and outcoimad been realized over the past five
years was conducted. The accompanying performanrecard suggested that good progress
had been made in some areas, such as sustainableae management, while other areas,
such as equitable access and participation, stjliired urgent attention

In contrast to the formal policy documents on agtigal policy that have progressively
stressed the need for greater equity in the setiier ASGISA strategy launched in 2006

8 NDA, 2001. Strategic Plan for South African Agiltcie. http://www.nda.agric,za/docs/sectorplan.htm

19 Kirsten, J., 2008. Review and Evaluation of thea®gic Plan for South African Agriculture (Thircrddt).
Unpublished Research Report for the National Depamt of Agriculture
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explicitly identified a number of agricultural pemjts and programme areas aimed at realizing
more balanced agricultural grofthThese include:

* 50% increase in land under irrigation

« Improved livestock productivity incl. goat and gpavducts
» Accelerated land reform

« Bio-fuels

Within the context of these initiatives, special prasis was placed on smallholder
agricultural development and as such ASGISA sigdadl policy shift towards greater support
for the country’s 1,3 million small-scale, resoupmsor farmers.

4.1 Trade policy
4.1.1 Trade liberalisation

The key feature of post-1994 trade policy in Sodthican agriculture has been the
replacement of direct controls over imports andogtgy exercised in terms of the Marketing
Act of 1968, by tariffs, and the lowering of thdseiffs below the bound rates agreed to in the
Marrakech Agreement of 1993. Quantitative restitsi, a multitude of tariff lines, a wide
dispersion of tariffs, and formula, specific and adlorem duties and surcharges,
characterised South Africa’s trade regime befor@1® agriculture, quantitative restrictions,
specific duties, and price controls, import and akpermits and other regulations were
replaced by tariffs after South Africa became aaigry to the Marrakech Agreement. Initial
progress in rationalizing the tariff regime andhwlibwering nominal and effective protection
was fast. Between 1990 and 1999, the number df liaes was reduced from 12 500 in 200
tariff bands to 7 743 in 47 tariff bands or fewearn 2500 in 45 bands if the zero tariffs are
ignored. The maximum existing tariff was also restlidrom almost 1400% to 55% and the
average economy-wide tariff fell from 28 to 7.1%.dgriculture, virtually all tariffs are now
below the bound rates of the Marrakech Agreement.

The structure of protection also affects agricétum South Africa, the average tariff
cascades from a relatively high rate on consumedgido moderate on intermediate goods
and low on capital goods. This pattern, which igidsl of protection in many developing
countries, implies that less progress has been imad&onalizingeffectiveprotection. It also
results in a support to value-added production axplorts. While certain manufacturing
industries have benefited directly from such supgerg. the motor vehicle and textile
industries), traditional agricultural export sest@uch as wine have been able to base their
export strategies on growth in a protected domesérket.

In addition, countries in the Southern African myhave been granted preferential access
through the abolition of quantitative controls oegricultural trade within SACU, a range of
bilateral treaties and the free trade agreemefit 8ADC. Finally, South Africa has signed a
free trade agreement with the EU. These changeg @drout in accordance with national
trade policy, whose main purpose was to lower terame level of tariffs, to maintain a
typical tariff escalation profile, and to simplifiye tariff structure.

20 Swart, A., 2006. A Growing Economy that Benefitd: Ahe Accelerated and Shared Growth Initiative fo
South Africa. A paper presented at the Agribusnéeamber Conference 2006, 23-24 May, Lord Charles
Somerset West
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The three most important trade relations in thetlsaa African region include SACU, which
exhibits the deepest level of integration, SADC dhe South Africa-Zimbabwe bilateral
agreement. Of the extra-regional influences, thenédand now Cotonou) preferences, the
Africa Growth and Opportunity Act (AGOA) of the USAand South Africa’s separate
bilateral Agreement with the EU are most influeintia

4.1.2 The impact of trade policy reform
The most important implications of these policiesthe agricultural sector have been that:

» The prices of field crops generally adjusted downlsao world market levels, and
have thereafter fluctuated with the world marketcgar Commercial farmers have
shifted quite rapidly to minimum and low-tillageopiuction systems and in certain
cases even to no-till practices. The result has laempid decline in the use of inputs
such as fertilisers, insecticides and herbicidésaators, combine harvesters and other
implements, and of fuel in field crop productioni§has been accompanied by an on-
farm shift in field crop production to better quglisoils, and a sectoral shift in
production out of more marginal areas such as t&ewn parts of the North West and
Free State provinces (mainly maize), and the neghtern and south eastern parts of
the Western Cape province (wheat). A further efteas been the adoption of crop
rotation regimes, for example the introduction mips such as medics and canola into
wheat systems in the Western Cape Province andrdial introduction of precision
farming technologies. These locational and croppuagtern effects have allowed
farmers to maintain total output of the major fieldps while ploughing less land.

« Commercial farmers have adopted a wide varietyislf management strategies other
than lower input use to cope with the greater hbibtga that they face. These
diversification strategies have been focused oonm diversification (e.g. more part
time farming, investment in on-farm agro-tourismciliies), and on asset
diversification (large farmers have tended to dbifgrinto different subsectors of
agriculture, or into different regions within thanse subsector, e.g. a maize farmer will
diversify into horticulture, or a table grape famall buy additional land in a different
production area). The result is a simultaneous aaeion of large commercial
(industrial) farms with an increase in the numbksmaller commercial farms, and an
overall increase in the average farm size.

« The extent to which domestic producers of maizewaheat have reacted to changes in
world prices has been attenuated by the applicati@formula tariff, which fluctuates
with the world price. The recent rapid increasethe world price, along with the
devaluation of the domestic currency, created omstances where the import tariffs
should have been lowered immediately in order t&hmn the effect on the farm gate
prices. However, there has been widespread agredimanthis mechanism was not
used to good effect, as the adjustments in th# tmdre delayed by red tape. As a
result, the wheat tariff was changed toaahvaloremtariff during 2007, but at the low
rate of 2%.

e South Africa has in the process also increasedniforts of animal feeds based on
oilseeds, as the evidence shows that commerciahefar in the country are not
competitive in the production of these commoditi@ne of the possible locational
effects of these imports has been a shift in theydadustry to the coastal regions, i.e.
to production systems based on natural pasturage.
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» The notable exception in the effects of trade rafon field crop production is the sugar
industry, which still enjoys high levels of tarirotection, partly because of the large
investment required in the processing of sugatjypbecause the world market in sugar
is even more heavily distorted by the protection@inthe OECD countries than other
agricultural products, partly because of the largmber of small-scale sugar producers,
and partly because of the greater lobbying powehefindustry. Sugar producers even
enjoy protection from producers in other SACU andDE countries. While the
domestic pricing structure has been liberalisedame extent in the past 8 years, the
sector has not had to adjust to the same extdrdesmaize and wheat producers.

» The tariff structure that has resulted from thengjes in trade policy in South Africa
generally affords greater protection to value-addedducts as compared to
commodities. One result is that farmers generadly their products into oligopolistic
markets, and buy their inputs from oligopsonistipgiers, which adversely affects
their terms of trade. Commercial farmers have bagle to counter these effects by
increasing multifactor productivity. However, canted increases in productivity are
dependent on new technologies, which in turn arkeadt partly dependent on state
funding. This issue will be discussed below.

* South Africa has traditionally been a net importérred meat, with most imports
sourced from Botswana and Namibia. The loweringtrafle protection resulted in
increased competition from non-traditional supglisuch as Australia (mutton and
lamb) and the (subsidised) EU producers (mostly tpvality beef cuts). Here the
weakening exchange rate seems, however, to hawvikec a decline in these supplies
in the past few years.

» The effects of trade policy changes on the hottical sector are more the result of the
new Marketing of Agricultural Products Act than mficroeconomic trade policy, and
are discussed below.

The net result of these changes can be summamsésoi dimensions, namely the policy
space available to decision makers after the tlibeealisation; and the measure of support
provided to South African farmers.

Policy space

South African agriculture lost virtually all stateupport during this process of trade
liberalisation as well as the domestic market ddéedggpn described in the next section. The
effects of trade liberalisation were somewhat bagdnby the introduction of tariff rate quota
(TRQ) regimes for several products and a syster{lanfiely now ended) variable import
tariffs. However, South African agriculture is n@alvsomewhat of a crossroads, with a body
of opinion arguing that a reversion to protectiomiss required, and especially so as
consideration must now be given to assisting tloeighnds of black farmers starting their
careers after acquiring land from the land reforotpss.

This raises the question whether South Africa tsialy in a position to increase its border
protection for agriculture, an issue addressed irecent articl&’. Table 22 contains a
summary of the policy space available to Southoafni agriculture. In general, it is limited.
Some 14.1 percent of the imports are ‘locked’ by WiTO bound rates, with an additional
7.5 percent almost at those bound rates. Anothé&r #cent is effectively ‘locked’ with at

2l sandrey, R., O. Oyewumi, B. Nyhodo and N. VinkD20South African agriculture protection: how much
policy space is there? tralac Working Paper No @72darch 2007. Stellenbosch, tralac.
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least fifty percent sourced from the EU/SADC conebinvith an additional 15.2 percent
‘almost locked’ with at least 40 percent of the orts from these same destinations. This
gives a total of 59.7 percent that is, for all picad purposes, locked into the current tariff
policy regime.

Table 18: Summary of the policy space available

No policy space, as applied rates are at bounds @82m, 14.1 $ of total imports

Rice | $230.0m | Other animalprod | $46.5m |  Coffee | $37.7m
Limited space, as EU/SADC imports combined > 50% @.1.8m, 22.9% total)

Spirits etc | $185.8m | Processedfood |  $129.3m| Cotton | 69.08n
Very limited space, as EU/SADC imports still > 4094$406.3m, 15.2% total)

Tobacco | $77.7m | Animal feeds | $67.3m | Fats/oils | $61.4m
Very limited space, as applied rates are close twhnds ($200.8m, 7.5% total)

Casein | $111.0m | Cocoa/choc | $69.6m |  Spices | $20.2m
Policy space, but a major animal feedstuff ($391.401.4.6% total)

Palm oil | $128.6m | Soybeancake |  $118.7m] Soybean oil | 1108m
Policy space but a staple food ($180.6m, 6.7% to}al

Wheat | $180.6m | | | [

Yes, there is clear policy space ($507.5m, 19.0%d6)

Poultry | $147.2m | Sugarproducts | $69.2m |  Pork | $47.3m

Source: Sandrey et al (2007)

Of the remaining imports, another 14.6 percent tite animal feed inputs. Any increase in

these tariffs will directly pass a cost increasdm®outh African poultry and meat producers,
and ultimately on consumers. Imports of wheat (60fhe total) are also sensitive. While

there is policy space to increase the wheat te88idijth Africa is a net importer of this staple

food. This leaves a grand total of 19.0 percerdlloimports where at least some policy space
is available. Even here, most of these importssalgect to WTO TRQ obligations and thus

not totally under the control of South African teggolicy authorities.

Support to South African farmers

South African agriculture has been subjected tdyara by the FA®, the OECB®, and the
World Bank* in the past few years (Vink, 2003; OECD, 2006;skin et al 2007) These
institutions have used a range of different meastwedescribe the extent and the nature of
state intervention in the agricultural sector. Tésults are summarised in Table 19.

