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OREWORD

lbis discussion paper is the sixth is a series of Informal studies on different aspects of the South African
economy prepared by staff members of the World Bank and South African associates. The studies have
been discussed with a wide range of South Africans and have benefited from South African ideas and
inputs. The Bank's study program aims to support the ongoing effort by South Africans across the
institutional spectrum to understand the weaknesses and potential of their economy, and identify options
that may be available in a post-apartheid era. These options focus on creating equitable and sustainable
economic growth and improving the distribution of assets and income.

The purpose of this report is to analyze the performance of South Africa's agriculture sector and to outline
the strategic options for improving the overall structure and performance of the sector, especially in terms
of income growth, job creation and increased equity. Ibis report concentrates mainly on the large farm
sector, because of its dominance in terms of area and output and because of the lack of information on
agriculture in the homelands.

The conclusions that emerge from the analysis in this report depict the agricultural sector in South Africa
as one that is dominated by large-scale producers and has been able to produce large volumes of output-
achieving national food self-sufficiency for most commodities. ITis achievement has, however, come at
a considerable financial and efficiency cost. The sector has been, and to some extent continues to be,
characterized by significant policy distortions that have resulted in less-than-optimal levels of efficiency
in many parts of the sector, e.g., average farm size is too large, ownership of rural assets, most notably
land, are highly skewed, many farmers tend to use too much capital equipment and too little labor. This
performance, combined with the active suppression of black farming, means that the agricultural sector
has underperformed in terms of its contribution to national income, exports, and employment creation.

The combination of problems within the agriculural sector and the need for a redistribution of land and
support services in the name of greater social justice, make a compelling argument in favor of a
restructuring of the rural economy. Such a restructuring would encourage greater efficiency in the
agricultra sector as a whole and would actively support the market-based redistribution of land and
necessary support services to those injured under apartheid.
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EXECLM1V SllMARY

Intrducdion

1. Agriculture In South Africa is widely regarded as a highly sophisticated and successfil sector.
Among the evidence cited In support of this view is the fact that South Africa is self-sufficient with
respect to most of its major agricultural commodity requirements. At the same time, the sector's small
and declining share of GDP (4.7% in 1990 compared to 12% in 1960) is interpreted as indicating a
pattern of secular decline of agrcultural production that is consistent with a normal pattern of economic
growth and development. Consequently, it is often assumed that agriculture's future contribution to GDP-
-in terms of employment and income-will continue to diminish. It is in this context that agriculture's role
in a growth stzategy for a new South Africa is typically regarded by policy makers-both in and out of
government-as diminishing and overshadowed by expected growth in the industrial and services sectors.

2. The domipant form of agricultural production in South Africa is the whiteowned, large-scale
farm-accounting for 90% of the value added and owning 86% of the agricultural land. The large-farm
sector is commercially-oriented, capital-intensive, and generally produces a surplus. In contrast, the
frming sector in the homelands is unable to meet the subsistence needs of the homeland population, with
the result that the homelands are net food importers.

3. The current dominance of the large farm model of production is largely the result of more than
a century of policy induced distortions. Initially, the focus of agricultural policy was to reduce and then
eliirnate competition for white-owned farms from black farmers. Having achieved this during the first
half of this century by confning black agriculture to the overpopulated homelands, agricultural policy has
more recently concentaed on providing direct financial support to the large-scale farming sector.

4. The central question that needs to be answered-and the one that defines the purpose of this
report-is whether or not South Africa's past agricultural strategy has been successful in terms of its ability
to produce agricultura goods efficiently and equitably. The results of this analysis will have a clear
Impact on the development options for the rural economy in a new South Africa. If the past straWgy is
found to be effective in terms of either of these objectives (efficiency and equity), then it only needs to
be modified to meet the needs of a newly enfranchised electorate, e.g., if large farms are efficient, then
only the ownership of these farms would be an issue. However, if the present strategy is neither efficient
nor equitable, then It wil be necessary to reforulate the entire strategy with the objective of
restrucuring the rural economy.

5. The hypothesis that emerges from this report indicates that agriculture's present low share of GDP
is W the result of a normal development pattern, but instead is a consequence of wideGpread policy
distortions itroduced by decades of government intervention combined with the dominant historical role
of the mining sector in the economy. These interventions were guided-in large measure-by the general
political and economic philosophy of white domination-apartheid. Some of these distortions are not
peculiar to agriculture, but characterize the entire economy, e.g., high capital-intensity of production in
the presence of widespread unemployment. Nonetheless, it is true that agriculture has been and remains
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subject to policy distortions that have been especially far reaching. As a consequence of the incentive
structure created by policy disWortions, agriculture's structure, characteristics, and most notably, Its
performan(;e are in sharp contrast with what would be expected given Its resource endowment.

6. The purpose of this report Is to analyze the performance of South Africa's agriculture sector and
to outline the strategic options for Improving the overall structure and performance of the sector,
especially in terms of income growth, job creation and increased equity. This report concentrates mainly
on the large farm sector, because of its dominance in terms of area and output and because of the lack
of information on agriculture in the homelands. This summary is intended to provie the reader with the
highlights of the chapters along with the Implications of the analysis for strategic options for agriculture
and the rural economy.

The Role of Agriculture in the Macroeconomy

7. In 1989, South Africa's GDP was US$80.4 biUlion, with 13% of GDP derived from services, 45%
from industry, 26% from manufacturing, 11% from mining, and 5% from agriculture. For the same
year, the total value of South African agricultural production was approximately US$7.2 billion or about
half again as large as that of the entire SADC region.' Employment in agriculture in 1990 was
approximately equivalent to 761,000 full-time workers and accounts for about 10% of total wage
employment. In addition, about 17 million blacks-40% of the black population of South Africa-reside
in rural areas, with more than 13 million of this number concented in the homelands.

8. The themes that characterize agriculture's role in the broader economy can be summarized as
follows. Agriculture's present limited role in the economy can be explained by the dominance of the
mining sector, the skewed distribution of natural resources in favor of a white minority, the adoption of
highly capital-intensive agricultural technology, the reduction of employment accompanying the adoption
of this technology, and the objective of achieving self-suffic'ency in major agricultural commodities.

9. The salient features of the macroeconomic environment that have affected agriculture can be
summarized in four main points.

L. Declining gvrowth and productivity. In most sectors, policies favored a capital-intensive
production pattern. The increased investment in capital intensity, however, did not
generate sufficient growth with the consequence that the total productivity of the economy
declined during the last two decades. This contributed to the slow growth of net GDP
in recent years, e.g., 1.03% per year during the 1986-91 period. As a result, the
macroeconomic enviroment facing agriculture was an especially unfavorable one.

In 1989, South Africa producd more than the combind total of the SADC counties for a number of baic agicual
prducs including maize, wheat, swnlowe seed, and sugr. Ihe value of South Afiaes's agieultural cxpos is broadly equal to
the value of total SADC country agriltu ports (in 1988 USS1.40 billion for the SADC countries and US$1.46 billion for
South Africa). Nonethuess, it is estmated that the total area under arable and peranent cropland in South Africa is only sty
more than half that of the SADC countries combined. Unlike most SADC countries, South Africa is self-sufficien in ereas
producdon and, beween 1980 and 1989, producoed surpluses of such basic food cops as maize, wheat, rye, dry beams, rain
sorghum, growdnuts, soybeans, oats, and barley.

Ewecive Smnary Page a
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ii. Increasing unemployment and unequa1 income distributinn Investment in capital
intensity combined with policies that created homelands as labor reserves with the
objective of keeping labor costs relatively low contributed to very high unemployment
levels and political tensions. Labor-segregation policies resulted in a relatively unsklled
labor force and an extremely unequal distribution of income, services, and demand.
These forces bave been instrumena in causing agriculture to move away from reliance
on the relatively plentiful factor-labor.

Ill. Aninward-lookingIigg ftam=rk. The government has created an incentive stucture
that encourages production for the domestic sector, rather than for international markets.
'Public sector policy strongly supported domestic producers through tariffs, quotas and
other barriers. As a result, many producers-including in agriculture-are restricted to
comparatively high-cost domestic sources of supply that reduces international
competitiveness.

iv. Public sector investment programs. Public sector investment was used as a means of
compensating for declines in private sector investment. These investments have,
however, often been undertaken with little regard to the social rate of return.

10. The single most important factor in explaining the decline in growth is the lack of total
productivity growth in the economy. The absence of significant growth in productivity, in turn, stems
from the capital-intensive, inward-looling growth path chosen for the economy. Comparing South
Africa's total facor productivity growth wih thOat of a number of comparable developing counties,
Chapter 1 demonstrates that South Africa consistently under-performs. Over the period 1950-73, South
Africa's total factor productivity shows near-zero growth, i.e., 0.2% per year. Over the period 1973-
1984, total factor productivity becomes negatiWve, i.e., -0.5% per year. Over the period 1981-1988, total
facto productivity declined by 1.1% per year.

11. The low productivity growth that chacterized the macroeconomy was also evident in the
agriculture sector as a whole, although not to the same etent. Between 1947 and 1991, the total factor
productivity of South African agiculture increased by 1.26% per year-a rate that is relatively modest by
International standards. This overall pattn, however, mbsks the substanial differences in productivity
growth between the main agricultural sub-sectors. The export-oriented and inherentiy labor-intensive
horticultural sub-sector grew at 2.42% annualy over the 1947-1991 period, whereas the livestock and
fieldcrop sub-sectors both recorded productivity growth of only 0.77% per year over the same period.

12. Agricultural policies in South Africa were closely intertwined with general economic, social and
political policies. The policy environment that accounts for much of the observed performance can be
divided into three part The beginning of the first phase was marked by the Land Act of 1913. During
this phase-which lasteci unW 1940-the basic institutional framework of a dualistic agrarian structure was
set up. The second phase-consisting of the postwar era prior to 1980-saw the transformation of the
sector into a highly mechnized and capital-intensive farm structure. The third phase constituted the
policy reform and structura adjustment process embarked upon since the early 1980s.
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St=c=e, ReSprce Endowment.nd Performance of thie Agricultural Sector

13. South African agrcultural production dwarfs that of the rest of Southern Africa. Despite a
relatively limited naural resource base, its agricultural economy has reached high production levels in
a wide range of agricultural commodities compared to other countries in the region. In this regard, the
sector's performance is consistent with one of its objectives-self-sufficiency. This impressive
performance is based on a resource endowment that-while not generous-is highly varied allowing for
considerable variation in commodity production. The ownership of this resource endowment, however,
is extremely skewed-the legacy of racially-based policies.

14. Agriculture occupies an important position in the South African economy in terms of production
levels and as a supplier of inputs to the agro-processing sector. Agriculture's share of GDP, however,
has declined from around 20% in the 1920s to 4.7% in 1991 and its growth in the past 40 years has been
uneven, averaging 2.5% in real terms since 1950, with rapid growth in the 1970s bracketed by slower
growth in the 1960s and 1980s.

15. Some 95% of the value of agricultural production in South Africa originates in the large-scale,
commercial sub-sector. Over the past 30 years, the composition of agriculture by gross value has moved
in favor of horticultural products and, to a lesser extent, livestock. Horticultural commodities have
generally been more buoyant than the field crops, with a rise in the total contribution to sectoral value
of production from 14.4% in 1980/81 to 20.9% in 1990/91. Strong growth in the horticultural sector has
been shown in pardcular by commodities destined for export, notably fruits, but wine and vegetables have
also risen sharply. The share of field crops peaked at 48.5% in 1980/81 and fell to 34.2% in the
following decade.

16. Land distribution in South Africa is among the most highly skewed in the world. Four centuries
of conquest, occupation, annexation, land acquisitions and transfers, land purwhases, and consolidation
have resulted in a land distribution which is comparable in its inequality to those of many Latin American
counties that often experienced a similar history of European conquest and settement. What sets South
Afica apart from the rest of the world, however, is the relative emptiness of much of its rural landscape-
except for some high-potential areas along the eastern seaboard. In most of the country, rural villages,
settement, scattered firms and homesteads of farm laborers such as those found in the rural areas of
Europe, Latin America, Asia, and elsewhere in Africa are rare.

17. Approximately 86% of agricultaur land is held by 67,000 mostly white, large-scale farmers,
supporting a rural population of 5.3 million. Consequently, the large-scale farming areas-the platteland-
have a very low populion density (about 16.2 hectares of agricultural land per rural resident). In
contrast, a rural popudation of about 13.1 million resided in the homelands in 1988, on an area of 17.1
million hectares. Thus, 29% of South Africa's rural population (mostly farm workers and their
dependents) lived on nearly 86% of the agricultural land, while 71 % of its rural population lived on the
remaining 14%.

18. Government aid to the two sectors has been unequal and variable. The ratio of total government
expenditure for white and black agriculture before the World War II was about 179 to I and around 14
to 1 in the 1950s. By the 1980s, this ratio increased to around 4 to 1. In 1987, the 14 Departments of
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Agriculture had a combined budget of R2.1 billion, of which R1.7 bilion was allocated to white
agrculture. Moreover, large-scale, commercil farmers obtain 96.7% of all transfer payments in the
budget.

19. Ihe homelnds today are over-crowded, poverty-stricken and lack infrastructure comparable to
the white farming sector, despite some attempts at development. Iheir economic significance as a
reservoir for surplus labor has intenfied over time. In 1951 less an 5 million blacks lived in the
homelands. This number peaked at 14 million in 1985 and declined to 13.1 million In 1988. These
changes resulted from the reselement policies pursued by the goverment, in pardcular between 1960
and 1983, when miilions of blacks were relocated to the homelands. Well over half of household income
in the homelands is today derived from repatated migrant eanings and pensions. Agricultural
production is estimated to meet only 16% of the population's food requirements and constitutes at most
10 to 20% of household income.

20. The first impression ta emerges from an overview of the agrtculre sector In South Africa-as
it stands today-is of a set of strucures that has been very successful in producing large volumes of
commodities. Tbe volume of production relative to neighboring countries and the high level of food self-
sufficienc all confirm this impression. What is less apparent, however, are the highly artificial means
hat have been employed to establish and maintain these agricultural structures. Understanding the
disIminory mecms and cotivances that have buen used to create the dominant elements of the
sector is esset to und ing the options avaiable to the sector for the future.

EvolutkAm of the Agdan

21. Given the domice of the large-farm model in South Africa, it is someimes assumed that this
model is more efficient than the alternatives-most notably small-scale, labor itensive production. Not
only does intnaonal evidence argue against this presumption, but the historical experience in South
Africa does as well. In fact, one of the most telling lessons to emerge from the South African experience
is the success of small-cale, commerci black farmers durng the mid to late 19th cenury. The most
convinig evidence of this success can be found in the unusual measures taken to discrminate against
these farmers.

22. Afican family faming in the latter half of the 19th century was viable and able to meet the
agricultural needs of ura and industri markets that developed around the major mining centers. Given
relatively udistr maket for land, labor, iputs, and outputs, African farmers progressively adopted
am farming technologies, expanded into new farming industries, and competed with seter farming in
domestic and in certain export crops markets. Critical to this success was the inability of a weak state
to intervene in the factor markes and the implicit support for African farming from land companies and
big landowners who eaned rents from African tenant farmers. These conditions encouraged African
farmers to accum capital, wealth, and farming skils.

