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INTRODUCTION

The South African political environment has changed
dramatically since the April 1994 elections. The agri-
cultural sector has been affecied in many different
ways by these changes. South Africa saw not only the
end of an era of international isolation but also a
change of emphasis within South Africa.

THE CHANGING AGRICULTURAL
ENVIRONMENT

The changing environment, both intemationally and
locally, has placed agricultural producers in South
Africa under increased risk. These are not limited to
increased price risks through deregulation of internal
marketing, but also result from certain policy
changes and increased international and regional
competition.

Institutional Change

When a new government comes to power, policy is
sure to change. South Africa is no exception and agri-
cultural producers have already experienced some of
the effects of change. For example, the current gov-
emment places greater emphasis on the small farm-
ing sector and regards them as more consumer ori-
ented. Commercial farmers are already experiencing
the effects of less govemment intervention and sup-
port.

Deregulation of Marketing

In the past, most farmers concentrated mainly on pro-
If they kept costs down, managed the
process well and had good weather, they were pretty
sure of a good year. When it came to marketing they
knew who would buy their produce and at what price.

However, deregulation has meant that producers
must now find a buyer and negotiate a price in a mar-
ket where little price transparency is evident. Prices
are becoming increasingly volatile and more and more
difficult to predict.

The good risk manager will ensure that he can sell to
a market at a good price, even before he puts his
plough into the ground. A producer can also make
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use of sales contracts or the agricultural commodities
market to reduce or hedge his price risk.

South African Futures Exchange

Probably the most sophisticated instrument available
in today's world to hedge price risk is futures contracts.
Although futures contracts have been used world-
wide for more than a cenfury, South Africa introduced
them with the founding of the South African Futures
Exchange Agricultural Markets Division last year.
Although by no means the only instrument to manage
price risk, Standard Bank believes futures contracts
have a place and a role to play in the free market envi-
ronment,

Internationalisation

The internationalisation of South African agricutiure
will result in increased competition now that interna-
tional prices are becoming an important factor in
domestic pricing.

One of the conditions of GATT is the conversion of all
quantitative restrictions to import tarifis. Low tariffs
and cheap imports of agricultural products are often
associated with cheaper food for the majority of South
Africans. High import tariffs, on the other hand, are
often seen as protecting white commercial farmers.
Both of these points of view have merit.

What is clear is that the Ministry of Trade and Industry
does not intend to give fotal protection but will rather
increase competition via the tariff structure. This will
affect agricultural producers and processors, espe-
cially in the areas where our producers are not inter-
nationally competitive.

Land Reform

The Department of Land Affairs will release a White
Paper on land reform early this year. It will be a state-
ment of government policy on land matters and will
present a vision and a set of aims, as well as indica-
tions as to how these are to be aftained. It will deter-
mine policy and act as a guide to the acticns required
to turn land policy into reality.

Current land policy is divided into three elements
namely: land restitution, land redistribution and tenure
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reform. To date the following steps have been
taken:

¢ The Restitution Act was passed.

« Land reform pilot programmes have been imple-
mented in each province.

* The Presidential Commission of Inquiry into the
Provision of Rural Financial Setvices (headed by
Dr Conrad Strauss) has been established and its
findings will be released soon.

« Land commissions have been appointed and the
administrative network is now in place to com-
mence with the restitution process (the Land
Claims Court will become operative during April
1998).

+ The Development Facilitation Act has been
passed through parliament and is seen as a key
step towards facilitating rapid land release.

* The development of a process to rationalise land
administration in the former homelands has
begun.

* A number of pieces of tenure legislation, including
the Land Reform Labour Tenants Bill, was formu-
lated and submitted to parliament during the cur-
rent session.

*« The Green Paper on Land Reform Policy was
released on 1 Fabruary 1996,

The Restitution Programme

President Nelson Mandela started the restitution
process by signing the Restitution of Land Rights Act
on 17 November 1994. According to the Act, land
claims for the restitution of land may be made by peo-
ple who can prove that they were dispossessed of

their land rights through racially discriminatory laws
after 1913. The Department of Land Affairs estimates
that more than 3,5 million people and their descen-
dants lost their land due 1o racially based disposition
and forced removals. (See map 1 indicating where
most forced removals and dispossession ook place.)