The high PSE (Producer Support Equivafénity 1992/3 was the result of a huge once-off
increase in direct income support to farmers, frR2b0m the previous year, to R2.6bn
(Rimmer 1993). This came in the form of a droughlief package, announced by the

22 \/ink, N, 2003. Macroeconomic and sector policy s in South African agriculture, 1996-2002. FAO
Project on the Roles of Agriculture in Developinguitries. Rome: FAO

23 OECD, 2006. Review of Agricultural Policies: Soutfrica. Paris: Organisation for Economic Coopeati
and Development

24 Kirsten, Johann, Lawrence Edwards and Nick VinkQ2 Distortions to Agricultural Incentives in Shut
Africa, World Bank Agricultural Distortions WorkinBaper 38, December

> The Producer Support Estimate (PSE) is an indicatdhe annual monetary value of gross transfesef
consumers and taxpayers to support agriculturaduysrers, measured at farm gate level, arising froticy
measures, regardless of their nature, objectivegnpacts onfarm production or income. The Producer
Support Estimate (PSE) is an indicator of the ahmanetary value of gross transfers from consunagis
taxpayers to support agricultural producers, megkwat farm gate level, arising from policy measures
regardless of their nature, objectives or impant&om production or income (OECD 2006).
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Government in 1992, which consisted of R2.4bn int delief. On average, these estimates of
support to agriculture reflect the change in poftomn the protection in the 1970s and 1980s
to a more liberal market in the 1990s and early0200his is consistent with the abolition of
the Control Boards and trade liberalization undier Marrakech Agreement on Agriculture.
Furthermore, they underscore the unequal natugéobtl agricultural markets.

Note that South Africa’s stance against domestmpett does not preclude increasing its
current levels of support to farmers. As South @eris currently classified in the WTO as a
developing country, the current proposal on doroestipport makes provision for trade
distorting support under thde minimusrule equal to 5% of the total value of agricultura
production. In addition, the proposal also makesvision for the introduction of a new Blue
Box support category to accommodate trade distpdupport that imposes production limits
so that over-production is curbed. The permisdiblel of support under this box is a further
5% of the value of production.
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Table 19:

Measures of support to South African aggulture

1990

1991

1992

1993

1994

199

194

)6

1997

98 91

2001

200

200

South
Africa

Based
on
OECD
2007
NPC

NRA

10.80

18.95

8.20

13.61

9.23

9.8

63.51

Kirsten
et al,
2000

PSE

1.78

10.89

4.18

Helm
& van
2yl

PSE

11.56

13.69

16.74

31.04

14.50

Kirsten
e al,
2006

TRA

8.33

7.45

0.05

5.50

-7.79  -3.5

-7.

72 335

0.80

OECD
countries

OECD

PSE

32

35

33

35

34

32

29

29

33

35

33

29

32

31

3

Notes: PSE = Producer support estimate; TRA = Totatate of assistance. Both measure direct and indicé support to farmers, with the indirect support
measured as the difference between world and domésprices. NPC = Nominal Protection Coefficient
Sources: OECD (2006), Kirsten et al (2000) Kirstent al (2007) Helm and Van Zyl (1994)
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4.2 Marketing policy
4.2.1 Marketing deregulation

Until early in 1998 the marketing of most agricuétu products in South Africa was
extensively regulated by statute, based on theinaligMarketing Act (some 70% of
agricultural output by value), the Cooperative 8tcs Acts (in the case of ostriches and
wattle bark) or by industry-specific statutes (sashthe Sugar Act and the Wine and Spirit
Control Act). Most products were regulated under 282 marketing schemes introduced from
1931 and especially from the time of the 1937 MankeAct (consolidated in the Marketing
Act of 1968).

Beginning two decades ago, the industry faced asing pressures for deregulation, a
process that was accomplished in two phases oiepéniod. The major change in the first
phase was the extensive deregulation of state wudignial marketing schemes within the
framework of the Marketing Act of 1968. The origiofsthis change can be found in the shift
in monetary policy in the late 1970s and fiscahtgigies in the 1980s, which undermined the
complex structure of protection, price support amdss-subsidies on which agricultural
support was founded. Yet isolation from the worldrket, accompanied by the increased
isolation of the country in social, cultural, padl and intellectual spheres during the 1980s,
meant that the deregulation steps that did takeeplgere aimed at the domestic market.
Foreign trade still largely consisted of managingports and exports in order to manipulate
domestic prices (e.g. maize, wheat), or of monojakyort schemes (e.g. for fruit). The first
real steps in opening the agricultural sector taldvanarket influences came with the
Marrakech Agreement of the GATT in 1993, when adbed controls over agricultural
imports were replaced by tariffs.

The most sweeping change was, however, broughtt diyothe Marketing of Agricultural
Products Act, No 47 of 1996. This new Act represdna radical departure from the
marketing regime to which farmers had become aoowst in the period since the 1930s.
While far reaching, the deregulation that had tagtacte since the 1980s was piecemeal,
uncoordinated, and accomplished within the framé&wairthe old Marketing Act, with the
result that any policy changes could easily be maag The new Act changed the way in
which agricultural marketing policy would hencefotie managed in South Africa, not least
by opening the sector to world market influencesimanner that could hardly have been
anticipated a decade earlier. The Marketing of @&gtural Products Act, No 47 of 1996 set
up the National Agricultural Marketing Council (NAB), whose immediate task was to
dismantle the existing Control Boards, and subseifjyedo manage and monitor state
intervention in the sector.

Act 47 of 1996 sets its objectives as the promotbmefficiency in the agricultural sector,
increased market access, the optimisation of exparhings, and the promotion of the
viability of the sector. Further, the Act statesttintervention is only allowed on condition
that at least one of these objectives is substhntiathered without being substantially to the
detriment of any of them. In addition, the NatioAgricultural Marketing Council (NAMC)
was set up, with the main function of monitoringy amtervention in the market that has been
allowed in terms of the Act. This formulation medhat the calculus has changed. The main
function of the institutions created under the pras Act (the Control Boards and the
National Marketing Council) was to implement markgterventions. In contrast, the main
function of the NAMC is to monitor those few intentions that are permitted to ensure that
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they do not create market distortions that couleeskly affect the welfare of the agricultural
sector or the country at large, as measured bglfeetives of the Act.

It is evident that the effects of deregulation eliffd between the field crop, the horticultural
and the livestock subsectors of agriculture, paltgcause of their different modes of
production, and partly because the nature of cbntnoler the old Act differed between

different commodities. Each of these is discussddrn:

4.2.2 The impact of marketing deregulation

Field crops

The discussion above showed the real impact oétpadicy reform on the performance of the
field crop sector. Yet the process of deregulatainthe agricultural marketing system
encompassed more than just a change in the traglmee The most important changes
included the abolition of pan-territorial and paasonal pricing mechanisms, the
concomitant changes to physical access to the nanke to the food processing sector, and a
range of institutional impacts:

* Most of the major field crops were sold under agé channel fixed price’ marketing
regime, characterised by pan-territorial and paseeal pricing. The main
consequence of pan-territorial prices was that émsmcloser to the market were
effectively cross-subsidising those further awaat ttaced higher transport costs. With
deregulation, prices started to become regionaffgréntiated to reflect transport costs
and regional variations in demand and supply. Aelotionsequence was that processors
moved closer to the market, as they also paid dheesprice irrespective of the point of
delivery. The main result of pan-seasonal pricirag \that no grain was stored on-farm,
and that the entire crop was sold immediately dfi@vest. This had a tendency to
cause havoc on the money markets, especially wieemaize crop was harvested, as
farmers were paid in full on delivery to the coa@ieres. The result was an over-supply
of storage capacity, arguably also incorrectly teda

* Another feature of the regulated market was that phice differentials between
different grades and cultivars of grains did ndtea differential demand. This was
particularly evident in the wheat industry, wherkeat produced in the Western Cape,
for example, was unsuited to the production of Gyeéile there were few incentives to
produce for specific baking qualities, or for threguction of pasta, etc.

* With deregulation, the major grain industries (reaizwheat) become more
differentiated as the location of production shifte response to differential prices
across space and over time. One of the first mstaifiens was that an increasing
proportion of the maize crop is now milled by srsdale millers, both on- and off-farm
(industry estimates suggest this can be as higd0%s of the crop). This has impacted
the rural areas in three ways. First, there areeased opportunities for small and
medium scale businesses in processing and distripotaize and maize products. This
increased activity in the rural areas has proviaetimulus to rural economies. Second,
there has been a marked increase in agro-tourissaghout the country. While agro-
tourism has long been a feature of the wine inglusiiere has been a marked increase
in farm stores, farm stays, etc. in most partshefdountry. Third, small-scale farmers
have, in theory at least, better access to the ehéinlan before, as the cooperatives that
acted as agents under the single channel schemds woly take delivery in bulk.
However, the slow pace of land reform (see belowpns that few new entrants to
agriculture have been able to take advantage eéthenefits.
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* The abolition of pan-territorial and pan-seasondtipg has also had interesting
consequences for the rural finance sector. Underctintrol schemes, the Control
Boards appointed agents, mostly farmer co-opemtite carry out the physical
functions of receipt of the crop, payment, storaged onward consignment to the
processors. These input supply co-operatives therebecame effective regional
monopolies, which enabled them to become prefestgapliers of seasonal credit to
farmers. They generally used the Land Bank as frefferred source of funds. With
deregulation, however, the commercial banks haen ladle to expand their share of
this market.

* An additional consequence of the abolition of pamitiorial and pan-seasonal pricing
has been the advent of a wide range of strategfieseésed part-time farming, contract
farming, strategic selling throughout the seasoicehedging, etc.) and institutions (the
agricultural futures market, or SAFEX, grain traglifirms, brokerage firms, etc.) that
have enabled farmers to participate in the markiéh greater certainty and lower
transactions costs. These institutional changes hganerally served to lower the
transactions costs of market participation. Prieddging instruments such as SAFEX
are mainly used by to hedge or insure against pigie and thus manage farmers’
liquidity in a deregulated market. SAFEX price fatmon for field crops is generally
considered efficient (see caveat below) and a teflection of prices in the domestic
market. Thus by using SAFEX instruments effectiyéymers can minimise their price
risk which in turn lowers their cost of doing busss. The uptake of SAFEX derivates
amongst South African farmers has not been scal&raldor two reasons. The first
relates to contract size, a 100 ton contract iottg contract size traded on SAFEX and
this translates into a farmer threshold entry lesfehbove 50 ha in the case of maize.
The second reason relates to the substantial &ghlfinancial knowledge, computer
literacy and infrastructure requirements such astetity and internet access, that are
needed to be able to make full use of these markgtiments.

* A recent investigation into the performance of SXFHentified a number of potential
weaknesses in the operation of the market that tnhighie contributed to high food
prices and price volatility observed in the era déregulation. The main
recommendation flowing from this investigation whe need to revisit a number of the
rules and regulations governing SAFEX with resgectestrictions on the size of the
trading position taken as well as limiting the oppoistic behaviour of traders.