23. The formation of the Union of Souti Africa in 1910 led to the creation-over time-of a policy
environment characterized by the suppression of African frming and its eventua isolation from 20th
cettury mainstream agriculure. With its main objective being to tmn African farmers to laborers and
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channel them to white farms, mining ad manufacturing-the apparats of the Union of South Africa was
stronger and richer than state fiomations of the earlier period. In addition, the land companies and big
landowners who had previously frustrated earlier policies to cuil African farming, were now either
included as part of the new policy environment, or their leverage was reduced relative to that of the
mining industry and setter farmers. What was damaging African farmng was not only the legislative
and administrative measures that were levelled against it but, more importandy, the systematic closing
of all avenues-whether these were land, input and outputs markets, or credit-except the labor market to
African farmers to accumulate capital, wealth and farming skills.

Agrcultral Marketing ansd Pring

24. Ihe suppression of small-scale black farmers was complemented by the extensive support systems
provided to the large-scale farming enterprises. Perhaps the most effective form of support to the large-
scale farms has been the pricing and marketing systems. In essence, the combinadon of controlled input
and output prices along with singlechannel marketing systems for the majority of agricultural commodities
have restricted competition and provided large-scale farmers with an income guarantee. During the
1980s, efforts to liberalize the pdcing and marketing system have introduced more competition-and
contributed to the rise in bankruptcies among large-scale farmers-but also must be regarded as
incomplete.

25. The bulk of agricultural products in South Africa are marketed under schemes set up in terms of
the Marketing Act of 1968. The original promulgation of this Act in 1937 was closely related to other
legislation, including the Co-operative Societies Acts, the Land Acts and the Land and Agricultural Bank
Act. As of the early 1990s, about two-thirds of the value of farm produce was marketed under the
Marketing Act.

26. The Markeint Act is enabling legislation that applies to all products listed in its schedule. It
provides for the promulgation of subordinate legislation called -Schemes", where a Scheme is instituted
for a product or group of products, and a Control Board is set up to administer it. Each Scheme
empowers the relevant Board to carry out the normal administrative functions and also empowers it to
carry out specific functions that influences the marketing of the product. The Marketing Act provides for
four main types of schemes, tailored to the specific characteistics of the commodity in question. These
include:

shishanel fixed pn schemes Producers are legally obliged to market their products
through the Board or its appointed agents and prices are fixed for each season. The major
domestic crops such as maize and winter graiDs (wheat, barley and oats) fall into this category.

singlchamel OLschM@a. Producers market their products through a pool conducted by the
Boards which pays on receipt of the product. Supplemental payments are made when the final
realization of the pool, after deduction of pool epenses, is known. Crops facing relatively elastic
demand, e.g., export crops, fall in this category.

u sceme (also called price support schemes). Producers sell their produce on an
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open market, although they are often subject to stringent quality controls that could restrict
domestic competition. The Board intervenes when prices drop below a fixed minimum price by
purchasing surplus supplies for distribution and resale at a later date. Schemes include those for
red meat.

Uiw scheame. The Board acts in a supervisory capacity and as a mediator in the arranging
of price and purchase contracts between producers and buyers. Products include canning fruit
and cotton.

27. The opportunity costs of the current marketing system include, among other things, the
development of a relatively concentrated sector aimed at specific market segments. By catering
exclusively to large-scale commercial farmers, this system prevented both the development of black
farming and the development of informal marketing systems which could have created substantial black
employment. Also, by focussing on marketing of high quality, first world agricultura produce, jobs were
lost in marketing of lower quality produce, both domestically and for export.

28. Current trends in marketing are going from a controlled, cost-plus pricing system to a more
market-oriented system (removal of domestic controls, reduction of protective measures, and reduction
of tariffs). Given the prominence of high levels of concentration in the agriculture and food processing
sector, the establishment of clear policy guidelines setting out Government's objectives and policy
instruments is a high priority. Three alternative policy approaches can be distinguished:

laissezfaire: under this policy the Government would adopt a passive attitude towards
concentration, hoping that the possible benefits from economies of scale and competitiveness on
intrnational markets would outweigh the potential costs from monopolistic pricing. In recent
decades policy has been rather close to laissez-faire.

active anti trust ara c: vunder this policy the mandate and powers of the Competition Board
would be substantilly increased with a view to actively reducing the existing levels of
concenration through forced divestment of holdings by the major firms. In practice

plementation of this policy approach is likely to prove difficult because the Government wil
continue to lack sufficient information to pursue a legal approach to anti-trust and because forced
sales of subsidiaries are likely to lead to purchases of divested firms by the existing conglomerates
rather than by new entrant to the market and the unemployment implications of possible closures
induced by an active antitrust policy would be politically difficult to accept.

the indirect Uoach through dereeulating the economic enviromnent: under this third approach
Government would not actively attempt to break up the dominant firms; rather it would seek to
promote changes in the economic environment which over time will remove the economic basis
for concentration and reduce barriers to entry for potenal competitors. Adoption of this
approach requires recognition that the problem of concentration cannot be resolved in a short
period, but that over a longer period the presence of actual competition or the threat of potential
competition can be the most effective instument in combatting the adverse aspects of
concentration.
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Efficiency of Agricultural Production

29. Agriculture in South Africa has consistently produced surpluses, and as a result is typically
regarded as an efficient sector. In recent years, however, the financial problems experienced by many
farmers-largely as a result of drought and policy changes-have caused some important sub-sectors in
agriculture to be seen as inefficient The issue of large farm efficiency in South Africa is critical to the
development of a strategy for the rural economy. If, as some argue, the large-farm model is a valid one-
characterized by economies of scale-then a strategy that consists largely of removing existing policy
distortions would increase the efficiency of the sector as a whole and further changes would be
unnecessary in terms of increasing efficiency. If, however, there are no significant economies of scale
associated with large-farm production models, simply reforming policy will only yield a portion of the
potential efficiency gain. The balance of the efficiency gain could only be achieved by restructuring-
through downsizing existing farm units-the present farming sector.

30. Unfortunately in South Africa, a direct comparison of efficiency between the large-scale and
small-scale farm sectors is difficult if not impossible, because black owned, small-scale farms have all
but disappeared. Ample historical and international evidence suggests, however, that when compared to
small-scale farms many large-scale farming enterprises in South Africa, as elsewhere in the world, are
inefficient with respect to profits, employment and output generated per unit of capital invested.

31. The move towards larger farms in South Africa was strongly associated with farmers' adoption
of m on, which was facilitated and strengthened by subsidized interest rates, tax breaks, and the
support of output prices above border parity. Yet in spite of massive additional financial assistance to
farmers, the profitability of agriculture remained low. By 1984, an estimated 22,700 farmers (33% of
the total) had debt burdens beyond the critical level. Most of these farmers were concenuated in the
Transvaal and Orange Free State-the regions where mechanization of monocropped cereals had been
pushed to economically sub-optimal levels and exposed farmers to high risk levels.

32. The policy objectives that justified these interventions were twofold-food self-sufficiency and
maintaining income levels for large-scale commercial farmers. Agricultural production in South Africa
increased at a rate of over 3% annually over the last four decades, while the population increased at an
average rate of 2.8%. Moreover, the social objective of maintaining incomes for large-scale farmers at
levels comparable to the incomes in the urban sectors seems also to have been obtained for at least some
farmers. From 1970/71 to 1991, total net farm income increased in real terms from R2,728 million to
R3,469 million, but with significant fluctuations throughout the period and a considerably skewed
distribution.

33. The findings of this report with regard to the three major types of efficiency examined are as
follows:

Price effici Thn e agricultural sector experienced a policy-induced shift toward a large-scale,
capital-intensive farm technology, heavy reliance on intermediate inputs, and toward less
dependence on labor. This reflects farmers' rational reaction to the prevailing structure of
incentives, in particular, taxation and financial assistance programs. In other words, most
individual farms were efficiently run given the prevailing structure of incentives. Although the
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price of the input bundle associated with the prevailing technology is one element in the structure
of incentives faced by farmers, it has not always been the dominant one. Prior to 1973, large-
scale farmers display considerable price efficiency. However, starting in the mid-1970s farmers
demonstrated less responsiveness to changes in relative input prices. This seems to have been the
result of a combination of financial assistance programs, tax incentives, and technical
improvements that outweighed input price changes. In effect, farmers responded to a distorted
set of incentives that induced a different production technology than that which would have
prevailed in a more market oriented regime.

Scal efficiency. The same set of policy distortions that affected price efficiency also created
incentives for the emergence of large-scale farms. As a result, prior to the end of the 1983s,
there was an increasingly concentrated agrarian structure in South Africa. In the grain sector for
instance, the results of this report indicate that once the effects of the distorted incentive structure
are removed, a wide range of farm sizes (above approximately 100 hectares) are efficient with
respect to scale-in other words, a larger farm is not necessarily more efficient than a smaller
farm. The crucial factor in determining the greater efficiency of a large farm over a small farm
is managerial expertise. For South African farms covered by official statistics and smaller than
approximately 100 hectares, there is empirical evidence to suggest that small-scale farms use
resources more intensively than large farms. However, whereas little evidence exists on the
efficiency of black, small-scale farming in South Africa, international experience indicates that
in an undistorted policy environment small farms are often at least as efficient as their large-scale
counterparts provided the working capital constraint is removed.

Technical efficicy. Trends in technical efficiency can be grouped into three distinct periods.
First, improvements in the technical efficiency of South Afiican agriculture were virtually absent
during the 1950s and early 1960s. During this period, agricultural production increased through
an expansion in cultivated area, supported by the introduction of tractors. Second, modest, but
significant, gains in technical efficiency appeared in the late 1960s and continued during the
1970s. These gains are associated with the intensification of agriculture during this period
including the introduction of high yielding varieties. Also during this period the relationship
between labor and machinery changed from a complementary one during the period of area
expansion to one of substitution, especially as a result of the mechtion of the harvesting
process in cereal farming. Third, substantial growth in technical efficiency was recorded after
1983, as farmers adjusted capital inputs to changes in the structure of investment incentives. For
the post-war period as a whole, however, the trends in technical efficiency differed substantially
by sub-sector with livestock and field crops performing well below the average, while the export-
oriented and labor-intensive horticulture sub-sector showed dramatic increases in technical
efficiency.

34. Hence, the picture of South African agriculture that emerges from this analysis of efficiency is
a varied one, but one for which several important sub-sectors can be characterized by: (i) a gradual
deterioration of price efficiency which in effect shows that farmers were compensated for the implied loss
of efficiency through other channels; (in) scale efficiencies that are the result of a combination of a
distorted policy environment and managerial ability; and (iii) uneven improvements in technical efficiency
that are modest by international standards and differ markedly by sub-sector.
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35. The policy distortions that have given rise to the social inefficiencies that characterize large parts
of the agricultural sector (e.g., subsidized interest rates, favorable credit regimes and tax coneessions on
agricultural investnment) are not particularly difficult to reverse. Over the past decade, a wide range of
policy changes in the general direction of greater market orientation have been introduced and have
affected both agricultural inputs and outputs. Tle impact of these changes has varied considerably by
subsector: debt-free producers of some export commodities have benefited, while profits for others,
notably the grain producers, have fallen. For the sector as e whole the capital-intensity of production
declined throughout the 1980s and employment increased through 1987. More recently, however,
employment has again declined. Although the cause for this recent decline is unclear, it may be due to
political uncertainty over the future of white-owned farms, extensification of agriculture in marginal
cropping areas, and the financial deterioration of the sector.

Farm Profitability

36. The ultimate test of efficiency and financial sustainability of any enterprise, however, is the
response of large-scale farmers to the withdrawal of the preferential policy treatment. If as the structure
of incentives (e.g., prices of inputs and outputs, taxes, and/or marketing systems) changes, farmers are
unable to respond adequately and ensure their profitability, this constitutes a reliable indicator of their
inefficiency in an undistorted policy environment.

37. Since the early 1970s, agriculture in South Africa has been exposed to a cost-price squeeze that
reduced farm profitability. This was compounded during the 1980s by: (i) unfavorable weather
conditions; (ii) reduction of farm subsidies; (ifi) liberalization of marketing policies that often resulted in
lower real producer prices; (iv) and higher capital costs due mainly to higher interest costs. The failure
of many firms to respond to the changing price environment (recall the finding above of only modest
price efficiency) meant that many farms continued to rely on the established, capital-intensive production
methods. Given the variable agro-climatic conditions to which South African farming is exposed, the
continued reliance in important subsectors on mechanized, monocropped farming also entailed a higher
exposure to climatic risk and increased the volatility of farm profits.

38. As a result, the debt burden carried by many farmers escalated to unsustainable levels, in
particular those in the summer rainfall areas (e.g., wheat and maize growers). Although real farm debt
reached its highest level in 1985 and has declined since then, the financial position of many farmers has
continued to deteriorate, as illustrated by a continuing increase in the debt-asset ratio. Moreover, the ratio
of short-term debt to total debt increased considerably. Higher capital costs, tighter credit standards,
fewer farm subsidies, and the growing unsustainability of the debt burden should have positive effects on
labor employment in the sector and force less efficient farmers into foreclosure. However, the
government continued its attempts to aid the sector financially and when the 1992 drought occurred,
substantial amounts of debt which had been accumulated during the 1980s were effectively written off
through a massive recapitalization effort targeted to grain producers and totaling R3.4 billion.

39. In summary, the decline in farm profitability since the eady 1970s and the evidence regarding the
efficiency of large-scale farms suggests that, from the perspective of society, many parts of the agriculture
sector have operated inefficiently. It is important to stress that this does not necessarily mean that
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individual farmers are poor managers or not responsive to the prevailing structure of incentives, but
instead it means that the policy environment faced by farmers has resulted in inefficient performance of
the sector as a whole. The realization of the adverse impact of the policy environment on efficiency and
the economy contributed to the agricultural policy reforms that were begun in the early 1980s and which
have led to some Improvement in efficiency.

40. As noted earlier, a critical element of an evaluation of the efficiency of the sector is the role that
the scale of operations plays in farm efficiency. The evidence presented in this report suggests that scale
economies have existed in South African agriculture, but they stem from the distortions introduced
through the policy environment. Hence, if the bias toward large-scale farms was eliminated from the
policy environment, the cost advantage enjoyed by large-scale faums would likely disappear. This
conclusion must, however, be treated with caution, because there is tremendous variability of production
models across the agriculture s'-or. Therefore, it would be incorrect to argue that a smatler scale of
operations would be appropriate for all subsectors. Nonetheless, it is probably the case that cost
structures are either neutral with respect to scale or that diseconomies of scale would exist if policy
distortions are removed. Consequently, it is possible to assert that a combination of intenational evidence
with regard to farm size and recent South African experience suggest that a smaller scale of operations
in many agricultural sub-secto would be at least as efficient as the larger scale farms once the policy
distortions are eliminated.