The Restitution Commission is already facing an
immense and time-consuming task of registering, pri-
oritising and investigating claims made thus far. The
time frame is: three years to lodge claims; five years
to finalise them; and 10 years for the implementation
of court orders. As on 5 March 1996 a total of 6 894
claims have been received and the Depariment of
Land Aifairs is processing them.

According to the latest figures, most claims emanate
from KwaZulu-Natal where a fotal of 2 484 claims
have been received. Of these, 736 were over rural
land. In the Western Cape there are 49 rural claims
while there are 59 in the Free State (map 2).

Other rural land claims for the provinces are:
Northem Cape (102), Eastern Cape (165),
Mpumalanga (273), Northern Province (351),
Gauteng (223) and North West (165). It is important
to realise that:

+ The majority of land claims are urban claims, with
the majority of claims in KwaZulu-Natal, Western
Cape and Gauteng.

= The given number includes alf claims and does not
distinguish between legitimate and illegitimaie
claims.

* Alot of duplication exists in the claims and in some

MVSA JOERNAAL 1996

S’

-

—’

e —

e’



. LEGEND

LAND REFORM PILOT *
PROJECT DISTRICTS

RESTITUTION GLAIMS

REDISTFIIBUTIION

NORTHERN CAPE

137
5

WESTERN CAPE

NORTH WEST

230
1%

TANCARD BANK OF SOUTH AFRICA
EQGRAPHICAL BUSINESS SUPPORT

Commizeloned hy o

AGRICULTURAL

ruury 1946

instances both the community and an individual
member of the community submitied a claim for
the same piece of land.

* Alarge percentage of land claimed is currently still
owned by the state, private ownership is not
involved.

The land claim process consists of the following
steps:

In order to submit a claim the claimant submits the
claim to the Land Commission. The claim is regis-
tered centrally and capture on the land claim data-
base. The claim is then investigated superficially and
if it seems to be legitimate, the fact that the claim will
be investigated is published in the Govemnment
Gazette. Landowners are supposed to be informed of
the claims before it is published. All interested parties
are given 30 days to comment on the claim after
which time an in-depth investigation is conducted by
the Directorate of Restitution Research. [t is envis-
aged that the investigation process will take a couple
of months,

The Directorate will use this information and negotia-
fions will commence to reach a negotiated settlement
between the claimant and landowner. If a seftlement
is reached, the decision will be ratified by the Land
Claims Court. If no agreement can be reached

. between the affected parties, claims will then go to the
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Land Claims Court for a decision. If one or both par-
ties are dissatisfied with the Land Claims Court's deci-
sion, they have the right to appeal in the Appeal Court
or the Constitutional Court (in the case of a constitu-
tional matter). '

[t is irmportant to note that the Registrar of Deeds will
be informed of the pending claims at the iime when
the claim is published in the Governiment Gazette. A
caveat (warning note) will then be registered against
the title deed of the property and all transactions will
be frozen.

The Redistribution Programme

A land redistribution programme aims to broaden the
access of land to people who previously did not have
access to land and decent living conditions, especial-
ly the landless poor and women. Where government
poiicy previously stated that they aimed fo redistribute
30% of agricultural land in five years, a clear shift in
emphasis is evident in current policy.

Government presently advocates a “demand led”
redistribution programme. That is, the amount of land
fo be redistributed cannct be dictated by a “top down
approach” but will depend on the demand for redistri-
buticn of land at “grass roots level”.

White commercial farmers own 85,6% (102,3 million
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hectares) of agricultural land and black farmers in the
former “homelands” 14,4%.

Considering South Africa’s limited availability of high
notential agricultural land suitable for redistribution
{map 3) and taking the lack of implementing capacity
into account, land redistribution intentions might be
regarded as optimistic. Land reform policy should
focus on the income farmers could earn through farms
rather than merely looking at redisiributing a target
amount of hectares.