Livestock

Control over the livestock industry was exercisadterms of a wide range of marketing
control schemes. Red meat and eggs were contmafiddr ‘surplus removal (price support)’
schemes, whereby a floor price was set, with tlevaat Board responsible for manipulating
supply in order to maintain prices above this flobr the case of red meat, the main
consuming areas were designated as ‘controlledisarand meat could only be sold there
under a permit. Meat could also only be slaughtenedpproved abattoirs, most of which
were in the controlled areas. This created ani@difshortage in the consumer market and an
artificial surplus in the producing areas, with tlesult that the holders of permits gained
windfall rents. Wool and milk were controlled undgngle channel pool’ schemes.

The major sources of animal feeds were also cdettolith maize under a single channel

fixed price scheme, and oilseeds and lucerne usidgle channel pool schemes. The poultry
industry was never subjected to statutory control.
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The effects of deregulation on the livestock sutsdtave received relatively little attention,
partly because of the heterogeneity of the seetad, partly because of the lack of reliable
data, especially on consumption of red meat. Sdfeets include:

* An increase in the proportion of red meat soldhi& informal sector directly into poor
urban and peri-urban communities. Live sheep antecare bought on the farm, or
even delivered to these townships, and slaughtatrede roadside, where the meat is
sold raw or cooked in various forms. While it isokm that this trade makes up a
substantial proportion of total red meat sales, @kact magnitude has not been
estimated. Similarly, there is an active markepig and poultry by-products such as
offal, chicken heads and feet (colloquially knoven\aalkie-talkie’), etc.

» Deregulation resulted in a rapid increase in thelper of smaller abattoirs in the rural
areas, mostly on-farm facilities that are combimath retail outlets or that supply
directly to retailers in the formal market. Onetloé results is that the large metropolitan
abattoirs are all running at less than a third apacity, leading to severe financial
problems for the holding company, Abakor.

* A relatively large proportion (up to 80% of formsgctor sales) of South Africa’s red
meat comes of feedlots, mostly as a final finistph@se, ostensibly because of the lack
of winter grazing in the summer rainfall areasisihot clear whether this practice has
increased in the post-deregulation era, althougdteths little evidence that it has
decreased. For this reason, red meat prices atieydarly sensitive to changes in the
cost of animal feeds. The decline in the real patgellow maize, oilseeds and other
components of animal feeds since deregulationthasefore, resulted in relatively low
red meat prices, at least until the recent increageain prices.

Horticulture

Most of South Africa’s fresh vegetable and subtrapiruit industry escaped controls under
the old agricultural marketing regime, while themdstic market for fresh deciduous and
citrus fruit was deregulated in the 1970s. Henwe focus here is on exports of deciduous and
citrus fruit. These products were marketed undergle channel pool' schemes, whereby
producers had to channel their produce into a pgrated by a statutory monopoly
empowered by the Deciduous Fruit and Citrus ConBohrds respectively. The main
implications of the deregulation of these industriaclude the effect on the quality and
quantities exported, as well as the destinatiocexpbrts:

» The main advantage of the single channel expodreels was, obviously, the ability to
manage the price of exports, and more specifidallyse the monopoly power to keep
prices high. The main disadvantage was that preduere pooled (i.e. individual
producers had no incentive to deliver a qualityhbigthan the average), that prices were
maintained at high levels by restricting outpugttthere was little incentive to develop
new markets, and that there was little incentivedee on marketing costs. The result
was that South African production lagged behindt thiaits competitors, that the
country became vulnerable to changes in individliehts, given its concentration on
the most lucrative short-term markets, that thentgulagged in innovating new
cultivars, and that the marketing costs were higgregulation changed the calculus in
each of these dimensions.

» The first effect of deregulation in the fruit expamdustries was the entry of literally
hundreds of marketers, and hence a sharp declipgce and in quality delivered into a
global market characterised by a rising demanchéav products and a stagnant demand
for conventional cultivars. In this regard, the k@pjndustry was hardest hit, and
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experienced a decline in exports in the period ichately after deregulation in the mid
to late-1990s. As apples are grown in only a fewvecsgdised areas, these areas
experienced a negative impact on farmer incomesam@oyment, while the impact on
the wider economy was limited. Nevertheless, toiat exports increased in volume
and value in the post-deregulation era.

Under the new, deregulated trading regime, produsegre more exposed to the
shifting demand for new fruit types and varietiéhile this had a negative impact on
sales in the short term, it has also resulted mew investment boom as farmers have
shifted replanting and new plantings to reflecstbhange in demand. In the citrus
industry, for example, the Western Cape producingaahas been favoured over
Mpumalanga, Limpopo and Eastern Cape provincesh@slemand shifted to easy-
peelers, which are more suited to the climate, Withresult that the Western Cape has
become the largest source of citrus exports.

A further result of deregulation is that farmers apw better able to withstand shocks
in individual markets. While the bulk of deciduofrsit and citrus exports are still
destined for the UK market, the concentration giais has diminished considerably,
with new markets being exploited in Eastern Eurdpmjth and East Asia, the Middle
East and Africa. There is also anecdotal evidehae dcompetition between marketers
has resulted in a lowering of supply chain codthpagh the market for shipping space
and harbour facilities is not competitive, and ®o#frican exporters face higher costs
than those of their competitors.

Producers’ ability to shift a wider variety of praxts to a wider range of markets has
also provided a measure of protection against ctitigre from heavily subsidised
producers in northern hemisphere countries. Newntgogies have resulted in an
extension of the production and marketing seasoihise producers, thereby closing
the ‘marketing windows’ for counter-seasonal southbBemisphere countries. This
advantage has been partially offset by new stoaageshipping technologies for South
African producers, but the reduction in state suppor research and development
presents a real threat to the deciduous fruit @nagsandustries.

The regions that have benefited most from theseggsin market conditions and the
new opportunities that have arisen as a resulteoégulation include the new table
grape production areas along the Orange Riverenirtterior of the country, and the
wine producing areas of the Western Cape. Tablgegeaports from South Africa have
grown fastest among the different varieties of decus and citrus exports, largely
because of the rapid expansion in production cépatithe Northern Cape province.
This expansion has been driven largely by the daalyest, and hence the favourable
market conditions, by production technologies sashprecision irrigation, and by
infrastructural investments aimed at improvingaaid shipping transport.

The wine industry has also undergone radical sirattchanges. Exports have, for
example, increased by more than threefold ovep#s¢ decade, and from less than 10%
of the total harvest to more than a third. Thesengles have been driven by investment
to replace current production capacity and to erea&iw capacity. In the wine industry,
this implies a smaller total crop, as high-yieldigigape varieties are replaced by low-
yielding ‘noble’ cultivars. This also implies thHte area under vines has grown only
slowly, as most of the investment is targeted plarging. Nevertheless, new areas in
the Western Cape, including the Malmesbury distant the West Coast, and the
Southern Cape have been the focus of a rapid eiqmaimswine grape production. At
the same time the processing capacity of the ingists also been expanded, with new
wineries being set up, mostly in the traditionabhguality producing areas of
Stellenbosch and Paarl.
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Fresh Produce Markets

As indicated earlier, fresh produce was never sulife regulation under the old marketing

act. National fresh produce markets (NFPM) formraagral, although diminishing, part of

the price-making, distribution and marketing ofsfigproduce in South Africa. There are 18
commission-drive NFPM in South Africa with the folargest NFPM (Johannesburg,

Tshwane, Cape Town and Durban) representing 74ébeofurnover and volume throughput

of all NFPM. Annually more than 2,860,000 tons m#sh produce is traded through these
markets.

Since the introduction of the new agricultural neikg act in 1996, NFPM have shown
virtually no growth at a time when the productiof fresh produce in the country has
increased dramatically. In the case of potatoesekample, in 1996 67% of all potatoes
traded in South Africa were sold through NFPMs.2B96 this had dropped to 42%.

As state owned assets, the declining competitiveeard efficiency of NFPM (as a marketing
channel) is of concern in light of their importante in providing services to producers and
consumers of fresh produce, and in particular t®@ loscome consumers and the informal
sector. In addition, concerns have been raisedtahewapparent slow pace of transformation
of NFPM and market access problems black produdaeesin trying to supply to NFPM.

From 2001-2006 the National Agricultural Marketi@guncil (NAMC) undertook a number
of investigations into the current state of NFPM amnumber of recommendations have been
put forward to the Minister of Agriculture as towndhese markets should be restructured to
provide better value to producers and consumers.

The recommendations include amongst others:

* The ownership and management of NFPM should beraepla— in the current system
local municipalities tend to own and operate NMBPaadepartments and/or corporate
entities within their existing structures.

* A national coordinating body should be set up tordmate matters relating to NFPM
across the country. Such a body should monitor amdress the following issues
namely;

« the transformation of NFPM,

- the rationalisation of legislation governing the n@nship and operation of
NFPM,

- infrastructure backlogs at NFMP,

- the introduction of food safety and traceabilitgugements as well as the
enforcement of quality standards

Food Prices

Price controls for bread, maize meal and dairy petglwere abolished in 1991 and from that
point onwards retail prices were set by marketdsrche initial impact of deregulation and
trade liberalisation in the 1990s, was a declin@rimducer prices for cereals and as a result
food price inflation kept pace with overall inflati levels in the economy until 2001.
However, the depreciation of the Rand in 2002 dr&l dconcomitant sharp rise in major
commodity and food prices led the Cabinet to anneuthe establishment of a Food Price
Monitoring Committee in response to this crisis.

The objective of the Food Price Monitoring Comnetigas to carry out an investigation into
the pricing of foodstuffs and operation of pricenf@tion mechanisms within a number of
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food product value chains in order to ally suspisiohat industry role players were unfairly

increasing the prices of basic foods. The Commiteeluded that the increase in commodity
prices (aided by world price movements and the axgh rate) was primarily responsible for

the sharp rise in food price inflation. Howeveryhalso found that when commodity prices

fell back to pre-1991 levels, there was a longbafpre this decline was reflected in food

price levels. Market structure and information gramnssion mechanisms in the economy, were
cited as the main reasons for the long downwarcection of food prices.

The Committee provided a series of recommendatsn® what needed to be done in order
to ensure fair competition in the South African do@nd agricultural sector. These
recommendations included the need:

I. To institutionalise a food price monitoring systeimat was able to gather and
disseminate food price information on a regulaias

ii. For government to intervene to reduce poverty angrove food security to help
households cope with food price increases;

iii. To more adequately monitor the agro-food competiémvironment.

Following the recommendations of the Food Price twimg Committee, the National
Agricultural Marketing Council now regularly puldies a Food Cost Review. Furthermore,
over the past three years the Competition Comnniskas investigated and remedied anti-
competitive behaviour in a number of food industije.g. dairy, grain storage and bread).

The poverty alleviation action is largely being eslsed through the Integrated Food Security
Strategy (IFSS), adopted by the Cabinet in 200palt it was a reaction to the high prices of

basic food items at that time; however it was gisompted by the need to consolidate,

harmonise and integrate the different food secupitygrams being implemented by the

various government departments. The DepartmentgoicAlture was designate as the lead
agency of the IFSS.

The Emergency Food Relief Programme, a sub-progeamithe IFSS, was launched in
2002 and food parcels were distributed to housesholdneed as an emergency measure.
Later, it was realized that this approach was mstasnable and the strategy shifted focus
towards the provision of agricultural starter pat&kshouseholds and communities that had
access to land in rural and urban areas in ordstirtaulate agricultural production.