Options for the Future

41. This report argues that while the agricultural strategy pursued in South Africa has achieved its
two main objectives-food self-sufficiency and acceptable income levels for white farmers-it has done so
by distorting the policy environment and causing society to pay a considerable financial and social cost.
Quite apart from the racial consequences of this policy environent, society has been deprived of a
greater contribution to GDP that a more efficient and dynamic agricultural sector would provide. At this
point in time, the agriculture sector remains in a state of uncertaity. Nearly a decade ago, the financial
cost of the agricultural stegy became sufficienty burdensome, that a limited liberalization was
introduced. This policy change, along with adverse weather conditions, had the effect of exposing
farmers to a more exacting and market-oriented environment. As a result, profits declined and debt
increased in many parts of the sector. Ihis result is a telling one, because it suggests that many elements
of the large-farm sector are not efficient under the new policy environment.

42. The problem of inefficiency in many parts of the large-farm sector, however, must be examined
in the context of two salient features of contemporary South Africa. First, the present highly inequitable
distribution of resources-most notably land-is not sustaible. International experience demonstrates
that economies with a land distribution similar to South Africa's are prone to a pattern of civi disorder
and violence. In Zimbabwe a fairly substantial, but poorly designed land reform program has made only
limited contributions to output and employment growth, and left the land issue as an unresolved political
and economic liability. Most other dualistic countries have fared much worse. Chile, Colombia, El
Salvador, Guatemala, Nicaragua, Mozambique, Peru and Angola have suffered prolonged periods of up
to forty years of unrest and civil war. Strong peasant support for revolutionary forces indicates that this
was closely related to these countries' delay or inability to effectively redistribute land to a large number
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of beneficiaries. These prolonged periods of conflict have resulted in capital flight, economic stgnation
or decline, social and political disintegration, and untold human suffering. Second, majority rule in South
Africa is imminent.

43. The combination of wealnesses in the old strategy, inequities in the distribution of and access to
resources, and political change means that quite apart from issues of inefficiency in the large-farm sector,
the inequity of the present land distribution will necessitate a major rural restructuring including land
reform. In light of international experience and the present circumstances in rural South Africa, the
conclusion of this report is that there are few development options for agriculture and the rural economy
available to a new Government in South Africa.

44. One option is to continue liberalizing the present policy environment, while leaving the present
structure of agriculture production units largely unchanged. The process of ongoing liberalization would
include: (i) further reform of the input and output marketing system; (ii) efforts to reduce the
concentration in the agro-processing sector; (tii) revision of land sub-division guidelines; and (iv)
restructmuing of the present agricultural credit system. Continued liberalization along these lines will
likely result in more bankruptcies among large-scale farms, the expansion of small-scale farming
(especily near urban areas), expansion of the horticultural sector, and contraction of cereal and livestock
production. Although the appeal of a more efficient agricultural sector through continued liberalization
is clear, the drawback to this option is that changes in the operation and ownership of the large farm
sector are likely to be very slow. The chief reasons for this are: (I) in an environment of uncertainty
over land ownership, few large-scale farmer wil be wflling to make the investments necessary to respond
to the new policy environent; and Oi) few of those who were disfranchised under apartheid wil have
the resources needed to gain access-either through lease or purchase-to land currently held in the large-
scale farm sector. Hence, while this option offers some increased efficiency, it is only a parti gain
because such an option essentially accepts a large-farm structure which-as this report demonstrates-is
Inefficient in many critical subsectors. Further, the pace of change is likely to be unacceptably slow.

45. A second option would be to expand the first focus of the first option to include a rural
development strategy for the homelands that would feature upgrading of agricultural support services and
investing in improved physical and social infrastructure. This has the advantage of continuing the process
of policy liberalization and of concentating public sector resources on some of the most obvious victims
of aparteid. Such an option would be likely to contribute to a significant expansion of agricultural
production in the homelands, but one that is limited to those few areas in the homelands with good
agricultural potential. An obvious drawback to this approach is that-given the fragile condition of many
of these areas-any effort to intensify agricultura production in the homelands is likely to have undesirable
environmental consequences. A further problem with this option is that wbile it seeks to address the
poverty in the homelands, the efficiency gains are incomplete and the problem of distributional inequity
remains largely unaddressed.

46. A third option builds on elements of the two options described above-continued policy reform
and investment in the homelands-and in addition supports a redistribution of agricultural land in the large-
farm sector. A redistribution of agricultural land would achieve three critical objectives: (i) reduce
uncerainty experienced by current owners thereby encouraging those who continue farming to invest; (n)
address the present inequitable distribution of land use; and (iii) encourage, if the redistribution
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mechanism Is properly designed, those with the greatest interest in lnd use to gain access to and use land
efficienly. This latter objective woud lead to a more dynamic rural economy and to greater employment
and income creation among low-income groups than would either of the first two strategic options.

47. The specific objectives of a land redistribution progm would be to address the inequitable
distribution of land and to encourage the efficient use of agricultural land. In order to achieve these
objectives, it is essential that there be agreement on the precise objectives and methodology of the land
redistribution program. International experience indicates that the salient elements that characterize a
successful land reform program are that:

i. market-assisted land redistribution programs tend to perform better than those
administered and operated by the public sector;

ii. the role of the public sector in a land redistribution program centers on ensuring adequate
supplies of land in the market and monitoring the overall operation of the program;

iii. crteria for participation are necessary and must be discussed and agreed in advanced;

iv. welfare objectives can be met by including a grant component in the program;

V. a matching grant scheme that forces participants to use some of their own resources in
order to gain access to land will help to assist in self-selection of participants and
encourage the productive use of land;

vi. the grant elements of the program are essential in order to accomplish a redistribution of
assets and to ensure that beneficiaries emerge from the program with a net increase in
their asset position and low debtfasset ratio as a means of ensuring viability and
sustainability of their enterprises;

vii. in addition to Adressing the fundamental issue of social Justice, these options are likely
to significandy increase n rural employment and ensure that the cost of the program is
very reasonable;

viii. a redistribution program will not be able to provide land for everyone and the program
will need to be complemented by a rural safety net and by programs for urban groups,
and

ix. although the discussion concentrates on agricultre and small farmers these are not the
limits of the program. It is envisioned that the progrm will be a vehicle for supporting
a wide range of land use activities, including trading activities, and small-scale
enterprses.

48. Finally, it is important to consider another set of consequences of the present agricultural strategy-
-its envmea costs. The present overcrowded homelands are endowed with a generally poor
resource base and are under considerable population pressure that has led to significant environmental
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CHAPTER 1: ]&OLE OF AGRICULTURE IN THE MACROECONOMY

Introduction

1.1 The importance of the macroeconomic environment to agricultural perfonmance is well-
recognized and the experience of South Africa is no exception to this rule. What is striking about South
Africa, however, Is the extent to which macroeconomic and sectoral strategies have encouraged large-
scale, capital-intensive farm models, thereby defying the economy's comparative advantage, i.e., plentiful
supplies of inexpensive labor. This choice of a strategy is, of course, a consequence of forcing economic
policy to conform to an especially pernicious social policy. This chapter argues that agriculture's current
role in the South African economy reflects not only the dominant role of the mining sector in the economy
and the series of distortions that typified both sectoral and macroeconomic policy, but also the
subordination of agricultural policies to social policy-apartheid.

1.2 The salient features of the macroeconomic environment that have affected agriculture can be
summarized in four main points.

a. Declinine growth and productivity. In most sectors, policies have favored a capital-
intensive production pattern. The increased investment in capital intensity, however, did
not generate sufficient growth with the consequence that total productivity of the economy
declined during the last two decades. This has contributed to the slow growth of net GDP
in recent years, e.g., 1.03% during 1986-91. As a result, the macroeconomic
environment facing agriculture has been an especially unfavorable one-chiefly because
slow growth in the economy translated into low demand for agricultural products.

b. Increasing unemployment and unequal income distribution. Investment in capital
intensity combined with policies that created homelands as labor reserves with the
objective of keeping labor costs relatively low has contributed to high unemployment
levels and political tensions. These labor-segregation policies resulted in a relatively
unskilled labor force and an extremely unequal distribution of income, services and
demand. These forces have been instrumental in causing agriculture to move away from
reliance on a relatively plentiful factor-labor.

c. An inward-looking policy framework. The government has created an incentive structure
that encourages production for the domestic sector, rather than for international markets.
Public sector policy has strongly supported domestic producers through tariffs, quotas and
other barriers. As a result, many producers-including those in agriculture-have been
insulated from international competition, thereby reducing incentives to improve
efficiency and distorting measures of comparative advantage.

d. Public sector investment programs. Public sector investment has been used as a means
of compensating for declines in private sector investment. These investments have,
however, often been undertaken with little regard to the social rate of return.
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1.3 The impact of social and macroeconomic policy choices on agriculture has been profound and
has resulted in comparatively large, capital intensive, and-in many cases-inefficient agricultural
enterprises. Although the agriculture sector has been able to achieve self-sufficiency for most
commodities, this has only been possible as a result of an interventionist and distorted policy environment.
Consequently, agriculture has not been a source of growth in either employment or income for the
economy as a whole.

1.4 This chapter is divided into two main parts. lThe first examines South Africa's
macroeconomic performance by analyzing trends in income growth, productivity, and unemployment,
growth strategies and public sector investment expenditures and the second exanines agriculture's
contribution to the macroeconomy.

Macroeconomic Performance

1.5 South Africa has a per-capita income of around USD 2,500 per year-the highest in sub-
Saharan Africa. Per-capita income for whites is about USD 9,250-similar to countries such as Ireland,
Israel, and Spain-while per-capita income for blacks is only about USD 975-similar to levels found in
middle-income countries in Africa such as Cameroon and COte d'Ivoire. Moreover, economic growth
has declined over the last three decades, while unemployment has increased to unsustainable levels.
Declining growth seems not to have been the result of a decline in investment, instead, it was the result
of the low productivity of the investments. As economic decline became apparent, public investment
attempted to compensate for the low productivity of private investment, but with an increasingly limited
effect on productivity and growth.

Declining Income Growth and Productivity

1.6 Starting in the 1970s, growth of the South African economy was characterized by two
interrelated structural trends. First, after a period of substantial growth in GDP following the Second
World War and continuing into the late 1960s, an increasingly volatile downward trend in growth rates
is evident (Figure 1.1). Second, the overall capital-intensity of the economy increased, while labor-
absorption declined. The substitution of capital for labor brought little gain in productivity In the main
productive sectors of the economy, and total productivity of the economy therefore stagnated in the 1980s.
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Figure. 1.1: GPrwt 
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1.7 Trends-in GDPQ and Productiviy. Between 1946 and 1991 GDP growth at factr cost
averaged 3.9% per year. But around this trend there is a cycle of accelerating growth rates between 1946
andl971, followetdby rapid deceleration and increasing volatilitybetween 1971 andl1991. In real GDP,
grwthratesdecline from 3.49% (for the period 1971-75) to 1.03%S (for theperiod 1986-92) (able 1. 1).
in 199 and 1991, real GDP fell by 0.6% and by an estimated 2.1 % in 1992. Further, with population
growth around 2.6%t per year, both GDP and GDI per capita have fallen throughout the 1980s.

2 Some modificato of the figu on GDP and anployme are needed to Wmk acmuwt of the cmm of an in&rmal
economy WAldk that is gennal atam thti it has grown in rncent yemr, thae is consitablc re inq about P sie One
focust ee;nft wuggs tht in 1990, it amunlted to 8% of GDP, provided anployment for about thx milion people, and
nwamed onenchum _ for income distnidion to Iower income groups (Roukens de lange, 1990).
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Table 1.1: Growth Rates in Real GDP and other Real Indicators
(percent per year)

1961-65 1966-70 1971-75 1976-80 1981-85 1986-92

GDP 5.94 5.15 3.49 3.13 1.36 1.03

GDI 4.62 5.81 6.39 4.02 0.03 0.27

Private Consumption 4.62 6.00 5.08 2.64 2.65 1.97

Employment 3.18 2.53 2.41 1.42 0.07 -0.23

Notes: 1) Gross Domestic Income (GDI) - rea GDP adjusted for movements in the extemal tenms of tade.
2) Employment- wage and salaried employment including domestic servants.

Sources: South Afnican Reserve Bank (SARB) National Accounts Data Base.
SARB Quarterly Bulletin, September 1992.
South African Labor Statistics 1992. Central Statistical Service.

1.8 What factors explain this steady decline in income? External shocks such as the faWl in the gold
price and international sanctions cannot fully account for it. Since 1971, the overall terms of trade have
moved in favor of South Africa. The oil-price shock was matched by a bigger increase in gold prices'.
However, non-gold terms of trade have declined by 60% since 1960, with most of the latter decline
having occurred in manufacturing.

1.9 Neither can the underperformance of the economy be explained by structural rigidities In the
formal economy. Basic economic relationships show that the key aggregates, such as exports, imports,
and investments, are highly sensitive to relative prices (Kahn, Senhadji, and Walton, 1992). Moreover,
even the most narrow view of the labor market-i.e., taking apartheid's extreme labor market
segmentation as given-also indicates that employment and wage behavior in the formal, white sector is
quite consistent with relative price movements (Fallon, 1992). Further, savings have exceeded investment
for most of the period. Fiscal deficits do not seem to be crowding out private investment, and the private
corporate sector has had a net savings surplus over and above investment since 1972.

1.10 The single most important explanation of the decline in macroeconomic growth is the lack of
significant productivity growth, stemming from the choice of a capital-intensive, inward-looking growth
strategy. Comparing South Africa's total factor productivity growth4 with that of several comparable
developing countries Crable 1.2) shows South Africa a consistent underperformer (Moll, 1991). Over the
period 1950-73 South Africa's total factor productivity shows near-zero growth (0.2% per year). Over

3 As the world's leading producer of gold, South Africa besefitted substantially from the large irses in the gold price dUing
the 1970s. From 1971 to 1975 alone, the dollar price of gold ireased by 470%.

' Total factor productivity (IT!') is a mewasure of output grmwth which cannot be ascribed to growth in inputs such as lbor
and capital. It is usualy asocit with technological change. Changes in output are compared with a weited average of chang=
in inputs used. The ins weights are usually calculated as the shares of total incomes received by labor, capital, sad ather inps.
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the period 1973-1984 factor productivity becomes negative (-0.5% per year), and over the period 1981-
1988, it declines by 1.1% per year (Moll, 1990 quoted in Kahn et at., 1992).

Table 1.2: Total Factor Productivity Growth Befotc and After 193: South Aftica and Other Countries

Growth Rates (% per annum)
CDP Employment Labor Quality Capital Stock TFP

1950 - 73
Korea 7.S 3.1 1.6 5.9 2.8

Taiwan 9.3 4.3 1.6 7.7 3.5
Japan 9.3 1.6 0.6 8.0 5.5

Argentina 3.8 1.4 0.8 3.5 1.4

Brazil 6.8 2.8 1.3 6.2 2.1

Chile 3.7 1.1 0.6 3.1 1.6

Mexico 6.4 2.5 1.5 6.1 1.9

South Africa 4.6 2.4 1.4 5.5 0.2

1973 -84
Korea 7.4 2.5 2.4 10.8 1.4

Taiwan 7.6 3.4 2.5 10.0 1.2
Japan 3.7 0.6 0.5 3.4 2.0

Argentina 0.7 0.9 1.3 3.2 -1.6

Brazil 4.3 3.9 1.8 8.4 -2.0
Chile 1.2 1.7 1.0 1.7 -0.9

Mexico 4.6 3.5 1.4 6.8 -0.6
South Africa 3.3 1.5 1.6 4.9 -0.5

Sources (i) South Africa: modified from Terence Moll, *Output and Producdvity Trends in South Afria: Apastheid
and Economic Growth' (Phd thesis, Cambridge, 1990). pp. 110-114; (ii) other countries: Angus Maddison, 7he World
Econy in dt 20th Centwy (Paris, 1989) pp. 81, 91.