A consideration is the cost of distributing land as high
potential land has a higher value. South Africa has rel-
atively little arable land which means there is a short-
age of land of high potential land suitable for the suc-
cessful establishment of redistribution. That is, of the
30% relatively high potential land {24,3 million
hectares), only 15,9 million hectares is arable.

The cost of redistributing 30% relatively high potential
land at market values, not including transaction cost,
would amount to an estimated R28.3 billion compared
to R1,9 billion for iow potential land.

Redistributing high potential agricultural land would

represent a huge government expenditure which
would have 1o be justified by sustainable agricultural
earnings and food security.

Fiscal limitations would prohibit a redistribution pro-
gramme using only high petential land. Redistribution
using only low potential land (R1,9 billion) could be fis-
cally possible but might not meet the goal of sustain-
able farming given certain technical limitations.
Ultimately fiscal limitations and agricultural potential
will determine the balance between the redistribution
of high and low potential land.

According to the government, the land reform pro-
gramme will have a “poverty focus”. That is the land
reform in general as well as land redistribution aims to
provide the most needy with access to land. Priority
will be given to the marginalised and women. Apart
from restitution cases, it is envisaged that direct gov-
ernment intervention ta acquire land will be limited and
expropriation according fo ‘just and equitable com-
pensation™ criteria will be used as a last resort.

Furthermore, the Department aims to initiate pro-
grammes to provide people with finance and credit for
land acquisition and basic needs, as well as for local
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1. Current indications are that a “ust and equitable compensation, as stated in the constitution, can be equatad to market value in most instances. Land owners whe paid market
vaiue for their property will receive market value for their proparty if land is expropriated, If a current land owner, however, paid less than market value for his property at the time
of purchase the current owner cannot expect compensalion based on market value, but will receive market value iess the advantage they enjoyed at the time.
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capacity building support to enable people to plan,
negotiate and implement settlement projects.

Although different opinions exist about land reform
one fact remains undisputed, it is of critical importance
that land redistribution and restitution is successfully
implemented. The successful implementation of land
reform will contribute towards political stability in
South Africa.

Labour Tehanits

The Labour Tenant Bill, passed by the Senate on 21

February 1996, aims to: “provide for security of tenure
of labour tenants and those persons occupying land
as a result of their association with fabour tenants; to
provide for the acquisition of land rights by labour ten-
ants; and fo provide for matters connected therewith”.

According to the Bill, second generation labour ten-
ants who are defined as “a labourer or family provid-
ing labour to a farmer in exchange for the use of farm-
ing land”, have the right to acquire the part of the
farmer’s land that he has been cultivating with or with-
out the farmer’s agreement. Inthe first draft of the Bill,
this law only applied to certain listed magisterial dis-
tricts, now it applies throughout the country.

Both the labour tenant's right to acquire the land with-
in three years following the commencerment of the Act
(in effact it is a three-year option to buy the land) and
the security of tenure vested in labour tenants as they
cannot be evicted, indicate the diminishing rights of
the current owner. This can be regarded as being
unconstitutional.

It is important to take note of the implications that the
passing of the Labour Tenants Bill will have on farm
land. As the owner will have to sell a part of this land
to the labour tenant or tenants, the market value as
well as the productive value (if calculated on a per
hectare basis) of the property will decrease as the
farm will become smaller. This could affect the secu-
ity value of these farms especially in cases where
more than one tenant family has a claim on the land.

Tenure Reform

Private land ownership is only one form of land
tenure. Other forms in South Africa include commu-
nal tenure, trust land tenure, freshold and various
forms of leasehold. Land tenure policy recognises
that diverse forms of land tenure exist and that private
land ownership is not the only way in which land
reform can be accomplished.

The Department of Land Affairs envisages that the
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land tenure reform process should give people under
all tenure systems, clear and well-defined land rights.
All interested parties will be consuited, including those
who have not traditionally been heard, such as the
poor, women and those halding tenuous land rights.

Labhour

Due 1o increased labour unionisation and new labour
legislation, commercial agriculture is facing increased
iabour related risks. Although increased labour union
activity in agriculture has been widely reported in the
press, current statistics indicate that less than three
per cent of the total labour force (1,1 million - 700 000
permanent and 400 000 seasonal workers) are cur-
rently unionised.