With time the Agriculture Starter Pack ProgrammeéR) has evolved into the Household
Food Production Programme (HFPP). HFPP is a momepoehensive initiative whereby

provinces are encouraged to change their implerentanethodology and not only focus on
starter pack distribution but also assist in theettgpment and transfer of suitable inputs,
technologies, information as well as training aagazity building®. As part of this mandate

a number of the provinces launched separate psfpeogrammes to give content to this
vision. These include:

» Siyazondla and Siyakhula/Massive Food Programntieericastern Cape
* Siyavuna in KZN
* Masibuyele Emasimini in Mpumalanga

% Skweyiya, Z., 2006. Minister of Social Developmé&aia Skweyiya: Social Sector Cluster media brigfih
July 2006. http://www.info.gov.za/speeches/ 2006.
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» Homestead Food Garden Programme in Gauteng

The objective of the HFPP is to ensure sustaindddesehold level food security for
vulnerable households and to reduce overall fosgdurity by half by 2014. The overall
target for the 2006/2007 financial year under tHe”R was 62,000 households, and it was
reported that this target had been exceeded.

4.3 Land and Resource Management
4.3.1 Land reform

The Department of Land Affairs, successor to theddenent of Regional and Land Affairs,
completed the process of land reform policy desigtn its White Paper in 1997, while
implementation of the programme had already startetP94. Land reform policy in South
Africa consists of land restitution, tenure refoand redistribution programmes. Briefly,
restitution deals with historical land rights and the retunereof,tenure reformexamines
forms of land holding whileedistributionis focuses on the transformation of existing,aBci
biased land ownership patterns.

With respect toredistribution from 1995 to 1999 this was implemented by meaihs o
Settlement/Land Access Grd®LAG). SLAG was a small grant (R16 000, later@ased to

R 20 000) made available to poor households, ysoaijanised in groups, to buy land on the
open market. Initially, the Department of Land Aféaspent a lot of time and effort in
mobilising communities and assisting them to ac&s$8G grants to acquire land. However,
the Department’s own research showed that, in masts, farms financed with land grants
and settled by groups of households, were too smalipport all of the beneficiaries as full-
time farmers. The Department of Land Affairs am&ted that emerging farmers would use
the grant to leverage loan finance for additioaad. However, most creditworthy farmers did
not qualify for a land grant as the means testiagpio potential beneficiaries precluded
individuals with a monthly household income gredtan R1 500.

Thus, a new approach to land reform was propoded ettensive consultation and planning
during the course of 1999 and 2000. The Land Reformgricultural Development (LRAD)
programme provided for an extended scale of gramgpendent on an increasing own
contribution, thus aiming to assist in the estdinfient of a class of commercial black farmers.
It was argued at the time that the initiative woaldo fail unless implementation was well
planned and well co-ordinated, unless support sesvior agriculture, i.e. research, extension,
finance, information, infrastructure were in pldogprovide the conducive environment for a
vibrant and successful agricultural sector, andessl the problem of bureaucratic
centralisation was addressed.

This support did not initially materialise and asldre rates among land reform projects
increased, the need for better coordination betwbenDepartments of Land Affairs and
Agriculture around post-settlement support becanssemtial. The Comprehensive
Agricultural Support Programme (CASP) launched Iy Departments of Agriculture and
Land Affairs in 2004, was an attempt to better cditate support services.

In order to ensure that land and agrarian reforraeddo a new trajectory that contributed to

the higher path of growth, employment and equity2B$4” in 2006 the DLA introduced the
Proactive Land Acquisition Strategy (PLAS) by thates for targeted groups in the land
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market. The PLAS moves from the premise that tieeeneed or demand for land, it might
either be quantified through IDPs or other stafgedr processes. Here the state proactively
targets land acquisition and matches this withdigr@and or need for land.

In February 2008, the Minister of Agriculture andnd Affairs announced the launch the
Settlement and Implementation Support (SIS) styateglLand and Agrarian Reform. While
the specific detail of the strategy is not yet knpwthe emphasis of SIS is on post-settlement
support and on the need to make land reform “EMswgy’s business”. This strategy
highlights the need to locate land reform projestthin local government structures and
ensure that all projects are embedded in the latedrDevelopment Plans, in the Local
Economic Development Plans and in the Provinciav@n Development Strategies.

Despite all efforts to speed up land reform, the eféect of the land programme has been
limited. After almost 14 years of state sponsogttiireform slightly more than 4 million ha

of the available agricultural land in South Afribas been transferred through the formal
programme. Furthermore government recently admitted the failure rate of new land

reform projects could be as high as 50%.

Tables 20 and 21 show the contribution that théwuarland reform initiatives have made to
the overall performance of land reform disaggredjateyear and by province.

Table 20: Redistribution: total hectares redistributed per province: 1995-2006/2007

12%%51 2002 2003 2004 2005 2006 2007F Total
Redistribution:
SLAG and| 684,363 | 321,532| 181,139 186,799 842,856 122,016 77,359 6281
LRAD
Redistribution:
PLAS 18,673 13,629 85,270 16,319 133,891
State Land 29.422
Transfers
Total 2,579,380

Source:Kirsten (2008)

Table 21: Restitution: Statistics on settled restittion claims (1995 — 31 March 2007)

Province Total number of claims| Hectares transferrd to | Number of restitution projects
claimants* with agricultural activities

Eastern Cape 16 116 72 075 19

Free State 2582 44 464 8
Gauteng 13 148 7 557 2
KwaZulu-Natal 14 576 435 190 37
Limpopo 2 789 356 042 49
Mpumalanga 2429 213 360 45
Northern Cape 3673 305 389 16

North West 3 655 213 659 71
Western Cape 15 499 3115 4

TOTAL 74 417 1 650 851 251

* Assuming that the majority of hectares would beat
Source: Kirsten (2008)

While the objective of the land reform programmedssupport previously disadvantaged

households acquire land, the objective of CASRoigrisure they are successful and thus
retain land ownership. The primary aim of CASRoiptovide agricultural support to targeted
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beneficiaries of the land reform and agrarian mfg@rogramme within six priority areas,
namely:

« Information and technology management

e Technical and advisory assistance and regulatowces
* Marketing and business development

» Training and capacity building

* On/off farm infrastructure and product inputs

* Financial support

The need for CASP flows from the recommendationghef Strauss Commission report,
which recommended that black farmers, especialey leneficiaries of the land reform
programme, should be supported through the pravisidarmer support services. CASP was
designed to establish fiscal transfer mechanismstieamline and align service delivery
within the three tiers of government.

CASP is targeted to support four different levdlslents within the farming continuum:

e The hungry & vulnerable — Though this group is piily the responsibility of the
Department of Social Development, they are supgddtieough advice and during food
emergencies through food packs and for those fesniliho are ready, the introduction
of the agriculture starter pack.

» Subsistence and household food producers — Thisdes the beneficiaries of the
special programme on food security (SPFS) and tivegtated Food and Nutrition
Programme (IFSNP) where the provision of the adfuce starter pack is made.

» Farmers - specifically the beneficiaries of the LRANnd other strategic programmes
e.g. SLAG, Restitution, Redistribution, Tenure Refo

* Agricultural macro-system within the consumer eorment — this category includes
commercial farmers to ensure that business ancetheatory environment is conducive
to support agricultural development and food safety

Substantial funds were made available for CASRsdfiist years of operation (some R750
million in the 2004-2007 period), yet questionsameting its efficacy remain, largely because
the small farmers who need the most support @i@sd in the former homelands) have been
designed out of the programme - the bulk of thedfuhave been channelled to emerging
farmer clients for the provision of on-farm infragiture, training and capacity building,
marketing and business development. Table 22 shbevsnumber of projects and CASP
beneficiaries as well as the percentage of the éugfzent.

Table 22: Number of projects & farmers benefited flom CASP

Budget Expenditure o . L
Year (R'000) (R'000) % Spent # of Projects # of Beneficiaries
2004/2005 200 109 571 55% 510 46 553
2005/2006 250 210671 84% 1 069 53 206
2006/2007 341 321 091 94% 572 67 366
2007/2008 0
(December 07) 415 268 494 64% 845 60 276

Source: Kirsten (2008)
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4.3.2 The effects of land reform

Despite the well-formulated land reform policy anell-funded land reform programme,
comprising programmes for land restitution, landig&ibution and tenure reform, progress
has been slow, to the extent that less than 5%mih@ercial farm land has been transferred.
Production conditions in the communal farming arbage remained largely unchanged or
may even have worsened, and that tenure forms landdy changed in the communal areas
despite attempts to provide greater tenure security

There is also no evidence that the supposed bearédk of land reform are better off as a
result of their participation in the programme. Hnaal evidence, in fact, shows that private
transfers, some funded by mortgages from the LaankBor the commercial banks, have
occurred at a higher rate than that of state temasNevertheless, there are some examples of
land reform that have had local impacts, and tloasibly serve as examples for future land
reform:

* The best-known example of small farmer successoutlSAfrica is the 20,000 small
cane growers in the sugar industry (discussedegprlivVhile the support programme to
small-scale cane growers in KwaZulu-Natal pred#tesland reform programme by a
few decades, it has recently been expanded coabigem Mpumalanga province
where new sugar cane plantations have been esiadblis

» During the early 1990s a project was launched tmerage the development of a land
rental market on cropland in the communal areasebgouraging the traditional
authority to adopt measures that would lower th@dactions costs of land rental. As
expected, this experiment has had interestingieffay and equity results.

* A number of farm worker share equity schemes haentset up, mostly in the fruit
export industries in the Western Cape, whereby faorkers use the land reform grant
to buy shares in an operating farm business, mostihe farm where they work. While
the financial performance of these schemes stidideeto be independently assessed,
these schemes have attracted significant privatersevestment.

» Concerns about the vulnerability of small producefsvool led the National Wool
Growers Association and the government to set npva wool marketing channel by
building and equipping shearing sheds in villagesughout the Transkei and Ciskei
region. In a first phase the focus was on the gromi of material support (shearing
shed, equipment and for some villages, a dippingk)taln the second phase,
institutional support was provided to increase asd® information on breeding and
training for proper shearingnd grading, access and knowledge on the use afsinp
and a market outlet. The NWGA also organises contéb the brokers to market the
wool. The NWGA prescribes that candidate villagesutd have a minimum number of
sheep, but more importantly an active farmers aasson, whereby the wodiarmers
form a local ‘Wool Growers’ Association’.

* There are a range of empowerment schemes in aquicaind mariculture (mussels,
oysters, seaweed, abalone) that are situated dlmngvest and south coasts of the
country that have the potential benefit of undermngrthe considerable poaching that
has taken place in these areas, in addition toigiray new opportunities to small-scale
producers.

« Similarly, there are a range of agricultural prégegimed at the production of specialty
products such as rooibos tea, honeybush tea, muolige flowers, medicinal plants,
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essential oils, hydroponics and organic producteselpurpose is to build new markets
and to empower new producers.

4.3.3 Resource management policy

As indicated earlier, South Africa’s underlying iagftural resource base is poor. The country
has a total surface area of 122 million ha of whinly 14 % (17 million ha) is arable land. Of
the arable land only 1.3 million hectares is undggation. Rainfall is generally low, erratic,
unevenly distributed and unreliable. Approximat@y26 of the country can be classified as
arid, semi-arid and dry sub-humid and South Afrisarls are generally considered to have
low fertility.