1.11 Increasing Capital Intensity. Public investment, i.e., government investment in the 1960s and
parastatal investment in the 1970s and first half of the 1980s, accounts for most of th-e increase in capital
intensity of the economy. However, the increases in investment are associated with declining productivity
of capital and appear as a long-term secular increase in the capital-output ratio of the economy since the
1960s. Gross capital formation as a percentage of GDP has consistently been at very high levels
compared to international standards. Gross fixed investment (public and private) as a proportion of GDP
stayed above 20% for most of the period after 1971, and peaked in 1976 at 28%. After 1976 it declined
precipitously to a low of 18% in 1987, punctuated only by a short upturn in 1980-1982. During those
two years there was an increase in the capital-output ratios in the private sector from around 1.6 to 2.2
and in the public sector from 4.0 to 6.0. ITe initial difference in absolute levels can be explained by the
inherently larger infrastructure component of public investment. However, the sudden increase of the
public capital output ratio in the 1970s, concurrent with a decelerating growth in GDP, points to
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considerable overinvestment of the public sector in excess capital-intensive, infastructural capacity, e.g.,
in energy, transport, communications, and water. The justification for such excess capacity was found
in the perceived strategic importance of these investments (e.g., the massive investments made in the
manufacturing of chemicals and in a coal-to-oil synthetic fuels program in order to reduce dependence on
international markets5) and to provide a range of services for the exclusive benefit of the white population.

1.12 The increase in capital intensity in the private sector reflects a public sector policy objective-
keeping the cost of capital low compared to the cost of labor. The cost of capital was kept low through
negative real interest rates until 1984, the extension of a long-term-foreign-exchange-rate cover to
enterprises and the overvaluation of the exchange rate, which lowered the domestic cost of machinery
imports. At the same time, the real cost of labor increased substantially. Eir, real wages of white,
skilled labor increased substantially during the 1960s when rapid GDP growth was associated with skilled
(white) labor shortages and a sharp increase in the wages of white workers which outstripped any increase
in labor productivity and coincided with growing unemployment among unskilled black laborers. This
outcome reflected substantial labor market imperfections, primarily the segmentation of labor markets into
white and black labor, and the resulting induced scarcity of white skilled labor. Second, while black
formal unemployment nearly doubled between 1970 and 1991 (from 27% to 53%), the interracial wage
gap at comparable skill levels narrowed from about 90% to 14% (largely as a result of increased activity
of labor unions); and black wages increased considerably in real terms. During the 1980s, however,
significant real increases in black wages in the formal sector came to a halt.

1.13 Since 19&5, the increase in the capital-output ratio has slowed because of a large decline in
investment, rather than an increase in output. The weakening of investment since 1985 resulted from a
substantial drop in parastatal investment, an increase in political uncertainty, and, more fundamentally,
a lack of aggregate demand in the economy after a long period of basically unproductive public
investment. The lack of aggregate demand basically reflects the fact that the bulk of purchasing power
is concentrated in the hands of a small minority, whose incomes have been growing very slowly because
of the slow growth of the economy and the increasing tax burden on households.'

Increasing Unemployment and Distributional Inequalities

1.14 The capacity of the economy to absorb labor has been declining since the 1960's, and growth in
total employment deteriorated since the 1970s. Black unemployment in the formal sector is currently
estimated at 53%. Against the background of decline in black employment, the extremely unequal
distribution of income and social services between the black and white population has created a highly
dualistic society.

5 he governmt is (or was) direaly involved in the production of goods and sevices that were doened of strategic importance
through, inter alia, the following public corporations: ISCOR (Iron and Steel Indusrial Corporation-privatized in 1989), SASOL
(South African Coal, Oil, and Gas Corporation), FOSCOR (Phosphate Development Corporation), ARMSCOR (Armaments
Corporation of South Africa), SATS (South African Transport Services), and ESCOM (lectricity Supply Commission).

s Taxes on individuals (income tax, taxes on transfers, interests and dividends, and GSTNVAT taxes) have increased from 3.3%
of GDP in 1966/67 to 9.9% in 1980181 to 15.1% in 1990/91. Taxes on corporations have stayed approximately consant around
5-6% of GDP.
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1.15 Empoym . With the slowdown in economic growth came a decline in employment, masked,
however, by differences among the sectors. Total employmernt has declined since the late 1980s; formal
sector employment is now estimated to be less than half of the labor force. However, goverment
employment increased through 1992, while manufacturing sector employment declined from 1990.

1.16 There is considerable controversy about employment statistics. Thetimeseries presented in Table
1.1 in Annex 1 (registered unemployment) is closely linked with formal sector employment. As apartheid
has acted to segment populations into formal and informal employment streams, the registered series
(A-C) is a reasonably accurate indicator of unemployment among whites, but is less so for coloreds and
Asians, and much less so for the black population. Nonetheless, the existing data may be indicative of
a number of broad trends.

1.17 Formal unemployment over the period 1975-88, based only on persons reporting joblessness,
increased from 0.2 to 1.1 % for whites, from 0.6 to 2.0% for coloreds, and from 0.9 to 3.2% for Asians
(columns A-C, Table 1.1 in Annex 1). Unemployment figures based on population surveys-which are
also to question-however, (columns D-F) show that it tended to rise throughout the 1980s, peaking in
1986-87 at 15 and 27% for black males and females, 11 and 16% for Asian males and females, and 13
and 16% for colored males and females. Women experience sharply higher rates of unemployment than
men. Unemployment is particularly serious among younger age groups. Males less than 25 years of age
represented 44% (62%, females 62%) of the total unemployed among coloreds, 68% (57%) for Asians,
and 36% (34%) for blacks.

1.18 Distribution of income and social services. There are serious income inequalities between and
within population groups in South Africa. Although interracial income inequalities have declined in recent
years, declining labor absorption capacity and high labor force growth rates have dampened per capita
income gains. A recent estimate puts 44.8% of the overall population below the poverty line, while less
than 50% of the labor force have formal sector jobs (Bureau of Market Research, unpublished
information). In 1987, per capita incomes of whites were on average 9.5 times higher than those of
blacks. Whites' share of property incomes was around 75%. Gini coefficients are among the highest
found anywhere in the world-0.69 for aggregate income in 1980, 0.82 for farm-land ownership in 1989,
and a manufacturing sector Gini coefficient of 0.82 in 1982.

1.19 Poverty is worst in the rural areas, with no apparent difference between the incidence of poverty
in the rural areas of the Republic of South Africa and the homelands. In both areas, the percentage of
blacks living in poverty is approximately 68%. In the urban areas, the percentage of blacks living in
poverty is about 32%, with a low of 25% in the metropolitan areas (Urban Foundation, 1991; Central
Statistical Service, unpublished family surveys).

1.20 The unequal distribution of income is mirrored in the discriminatory provision of social services.
For instance, the white urban areas rank among the top four or five countries in the world in terms of per-
capita spending on infrastructure; but taken as a whole, the urban areas have worse facilities than in
countries with similar per-capita income. In the main urban area (the Pretoria-Witwatersrand-
Vereeniging, or PWV area), nearly 70% of black households do not have direct access to water, and
about 50% live in structures built of impermanent materials. In education, public expenditure per pupil
was over four times higher for whites than for blacks, and lower for blacks in the homelands than for

Chapter 1: Rok of Agriculture in the Macroeconomy Page 7



South African 4lrculture: Structure. Perfonnance & Options for the Fut ure

those in the white rural areas. Electricity is provided to virtually all white households, but only to about
20% of black households.

Industrialization via Import-Substitution

1.21 At the end of the Second World War, South Africa's starting point in terms of human resources,
infrastructure, technology, administrative capacity, exploitable physical resources (gold, coal, etc.),
financial and monetary services, and supply of low-wage labor compared favorably to that of other
developing countries in purely economic terms; but the country embarked on a costly, capital-intensive,
import-substituting growth path of industrialization. Thus, South Africa failed to exploit its comparative
advantage, which would have pointed to the development of labor-intensive exports of manufactured
products; instead, through import-substitution of capital and intermediate goods it followed a capital-
intensive rather than a labor-intensive production pattern.

1.22 In large measure because of this choice, South Africa's post-war export performance has been
very poor. Its share of world manufactured exports fell by more than half between 1955 and 1985, from
0.8% to 0.3%. During that period the value of world manufacturing exports grew by 11.3% per year,
while the corresponding growth rate for South Africa was below 8%. Its share of total developing
country manufacturing exports fell even more steeply-from 12.6% in 1955 to under 2% in 1985 (Moll,
1991).

1.23 For the forty years up to the 1980s, South Africa's strategy of import-substituting industrialization
reflected a devotion to protectionism, whose instruments included quotas, tariffs, exchange controls, and
subsidies (van Zyl and Groenewald, 1988). International sanctions provided further justification for
maintaining protection, and making so-called strategic investments. After 1972, quotas were increasingly
replaced by tariffs, and the process accelerated after 1983. Despite substantial liberalization of trade in
the last decade, the system is still subject to frequent change, is overly complex with a very wide range
of tariff levels, and displays a considerable anti-export bias (Fallon et at., 1993).

1.24 To a considerable extent, this policy can be ascribed to the response of government and markets
to the dominance of the buoyant foreign exchange earnings from mining over the years. South Africa was
not immune to the Dutch Disease that has affected other economies with strong primary export sectors;
a comparatively high valuation of the currency was countered by intensified protection of domestic
industry against low-ost imports. Large parts of domestic industry received prices that were either
directly administered according to a cost-plus formula (e.g., fertilizers) or kept above world market levels
through tariffs and quotas which restricted imports (e.g., diesel engines). Mining continues to predominate
in South Africa' s exports (although with considerable annual variation) with gold alone typically providing
30-50% of total merchandise exports. Agricultural products provided 10% of non-gold exports (R4 billion
in 1990).

Public Investment and Expenditures

1.25 The decline of the South African economy in the 1980s could have happened earlier, but was
effectively preempted by the counter-cyclical investment behavior of the public sector during the 1970s.
This stabilized the economy by generating short-run demand, but, given the nature of the investments
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made, did not improve the productivity of the economy in the long run.

1.26 Until the late 1970s the growth path relied heavily on investments, in particular public
investments, i.e., by the government and the parastatals. Between 1960 and 1976 the share of public
investment in GDP increased from 8 to 15%. After 1976 it started a long decline to 7% in 1990. Until
that year nearly half of gross fixed investment was undertaken by the public sector, which accounted for
less than a quarter of GDP`. However, there is almost no relationship between investment to GDP ratios
and growth rates over longer periods for the economy as a whole and in its key sub-sectors, i.e., mining,
agriculture, energy, gas, and water, etc. As already shown, total factor productivity has been historically
low and has declined in recent years. In manufacturing, total factor productivity declined for more than
a decade after 1972 and recorded only very modest gains after 1983 (World Bank, 1993).

1.27 As a percentage of GDP, total public expenditures (government consumption and investment, and
investment by public corporations and economic enterprises) increased from 31.3% of GDP in 1978-82
to 37% in 1992. Public consumption expenditure has increased even faster-from 70.3% of total public
expenditure to 89% in 1992. This increase did not lead to a significant expansion of public services to
the non-white majority of the population, but rather improved the quantity and quality of services to the
white minority.

Agriculture's Contribution to the Economy

1.28 Agriculture is widely regarded in South Africa as a highly sophisticated and efficient sector, and
its small share of GDP (4.7% in 1991) is seen as evidence of a steady decline of agricultural production
consistent with a normal pattern of economic growth. This section argues, however, that agriculture's
current role in the South African economy reflects not only the dominant role of the mining sector in the
economy and the series of distortions that typified both sectoral and macroeconomic policy, but also the
subordination of agricultural policy to social policies- apartheid. Some of the distortions are not peculiar
to agriculture, but characterize the entire economy, e.g., high capital-intensity of production accompanied
by widespread unemployment. At the same time, agriculture's growth in productivity-while modest by
international standards-has been better than that characterizing the economy as a whole. A dramatic
consequence of the combination of increased capital intensity and relatively favorable productivity
increases has been a very low contribution by agriculture to overall employment in the economy.

1.29 The impact of the strategic decision to cast agriculture in the role of support sector has been far-
reaching. Agriculture is generally characterized by constant returns to scale and an inverse relation
between farm size and productivity. In South Africa, however, a minority of white farmers were
supposed to own and use more than 87% of the agricultural land, make the economy self-sufficient in
basic agricultural commodities, and earn income levels comparable to the urban sectors.

1.30 As a result, the agricultural sector followed a particularly distorted growth path, at least through
the mid-1980's, and the present profile of the sector is very similar to that of the economy as a whole.

7 In manufacturing, about 30% of investment has been undertaken by the publc sector. In 1986, before the denationalization
of some public corporations, about 60% of the total capital stock was owned by the pubEc sector. Evae of the non-govenment
capital stock, more than 25% belongs to public corporations, a ratio that was as low as 8% in 1960.
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The sector as a whole is characterized by:

a. a tendency to assess agriculture's importance to the economy in terms of its contribution
to other sectors rather than directly to GDP;

b. declining share of GDP and low productivity of non-export oriented subsectors;

C. increasing capital-intensity and declining employment;

d. domestic orientation of the agricultural sector (except for horticulture) - i.e., towards
assuring national self-sufficiency in basic agricultural commodities;

e. public expenditures on agriculture that displayed a willingness on the part of the public
sector to provide subsidies to large-scale agriculture to ensure its financial success;

f. agricultural policies designed to eliminate competition from small-scale black farmers and
to insure factor and input supplies, output marketing channels, and a price structure that
guarantees the profitability of the farm.

Tle moortance of Sectoral Linkages

1.31 Agriculture's current and future importance to the economy lies to a large extent in the sectoral
linkages that exist, rather than in the direct contribution of agricultural production to GDP. In terms of
forward linkages, agriculture has supplied raw materials for an expanding number of agricultura
processing industries that create output and jobs (381,000 in 1976 according to van Zyl et at., 1987).

1.32 Agriculture also creates a derived demand for goods and services through backward linkages.
From 1987 to 89, farmers spent R365 million for packing materials, R862 million for fuel, R938 million
for fertilizers, and R701 million for dips and sprays. They further invested R926 million in tractors,
machinery, and implements, and another R671 million in fixed improvements (fencing, buildings)
(Abstract of Agricultural Statistics, 1992).