At present the COSATU-affiliated South African
Plantation and Agricultural Allied Workers Union
(SAPAWU) enjoys most support and claims about
30 000 farm worker members countrywide. The
National Union of Farm Workers (a NACTU affiliate)
can be regarded as the second most popular farm
worker union. A further six unions have a fair amount
of support on a regional basis with only one, the
Vereeniging-based Municipal, State, Farm and Allied
Workers’ Union with 12 000 members, warranting
comment as they organised the strikes in the Eastern
Free State recently. A

Labour Legisiation

The agriculiural sector's main reservation regarding
the Labour Relations Act concerns the legalisation of
strikes in sympathy with other union members. That
is farm workers with ho grievances may strike in sym-
pathy with other workers belonging to the same union.
This may happen even though labour practices on a
specific farm may be regarded as being free and fair.

The employment of scab {temporary) labour remains
legal and this could provide a measure of protection
for farmers where timeous harvesting, milking or ani-
mal care is important.

The Labour Force and Minimum Wages

The South African Agricultural Union estimates that,
on average, farmers employ between 20 and 30%
more labour than is absolutely necessary. The much
publicised decrease in the agricultural labour force is
not necessaiily an indication of increased mechanisa-
tion but rather the aitrition of redundant workers.

The viability of the introduction of a minimum wage (a

figure of R850,00 is being mentioned) is being inves-
tigated and the Labour Market Commission will prob-
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ably release its results by mid-year. There is a strong
argument in favour of the infroduction of a minimum
wage for agricuttural and dormestic workers in view of
the fact that it is a very difficult sector of the labour
force to mobilise and organise particularly because of
logistic factors.

The following arguments are used against the enforc-
ing of the minimum wage:

* High rural unemployment.

* Further marginalfisation of unschoocled labour.

» Practical application.

» The human rights isstie which allows one the right
to sell labour at the price at which it is accepted.

Labour Equity/Participatiorr Schemes

The bank has recently received enguiries from farming
customers wishing to finance equity or participation
arrangements with their employees. Advantages of such
schemes include:

« Equity/parficipation schemes are supetior, in some
respects, from a land reform point of view to mere set-
tlerment schemes. The latter require costly support
services over and above the cost of land purchase.

» They are a form of empowering farm labourers who
are more likely to have an interest in farming.

+ Participation schemes arising from a pact between
the farmer and workers “consensus farming” result in
a retention of expertise on the land.

» Participation schemes also have potential to reach
miore people than mere seftlement schemes (there
are about 1,3 million farm workers in South Africa).

* Incentives resulting from participation schemes, if
properly implemented, could improve productivity
and labour relations.

The major requirements for the successful implemen-

tation of participation schemes include:

¢ Training of labourers.

» The farmer must be a shareholder who will stand
to lose if the scheme is not managed comectly.

e The minority shareholders’ interests must be pro-
tected.

* A stable, long-term relationship of trust between
farmer and workers must have existed.

» Such schemes are more likely to succeed where
workers’ basic needs have already been satisfied.

+ |t would be advisable io make use of impartial
intermediaries and valuators as well as other
experts.

»  Workers should contribute towards their shares.

» The scheme must benefit both the farmer and
l[abourets. :

» The original farm must be an economically viable
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unit.
« Legal structures should be kept as simple as pos-
sible.

THE FINANCIAL POSITION OF
AGRICULTURE

Debt Position

Most farmers are forced io borrow funds at some
stage of the production process. Turning production
inputs into saleable agricultural produce takes time.
The time lag between expenditure incurred in order to
produce, and income gained from the sale of produce
is where credit comes in.

Agficultural output differs fundamentally from produc-
tion or output in other sectors. Several factors, unique
to agriculture, influence agricultural financing.
Agricultural production is mainly seasonal and is often
precarious because of erratic weather conditions.
Thus, product prices fluctuate frequently. Farmers are
compelled to invest money in production at the begin-
ning of the season, while income at the end of the
season cannot be estimated or assured with any cer-
tainty.

Agricultural finance is not only complicated but the
sector also experiences difficulty in competing with
other sectors for available finance.