Although no formal statistics are available, theeag perception shared by all stakeholders in
the agricultural sector is that South Africa’s matuesources are under a severe threat of
degradation. For the commercial sector, factord tmave contributed to this include;
monoculture cereal production, intensive tillage &mited crop rotation. For the communal
areas of the country excessive firewood collectioappropriate land use, population density
and overgrazing are the main factors causing sgtatlation. In aggregate, soil degradation
is responsible for approximately fifty percent ahtl degradation, while water-logging and
salinity also make a contribution.

The National Department of Agriculture, in accorcamvith the Conservation of Agricultural

Resources Act (1983), exercises control over thee afsthe country’s natural resources.
During 2003, the Department drafted the Sustainahikzation of Agricultural Resources

(SUAR) BiIll. This Bill was intended to enhance tBepartment’'s ability to manage the
country’s natural resource base in that it combthesSubdivision of Agricultural Land Act

and the Conservation of Agricultural Resourcesascivell as making provision for LandCare
and Prime and Unique agricultural land principlascording to the Strategic Plan of the
Department of Agriculture (2003-2006), this Billeehd have been gazetted in 2003.

Land Care

The National LandCare Programme was establishetP@® to address the degradation of
natural/agricultural resources in the country amgrove the socio-economic status of rural
communities. LandCare promotes ecologically suatden resource utilization and

management by communities and individuals and eag®s opportunities for the

development of business enterprises that focus ustaigable resource management.
LandCare themes are grouped into two areas — tbteféicuses on investment (WaterCare,
VeldCare, SoilCare, Eco-Technology, Agritourism gteonme and Junior LandCare) while
the second is aimed at providing small communigntg.

« WaterCaretargets Limpopo because of water shortages ananihatance of water for
irrigation in the province. Under the WaterCarejgecq 28 irrigation schemes have
been revitalised.

* VeldCare targets the North West and promotes best grazisgpss and erosion-
prevention practices. Economic and social developnopportunities are realised by
improving and maintaining grazing areas throughotal communities.

» SoilCare encourages rural farmers in KwaZulu-Natal, the t&as Cape and
Mpumalanga to build innovative structures to comlsail erosion. Sustainable
agricultural production systems are introducedhsag diversification, management of
input and conservation tillage.
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* The Eco-Technologycomponent is aimed at identifying, adapting andnmting
promising ecological technologies such as conservéarming and water harvesting

e AgriTourism Programme aims at identifying agritourism opportunities and
implemented agritourism projects within the idaetifpresidential poverty nodes.

« JuniorCareaims at empowering previously disadvantaged yohtbuigh training in
facilitation and leadership skills, including protimy awareness of sustainable
agriculture and stimulating the formation of youthubs and projects that aim to
promote other components of LandCare.

During the 2006/2007 financial year, the NationapBrtment of Agriculture spent R45m on
118 LandCare projects. A total of 72,856 benefiemwere supported through these projects
which created 201,703 part-time jobs.

Genetic resource management strategy

Within the context of the National Environmental hdgement Act of 1998, the Department
of Agriculture launched its genetic resource manage strategy. Central to this strategy is
the preservation of agricultural biodiversity angbmoting the sustainable use of soil and
water through the enhancement of crop and livespokluctivity in intensified and more
sustainable farming systems. The Department hasséat extensively on threatened and
extinct species as a biodiversity indicator (asidied in the National Biodiversity Strategic
and Action Plan of DEAT) through the collection,achcterization and storage of plant
genetic resources for food and agriculture fromower agro-ecological zones with specific
emphasis on landrace material (which is an imporsanrce for future crop development).
Recently, this ex situ conservation (outside thesgstem) has been complemented by in situ
projects where plants are allowed to evolve in eoinwith natural evolutionary pressures.

In terms of animal genetic resources, animal brestdecieties as regulated under the Animal
Improvement Act have been the main drivers of coad®n of animal breeds. On a
provincial level, livestock development centerg esponsible to keep and maintain animal
genetic resources as pure indigenous/landrace fyreextease the population of endangered
breeds and supply stud breeders, commercial faramekgommunal farmers with sires. These
activities serve as important risk mitigating measuto ensure the maintenance of
agrobiodiversity.

The Department has also maintained a plant vapetyection system which adequately
protects the intellectual property rights of newarlvarieties. This system is managed in line
with the prescripts of the International Union tbe Protection of New Varieties of Plants
(UPOV). Over the past few years the number of ptetk plant varieties from various genera
has steadily increased providing South African fenisnaccess to plant varieties with
appropriate traits to improve agricultural prodantunder local conditions.

Irrigation Development Strategy and Implementation

Irrigation is by far the biggest single user of 4affh water in South Africa and has the
potential to make a significant socio-economic gbation. South Africa’s water resources
are managed by the Department of Water Affairseoréstry (DWAF) and DWAF allocates
water to the sector users’. The Department of Adiice and DWAF are working towards
integrating their activities with respect to sugpw the agricultural water sector.

In 2006 the Department of Agriculture developed Iitggation Strategy, which aims to
enhance the contribution of water, the most lingitvatural resources in South Africa, to food
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production and thus food security. Central to thegation Strategy is ensuring that
cooperative governance with other government unstins which are responsible for water
resources and water allocation, to enable transttvom of state support for agricultural water
use in South Africa. The need for this transfororais rooted in four key principles namely;
the need for equity, the need for good governatiheeneed for competitiveness and the need
for sustainability.

The implementation of the Irrigation Strategy wilicrease the contribution of irrigated
agriculture to poverty alleviation, creation of goland skills development. Given our context,
this will also increase equity of access by histlly disadvantaged individuals to irrigated
agriculture, especially commercial irrigated agitiare, without compromising irrigation
water use efficiency in the process. Revitalizatbrexisting schemes and establishment of
irrigation development will entail looking at thahierent qualities of the natural resources
(e.g. water, climate, soils, topography etc). Sasfté¢ small-farmer irrigation schemes of the
past will be identified and studied in order to rabitvitalization or new schemes.

While the National Department of Agriculture hadygust begun to implement its Irrigation

Strategy, a number of provincial departments ofcagijure have had irrigation development
programmes in place since the late 1990s. Reatais of Smallholder Irrigation Schemes
(RESIS) in Limpopo Province is one such exampleis Tgrogramme not only aimes at
revitalizing selected smallholder irrigation schenie terms of infrastructure, but also in
terms of leadership, management and productivitgSI® has dedicated one-third of its
revitalisation budget to build institutional andheical capacity among farmers in order to
transfer the management of the irrigation schentbdm.

4.4 Agricultural labour market reform and skills development
4.4.1 Labour policy

The rate of labour change in the agricultural sebts not been uniform over the past two
decades and when analyzing South African trend®3 i®an important reference point. Prior
to 1993, South African farm workers were not coddog any labour protection or collective
bargaining legislation. Farm life was regulated gaternalism and a set of informal “farm
rules” dictated by the relevant farm owner. In 1,988m workers were included under the
provisions of the Unemployment Insurance Act ansidoamployment rights were extended
to them when the Agricultural Labour Act was passel993. In 1993, the provisions of the
Basic Conditions of Employment Act (substantialgvised in 1997) were also extended to
agricultural workers. This Act stipulates minimuabour standards and prescribes, amongst
others, the maximum working week, vacation and $ekve allowances and payment for
overtime.

The Extension of Security of Tenure Act, ratifi@dli997, ensures that occupiers of rural land
earning less than R5000 per month have securityrafre. As a result of this act, landowners
who wish to evict those living on farms can onlgntanate these rights under relatively strict

conditions. Finally, minimum wages in most sectars set by industry bargaining councils

however, given that the agricultural sector wassngnificantly unionised and could therefore

not establish a bargaining council, the DepartmeintLabour set about establishing a

minimum wage which it implemented in 2003. Thisteesd determination not only set a floor

on wage levels for agricultural workers but als@eafied what and how much could be

deducted as an in-kind payment.
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The progressive regulation of the agricultural labmarket described here has impacted on
the flexibility and unit cost of farm employmentdahas led to a number of structural changes
in the labour market and employment patterns. €salts of a number of micro-level surveys
provide insight into these changes. The first @sthsurveys was carried out by Sunde and
Kleinbooi in 1998’. They interviewed 112 farmers/managers and 345 amofarm workers

to not only gauge the development status of themmem but also to describe their location
within the agricultural labour market and their @e% to socio-economic rights. Du Toit and
Ally 8 studied 77 horticultural farms in a number of VéestCape districts to assess changes
taking place in the labour absorptiveness of thestéfa Cape horticulture sector as well as to
explore the implications of this on the livelihood$ farm workers. Finally in 2003,
Conradié® interviewed 79 wine farm businesses in the Robernd Worcester region to
assess the initial employment impacts of the intatidn of agricultural minimum wages.
This survey also captured information on labourtgosvorkforce composition and the
elasticity of demand for farm labour.

These surveys identified the following structudahoges:

» Substitution of permanent labour with temporary/part-time/seasonal labour:
Reasons cited by farmers as factors inducing thisiaclude the Extension of Security
of Tenure (ESTA) legislation, rising labour costsedto compliance with Basic
Conditions and minimum wages.

* Increased use of labour contracting Du Toit and Ally found that more than 53% of
the farmers they interviewed indicated that theykenase of an agricultural labour
contractor/broker. In such an instance the employmedationship is no longer directly
between the farmer and worker. Rather, a farmecludes an arrangement with a
broker who then supplies the farmer with a tearwaikers. While this externalisation
of labour offers agricultural producers certain aabages such as the ability to control
costs and risks, for farm workers this holds seximaplications in terms of livelihoods
and income. Rather than being “part of the farn® tblationship between workers and
farmers is increasingly an indirect one- limiteddash payment for particular tasks
completed.

* Relative increase in the number of women farm worke employed Sunde and
Kleinbooi found a significant increase in the numbé& women farm workers being
employed on farms in the Western Cape. The masoreacited for this are employers’
attempts to maximise the utilization of the exigtion-farm labour pool (and thereby
control housing costs). The shift towards mixedniag systems has helped flatten the
sharp seasonal labour demand peak and enabledrsatonemploy women throughout
the year.

» Job shedding as a result of minimum wagesSix months after minimum wages had
been implemented in agriculture, Conradie foundrteeemployment effect to be less

2 Sunde, J. and Kleinbooi K., 1999. Promoting edplitand sustainable development for women farmwsrke
in the Western Cape. Report on a research projedertaken by the Centre for Rural Legal Studies
Stellenbosch.

% Du Toit, A. and Ally, F., 2002. The Externalisatian Casualization of Farm Labour in Western Cape
Horticulture: A survey of patterns in the agricu#tulabour market in key Western Cape districts #rer
implications for employment justice. Unpublishedsearch report for the Centre of Rural Legal Studies
Stellenbosch and the Programme for Land and Agr&tadies, UWC.

29 Conradie, B, 2004. Labour, wages and minimum veagepliance in the Breérivier valley six months aftee
introduction of minimum wages. A paper deliveredhat Agricultural Economics Association of Southrigd
Conference, Somerset West. September 2004.
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than 1%. She goes further to note that the mostolitapt consequence of the
implementation of minimum wages was not wholesabour shedding, rather it was a
slow down in job creation for permanent workera &itne when output was expanding.
* While this may have been the case in labour intenbranches of agriculture such as
wine, when seen from a national perspective, tlegease in job shedding in the
agricultural sector as a result of minimum wages @imer labour legislation was much
more pronounced. As indicated earlier, more tha0,® jobs were lost in the

agricultural sector from 2002-2006.