1.33 Van Zyl et al., (1987), using input-output matrices for the years 1978, 1981 and 1985, have
attempted to quantify the impact of changes, direct and indirect, in agricultural production and prices on
other sectors in the economy produced by both forward and backward linkages among sectors (Table 1.3).
Agriculture has consistently among the highest employment/production and employment/capital
multipliers, and a low income/production multiplier (not shown). More generally, the sectoral multipliers,
presented in Table 1.3, demonstrate the decline in employment linkages in all sectors that has resulted
from increased capital intensity.

1.34 For a given increase in agricultural output, the agricultural sector would thus experience the
greatest gain in labor employment, but the rise in income would be comparatively low. This largely
reflects historically depressed agricultural wages. The parameters are useful for short-term forecast and
for understanding inter-sectoral linkages. The model suggests that a 10% increase in agricultural output
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because of rainall or technical change would affect total GDP by 1.23%.8

Table 1.3: Selced Scoral MultNLiers (direct and indirect effect) Acoording pg dt Producdon
Strutures for the Years 1978. 1981 and 1985

A e#DIOn Bmolovment
A Produedon A Capital

Satr (labors per R million) (laborers per R million)

1228 anj 1985 1978 1981 1985
Agricuklur 244.1 136.8 100.9 101.7 65.1 36.0
Gold fmiAng 189.6 88.3 51.1 111.5 58.9 28.4
Fertilzr & PesScAie Industy 133.1 64.6 43.2 63.4 35.9 19.6
Agricultural Macinery 127.9 58.8 43.9 98.5 58.8 33.8
lecoticty, stearn & gas 94.2 56.1 29.2 18.5 10.0 4.5

Construcon 263.1 140.6 82.8 154.8 93.7 51.8
Trade 140.1 78.2 46.5 82.4 48.9 27.4
Transport 122.7 73.7 45.2 30.7 19.4 10.3

Services 27.7 16.3 6.4 12.0 7.1 2.9

3Oure: van Zyl et sL, 1987.

Declining share of GDP and low productivity of non-exoort oriented subsectors

1.35 Over die past cenury South Africa's economy has slowly changed from one dependent on mining
and agriculture to a broadly diversified manufacturing and services economy. Agriculture, forestry, and
fishing, which represented 21.0% of GDP in 1911, declined to 4.7% in 1991, growing at rates
consistenly below the average growth of the economy Cable 1.4). Miming and qurying fell from
27.7% to 10.4% over the same period. Manufacturing, which represented only 4.0% of Gross Domestic
Product (GDP) in 1911, rose to 24.9% of all economic activity in 1991. In other categories of economic
activity, the finance, insurance and real estate sector grew rapidly in the 1960s, but has since tended to
move with the general economy.

1.36 However, the above pattemn of a declining share of agriculture cannot be interpreted as a totaly

Intial resuls of a recet anysi based on a 1988 Socal Acoountng Matrix (SAM) paint a somewhat diffrnat pcture.
In the SAM anaysi-which considers additional rounds of speadng, whereas an input-output analyis only consders intation

tte,itu producton exdibit some of the loest employment mulns of the entire economy.
Howe , imptat agribusiness products such as food, later and texties rank very high in terms of employmen generated
(EBet, intenul DSA memorandur, 1993). An analysis that used a 1985 input-outpt matrx and focussed on backward and
forward linkae found that the backwad linkages of agr u conmpared very fivorably to bakward inages of non-agiultura
avi in tms of inoome and empoymen genaed. Forward linkages of agrulure compared less fvorably to other secto
However, agribunss as a sod-forward and backward liaes of agricuail productin combined-made subantia
contbuns to the conomr: it contributed 15% to total value added and 26% to total employment (van Svaeter, Faux, and van
Zyi, 1992).
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normal pattern of economic growth. First, in contrast to the normal pattern of development under which
industrialization proceeds by extracting agricultural surplus, South African agriculture has been a net
recipient of t.he surpluses generated by the mines (Brand, 1969; Merle Lipton, 1985); throughout the 20th
century, white farmers have benefitted from substantial financial resource transfers in order to maintain
their viability and to ensure farm income levels comparable to urban levels. Second, international
comparisons suggest that South Africa's agricultural share of GDP and, in particular, employment is
rather low even compared to other economies in roughly the same category of economic development-
i.e., the class of middle-income economies (Lipton and Lipton, 1993). Whereas the low share of
agriculture in GDP is pardy the result of the dominance of the mining sector, its low share in totl
employment is mainly the result of the existence of the very skewed land-ownership distribution and
production activities dominated by ranching and large-scale, mechanized farming.9

Table 1.4: Comoosition of GDP since 1911. by sector (%I

Agriculture, Mining & Manufacturing Commerce, Other* Total
Foresty, Quarries Catering,
Fishing Services

1911 21.0 27.7 4.0 47.3 100

1920 22.2 18.3 7.3 15.6 36.6 1o0

1930 14.2 15.6 9.4 15.1 45.7 100

1940 12.7 18.7 12.4 13.9 42.3 100

1950 17.7 13.5 16.4 14.0 38.4 100

1960 12.4 13.7 20.5 14.2 39.2 100

1970 8.1 10.0 23.2 15.1 43.6 100

1980 7.0 22.0 21.7 11.7 37.6 100

1990 5.0 10.7 25.6 13.5 45.2 100

1991 4.7 10.4 24.9 13.5 46.5 100

Note: Namibia excluded from 1984.
* Includes: electiciy, gas, water, construction, transport, storage, communication, finance, r estate, business

services, community, social and personal services.
Sourc Abstract of Agricultural Staises, p. 81; RSA 1992 (a); Table 75.

1.37 The low productivity growth that characterized the agricultural economy was also evident in the

' South Africa's doubly compresed agrcultual seceor compares with those in countries such as Jordan, Uuguay, and
Ven=la-countries with smilarly sewed land-ownership distributions and highly capital-intive (Jordan) or land.xtei
agdiulturl seors (Uruguay and Venezuda). Jordan's agriculture provides around 8-9% of GDP and employment. Its natual
resource base is weak: 91.5% of the land areca reeives less than 200 mm of rainfall. Howevaer, agriculAtm is highy capita-
itnsive, land onersip is highly skewed, and many hfma are non-owner opaed and rey heavily on agriultul guesiworks
(World Bank, 1990). Uruguayan agriature provides 11-12% of GDP and employment. TMe sector is dominad by large-scale,
exve livestock producion and arabi land is subsantitay underutilized. Shareroppi is a significant feature of Xt cropped
areas, while an inreasigy marginaid rural population presents growing economic and social problems (World Bank, 1988.
Venezuelan agriulm provides 5-6% of GDP and employment. Land ownerhip reman very concentraed due to an ineffective
land reform program. Over 80% of the land is owned by 7% of the landholders who mainly use the land for grazing purposes
(World Bank, 1992).
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man agricur sub-sectors. From 1947 to 1991, total fctor productivity (UP) of South Afican
agdcultue increased by 1.08% per year-a relatively low rate by international standards. Ibis aeate,
however, masks substaa differences amng the sub-sectors. Over the same period, TFP in the epo-
oriented and inheaey labor-iesive hoticultural sector grew at 2.38% anually, whereas the more
inward-looking and capital-Intensive livestock and fieldcrop secors both recorded very low annual
productvity growth of only 0.70 and 0.72% respectively over the same period. From 1985 to 1991
agega TFP growth of agricdtre accelerated to 2.85% per year as a reWlt of policy reforms th
increased the cost of capital relative to labor and considerably slowed down non-labor input growth
(Thirtle, Sartorius von Bach and van Zyl, 1993).

Figure 1.2: Tot Factor Product-Agriral Sub-Sectors (1947-190

280

260 .

240

&220

,!200

160

140/.7

120 / j-

100

80 vt ~ e_ 4<

47 49 51 53 55 57 59 61 63 65 67 69 71 7375 77 79 81 83 85 87 89
Year

Source: Ihirtie et al., 1993.

Increasiniz CapItal-intensIty and Declining Employment

1.38 The increased capital hieity of agriculture was accompanied by a decline in employmen in dte
last two decades. Agriculral employment increased over the period 1951 to 1970 by almost 65%, then
declined over the period 1970 to 1991 by 60% (Table 1.5). Thus while agriculture continues to make an
important contribution to total employment, its share is declining. In 1951, it provided employment fr
nearly 33% of the economically active population, and 31% in 1970. By 1991, however, agriculture
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employed less than 14% of the economically active population. However, these data exclude the TBVC
areas and the unrecorded employment on white-owned smallholdingst0 .

Table 1.5: Enmlovmont. Economicallv Active Pooulation
('000)

Year Agriculture, Mining Manufacturing Commerce Services Other Not Employed or Total Ecoomic
Forestr, & & & Fnance Not Classifiable Populstion

Fishing Quanying

1951 1,509 510 502 328 1,074 468 202 4,593

1960 1,687 615 644 643 1.137 509 486 5.721

1970 2,482 680 1,026 898 1,596 861 571 8.114

1980 1,306 836 1,465 1,298 2,005 969 810 8,689

1985 1,180 743 1,380 1,281 1,965 1,067 1,076 8,692

1991 1,005 680 1,260 1,663 2,339 985 2,282 10,215

Note: Table excludes TBVC ama.
South African Statistics, 1990, p. 7.5.
South African Statistis, 1992, p. 7.7.

1.39 Since 1970, mechanization has also caused a reduction in employment, while rapid wage growth
in the non-farm sector has pulled workers off farms. Although farm employment increased from 1983
to 1987 because of higher real costs for machinery, high debt loads, and reduced farm subsidies, it has
resumed its decline, possibly as a result of increasing political uncertainty.

1.40 Capital OUtput ratios in agriculture are twice as high as in manufacturing, with little apparent
economic justification. The increased capital intensity in agriculture, concurrent with a substantal
displacement of labor after 1970, started with the introduction of tractors after the Second World War.
Since the late 1960s, a number of other stimuli, including administered producer prices for inputs and
outputs, further increased agriculture's capital-intensity, resulting for instance in heavy Investments in
combine harvesters in the main grain producing areas. Negative real interest rates for agricultural loans,
coupled with double digit inflation, appeared in the early 1970s and largely explain the over-investment
in agricultural capital throughout the 1970s and early 1980s. This pattern of agricultural development ran
counter to the overall factor endowment of the economy and appears to have been costly in economic
terms (e.g., de Klerk, 1983). Furthermore, in some of the main agricutural sub-sectors, the pattn of
over-capitalization without efficiency gains has contributed to the insolvency of a substantial nber of
fanns under the weight of debt service.

1.41 Favorable taxation of agriculture constituted an important distortion in the policy environment
affecting agriculture. lTe absence of a land tax or capital gains tax attracted investment from the non-
farm sector. High inflation since 1970 also made investment in rural real estate attractive for investors,

I lhe latter are esaed to number 53,000 and cove 0.8 million ha. Around 30,000 altholding an usod for reddal
purpose.
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and tax Incentives associated with accelerated capital write-off rules provided further incentives. The
Introduction in 1970 of a 100% capital write-off provision in the year of purchase was an important
modvator in the rapid spread of combine harvesters (de Klerk, 1983). Different tax arrangements for
different subsectors within agriculture created intrasectoral distortions, e.g., between livestock and game
farming, and between forestry and sugar production. The effective ring-fencing" of parts of agriculture
in the recent past bas again changed the tax incentive structure.

1.42 Negative real interest rates constituted one of the most important mechanisms to stimulate
agricultural investment. Adoption of preferential interest rates for the agricultural sector as an active
instrument of monetary policy has had important implications for agriculture, principally through the
direct impact on the cost of capital and, but also indirectly through the costs of manufactured inputs.
Moreover, starting as far back as 1970, long-term interest rates for land have been substandally subsidized
by the Government12 .

Domestic Orientaton

1.43 The import-substitution strategy had a profound impact on South African agriculture. One of the
.ain objectives of the sector, to reduce external dependence in basic agricultural commodities, was largely

achieved by the 1980s. Agricultural production increased at a rate of 3.1% annually between 1955 and
1986, while population increased by an average rate of 2.8% (van Zyl et al., 1987). Self-sufficiency in
aggregate availability of the major domestically consumed agricultural commodities (i.e., maize, wheat,
dairy products, vegetables, potatoes, and sugar) was attained, while considerable domestic surpluses-in
spite of periodic droughts-in such crops as wheat, maize, and sugar were available for export. However,
protection from international competition lowered the efficiency of important agricultural sub-sectors, and
the domestic orientation of large parts of the sector amplified the negative impact of declining GDP
growth in the 1970s and 1980s through its impact on demand. The growth of aggregate demand for farm
products was also considerably moderated by declining per capita incomes". Moreover, in spite of the

It Rngfncing rers to tx pvos ha do n tax payes to rdheir taxablek m in one acdvity by deduing
m _ntrs de in mnothe activity in which more favorabk tax raes apply. Th absenc of such promn often made

agriul imvesmens atrcti to inveso.

12 Three iret re time series fiom 1965 to 1990 are preseted in Table 1.4 in Annex 1. BACh series is given in noMinal
and real terms (nominal ae lss the inflation rate). The lending rte (D) is the cost of short- to mediumterm financing to the
private sector. The govanmaet bond yield (E) is the cost of long-term government borrowing. The Land ank long4rm interest
rate (F) is the rate of inerest on long-term loans to fannms, prindpally for the purchase of farm land. Presumably, the Land Bank
should not be a better guarator of credit thn the govemrnment itself. Hence, one would expect the land Bank rate to exceed, or
at best equal, the Bond mte. Sinoce 1970, however, long-term interest tes for land have recived fairly sbantial subsidizeon
by the Govemment, as refleced in a comparison of columns e and 0.

Table 1.5 in Annex 1 shows the trends in real interes rates chargd to farmers by three of the main sources of furm credit-
the Land Bank, the agctura cooperatives and the commercial banks-in the period since 1955. While these rates were positive
up to 1972, they remained below the inflation rate for the next decade, i.e., when the inflation rate moved into double digit figures.
Bdween 1985 and 1987 real rates wore again negative, and have been positive since that time. The effect of these inest rate
policy changes can also bz seea in the movements in land prices in this period.

" However, the decreasing inaia wag gp may have offset this trend somewhat, given the higher income easicity of
demand for food of the poorer, i.e., black, segments of the gnal popubtion.
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aggregate food self-sufficiency achieved in production, there is little evidence of increased food security
for poor, black households.

1.44 Agricultural exports have traditionally contributed between 5 and 10% of South Africa's total
export earnings 4-not to be discounted, but a relatively small sbare. Moreover, exports of domestic
surpluses of maize, wheat, and sugar, often incur losses, given prevailing world market prices. The main
domestic deficits are in red meat and oilseeds, which have to be imported on a regular basis, along with
a significant proportion of agricultural inputs (especially chemicals and machinery).

1.45 Tight protection against foreign competition, in conjunction with other government interventions
such as the controlled and largely monopolistic system of marketing boards and subsidies on inputs and
interest rates, has also contributed to distortions in the sector. In agriculture, protection of the domestic
sector was generally through quota restrictions (now replaced by tariffs) administered under the large
number of monopoly marketing systems. The reduction of some of these distortions during the 1980s has
exposed the financial and economic weakness of parts of the sector.