Debt position of the agriculfural sector

Over the past few years, the debt position of farmers
has frequently come under the spotlight.  Difficult cli-
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matic conditions, coupled with high interest rates and
inflation, have led to escalating farm debt. In the sev-
enties farmers paid lower interest rates than those
prevailing in the market. Farmers could borrow
money from the Land Bank and agricultural co-opera-

tives at interest rates below the commercial banks’
prime lending rate. This, combined with negative real
interest rates during the seventies and eighties made
credit aftractive to the agricultural sector. As a result
farming debt increased from R2 billion in 1975 to an
estimated R11 billion in 1985 {Figure 1).

A Standard Bank study conducted in 1994 showed
that 32% of the farmers participating in the survey had
no debt at all (Figure 2), while 80% of the sample had
a solvency ratic of 50% or less. They also generated
almost 75% of the income. From this it is clear that
farmers in the higher solvency bands preduce propor-
tionately less than farmers with a lower solvency.

In response fo the De Kock Commission’s recommen-
dation in 1983, monetary policy became more market-
orientated during the eighties and market-related inter-
est rates wers increasingly applied to agriculture.

The agricultural sector has been shocked in recent
years by a “double” increase in interest rates which
has caused:

» adecline in subsidised interest rates for the sector;
and

« the imposition of positive real interest rates for the
economy as a whole.

Table 1:
A
i
Year Percentage growth Leverage Net Capital Debt as
in net worth ratio ratio percentage of
critical debt
"-} 1980 0,186 7,18 15,43
- 1981 4,19 0,20 6,11 20,92
1982 10,24 0,21 5,71 43,45
i 1983 5,80 0,26 4,89 121,28
g 1984 1,26 0,33 4,08 123,77
1985 (1,74) 0,39 3,58 84,24
: 1986 22,49 0,35 3,83 49,39
: 1987 17,80 0,31 4,22 32,05
1988 13,12 0,29 4,51 31,70
v 1889 6,78 0,30 4,36 42,51
1990 1,99 0,31 4,19 54,91
1991 0,84 0,32 4,00 50,47
g 1992 (5,45) 0,35 3,84 67,78
- 1993 1,13 0,37 3,69 41,14
1994 5,23 0,35 3,84 24,14
1995 1,94 0,37 3,72 34,40
Source: Directorate of Agricultural Economic Trends
)
MVSA JOURNAL 1996 : 47-_



Leverage ratio Net capital ratio

B 81 82 8 8 5 8 & 8 89 D O 2 @ ¢ %

Year

[ Leverage ratio Met capital ratio

Source: Directorate of Agricultural
Econamic Trends

Fig.3. Financial Ratio’s: 1980 - 1995

The result has been that agricultural interest pay-
ments have increased dramatically, causing debt
accumulation. Interest has become one of the largest
single input cost itermns in agticulture.

In 1984, total farming debt was estimated at R18 184
million in contrast to R19 396 million estimated on
December 1995, which marked an increase of 4,4%.

Assets

The value of farming assets increased by an average
of 6,7% per annum from 1985 to 1995, while farming
debt increased by 6,8% annually during the same
period. tis clear from Table 1 that the farming sector
experienced a period of low and even negative growth
in net worth since 1990.

Solvency

The net capital ratio (assetsfiabilities) decreased from
a high of 7,18 (for every R7,18 invested in the busi-
ness R1 outside capital is used} in 1980 to 3,72 in
1995 (Table 1 and Figure 3}. A declining ratio over a
period indicates a decrease in the capital position of
the farming business as more use is made of ouiside
capital.

The leverage ratio reflects the ratio of liabilities fo own
capital of a farm business. It gives an indication of the
extent to which the farmer will be able to meet his total
liabitittes by using own capital. In 1980 a leverage
raiio of 0,16 was present. That is, for every R0,16 of
outside capital invested in the business R1 of own
capital is contributed. This ratio increased steadily
{(except for slight drops in 1986 and 1988) to the cur-

rent level of 0,37, Agricuttural producers are therefore
steadily making more use of outside finance.