While labour regulation appears to have negatiualyacted on employment levels, there is
evidence to suggest it has had a positive impacthendevelopment status of those farm
workers who continue to be employed. Using datanfrthe 1996 and 2001 census,
Tregurthd® compiled a composite human development indicatt then used this to

compare the extent to which the development statWgestern Cape agricultural workers had
improved over time, and improved relative to othwrkers in the Western Cape economy.
These findings are reported in Table 23 and shat; thhile the overall development status
of farm workers lags behind other workers in thest¥m Cape economy, from 1996-2001
farm workers’ managed to improve their relativeippos. It is expected that this trend has

continued.

Table 23: Development status of Western Cape farmavkers 1996-2001

Fuzzy Score
1996 2001 (base 96) % change
Agricultural workers 0.433 0.491 13.42
Workers in other sectors 0.685 0.701 2.38

The introduction of minimum wages in agriculture 2002 accelerated the real growth of
farm wages. Hlekiso and Malffodemonstrated how real agricultural wages rates#ased
by 65% from 2001-2005, with the biggest annualease at the time of the implementation

of the minimum wage (Tables 24 and 25).

Table 24: Monthly median wages by industry 2001-2@)(Rand at constant 2000 prices)

2001 | 2002

2003 2004 200p

Agriculture, fishing and forestry

379 468 578 606 256

Mining and quarrying 1798 | 1734| 1802 2262 2344
Manufacturing 1798 | 1734| 1802 1616 187H
Electricity, gas and water supply 2839 2601 3276 3132 3125

Construction 1136 | 1266 1147 1228 1250
Wholesale and retail trade 946 1387| 1392 1535 1562
Community, social and personal services 2271 26014572 3231| 3265

Transport, storage and communication

2839 3

34 3pMAB27 | 2344

Financial intermediation, insurance, real-estatklausiness services 2845 3468 3276 25%12 2[/34

Private Services

379 407

491 646 516

Source:Hlekiso and Mahlo (2006)

% Tregurtha, N. An approach to human developmenuial Western Cape with specific reference to farm

workers. MComm, University of Stellenbosch, 2005

3L Hlekiso, T and Mahlo, N., 2006. Wage Trends arejtity in South Africa: A comparative analysis. bab

Market Frontiers, October 2006.
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Table 25: Real growth in monthly median wages by iustry 2001-2005

2001 2002| 2003 2004 2005
Agriculture, Fishing and forestry 100 123 150 160| 651
Mining and quarrying 100 96 100 | 126 130
Manufacturing 100 96 100 | 90 104
Electricity, gas and water supply 100 92 115 114 011
Construction 100 111 101 | 108 110
Wholesale and retail trade 100 147 147 | 162 165
Community, social and personal services 100 115 10B42 144
Transport, storage and communication 100 107 1150 10| 83
Financial intermediation, insurance, real-estatklarsiness servicegs 100 122 115 88 96
Private Services 100 107 130 | 170 136

Source: Adapted from Hlekiso and Mahlo (2006)
4.4.2 Agricultural education and training

The agricultural sector generally requires a varadt skills which require different training
programmes and therefore different training prossd@&hese include:

e Adult basic education and training (ABET) progransmemainly geared to illiterate
farm workers

* Farm worker training programme — technical skills

« Farmer training — Agricultural Colleges and Univies of Technology

» Diploma level training in Agriculture (for technams, extension workers and farmers) —
Agricultural Colleges and Universities of Techngfog

» Degree level training (researchers, subject masigecialists, extension officers,
veterinarians, managers) - Universities

It is however so that Agricultural Education an@ifimg (AET) in South Africa was severely
affected by the policies of apartheid entrenchingqualities across the spectrum of skills
relevant to the sector. Various initiatives witlie agriculture were initiated in the post-1994
period to address these challenges as part ofrtiaelér transformation agenda.

The AET sector has for many years been plagueddigagreement between the Department
of Agriculture (mostly Provincial Departments of dgulture) and the Department of
Education regarding ownership and control of Adtimal Colleges. The future dispensation
for agricultural colleges is still unresolved. Thiscertainty negatively affected the academic
offerings of many colleges with some even beingdfarmed in Further Education Colleges
(FET). As such this entrenched the problem of padrculation between the different
programmes and institutions and also between tiradioand non-formal sub-sectors of the
education and training sector.

AET also had no strategic direction that focuseddvelopment on determined priorities.
The funding of the programmes was skewed and unevesss different sites of provision
with former White institutions still better resoertthan their historically Black counterparts.
Programmes differed markedly in quality, standaclgcomes and curriculum and therefore
limited the opportunities for students to changenfrinstitution to institution and created
further barriers to higher education.
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The Department of Agriculture initiated a process2D02 to develop an AET Strategy in
order to address these inequalities of provisidre process of developing the AET Strategy
was completed with full involvement of the sectoartpers. The AET led to the

implementation of targeted skills development atities and these include the external
bursary scheme, the Young Professional DevelopnRgngramme (Internship) and the
Master Mentorship Programme. Implementation of éhpsogrammes only started in 2004
almost 10 years after the democratic governmenedarpower.

The external bursary schemmain area of focus is on identified scarce andcati skills
mainly in the field of Veterinary Science, Enginaegr Viticulture, Biotechnology, Agric
Economics, Food Science and other production skilsseeks to eliminate skewed
participation in the sector. Implementation of stheme commenced in 2004 after the policy
on external bursary was finalised in 2003. In thespit of its strategic goals, the Department
discourages generalist agricultural degrees. Idstepecialist degrees such as Veterinary,
Agricultural Engineering, and BScAgric are encoehg

The other programme which is meant to support eineks of the external bursary scheme
and other young people is ti¥oung Professional Development Programpreviously
known Experiential and Internship Programme. Theppse of the programme is to hone
professional and life skills to the young gradusiean effort to prepare for the corporate
world. Just like the external bursary scheme, tloggamme was introduced in 2004 and the
progress to date is outlined below.

In an effort to support the beneficiaries of agmarand land reform anaster mentorship
programmewas introduced with effect from 2006. The prograemigirun in partnership with
commodity organisations. On average, 5 individdieden each commodity organisation are
trained as a master mentors to develop mentorgremtees within their own industry. Over
the past two year more than 200 individuals hawnlimined as master mentors and are now
responsible to lead and guide mentorship withiir tiespective industries..

AQriSETA
An important aspect of the AET landscape in SoduitiicA is the role of the Sector Education
and Training authority for Agriculture (AgriSETA)he functions of AgriSeta are to:

» Develop a sector skills plan within the frameworktloe national skills development
strategy;

« Implement its sector skills plan by establishingriterships, approving workplace skills
plans, allocating grants as well as monitoring @tioa training in the sector;

* Promote learnerships by identifying workplaces foractical work experience,
supporting the development of learning materiagroving the facilitation of learning
and assisting in the conclusion of learnership egents.

To date the effectiveness of AgriSETA has beentéichby its inability to generate sufficient
revenue under the current skills development fumpdimodel that has employers pay 1% of
their wage bill into a central training fund.

Specific problems, unique to the agricultural sec¢tat limit the viability of this funding
model include:
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» Sector complexity The agricultural sector is complex in that it sists of a large and
fragmented number of stakeholders (e.g. more tha® €ommodity
groups/organizations; 9 Provincial Departments gfi¢ulture) and is highly diversified
in terms of clientele ranging from commercial farm® emerging AgriBEE farmers;

* Insufficient revenue base The sector has an insufficient revenue baserasudt of the
small number of employers that are paying the skdkkvelopment levy and who are
thus contributing to the revenue pool (as little 23500 employers are currently
contributing). The problem is further compoundedhat more than 70% of those that
are contributing are classified as small enterprigeth less than 50 employees thus
contribute relatively small amounts when compa@antany of the other sectors). In
addition the majority of the estimated 650 000 egmgy farmers are at present informal
or unregistered enterprises who do not pay thésdkely and thus do not contribute to
the revenue pool. They are, however, in dire ndeskitls development and capacity
building services.

The net result of these factors is that the denfandkills development in the sector far
exceeds the supply and consequently AgriSETA has lenfined to servicing mainly levy

payers with the remainder of the sector being régie Despite a narrow service delivery
focus (i.e. servicing levy payers only), AgriSET#still unable to effectively meet the needs
of this target group. This is illustrated by thectfahat in 2007/2008, only 10% of the

learnership applications could be accommodated.

While some additional funding allocations have beegured from National Skills Fund
(NSF) in the past, such support has been limitad.dontended that AgriSETA’s poor access
to the NSF is because the latter primarily evakdtmding applications from an industrial
development perspective and supports higher ordalifigations (whereas the agricultural
sector, given the status of education levels inst#wtor, more often than not requires learning
interventions to commence at the lowest leveldiefNational Qualifications Framework). In
this regard it is believed that the administratmfrthe NSF lack the necessary insight into the
socioeconomic and political importance of the agtizal sector, and do not comprehend the
need for a different training approach (e.g. viantoeships for emerging and AgriBEE
farmers) in meeting the skills development needsi®fector (AgriSETA 2007).

4.4.3 Farmer support and extension services

Developing the skills base of farmers is the priynalsjective of extension services. In terms
of the Constitution, agriculture is a provincialngoetency, to be carried out within the
framework of national policies set by the Natiolmpartment of Agriculture. One of the
main functions of the provincial departments ofi@gture is the provision of farmer support
services. Typically these field services are offete farmers through decentralized district
offices, and bridge the gap between available telclgy and farmers' practices by providing
technical advice, information and training.

The current government extension services resditted the merging of two services: one
that provided services to white farmers and onedbeved farmers in the previous homeland
areas of the country. The former was made up efaively small numbers of well-qualified
staff, often university graduates. The latter csiesl of large numbers of less qualified staff.
The “white' public extension service was considérgtlly successful until the mid-seventies
when commercial farmers found that the more speeiladvice they needed could be better
provided by the private sector. Furthermore, in #nghties, the public extension service
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appears to have increasingly focused on adminigtraasks such as assisting farmers with
subsidies for fencing, soil conservation, irrigatidrought relief, as well as credit through the
Agricultural Credit Board.

Much of the earlier success of this service waateel to the relative homogeneity of the
approximately 60 000 commercial clients - extensagents knew who they were trying to
serve and what they were trying to achieve. Thisise was focused, well-resourced and
staffed by well-trained officials. In contrast, ersion workers in the former homelands were
generally not well trained, and were required toveea large diverse client-base including
subsistence, emerging and commercial farmers. Adwishown in the analysis below, this
legacy continues to hamper service provision.

In 1998, direct government expenditure on extensi@s estimated at R515 million per
annum or roughly 2.4% of agricultural GDP (NDA, 899By 2002, Bvel* found that this
had more than doubled in absolute terms to R1,2ll®m(2,7% of agricultural GDP). As
can be seen from Table 26 below, the current esgirfoa the cost of extension services is
R1,084 million which equates to around 2.9% of agtural GDP. This level of expenditure
is relatively high by international standards - therld-wide average is estimated to be 0.9%
of agricultural GDP, 1,04 % for the average Africauntry, 1,2 % for Latin America, and
less than 0,5 % for Europe and North America (Roseh 2004).