1.46 The exception to the domestic orientation of South African agricultural is the horticulture sub-
sector, which holds an international comparative advantage in production. Its inherent labor-intensity may
have prevented an exaggerated replacement of labor by capital. In addition, the horticultural sub-sector
benefitted greatly from the currency depreciation of the 1980s. In particular, when international sanctions
caused a stagnation in the quantity of horticultural exports their value increased substantially because of
concurrent sharp devaluations of the Rand.

1.47 The direct impact of exchange rate variation on agriculture depends on the degree to which
(a) inputs used are imported, or, if locally manufactured, have an import content, and O) output is
tradable or affected by the prices of tradable goods. It is important, in this respect, to recognize that there
are substantial variations among the various agricultural subsectors, based on prevailing production
technologies, marketing arrangements, and crops grown. In the context of South African agriculture, real
currency depreciation will increase the relative profitability of producers of tradable goods (e.g.,
horticulture), but tend to exacerbate the cost/price squeeze for producers of those commodities which are
not generally tradable or are only traded when there is a domestic surplus. Moreover, depreciation is
likely to be an effective instrument to reduce the foreign exchange content of agricultural production
systems, especially if strengthened by changes in import protection for farm inputs.

Public Expenditures

1.48 Before the Second World War, significant public investment in the agricultural sector was often

" Time series data reporting trends in agricultures share in foreign trade, are not yet regularly published in official bulletins.
Data on iuports of production inputs (fuel, chemicals, machinery, and equipment) are also not readily available in time series form.
It is therefore difficult to analyze whether agriculture is an efficient user of foreign exchange. In the 1960s, the agricultural sector
in South Africa appeared to be a relatively efficient user of foreign exchange, compared with other sectors. One esdmate
(apparnntly not more recently updated) found that agriculture used RO. 13 worth of imports to produce Rl.00 of output, compared
with RO.73 for textiles, and RO.64 for machinery sectors (8rand and Tomlinson, 1966). However, it is doubtful whether such
relative efficiency of foreign exchange use has continued until now.
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justified by what was referred to as the 'poor white problem'. Substantial financial assistance was
provided to white farmers in order to keep their incomes in line with incomes in other sectors of the
economy. After the Second World War, the general import-substitution strategy provided an additional
rationale for public assistance to agriculture. The objective of attaining self-sufficiency in basic
agricultural comnmodities assumed even stronger strategic importance when threats of boycotts and
sanctions emerged in the 1970s and 1980s.

1.49 In the 1980s, real public expenditures on agriculture amounted to about 1.2 billion Rands per year
(1985 terms). Table 1.6 shows trends in budgetary expenditure on agriculture from 1979 to 1989. The
totals represent the combined budgets of the various departments of agriculture, including the homeland
departnents, but reflect a narrow definition of agricultural spending. In real terms, public expenditures
declined in recent years because of tighter budget constraints being experienced, the high budgetary cost
of exporting surplus grains at a loss, and the relative decline of the political power of white farmers.
However, the downward trend must be interpreted with caution, because a sometimes unknown proportion
of expenditure was moved off-budget in this period. In addition, certain budgetary expenditures occur
at irregular intervals and are difficult to assign to one particular year. For instance, the 1992 government
budget included about R2.85 billion in guarantees and loan write-offs for the commercial sector.
Moreover, subsidies granted for certain agricultural commodities are difficult to apportion to producers
alone, since consumers also benefit from subsidies. Such subsidies averaged R370 million per year from
1985186 to 1991192 (Abstract of Agricultural Statistics, 1992, p.1 12). While budgetary expenditure on
black agriculture in the homelan.s increased during the period under consideration, a very small
proportion represented transfers to farmers; more than 95% of these funds were absorbed as
administrative costs (Vink and Kassier, 1991).

Chapter 1: Rok of.4grlcadure In the Macroeconomy Page 17



South Afrkan Ag_ricu_ure: Structure. Performance A Options for the Future

Table 1.6: 'Me Growth in Budketed Expenditure. 1979-1989

Year Total Agriculture Total White Agriculture Total Black Agriculture
(real) (real) (real)

1979 785,130,197 636,558,114 148,572,083

1980 1,00S,186,491 830,514,451 174,672,040

1981 983,493,870 795,944,649 187,549,221

1982 998,875,232 790,514,140 208,361,092

1983 1,326,134,968 1,095,133,593 231,001,375

1984 1,538,051,591 1,253,082,558 279,657,405

198S 1,478,765,538 1,200,347,000 266,073,538

1986 1,116,495,578 833,789,207 262,799,119

1987 1,548.339,178 1,234,704,430 293,939,033

1988 1,225,377,126 840,874,517 359,010,974

1989 981.802,742 613,672,085 347,650,836

Average Annual 2.3% -0.4% 8.9%
Increare

Source de Klerk, 1991.

Agrcultural Policies

1.50 This discussion of agriculture in the economy shows that the sector's limited role is mainly the
result of the dominance of mining, the skewed availability of natural-resources in favor of the white
minority, the high capital-intensity of the agricultural technology used, the reduction of employment that
accompanied the adoption of this technology, and the domestic orientation of the sector that resulted from
the objective of achieving self-sufficiency in major agricultural commodities at the expense of other
economic considerations. These features are, in turn, the results of the implementation during the past
century of several highly interventionist agricultural policies that were closely intertwined with the
country's general approach to the economy, society, and politics. (Chapter 3 discusses this history in
some detail.)

1.51 In the 20th century, agricultural policies moved through three distinct phases.

1. From the Land Act of 1913 to 1948. During this phase the basic institutional
framework of a dualistic agrarian structure was established.

2. From 1948 to the 1980s. This phase-with the introduction of the tractor and
other machinery-saw the transformation of the sector into a highly mechanized
and capital-intensive farm structure.
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3. From the structural changes of the 1980s to the present. This phase was marked
by the move toward deregulation of financial and agricultural markets and toward
a more open political economy, e.g., in 1991, the Land Act and related
legislation were scrapped.

The third and current period has been characterized by the following developments:

a. a general move to more market-related interest and exchange rates;

b. an administered decline in the real producer price' of key commodities such as
maize and wheat;

c. an extensive deregulation of control under the Marketing Act, leading, e.g., to
the first voluntary dissolution of a Control Board in 1993s5;

d. a reduction of public financial assistance to commercial farmers;

e. changes in tax policies, including phasing tax write-offs over three years instead
of one, thus reducing the implicit subsidy on capital investment;

f. increasing pressure to apply farmworkers the same labor legislation as in non-
farm sectors, resulting in the application of the Basic Conditions of Employment
Act to farm workers in May 1993;

g. the scrapping of the Land Acts and other related legislation and regulations in
1991, following the publication of the government's White Paper on Land Reform
and the resulting public debate;

h. changes, throughout this period, in the policy approaches to agricultural
development in the homelands away from a top-down, estate-farm bias; and

i. initiation of the process of amalgamating the 14 existing ministries of agriculture
into a single department.

1.52 Thus since the early 1980s there have been many macroeconomic and sector-level policy
reversals, including scrapping of the major racially-defined land laws, reduction of subsidies on
agricultural interest rates and public financial assistance, decline of administered producer prices and
deregulation of marketing environment. These have set in motion a series of structural changes in the
sector, whose aggregate outcome is not yet clear. The impact on farmers has varied according to region
and commodity. While significant growth in agricultural productivity has accompanied the structural
changes in the past decade, the effects of policy changes on employment are ambiguous. Moreover, the
highly-distorted ownership structure in agriculture has remained in place.

' The Banana Board, later folowed by the Egg Board, Chicory Board and Rooibos Tea Board, and since then, potatoes and
dry beans.
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1.53 The economic reforms have made the agricultural sector more flexible, but lack of progress in
related sectors may negate many of its benefits. This disjunction from policy in other parts of the
economy is a distinguishing feature of the deregulation of agriculture in South Africa. For instance,
marketing policy adjustments in industries which either provide inputs to farmers or process and distribute
farm products have only recently become part of the agenda of reform. Financial policy reforms In
agriculture started the process of adjustment in the sector; but while interest rates are now largely set by
market forces, exchange rate reform came to an end in 1985 when the financial Rand was reintroduced.
It can be argued, therefore, that fiscal policy during the 1980s-including moving substantial agricultural
expenditures off-budget and the management of the fiscal deficit-hurt the economy as a whole, and the
farm sector in particular.

1.54 The lack of a comprehensive and coordinated strategy of economy-wide reforms has thus created
or left in place a number of distortions in the agricultural economy. First deregulation of the marketing
system has resulted in a rapid growth in informal marketing, exposing the inefficiencies of the formal
marketing system. Although the extent of these markets is not yet known, official data already show a
sustained decline in the absolute volume of officially recorded sales of food. Secon the continuation
of regulation in input supply, processing, and distribution has created further distortions in the farm
sector. Because of the still overly rigid marketing environment, the sharp drop in real producer prices
for some key commodities has not been matched by similar movements in retail prices. The sustained
increases in retail prices had an adverse impact on efforts to squeeze inflation out of the economy and
have hurt consumers. Similarly, the lack of trade reform and competition in the input supply industries
has squeezed farmers' profit margins. Even the highly lucrative fruit export industries will find their
margins under threat if exchange rate movements and deregulation of input suppliers is not attended to.
Third, inflexible resource and product markets in agriculture make rural restructuring all the more
difficult. Despite the efforts at reform, the legacy of past policies is such that the sector remains highly
capital intensive and has not been able to fulfill its potential in terms of employment creation.
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CHAPTER 2: STRUCTURE. RESOURCE ENDOWMENT. AND
PERFORMANCE OF THE AGRICULTURAL SECTOR

2.1 South African agricultural production dwarfs that of the rest of Southern Africa. Despite a
relatively limited natural resource base, its agricultural economy has reached high production levels in
a wide range of agricultural commodities compared to that of other countries in the region. Such high
performance can be directly attributed to its sectoral endowment: a wide variety of natural resources and
agro-climates; the quality of farm management, extension, and research; and a century of investment in
agriculture per se, as well as in rural and agricultural infrastructure.

2.2 However, the ownership of this resource endowment is extremely skewed--the legacy of centuries
of racially-based policies. The white, commercial farmers own and farm virtually all of South Africa's
agricultural lands, have subsidized access to water resources, receive a range of direct and indirect
subsidies and tax concessions and massive financial assistance, benefit from a highly-developed rural
infrastructure, and are supported by an elaborate service sector which includes banks, co-operatives,
marketing boards, research institutes, and extension services. On the other hand, the homelands into
which the rural black population has been driven are often so overcrowded that commercial agriculture
is frequently infeasible. However, cattle-historically an important capital asset for blacks-continues to
be of considerable importance: one third of South Africa's herd can be found in the homelands. A small
minority of the inhabitants of the homelands farm small areas of land, mostly at below-subsistence levels
and with only usufruct rights. Many of these farmers are women or elderly persons who have only
limited institutional support and are poorly served by agricultural, transport, communications, health, and
water supply services. This seems to be the intended effect of a century of policies designed to provide
cheap labor for both the industrial and the agricultural sectors.

2.3 South Africa prides itself on having developed exceptional human resources-in terms of the skills
of its farmers and research, extension, and cooperative structures--to compensate for what is commonly
assumed to be a relatively fragile and poor natural resource endowment. Closer analysis, however,
reveals a somewhat different picture. Three points need to be made with regard to South Africa's natural
resource base:

a. Although South Africa's resource endowment is limited, it is also highly varied, a fact
that can be regarded as an important resource for the sector;

b. International comparisons show that agriculture's low contribution to the overall economy
of South Africa cannot be explained by the presumed limitations of its natural resource
base; and

C. Current patterns of natural resource use have resulted from the particular structure of
incentives-i.e., property rights, prices, and institutional arrangements. The incentive
structure likely to prevail in a post-apartheid South Africa will show that many current
natural resource uses are highly inefficient.
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2.4 This chapter documents the endowment and impressive production performance of agriculture in
South Africa. It is important to acknowledge not only the volume of agricultural output but also the
impressive institutional support mechanisms that have been available to large-scale white farmers. Among
the central challenges facing a new government will be to design a rural restructuring program that can
address equity issues in the ownership and access to resources in the rural economy, while ensuring that
the production potential of the sector is maintained and productivity, income and employment are
increased. At the same time, a strategy for reorienting the present organizational institutions to the
requirements of a restructured rural economy must also be examined.

Sttucture

2.5 Land distribution in South Africa is among the most highly skewed in the world. Four centuries
of conquest, occupation, annexation, Trust land acquisitions and transfers, land purchases, and
consolidation have resulted in a land distribution which is comparable in its inequality to those of many
Latin American countries that often experienced a similar history of European conquest and settlement.
What sets South Africa apart from the rest of the world, however, is the relative emptiness of much of
its rural landscape-except for some high-potential areas along the eastern seaboard. In most of the
country, rural villages, settlements, scattered farms and homesteads of farm laborers such as those found
in the rural areas of Europe, Latin America, Asia, and elsewhere in Africa are rare. Approximately 86%
of agricultural land (85.8 million hectares) is held by 67,000 mostly white farmers, supporting a rural
population of 5.3 million. Consequently, the white rural areas-the platteland-have a very low population
density (about 16.2 hectares of agricultural land per rural resident). Conversely, the level of urbanization
in South Africa's formerly white areas is relatively high-certainly by African standards. Around 74.5%
of tihe population of the Cape, Natal, Transvaal and the Orange Free State live in the urban areas (Fable
2.1).

2.6 By contrast, a rural population of about 13.1 million resided in the homelands in 1988, on an area
of 17.1 million hectares. Thus 29% of South Africa's rural population (mostly farm workers and their
dependents) lived on nearly 86% of the agricultural land, while 71% of its rural population lived in the
remaining 14%.

2.7 Agriculture in South Africa is completely dominated by the largely white-owned, commercial
sector, which produces 89.8% of the value added on its 86% of the agricultural land. The white farming
sector is commercially-oriented, capital-intensive and generally produces a surplus. In contrast, the
farming sector in the homelands is unable to meet the subsistence needs of the homeland population, with
the result that the homelands are net food importers from the white sector. Income from agricultural
production in the homelands constitutes no more than 20% of household income. (For example, in
Kwazulu, remittances, pensions, and other income transfers account for more than 80% of homeland
household incomes (Bekker, Cross, and Bromberger, 1993)). Thus, the homelands should be viewed as
labor reserves-not even as the subsistence sector of a highly dualistic agricultural system. Note,
however, that as a share of value added in the private sector of the homelands, agriculture plays a
substantial role.

2.8 A range of services provided by specialized private sector service institutions, the Land Bank,
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Agricultural Marketing Boards, Cooperatives, and research institutions, aided by a strong political lobby,
supports commercial agriculture. Subsidies, tax concessions, and tariff protection have also long benefited
the sector. Smallholder farming, on the other hand, operates in an environment mainly devoid of these
services and subsidies. These farmers have restricted access to support services and opportunities.
Decisons on labor allocation, production programs, livestock farming, and choice of technology are
largely governed by household economics and risk-minimizing strategies involving part-time farming.