However, a leverage ratio of 0,37 is not considered
unduly high for other sectors but reflects a substantial
financial risk for the agricultural sector because of its
lower profitability. -

Repayment Ability

One method that may be used to determine whether
total agricultural debt can be redeemed, is to examine
the critical debt levels. Critical debt levels are calcu-
lated by dividing the net farm income (NF1) before tax,
by the average interest rate. The critical debt levels of
the agricultural sector give an indication of the maxi-
mum debt that farming concems can setrvice. Debtas
a percentage of criical debt is calculated by dividing
the total agricultural debt outstanding {on a year-on-
year basis) by the critical debt ratio and expressing
this as a percentage.

When total agricultural debt as a percentage of critical
debt increases, real debt levels of the agricultural sec-
tor move closer to critical debt levels. This means that
producers find it increasingly difficult to service their
debt.

Several factors, such as an increase in total farming
debt or average interest rate levels, a drop in farming
income, or a combination of these, cause this per-
centage increase. The relative movement of these
factors result in year-on-year percentage fluctuations.

Percentage

i'Eli'I?27!?475751?TS?HHI&HHHEBn57888990919?939495
Year

[_1 DebtC debtx 100 — Trend

Source: Directorate of Agricullural
Economic Trends
* Esfimates

Fig.4. Debt as % of Critical Debt
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Tabte 1 and Figure 4 show that total debt as a per-
centage of critical debt during the seventies and up
until 1981 amounted io an average of 17,25% of criti-
cal debt levels. During this period the agricultural sec-
tor could have incurred and serviced more debt,

During the early eighties, agriculiure fell on hard times
and this percentage increased rapidly. Total debt lev-
els were at higher levels than critical debt levels,
resulting in agriculiure's weakest ever debt servicing
capacity. This period can be considered abnormal
and so it is important to examine the tong-term trend
rather than the absolute figures.

Usually, when iotal debt is less than 25% of critical
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debt, it can be considered safe. This implies that a safe
level of debt is less that a quarter of critical debt levels.
Figure 4 shows that during 1993 the percentage of about
41%, decreased to about 24% during 1994 and
increased 1o 35% in 1995.

The horizontal line as given in Figure 5 shows the total
outstanding farming debt of 1995 as just under R20 bil-
lion. The curved line was calculated by discounting the
total NFI (based on 1995 figures) back on a yeario-year
basis to show the repayment period at an average inter-
est rate of 17,14% (1995) if the total income flow would
be used to service debt. However, it must be remem-
bered that this can be regarded as the most optirnistic
scenatio and that several risks could result in the income
iine moving downwards.

For example risk simulation Figures 5A and 5B shows
the difference between the predictabifity of income in high
and low risk industries. [n high risk industries the pre-
dicted income band (Figure 5A) is much broader indicat-
ing a much higher degree of income variation. In contrast
lower risk industries will show a much narrower income
band (Figure 5B).

On Figure 5, the income line and the total farming debt
line intersect at a point just over four years. This implies
that the agricultural sector is able, at present debt lev-
els, to service its debt within a period of just over four
years.

Profitability

Profitability refers to the return on capital during a par-
ticular period. Profitability also serves as a yardstick
for comparing the return on investment in agriculture
with that of other sectors.
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The net farming income decreased by 14,17% to
RQ 662 million in 1995 in contrast to R11 257 million
in 1994, Interest payments remained a major cost
iten in agriculture and are directly related to the rela-
tively high interest rates and level of farming debt.
While interest rate payments, for example, represent-
ed 5,5% of the gross income in 1980, they amounted
o 9,5% for 1995.

The gross income of producers for 1995 amounted to
R28 871 million compared to R29 285 million in 1994
- a decrease of 1,41% (Figure B).
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Figure 7 shows profitability on total and own capital for
the period 1970 to 1995. Profit on total capital
employed is calculated by expressing the net farm
income as a percentage of the average fotal capital
employed during a financial period. As seen in the
graph, profit on own and total capital reached a low
during 1983, increased steadily during the middie and
late eighties and showed an erratic movement during
the nineties.