Table 26: Cost of extension in the various provingof South Africa

2002 % of 2006/07 % of Farming Number of
R’000 total R million total households extension
% officers
2002

Eastern Cape 127,076 10.55 148,373 13.69 36.3 679
Free State 18,016 1.50 48,420 4.47 1.2 125
Gauteng 5,386 0.45 n.a. - 0.8 23
Kwazulu-Natal 258,946 21.49 282,994 26.11 39 576
Limpopo 625,000 51.87 405,827 37.45 13.9 1107
Mpumalanga 57,353 4.76 81,607 7.53 2.8 153
Northern Cape 6,792 0.56 10,822 1.00 2.2 21
North West 95,703 7.94 89,735 8.28 1.7 211
Western Cape 10,710 0.89 15,988 1.49 2 39
Total 1,204,982 100 1,083,766 100 100 3034

Source: Divel (2002), Provincial MTEF Budget Statements

In South Africa, the scope of work for extensioriicgfrs has expanded significantly since
1994. Instead of servicing a relatively small numdsielarge-scale commercial farmers, there
has been a significant shift in client focus, whielquires them to play new roles, including
institutional development for small farmers, assgtthem to get access finance and other
production requirements, to market their producet @ access second-economy government
support projects (e.g. cooperatives, land reforoodfsecurity, land care). They are also
expected to assist with the administration, impletagon and monitoring and evaluation of
such initiatives.

Farmers are in general very critical of the proiahdepartments of agricultures’ extension
capacity. In terms of extension and other technggdport, other than the infrastructure

%2 Divel, D.H., 2002. Towards and Appropriate Extensigproach for South Africa. Unpublished Research
Report. South African Institute for Agriucltural €xsion, University of Pretoria.
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investments, little else has been provided. In cagkeere CASP projects are dealing with
capital intensive and technically difficult prodiaet units, farmers feel that in many instances
they have higher skill levels than the extensioficefs. Farmers also agree that extension
personnel lack basic project management skills.

The poor performance of extension officers is nay @applicable to the CASP programme
but is an aspect criticized by all stakeholderthaagricultural sector claiming that that there
has been no real progress in the delivery of eidarservices.

4.5 Agricultural finance

Internationally it is recognized that the particutature of agricultural production makes it

difficult and costly to finance farmers. Firstlygreculture is concentrated in rural areas with
poor infrastructure and low population densitiehisTincreases the monitoring and client
search costs for financial institutions operating these areas. Secondly, unlike other
industries, farmers not only have to contend wittrkat risks but also with environmental

factors such as weather. This places agricultueechsadvantage when competing with other
sectors for scarce funds.

Land absorbs a relatively large percentage of feshmmapital requirements and because it
takes so long to generate the returns needed tdgoawnd, commercial banks are often
hesitant to lend to this market. Finally, agrictdtis usually practised by small-scale, family-
owned businesses. Moreover, in South Africa, athénrest of the world there is a skewed
distribution of production with 25-30% of farms pecing the bulk of the output. A large

number of small-scale clients represent a higlsér to commercial financial institutions and

explains their reticence to lend to the sector.

For this reason, governments world-wide have adbateide range of different measures to
try and support farmers’ access to financial sesid/Vhat is interesting about the ‘new
world’ countries such as Australia, Canada, Newlateh South Africa and the USA, is that
this intervention invariably started with an atténip provide mortgage finance to farmers:
generally a Land Bank of some description in threnfer Dominions, and a vehicle to create a
secondary market in farm mortgage loans in the YB#&mer Mac). In South Africa, the
Land and Agricultural Bank (Land Bank) was estdidi in 1912 for just this purpose: to
provide mortgage finance to farmers. The institutwas created from similar banks and/or
funding agencies that had existed in the four delrhat constituted the Union of South
Africa in 1910, so that even in 1912 the problenacéess to such long term loans was not
new.

However, when the Marketing Act of 1937 was impleted, the Land Bank became a source
of funds to make the system work. For example, enaad wheat were controlled under
‘'single channel fixed price schemes’ with pan terral and pan seasonal pricing. The
respective Boards appointed agents to handle thdupe on their behalf, i.e. to store it and to
dispatch it to millers when required. The Boardwvamably appointed local farmer
cooperatives as their agents.

Under such a scheme, farmers were paid the same fori their produce regardless of when
and where it was delivered. The result was thattiige crop was taken to the agents as soon
as it was harvested. As the Boards did not havefuhds necessary to finance the crop,
someone had to be found to do so: this becamesiponsibility of the Land Bank. Similarly,
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storage space had to be created to store the hafles Land Bank was charged with the
responsibility to provide the funding for this fuion.

The next innovation at the Land Bank was wheraittetl providing shorter- term funds to the
cooperatives in order that they could provide potidm credit to their members. Finally, the

Land Bank also entered the retail market in shodt medium-term loans to farmers to enable
them to purchase moving capital as well as shom-fgroduction credit.

The government was also involved in agriculturabficing through the Agricultural Credit
Board, an agency within the Department of Agrialtwhose purpose was to provide long
and short term credit to (white) farmers who did goalify for borrowing from the Land
Bank. Effectively, therefore, the Agricultural Cre@oard carried the bad loan book of the
Land Bank.

By the time that the government appointed the Sg&ommissiofi, the Land Bank had just
taken up the responsibility to create access tanfiral services for small farmers, i.e. had
begun to accept a development mandate. At this, tiheeinstitution was in relatively good
financial health, and was able to operate withaw subsidies from the state. The Strauss
Commission made two recommendations that haveeatdiearing on the situation in which
the Land Bank now finds itself. First, the Commissrecommended that the Agricultural
Credit Board be closed. This recommendation wasmed and implemented by government.
The assets of the Board were folded into a newrprome, Mafisa, whose purpose was to
increase the finances available for small farmeetiggpment. Mafisa is now administered by
the Land Bank. Second, the Commission recommerniadthe Land Bank should receive
grants from the Treasury in order to enable it xpamd its developmental mandate. This
recommendation was never implemented.

The Land Bank was able to attract funds from Sd\ftica’s capital markets, initially with
preferential treatment in terms of the paper theld ®n the market, as well as what the
Strauss Commission regarded as an implicit stadeagee. In this way farmers had access to
funds at below-market rates. Nevertheless, the btikunds used by the Land Bank came
from the capital markets. The contribution of thievate sector to agricultural financing was,
however, not limited to this role, as the commdrbanks have long also been involved in
agricultural financing. In 1970, for example, th@mamercial banks held 21% of all farming
debt, just shy of the 22% held by the Land Bankl, mrore than double the 10% held by the
Department of Agriculture (through the Agricultui@tedit Board) and the 8% held by the
cooperatives. In addition, other financial insias such as the then discount houses,
merchant banks, insurance companies, etc. heldtlaefu20.5%. In 2005, by contrast, the
Land Bank held 17% of the total debt, comparedht 35% of the commercial banks and
12.5% of the cooperatives.

The conclusion, therefore, is that the changesinanting policy have had little effect:
commercial farmers have had to shift to the comrmaktzanks, which do provide capital,
especially mortgage financing, at the terms andlicimms that the Land Bank was able to
provide in the past, and emerging farmers havegaimted any appreciable sustainable access
to agricultural financing.

% Formally the Commission of Inquiry into the Praeis of Rural Financial Services
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MAFISA

A number of reviews undertaken from 2000-2003 destrated that lack of finance was one
of the major constraints limiting small-holder puativity. In 2004, government announced
the establishment of a new government agency - MAF(Micro Agricultural Financial
Institutions of South Africa) to help close thisfling gap and earmarked R 1 billion for this
purpose.

When MAFISA was set-up it was not intended to rejpl@ any existing programme but
rather to complement and optimise the use of astaa financial intermediation
infrastructure and increase outreach in order torave access to financial services by the
rural poor.

Briefly, as MAFISA stands, it is a project locatetthin the Department of Agriculture that
provides funds to development finance institutiors are tasked with the responsibility of
on-lending these funds, at concessionary inteedssy to predefined clients. To be eligible for
funding the MAFISA credit policy states that loaare limited to a maximum of R 100,000
per farmer for a maximum period of two years, loaheve R 25,000 need to be secured, the
borrower needs to be a PDI with some access tq thadorrower’s annual turnover must be
less the R 300,000 per annum and most importatitgy should have the ability and
willingness to repay the loan. Groups are alsoildégfro MAFISA funding under similar
conditions.

The scheme was initially piloted in three provingemmely Limpopo, Eastern Cape and
Kwazulu-Natal and in July 2007 it was announced theould be rolled-out nationally. At
this stage the bulk of MAFISA loans are managethieyl.and Bank.

In terms of the performance of MAFISA, most of tnadence relates to the pilot phase that
ended in March 2007. At that stage MAFISA had lehae amount of R41 million to 5,170
farmers. In terms of outreach, this was signifigahtgher than the target of 2000 farmers. In
terms of the quality of the MAFISA loan book, ittgo early to tell what percentage of the
loans are likely to be repaid, however, early iatlans suggest a default rate of 35-40%
which is higher than the target of 30%.

One of the biggest setbacks MAFISA experiencedndutihe pilot phase was the uncovering
of a fraud situation at one of the Land Bank braschdministering MAFISA loans. While
the full-extent of the losses involved is unknowinis thought to involve 27 loan projects
amounting to R 17.5 million. The Department of Agiture commissioned a comprehensive
forensic review of the entire MAFISA portfolio iesponse to this (National Treasury 2007).
The recent problems in the Land Bank (as one ok#yedelivery agents for MAFISA) are
areas of great concern. The Department of Agriceltiiself admits that in respect of
MAFISA it faced major challenges. Disbursement oARSA loans had started late, and
there had been a hiatus due to suspension by thd Bank and expiry of the pilot
agreements. Further challenges included capac#lgydd establishment of accreditation
committees, prolonged process lead-times, reliamcever-worked extension offices and a
need to change the mindset of end users, to adotesest rates and address difficulties in
accessing financial services. Many farmers are adlsonant that the interest rates charged on
MAFISA loans to previously disadvantaged farmersenacceptably high.
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4.6 Agricultural research and technology developmen

The estimated international return on investmenagnicultural research and development
(R&D) is high - averaging at 43% due to the sigraft productivity gains R&D is able to
unlock. Yet, agriculture R&D is underfunded arouhd world. According to the World Bank
(2008) there are three main reasons for this. Feerélates to the political economy of public
expenditure decisions that emphasize short-rummetinat are politically visible. Agricultural
R&D investments tend to be long term and high rsthis counts against it. Secondly,
agricultural trade distortions and national agtaxdl policy interventions tend to artificially
reduce farm gate prices and are a disincentiveotb public and private R&D investment.
Finally, the benefits of R&D tend to spill over ¢dher countries and regions creating free-
rider problems. More than half the benefits of R&i2 generated from such spillovers.

Estimates of public R&D investment as a percentafgagricultural GDP average at 0.53%
for developing countries and 2,36% for developeghtdes. In South Africa’s case the latest
available data is for 2000, and these show thatn fitP93 to 2000 agricultural R&D
investment as a percentage of agriculture GDP ase@ from 2.63% to 3.04% - a level well
above international norms. Anecdotal evidence sstgghis level of support has declined in
recent years and funding for agricultural R&D inuBo Africa is limited. Nevertheless the
complexity of the South African national agriculliiresearch system suggests that the
available R&D resources may not necessarily be effedently. The South African national
agricultural research system (NARS) consists of filleowing components: agricultural
research institutes operating under the ARC, pmairdepartments’ of agriculture research
entities, university faculties of agriculture aneterinary sciences, institutes operating under
the Department of Environmental Affairs, the CSiRI@aome semi-public research agencies
supported by the industry.