2.9 Government aid to the two sectors has been unequal and variable. According to Lipton (1977),
the ratio of total government expenditure for white and black agriculture before the Second World War
was about 179 to 1, around 14 to I in the 1950s, and 2 to I in the 1970s. However, according to Vink
and Kassier (1991), this ratio again worsened to around 4 to I during the 1980s. In 1987, the 14
Departments of Agriculture1' had a combined budget of R2. 1 billion, of which R1.7 billion was allocated
to white agriculture". Moreover, white farmers obtained 96.7% of all transfer payments in the budget.

2.10 Despite this massive public assistance, substantial numbers of commercial farmers face financl
difficulties becase of recurrent droughts, over-capitalization, high debt burdens, surplus production, a
cost-price squeeze, and over-intensive or Inappropriate cropping systems. At the same time, the black
small farmer faces problems related to extreme population pressure on very limited land, lack of access
to markets, insecure and restrictive land rights, an overstocked and damaged land base, and the lack of
infastructure, water supplies, transportation networks, financial support, and research and extension
services (Lipton, 1977; van Zyl and van Rooyen, 1990).

2.11 One indicator of the severity of the land shortages in the reserves is given by the ratio of arable
land to rural population. Only in the case of two homelands did the ratio exceed .20 arable
hectares/resident-KaNgwane (.25) and Bophuthatswama (.27). Five of the homelands registered .10
arable hectares/resident or less. By way of contrast, the ratio in the white areas ranged from 1.37
hectares/resident in Natal to 2.87 hectares/resident in the Cape. The extreme densities recorded in the
homelands severely constrain agricultural development potential in these areas, and also accentuates their
role as basically labor reserves.

'As of Aprl 1993, South Aficnm fams ae served by 11 Departmeat of Agriculture, down from 14.

"Th. gaoS value of arculua producdon was R13.4 bilion in the same yar.
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AFrarian Structure in the White Commercial Sector

2.12 Before describing the agrarian structure in the white commercial sector, an important caveat needs
to be made. Reliable data on farm size exist only for 67,000 large-scale, predominantly white-owned
farm units. Such units are situated outside municipal boundaries and may actually consist of more than
one farn, e.g., two farms in the same district. In the following, most of the descriptions of the white
conunercial farm sector will focus on these farm units, since only limited information exists on the
estimated 56,000 smallholdings within municipal boundaries. These holdings comprise a total area of
800,000 hectares with an average holding size of 14 hectares.

2.13 In 1988, a total of 67,000 farmers in the white commercial sector controlled 85.8 million hectares
of land and employed 1,144,700 casual and permanent workers. These farms, along with rural
businesses, supported a total rural population of 5.3 million people.

2.14 Within the white commercial sector, a considerable concentration of landholdings exists, which
has been increasing over time. In 1988, a total of 22,190 owners with holdings exceeding 1,000 hectares
and representing 33% of the commercial farming population held 84% of the land area in the commercial
seCor, earned 50% of the gross income and 64% of the farm profit, made 44% of the capital
expenditures, and owed 46% of the total debt. Such concentration is partly due to the Sub-division of
Aericultural Land Act of 1970p8 and the Agricultural Credit Act of 1966, which have provisions for the
consolidation of what are defined as non-viable small farming units iato viable units. The definition of
a viable unit is a farm size that would permit the owner to obtain a full-time, farm income level that is
comparable to income levels in the urban sectors. While such legislation has built a floor under farm
sizes and has been supported by state programs to consolidate land into such viable holdings, little has
been done to reduce the possession of the largest operators. Notably, there is an absence of any form of
rural land taxation in all but one rrovince.

2.15 Number of farms. The umber of farms in the mainly white commercial sector increased from
81,432 in 1921 to 119,556 in 1952, before declining to 59,960 by 1983. From 1983 to 1988, the total
number of farms increased slightly to 67,010. According to Hattingh (1986, translation by Viljoen), the
shrinkage in number of farming units accelerated between 1950 and the early 1980s; beginning in 1950
when the number of farming units declined at an average annual rate of 0.9%. The rate was 1.4% in the
1960s, 2.4% in the 1970s, and 2.9% in the first half of the 1980s. All provinces experienced substantial
consolidation of farmland into fewer and fewer farming units: between 1955 and 1988, the number of
farming units in the Orange Free State fell by 53%, in the Cape province by 419%, in Natal by 41%, and
in Transvaal by 39%.

2.16 Total farm ar. The amount of land held (owned or leased) by the commercial sector has risen
and fallen in line with the trend in the number of farming units, but at a more moderate rate-from 82.8
million hectares in 1930 to 91.4 million hectares in 1964, gradually declining thereafter to 85.8 million
hectares by 1988 (Annex 2, Table 2.1). The increase from 1930 to 1950 is attributed to the opening of

' Sub-division of a holding is only pemitted with ministerial approval.

Chaer 2: Struaure, Resource Endownent, and Performance of the Agricultural Sector Page 25



Sotdh Afican djricuhMure: Structure. Performance & Ofijons for the Future

new, unoccupied" agricultural lands for farming purposes through State resettlement programs (loubert
and Groenewald, 1974). Causes for the contraction of the sector since the 1960s are less clear, although
contributing factors include Trust land acquisitions, State acquisition for parks and reserves, and losses
to industry, public works, and urban expansion.

2.17 Farm size. As the reduction in the numbers of farming units outpaced the decline in the size of
the commercial sector, the size of farming units has tended to increase over the past 30 years.
Nationwide, farm sizes increased from 738 hectares/farm in 1953 to 1,280 hectares/farm in 1988 (Annex
2, Table 2.1). Over the same period, farm sizes increased from 1,284 to 2,194 hectares/farm in Cape
province, 471 to 998 hectares/farm in the Orange Free State, 403 to 629 hectares/farm in Transvaal, and
390 to 609 hectares/farm in Natal.

2.18 With consolidation has come a greater concentration of land and wealth in the hands of fewer
people. The data in Annex 2, Tables 2.2 and 2.3, showing the number and area distribution of farms,
are not directly comparable between periods prior to 1962 and after 1978, since the former farm-size
classes were originally in morgen and the latter are in hectares. In 1950, farms greater than 2,000
morgen (1713 hectares) represented 9.7% of the total number, and accounted for 55.8% of the total land
area. By 1988, farms greater than 2,000 hectares in size (18.8%) held 69.2% of the total land area in
the commercial sector. At the opposite end of the spectrum, farms of less than 100 morgen (86 hectares)
in 1950 represented 29.7% of the farms but occupied 0.9% of total land area, while in 1988, farms of
less than 100 hectares represented 22.0% of the total number and only 0.8% of the land area. The middle
60.6% of farms (100 to 2000 mnorgen, i.e., 86 to 1713 hectares, which constitute the middle farming
class) held 43.3% of the land in 1950. By 1988, this middle group (100 to 2000 hectares) held about the
same share of the total number of farms (59.2%) but held less of the total land area (30.1%).

Ararian Structure in the Homelands

2.19 The homelands today are over-crowded, poverty-stricken and lack infrastructure comparable to
the white fauming sector, despite some attempts at development. Their economic significance as a labor
reservoir and dumping ground for surplus labor has intensified over time. In 1951 less than 5 million
people (30%) of South African blacks lived in the homelands; this number peaked at 14 million in 1985
(almost 57%-Halbach 1988) and levelled off at 13.1 million in 1988. These changes resulted from the
resettlement policies pursued by the government, in particular between 1960 and 1983, when millions of
blacks were relocated to the homelands (Marcus, 1989). Some analysts argue that the effect has been
functional urbanization (Corbett, 1987), i.e., households dependent on migrant earnings living in
dormitory settlements or border towns. Well over half of household income in the homelands is today
derived from repatriated migrant earnings and pensions. Agricultural production is estimated to meet only
16% of the population's food requirements (Huntley et at., 1989:54) and constitutes on average less than
20% of household income, and at best 40 % (Bembridge, 1986a:78; Cobbett, 1987; Bekker, Cross and
Bromberger, 1992).

2.20 Only a minority of households produce for commercial purposes. Most depend on non-farm
incomes for their livelihoods. Coetzee (1988) found that nearly 69% of farmers in KaNgwane were net
buyers of maize. Over 95% of the farmers in the Ocumusa ward of KwaZulu were net maize buyers (in
Vink and Kassier 1990). In KaNgwane, 20% of the farmers produced nearly 89% of the maize crop.

Capter 2 Structure, Resource Endowment, and Performance of the Agricultural Sector Page 26



Sowh African Agricuhture: Structure. Performance & Options for the future

In Ocumisa ward of KwaZulu, 20% of the farms produced nearly 98% of maize.

2.21 In 1985, 8.4 million blacks in the homelands or around 60% of all blacks in the homelands lived
below the poverty line, as defined by the Minimum Living Level of the Bureau of Market Research of
the University of South Africa (Bekker, Cross and Bromberger, 1993). Slightly higher incidences of
black rural poverty-in the homelands, but also in the rural areas of the Republic of South Africa-are
reported by the (unpublished) Family Surveys of the Central Statistical Service. Simkins (1991) puts this
proportion even higher-at 84%.

2.22 The agrarian structure of thehomelands seems to be highly inegalitarian and inflexible,19 although
no reliable figures exist. A substantial proportion of households are landless, and cattle ownership seems
to be very unequally distributed; but only case study material is available on resource distribution in the
homelands. For example, Stewart and Lyne (1988) provide information on the distribution of land
holdings for two sites in Gcumisa Ward of KwaZulu; for 132 farmers within the Natal Mistbelt, which
is well suited to agricultural production; and for a strata of 61 farmers in the hot, dry bushveld where
expected crop yields are low. In both areas more than 80% of the households in their survey had arable
land allocations of less than 1.5 arable hectares, and less than 20% of the households had more than 1.5
hectares. Unfortunately, no data are presented on the amount of land area in the > 1.5 hectares category
as a percentage of the total land area, to permit an assessment of the extent of land concentration. In
Cobbett's sample of KwaZulu farms, around 90% of the farms had 5 hectares or less of cultivated land
in two sites near white farming areas, although again it is difficult to say what proportion of total area
was represented by farms in excess of 8 hectares (Annex 2, Table 2.4).

2.23 Rural households in the homelands fall into four basic categories in terms of resource access and
commercial orientation (Nicholson and Bembridge, 1991). These are:

a. Resource-poor households, comprising about 562,000 families (31 %) who have no arable
land or grazing rights;

b. Smallholders, comprising about 1.03 million households (56%), who operate at and below
subsistence levels, and who usually do not sell produce;

c. Progressive small-scale farmers, comprising about 238,100 (13%) households, who adopt
some technology and who sell produce and/or livestock some of the time; and

d. Market oriented commercial farmers, comprising about 3,100 households (0.2%), who
make a living from farming.

Thc so-called communal tenure, which, in the homelands of South Africa, is in reality a state-designed systen which has
lost the flexibility of tmly communal systems found throughout most of sub-Saharan Africa. In the homelands, individual residential
and amble areas are allocated by tribal, i.e., governmme officials, while intra-communal exchange of plots is severely constrained.
In some areas, however, some form of traditional tenure persists; and individual holdings are passed down through male inheritance,
but pasturage is communal.
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Resource Endowment

2.24 Currendy, forests, national parks and reserves sometimes occupy arable land of the highest
potential. In the Eastern Transvaal, for example, forests occupy about 20% of high-potential arable land.
Moreover, In several regions, cultivation could be significantly expanded on currently unused arable land
or arable land that is used for grazing (e.g., in Natal and the Eastern Transvaal). At the same dme,
however, in other regions price supports and subsidies have expanded environmentally and economically
unsustainable production patterns onto lands more suitable for a mixed crop-livestock farming system.

Topography. Rainfall, and Clima_

2.25 South Africa lies within the southern temperate zone between 22° and 35°S and enjoys a wide
variety of agro-climates, potentially enabling it to grow a wide range of crops. Although local exposure
to the variability of rainfall is high, the variety of agro-climates and the extent to which correlation
between agro-c}imates is also variable insures the country as a whole rather well against major national
crop failures caused by droughts or floods. To be sure, even South Africa's relatively wide variety of
agro-climates cannot insure against severe regional droughts--such as the one that affected the entire
Southern Africa region in 1992.

2.26 About 31% of South Africa's surface area is level to gently undulating, while 19% is steep,
rocky, and mountainous. The high Drakensberg escarpment rises steeply from the east and south-east,
slopes gradually to the west coast, and encircles a vast interior plateau. Except for a narrow coastal belt
at a mean altitude of less than 300 m, a narrow table land in the south at an elevation of some 450 m,
and the interior of the Cape province ('Great Karoo") with an altitude of 600 to 900 m, the major part
of the country has an elevation ranging from 1,200 to 1,800 m.

2.27 lTree important rainftl areas influence cropping patterns in South Africa:

a. a summer (November to February) rainfall area which covers the interior (86% of the
country);

b. a winter rainfall area with a mediterranean climate in the south-western part of the
country (11% of the country); and

c. an all-year-round rainfall area along the south coast (3% of the country).

2.28 Rainfall decreases from east to west, from about 1,000 mm east of the Drakensberg escarpment
to less than 100 mm on the arid west coast. Average mean rainfall is 511 mm per annum. Over 61%
of the area receives less than this mean, and 21% receives less than 200 mm-the lower limit for rainfed
crop cultivation. Only 10% of the area receives in excess of 750 mm. Precipitation varies widely from
year to year. Droughts are experienced regularly, and floods are not uncommon. Poor distribution of
rainfall among years and regions makes crop production risky in the less-humid regions.
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Nature Conservation

2.29 Nature conservation areas, both public and private, roughly equal the area of the homelands.
Total area under conservation is estimated at around 16 million hectares, or 13% of the total land area
of South Africa. About 11 million hectares of these areas are privately owned and used for ecotourism
and game farming. South Africa's 229 nationally protected areas (state forests, parks, and reserves)
occupied around 5 million hectares or 4% of the total land area in 1991. The relative size of the nature
conservation area under public ownership is not uncommon when compared to other countries in the
world. However, in terms of the absolute number of protected areas, South Africa's number is much
higher than for other middle income economies. Of all the low-income countries, only China and India-
with a considerable larger landmass-have a higher absolute number (World Bank, World Development
Report, 1992, Table 33:282-83).

2.30 South Africa is well-known internationally for its high levels of biodiversity and the high quality
of the management of the numerous and large conservation areas that currently exist. However, these
natural resources are managed for the benefit of the white minority, with local black communities largely
excluded from either management or use. O.' even greater concern is the emerging tendency to
incorporate high-potential farm land into nature conservation areas (public and private), possibly in order
to "protect" them from any future land reform programs.