Net Farm Income (NFI} as a percentage of toial debt
gives a good indication of an agricultural producer’s
ability to manage debt. The lower the percentage the
poorer the potential ability to repay debt. It is evident
from Figure 8 that NF| as a percentage of iotal debt in
the eighties was not very good. This is particularly
true of the period 1983 o 1986. It then improved for
the next two years, reached a low during 1992 and
increased substantially during 1994. During 1995 the
potential ability of farmers to repay debt decreased to
approximately the same level as 1979.

An inverse relationship is evident between this vari-
able and the interest rate from the eighties. Thatis, if
interest rates rise, the ability to make repayments will
probably decrease as clearly shown during 1995.

A Shift in Agricultural Production

South Aftica is a semi-arid country and a large per-
centage of agricultural land is only suitable for exten-
sive livestock production. As the eastern parts of
South Africa and the Westermn Cape receive higher
average rainfall than the rest of the country (map 3)
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these areas are more suitable for intensive production
which includes our expanding horticultural industries.

Figure 9 shows the relative importance of the three
main agricultural industries in South Africa. Over the
last ten years the relative impertance of the field crop
industry declined as farmers diversified and concen-
trated on the production of more profitable export ori-
ented horticultural produce.

Within the field crop industry, farmers are also chang-
ing their planting patterns and are moving towards
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more profitable crops. Figure 10 shows that the area
planted under maize is decreasing, while relatively
more wheat, winter grains and oilseeds are being
planted. Furthermore, a recent survey indicates that
farmers no longer perceive maize to be as luctative a
crop as it wags in past and that they intend to plant less
maize in the future. The recent demise of the single
channel marketing system and the replacement of
quantitative impori contral measures with import tariffs
led to maize price fluctuations.

THE CHANGING ROLE OF
AGRICULTURAL FINANCE

The Commercial Farming Sector

During 1980, commercial banks had a 21% market
share of outstanding agriculiural debt, compared to
the 23% held by co-operatives. As seen in Figure 11,
three other institutions, namely : the Land Bank, other
financial institutions2 and private individuals, held
more or less equal shares.

In 1995 the picture looked slightly different.
Commercial banks were the largest financiers of the
agricultural market with a 33% share of the total farm-
ing debt, followed by the Land Bank (24%) and agri-
cultural co-operatives (20%}.

Presently there is a move away from funding by co-
operatives, private individuals and institutions and a
movement towards the use of the commercial banking
sector and the Land Bank. The interest rates charged
by co-operatives have increased in recent years
because they have to charge more market related
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2. Discount houses, other monelaty Institutions, insurance companies, pension funds, irust companies, non-monetary banks and trust assets, participation morigage bonds and

ather financial institutions.



interest rates. This was necessary as they were fac-
ing increased risk because of decreased government
suppori.

The recently released interim report of the Rural
Finance Commission sets oui propesed principles for
financing in rural areas. The report proposes one cen-
tral body, a “Rural Bank” to be a co-ordinator of the
delivery of finance to developing rural areas. Itis pro-
posed that this institution will operate as a financial
wholesaler of agricultural credit to finance retailers
such as commercial banks, NGOs and other interme-
diaries, as well as being the administrator of grants.
The commission furthermore recommends:

+  Minimal direct govetrnment involvernent in the pro-
vision of credit;

* Making use of grants rather than subsidising inter-
est rates;

¢« The established commercial agricultural sector
should continue to enjoy access to financial ser-
vices;

» The withdrawal of the exemption for small loans
through the Wsury Act and the replacing of it by the
Credit Bill and the phasing out of the Subdivision
of Land Act;

+ The legislation protecting the Agricultural Credit
Board (ACB) and Agricultural Co-operatives
should be revised and that the credit provisions
functions of the national and provincial depart-
ments of agriculture and the ACB be terminated as
soon as possible and that the loan books be trans-
ferred to the Rural Bank.

We believe that the Interim Report is a balanced doc-
ument. The final report is expected in July 1996 afler
which the government will decide how to incorporate
the recommendations into policy.

Less government support

In the past South African agricultural producers
received substantial govermment support.  Farmers
were not only assisted during disaster periods, but
also received substantial supports in terms of govern-
ment grants and subsidised interest rates. These
support mechanisms did not only distott agricultural
markets but made agriculiural producer insensitive to
risk and agricultural debt.