In order to broaden strategic focus of agricultweslearch in South Africa, the Agricultural
Research Council (ARC) was established in April2.9Bhe ARC comprises of a number of
research institutes that were previously part ef Drepartment of Agriculture, the oldest of
which dates back to 1902. In 1997, the Nationalte&Sgsof Innovation guided by a new
Science and Technology policy was introduced fbGalence, Engineering and Technology
Institutions under government control, (note thegelarch at the provincial departments of
agriculture falls outside of this policy). This pryl superseded all legislation applicable to
individual Science Councils. For the ARC this inaglithat the new directives stemming from
this policy replaced all the agreed-on principles the co-funding of research and
partnerships with the private sector, as well aahtonomous status of advisory panels that
were destined to play a more significant role uritderoriginal ARC vision.

One of the important points of critique leveledtla® ARC in the late 1990s was that the
research carried out was mainly capital intensivenature and only benefited commercial
farmers. This necessitated the introduction of mlmer of transformation initiatives by the
ARC and its structure and management were alsofreddA number of research institutes
were merged, and a more entrepreneurial managtylalwas adopted. Commercialization of
research outputs was emphasized through cost nmgcongiatives for all research and
services with a view to improving research relewaand performance. Research output was
refocused toward small-scale black farmers and aragée program—with ring-fenced
funding from the ARC parliamentary grant—was crddtedeal with the issues and needs of
poor farmers in "disadvantaged communities”.
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In the case of the research activities being aardat by the provincial departments of
agriculture, funding from these departments foricadiural research began to deviate
fundamentally from the formula guidelines in 1988ovincial R&D capacity dwindled and
in some cases ceased. High costs and poor restngcplans resulted in the disappearance of
agricultural research in some provinces, for exampkthe Eastern Cape. Only two provinces,
Western Cape (Elsenburg) and Kwazulu-Natal (Ceddraye retained a fair degree of
research competence, but are still severely undeted in some aspects.

The NARS capacity to deliver research output has heen affected by the large exodus of
key research staff since 1993. This trend is showhable 33 for certain types of research
agency categories for the period 1993 to 2000.eKoelus of researchers has mainly occurred
in the public research services with national gosent (ARC) institutes experiencing the
largest decline in full-time research staff. Si2€90 the ARC has lost a further 234 research
staff through retirement and resignations. Accaydio estimates included in the draft
Agricultural R&D strategy in 2006, the number ofearch staff at the ARC declined to 467
in 2004. This decrease of 40 percent over a pariddree years has had serious implications
for the ARC'’s ability to maintain past performandewas estimated at its establishment that
the ARC would require a base capacity of 750 reteas to fulfill its functions) and one can
expect that it has been the most qualified and lmabsearchers that have left. The drop of
121 full-time equivalent (fte) researchers at th@vmcial departments of agriculture
represent 605 persons, since provincial researdieisally spend about 20 percent of their
time on research.

Table 27: Change in Agricultural Research Capacityfull-time equivalents), 1993-2000

Type of Agency Number of Researchers Change
2000 1993

National Governme 675 900 -225
ARC 577 706 -129
Other National 98 194 -96
Provincial Government/ Regions 67 188 -121
Total Government 743 1088 -345
Non-profit 56 66 -10
Higher Education 125 127 -2
Private Enterprises 45 52 -8
Total 968 1333 -365

The ARC and the South African NARS in general, éscdpitalising in terms of researcher
capacity at an alarming rate. The fact that this b@en a process that has started almost 10
years ago and gathered such strong momentum imtrgears is probably not surprising,
since no central record of the NARS capacity exikie to the absence of an agricultural
research oversight body.

A series of meetings were arranged with provinaigpartments of agriculture and
representative agricultural bodies. Insights gaifredn this exercise enabled the ARC to
place strategic workshops on its research agenkia. résulted in the establishment of a
National Agricultural Research Forum (NARF) in 2002 investigate solutions to the
numerous constraints facing the national agricalttegsearch system. This process has after a
period of five years led to the drafting and fimaiceptance of a new National Agricultural
Research & Development Strategy in 2007.
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The point about the current agricultural reseangtesn is that no single public institutional
entity has the ability to coordinate the NARS, hmssaeverybody is involved as research
service providers, thus effectively competing witlich other. It is for this reason that the
National Agricultural Research &Development Strgtegdopted in 2007, has as its main
objectives:

 To guide the Agricultural Research and Innovatioyst&n in the formation and
operation of national agricultural research andettgyment programmes;

* To mobilise resources and enhance their effectise for sustainable agricultural
research and development;

* To guide the generation of knowledge and infornmaiiothe agricultural sector;

* To provide a framework for developing research cdpaand expertise, funding for
agricultural research and innovation, focussingonal efforts to strategic priorities and
areas of comparative advantage; and ensuring e#geichnology transfer, information
sharing and communication to the entire spectruth@farming community.

* To provide an institutional framework to enhancetipgation of all stakeholders in
agricultural research and development; and

» To engender a culture of learning and innovationugh human resource development
and management.

In order to achieve these objectives the NatiorgiAlltural R&D Strategy makes provision
for a new governance structure which now encompmssic, private and civil society

organisations in order to promote both horizontal gertical linkages in the implementation
of the agricultural research and development gyate

4.7 AgriBEE

AgriBEE is part of a wider process that is beingleniaken in terms of government strategy
as spelled out in the Broad-based Black Economipdamerment Act, whose purpose is to

achieve broad-based economic empowerment of blaxdops, “a generic term, which means
indigenous Africans, Coloureds and Indians”. Wlile programme encompasses the whole
South African economy, the focus is on the priosigtors that the government has identified
in its micro-economic reform programme. These [iya@ectors include agriculture and agro-

processing.

The Act makes provision for Codes of Good Practideich spell out the ‘rules of the game’

for the generic and industry Scorecards, the astabent of Charter Councils, and the

monitoring of progress with BEE in an industry,.€fbe Scorecards identify seven elements
by which the contribution to BEE of a measured gmise will be measured, namely

ownership, management control, employment equikiissdevelopment and organisational

transformation, preferential procurement, and ttesidual’, referring to corporate social

investment. In this manner, the measured contobuto BEE is broadened to encompass
much more than the transfer of shares in a fewelaggterprises to a favoured few. A

simplified scorecard has been proposed for ‘quialifysmall enterprises (QSESs)’ while the

smallest enterprises are ‘exempted micro entep(EMES)’. For QSEs the seven elements
each get an equal weight of 25%, and the measurtedpeise can select any four. The actual
scorecards are also simpler, which should redueedkt of measurement.

The Act also allows sectors to propose their owrEBEharters, and to design industry-
specific Scorecards. If these are in accord withti8e 9 of the Act, they can become the
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formal method of scoring participation in BEE by asared enterprises in that industry. To
this end, the agricultural sector has drafted s &€harter that has recently achieved Section
9 status after four years of negotiation.

This charter deviates from the generic scorecartthénCodes of Good Practice in that they
make specific provision for scoring bonus points leimd reform initiatives, and provide a
more detailed scorecard for the rural developmdement. These adjustments are all
accommodated in the QSE scorecard as well. The st@ngth of the scorecard approach is
the manner in which enterprises are ‘linked’ togetthrough the preferential procurement
element. In this manner, while participation in BEEEnominally voluntary, the policy does
not share the weaknesses of some contemporaryigsoliimed at redress, such as the
Employment Equity Act and the application of labdegislation in agriculture, where
compliance is difficult to enforce because of ttracture of the sector. Pressure to participate
in BEE will, in other words, come from within theggramme.

At the same time, the agricultural sector, and @sflg primary agriculture, is at a
disadvantage, because of the cost of complianaesfaare expected to measure their
contribution to BEE in the same manner as largearations, with far more resources. This
is somewhat mitigated by the expected lower costedisurement for QSEs.

With respect to the implementation of AgriBEE, aril&EE Charter Council is in the process
of being established and one of its first dutielf e to revisit the indicative sector codes
which, in terms of Section 9 of the Act, are subjedurther consultation and discussion.

5. AGRICULTURAL PERFORMANCE WITH FOOD SUPPLY FOOIRRCES AND
FOOD SECURITY

THIS IS THE HEART OF OUR WORK -MUST BE SHORT BUT WERFUL - AND
LINK TO THE PAPER ON ROLES AND ALSO WITH OUR OCHRESENTATION AT
DBSA. CONSIDER THE FOLLOWING:
(1) START WITH THE FAO GRAPH AND THEN RECENT FOOD PREC
TRENDS IN SA (IN KIRSTEN PAPER?).
(2) REFER TO FOOD SELF SUFFIECIENCY(IS DAAR NOG SO N
WOORD?), FOOD BALANCE SHEETS,ETC
(3) WAAR PAS N GEDEELTE OOR HOUSE HOLD LEVEL FOOD
SECURITY IN?
(3) LINK SUSTAINABLE FOOD SUPPLY TO FOOD SECURITY
(4) ADDRESS THE RATIONAAL TO MAINTAIN TRADE
COMPETITIVENESS I.E. NOT TO PRODUCE FOOD AT ALL COS AS
THIS WILL ONLY PUSH UP LOCAL CONSUMER PRICES. WHHERDO
WE AGAIN LINK UP WITH LAND REFORM?
(5) WHAT SHOULD THE BALANCED POSITION BE re AN OPEN ROD
SUPPLY MARKET SYSTEM RELYING ON GLOBAL TRADE TO
SUSTAIN LOW COST FOOD SUPPLY STREAMS(AS IS NOW?YOM/
MUCH TRADE,;STRATEGIC RESERVES;ETC?
CONCLUDE THIS SECTION THAT SA AGRICULTURE-DRIVEMY MARKETS
AND COMMERCIALISATION INCENTIVES/CONSIDERATIONS, ISFULFILLING ITS
ROLE AS FOOD SUPPLIER IN A RATHER EFFICIENT AND EEETIVE MANNER,
WHICH CAN BE IMPROVED BUT ALSO CONSTRAINED IF THPROPER SUPPORT
SYSTEMS AND INCENTIVES ARE NOT IN PLACE, INCLUDINGYSTEMS TO
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DEAL WITH SUSTAINABLE ECOLOGICAL SITUATIONS WHERE ® REQUIRED.

THE WORK OF THE MIKE MULLER GROUP ON WATER AND THBEICT
RESEARCH, WHICH MIGHT BE QUITE CRITICAL OF THE CURENT
INDUSTRIAL/COMMERCIAL AGRI MODEL, SHOULD ALSO INFORM THIS

ASPECT.

6. SCENARIOS AND POLICY/STRATEGY OPTIONS FOR SA AGRJULTURE.

#TO BE DEVELOPED AFTER ALL SECTIONS/PAPERS ARE CONUDED. THIS
WILL ACTIVATE THE TYPOLOGY OF SA AGRICULTURE AND DESIGN A
STRATEGIC APPROACH FOR EACH EVOLVING TYPE
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