However, as shown in Figure 12 South African farm-
ers can no longer be regarded as a “protected
species”. |f compared internationally only Australian
and New Zealand producers enjoyed less govern-
ment support in 1994,

it is expected that in future local commercial produc-
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ers will receive even less support as government sup-
port programmes and attention will focus on the
emerging farming sector. Commercial farmers will not
only have to depend on their own resources to sur-
vive, but they will also be exposed to intemational
competitors who enjoy much more government sup-
port.

Emerging Farmers

There is a strong possibility that with changes in tech-
nology and doner funding, this market could be set-
viced increasingly by commetrcial banks. Any financ-
ing will, however, be aimed at the top end of the mar-
ket. At this stage higher risk farmers will have to be
accommoedated by the govermnment.

[t must also be bome in mind that credit will not neces-
sary benefit this market unless access to inputs, mar-
kets, training and appropriate extension services exist.

Rural people are not an homogeneous mass and
selective marketing has to be applied to these farmers
in order to identify those individuals with commercial
possibiliies. Only where the marginal gain from using
credit exceeds its marginal cost (transaction plus inter-
est costs) will there be an incentive to repay leans.
This only applies to farmers who produce a surplus for
sale (emerging commercial farmers).

Case studies throughout the world support the notion
that rural people have a strong propensity to save.
Savings also allow non-creditworthy customers
access to banking facilities, Cash flow information on
these clients can be assimilated over time to deter-
mine if they qualify for future loans.
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A VIEW OF THE FUTURE

A clear shift in emphasis away from the commer-
cial farming sector towards the small farming sec-
tor is evident. in future, agrarian extension as well
as research and financial support will lean towards
new entrants into the farming sector. Commercial
farmers will increasingly be dependent on their
own resources for survival,

There will probably be an increase in more inten-
sive farming operations close to urban centres and
more extensive operations in rural areas. At the
morment, the smallest farms are in the “oid home-
land” areas, which are furthest from the urban cen-
tres,

A shift in emphasis from food self-sufficiency
towards household food security is evident.
Cheap food for consumers is the priority. This will
mean that uncompetitive commercial producers
will not be protected at the cost of the consumer.
We will see a "leaner and meaner” agricultural sac-
tor in which only the fittest will survive.

South African agricuttural producers will be faced
increasingly with import competition. Thus, local
producers should focus on producing products in
which they have a comparative advantage.

Land reform will continue to receive emphasis. As
the current government will be averse to relocating
people, most land reform will occur in the areas
close to where the pecple are who need access to
the land. Agricultural land close to the “old home-
land” areas and urban areas will be under pres-
sure for redisitibution. Land reform will ocour in
“pockets” in other areas.

High expectations were created before the 1994
general elections. The government cannot meet
these expectations for land reform. As such,
unhappiness and frustration will be seen and
requests for “meaningful” land reform will ocour.
There will be mounting pressure from landless
communities for land and the acceleration of land
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reform. It is possible that there will be a land
reform drive from the government towards 1999
when the next general election will occur.

It is expected that on average, agricultural land
prices will decrease with marginal agricultural land
likely to show the most significant decrease. High
potential land and land utifised for export industries
will probably continue to increase in value.

The one important principle affecting the future of
any financier is the “risk reward” principle, that is,
the higher the risk the higher the reward (interest)
should be. Agriculture is a high-trisk industry with
some enterprises being more risky than others.
Producers in the higher-risk enterprises can
expect to pay more for finance.

Agricultural producers no longetr have a ready-
made market. [n future, the most profitable farmer
will be the one who can produce his produce
cheapest and sell it at the best price.

With the introduction of trading in agricultural com-
modity trading, producers will be able to manage
their price risk more effectively, thus reducing over-
all risk.

Farmers will operate in a more structured and
unionised labour environment. They will therefore
have to improve labour management through
improved [abour practices.

Adaptability and the ability to analyse a situation
timeously will increasingly determine a farmer's
success. Agriculture will no longer be a “way of
life” but a highly competitive and relatively complex
business.
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