Arable Land in the White Commercial Sector

2.31 Lack of complete and reliable data on land use make it difficult to assess the availability of idle
land. However, the conventional wisdom is that arable land is to varying degrees generally fully utilized,
albeit with varying degrees of efficiency. Nonetheless, there is considerable scope exists for horizontal
expansionof agriculture on high-quality arable land. Schoeman and Scotney (1987) assess the agricultural
potential2s of the white areas and compare 1986 cropping areas with the surface computed for potentially
suitable lands. They estimated that the land suitable for crop production (in the predominantly white
areas) represents only 13.5% of the surface area of South Africa. While 14.3 million hectares of land
are theoretically suitable for crop production, only 12.9 million were cultivated in 1986. There also
appears to be ample room for such expansion in the Transvaal (3.1 million hectares available versus 2.2
million cultivated). Such uncultivated arable land, of course, is often either under forest or pasture; and
expansion would necessarily entail substitution of crop cultivation for these old uses.

2.32 At the same time, however, there is a pressing need to reduce cultivation in other regions of the
country, viz. the Winter Rainfall region (1.8 million hectares cultivated versus 1.5 million hectares
available) and the Orange Free State (1.7 million cultivated versus 1.0 million hectares available). As

° Agicultural potental is a difricult concept to measure because of wide differences in views over what is sustinable in the
long-trn, and of what congittes efficient resource n _agmt. The work of Schoeman and Scotney (1987) represns one of
the first attempts to measure agricultural potental for the white areas of the RSA by inrating climate, soils and topogaphy (slope)
factors. Using data on crop performance, soils and rainfall, they qualitatively construct a map (1:2.5 million scale) of the RSA,
delimiting four domains of agricultuml potential: high, medium, low, and unsuitable. High-potential land is regarded as all areas
with favorable climuae, soils and terrain, where actual or potential performance of crops ranks high compared with crop performance
nationwide. Lands were considered unsuitable for dryland production if limitatons were perceived in one or more of the factors.
The results of their study are summarized in Table 2.2.
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a result of past incentive structures, the use of marginal land for crop production is widespread. This is
the case of the expansion of monocropped, mechanized maize and wheat cultivation in the Western
Transvaal and the Orange Free State.

2.33 The suitability of land for dryland crop cultivation is highest in the Highveld (51.3%) and Natal
(35.1%), and lowest in the Orange Free State (5.0%) and the Karoo (0.1%). Of the total land area
estimated to have some potential for cultivation (I4,268,700 hectares), 21.9% is of high potential, 49.1 %
is of medium potential, and 29.0% is of low potential. Of the total surface area in the white seOt
(105,373,400 hectarts), high quality land represents only 3.0%, and medium quality land 6.6%. Most
of the high-potential land is situated in the Eastern Transvaal and Natal, and medium-potential land in the
Highveld. Two-thirds of the low potential arable land is in the Northern Cape, Orange Free State, and
West Transvaal. The Transvaal and the Orange Free State contain the highest fraction of arable land in
the white areas (23.5% and 29.6% respectively). Only 5.6% of land is considered arable in Cape
Province. Comparable figures for the homelands were not computed by Schoeman and Scotney.

Table 2.2: Cro, Production Potential and Present Cultivation of White-Owned Frmland
('000 hectares)

Total Area High Medium Low Land with 1986
Crop Cropping
Potential Pattrns

Transvaal 15,249.0 1,198.6 890.0 1,042.8 3,131.4 2,202.0

Natal 5.832.1 1,539.4 440.0 70.0 2,049.4 933.5

Higiveld 11,85.9 190.0 4,440.5 1,316.4 5,946.9 5,678.2

Fee State 20,482.3 68.0 946.0 1,014.0 1,683.6

Witer Rainfal 13.800.0 912.0 582.8 1,494.8 1,800.0

Eatern Cape 5,400.0 194.4 241.2 176.6 612.2 426.3

KAroo 29,060.0 10.0 10.0 20.0 192.0

Oher band 3,964.1

Total 101,409.3 3,122.4 7,001.7 4,144.6 14,268.7 12,915.6

Notes: Planted pastures ae exluded from the definition of cropped land.
Other land is mainly constiuged by National Parks.

Souse. Schomana and Scotney, 1987.

2.34 Similar conclusions are arrived at by other studies (McKenzie, Weiner and Vink, 1989). Using
the development regions classification as proposed by the Development Bank of Southern Africa, Regions
E (Natal, KwaZulu, and Northern Transkei) and F (Eastern Transvaal, KaNgwane and part of
Simdlangentsha district of KwaZulu) account for 90% of all high potential and 22% of all medium
potential land, while only 2% of all crop land is of low potential. Cropping intensities are, however, only
62 and 55% In Regions E and F respectively. Substantial lateral cropping expansion could take place on
high and medium potential land.

2.35 There also seems to be ample scope for substituting more extensive for more intensive land use.
The size of a possible lateral expansion in high potential land-theoretically about 2.5 million hectares-is
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reported to be limited, however, because large areas of high-potential land fall within nature reserves
which make up some 24% (Region E) and 31% (region F) of the total area.

2.36 Moreover, Schoeman and Scotney (1987) report findings of a study conducted by the Department
of Agriculture and Water Supply for Region F (1985) which indicate that 20% of high- potential land is
presently under forests. Priority areas designated for future afforestation in the districts of Ermelo, Piet
Retief, and Wakkerstroom also largely consist of high-potential agricultural land.

Arable Land Use in the Homelands

2.37 Given the legacy of past racially-based policies, the resource endowment of the homelands is
recognized to be poor by design. Reliable arable land use data for the homelands are scarce and often
contradictory. The total arable land available in the homelands per capita is estimated to vary from 0.08
hectares in Qwaqwa to 0.27 in Boputhatswana (Table 2.3). Nonetheless, it is sometimes argued that a
large proportion of arable land in the homelands is currently underutilized. An estimated 20 to 30% of
the area allocated as arable land is left uncultivated every year. Van Rooyen and van Zyl (1990) note,
however, that very little arable land is unutilized in the subsistence farming areas. Whatever arable land
in the subsistence areas is not being utilized for cropping purposes, they claim, is heavily stocked with
cattle-at rates between 20 to 55% higher than in commercial areas.

2.38 Moreover, although these areas generally receive abundant rainfall, steep terrain reduces the
amnount of arable land contained within them. In some cases land allocated for cropping purposes in
subsistence areas is in fact not arable, or is of low quality. Bophuthatswana, Lebowa, KwaZulu, and
Transkei appear to occupy most of the presumably arable land, but most of what is in the first two is of
low production potential. It was previously thought that Transkei contained a significant share of arable
land; but recent research indicates that only 50% of the arable land is of moderate to high potential, the
balance being very marginal with a high erosion propensity under crops (van Rooyen and van Zyl, 1990).

2.39 Land degradation, especially on non-arable areas under crops, has also reduced the quantity and
quality of land over large areas. A study of the agricultural potential of Ciskei concluded that cultivated
areas had been demarcated or retained in regions that were unsuited for crop production because of
inadequate rainfl, inferior soils, or excessive slopes. An assessment of actual land allocation patterns
suggests that only KaNgwane and Bophuthatswana still have arable land available for cost-effective crop
production (van Rooyen and van Zyl, 1990).

2.40 The combined effect of extreme land pressure and restrictions on rental and sale under the
traditional tenure arrangements have caused the renting out of land to others to be a risky proposition.
At the same time, the homelands constituted until recently the only places where Africans could legally
own rural real estate.

2.41 Finally, the underutilization of some homeland agricultural land merely suggests that the
profitability of agriculture in the homelands is relatively low and the opportunity cost of household labor
high. It can be argued that this is exactly what the policy-induced incentive structure was supposed to
bring about and that it has made the homelands exactly what they were meant to be-cheap labor pools
for other sectors of the South African economy.
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Table 2.3: Aable Land and Ponulation Density by Reeion

Per 1988 Rainfed Irrigated Total 1988 1988 Rural
Resident Total Arable Arabc Arable Urban Rural Arabl

Surface Land Law' Land Population Population Land
Area (000) (000)

(ha/res) (km2) (percent) (percent) (percent) (Per) (per) (per capita)

A B C D B F A*D/F

Cape 642,467 4.52 1.10 5.62 4,815 1,256 2.87

Natal 55,407 15.85 3.59 19.44 1,771 785 1.37

Transvaai 223,490 20.35 3.14 23.49 7,757 2,210 0.54

O.F.S. 127,292 28.80 0.79 29.59 1,249 1,093 2.38

Kwazulu 36,074 -- - 10.00 1,104 3,630 .10

Oazankulu 7,484 1.70 6.40 8.10 29 640 .09

Kwandebele 2,208 -- - 15.41 36 327 .10

KaNgwane 3,917 17.10 12.30 29.40 67 462 .25

Lebowa 22,137 15.10 0.60 15.60 154 2,310 .15

Qwaqwa 1,040 - - 18.00 34 228 .08

Bophutswana 40,011 -- -- 10.81 294 1,580 .27

Ciskei 8,100 - - 8.30 278 512 .13

Transkdi 43,654 - - 4.67 168 2,877 .07

Venda 6,807 10.35 0.62 10.97 18 490 .15

Total 1,220,088 - - 12.64 17,774 18,400 .43

a. DBSA, 1990, A Regional Profile of The Southern African Population, pp 25-68.
b. Data on total surface area and arable land is taken from DBSA, 1991, An Inter-Regional Profile, p. 34.

Grazing Land

2.42 Livestock production systems in the commercial areas are based on large-scale, extensive ranching
models. Consequendy, livestock production takes place on specialized ranches, where cattle is grazed
on fenced-in areas, Such rangeland production makes up 81% and 87% of the farm land in the
commercial areas and the homelands respectively. 'Carrying capacity" in this model depends to a large
extent on local rainfall and varies from 2 to 5 hectares per Livestock Unit (LSU) in the high rainfall areas
to more than 30 hectares per LSU in the dry areas of the Cape province.

2.43 The concepts of carrying capacity and overstocking, however, imply a degree of accuracy and
objectivity that has not always been matched by empirical evidence. Consequently, such concepts have
come under critical scrutiny in recent years. In South Africa, some estimates of carrying capacity point
to overstocking in certain regions, e.g., in the Karoo, under the current systems. The total area covered
by natural "veld" (grasslands) amounts to about 81 million hectares (including all parks and conservation
areas). Of this area, 0.3%6 is in very good condition, 13.2% in good condition, 76.3% in fair condition,
10% in poor condition and 0.2% in a very poor condition. Currently the natural veld in South Africa can
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Ocarry' about 8.1 million LSU. If veld conditions were to be improved through better veld management,
approximately 8.8 million LSU could be carried in South Africa. However, about 13.3 million LSU are
now kept in South Af&ica--one third of them in the overcrowded homelands. According to these
estimates, South Africa's grazing resources are therefore over-utilized by about 55%.

2.44 Stocking rates in the developing areas often exceed current definitions of carrying capacity by
more than 100%, leading to productivity losses and environmental damage. Although stocking rates in
the homeland are high, they have been relatively stable over long periods of time; it has therefore been
suggested that some sort of equilibrium seems to have been established.

Wateir Resources

2.45 Annually renewable water resources for South Africa are not high. Over the period 1970-87 they
anounted to 51 kla3, or 2244 m' per capita per year. Table 2.4, however, lists several countries which
are in a similar range of average per capita water availability, but are generally not regarded as poor
agricultural performers. However, such comparisons should be interpreted with care, since they do not
take rainfall variability into account.

Table 2.4: Water Resources

Annual As a Total Annual Population Per capita
Withdrawal of Percentage of Water 1970-87 total anaual

Internal Total Water Resources Average water
Renewable Resources (1970-87) resources

Water Resources (1970-87)
(1970-87)

(km3) (percent) (km3) (millions) (m3)

South Africa 9.2 18 51.11 22.77 2244

Denmark 1.4 11 12.73 5.054 2518

France 40.0 22 181.82 54.95 3309

3ermany 41.2 26 158.46 61.68 2569

Poland 16.8 30 56.00 35.59 1573

Spain 45.3 41 110.49 38.59 2863

China 460.0 16 2875.00 995.67 2888

India 380.0 18 2111.11 620.92 3400

Korea 10.7 17 62.94 35.91 1753

Peru 6.1 IS 40.67 20.74 1960

Inoc: World Bank. World Development Report 1992. Table 33, page 282-283.

2.46 Surice runoff constitutes 85% of the total supply of water, and 15% comes from underground
supplies. It is estimated that about 60% of available water can be economically exploited at the present
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time. However, actual withdrawal of internal, renewable water resources2' over the period 1970487 was
9.2 Iam' per year, or only 18% of the total of 51 km3. Total per capita use was 404 ni3 of which 339 m3

was for industrial and agricultural use, and 65 m3 for domestic purposes (World Bank, World
Development Report 1992, Table 33, p.283). While the above figures refer to national averages, they
do not reflect the very high variability in regional distribution of water resources. For example, Natal
occupies less than 7% of South Africa's surface area, but has 40% of its available water.

2.47 Agriculture is the largest user of water, consuming as much as 50% of total demand. In 1981--
the latest year for which data were available at the district level-824,000 hectares were irrigated, or 5.9%
of the 14.3 million hectares with crop potential'. In 1988, 230,000 irrigated hectares were in government
water schemes, 300,000 hectares were controlled by irrigation boards, and 70,000 hectares were in the
homelands. According to the Department of Agriculture, the total area under irrigation in South Africa
today is 1.2 million ha.

2.48 In the past, commercial farmers have benefitted from substantial amounts of public assistance with
respect to investments in water control. Moreover, property rights to water have exactly mirrored land
distribution, creating serious negative externalities and inequalities between agriculture and other water
uses (e.g. drinking water for local communities). Current water use patterns, such as the irrigation of
pasture land, reflect the low user cost of water to commercial farmers. Since irrigation infrastructure,
even in the homelands, is typically designed for large-scale users, important efficiency-gains may be
realized by adapting existing infrastructure for smaller-scale use.

2.49 Past investments in irrigation infrastructure represent an important asset for the future, provided
the allocation of water is made more equitable and efficient through the redefinition of public and private
property rights to water and the movement towards a water pricing system that reflects the scarcity value
of water in its various uses (e.g., as drinking water) to all users (e.g., poor consumers in both urban and
rural areas).

Financial Resources

2.50 White farmers have access to finance capital through a variety of institutions-the most important
of which are the Land and Agricultural Bank, the agricultural cooperatives (which fulfil an agency role
for the Land and Agricultural Bank), and the commercial banks. Total farm debt of white farmers
amounted to 13.6 billion Rand in 1988, up from 1.4 billion Rand in 1970 (Christodoulou and Vink, 1990,
Table 1, p.3). The Land and Agricultural Bank and the agricultural cooperatives together hold nearly balf
of this debt. White farmers have been able to borrow at subsidized interest rates from these institutions,
and their interest rates have been negative in real terms for virtually the entire 1970-1990 period (see
Chapter 1). Until recently, black farmers in the homelands did not have access to these financial services.
Substantial amounts of public finance is regularly used to recapitalize financially-stressed farmers. For
instance, in the 1992 budget R2.4 billion was allocated for loan-write offs on guaranteed loans. Another

2' Annual withdrawal refers to the average annual flows of rivers and underground waters that are derived from prccipitation
falling within the country.

22 lis compars to 33% in Asia..
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Rl billion was set aside for drought-relief, which included some debt-relief.

2.51 White farmers also receive a wide range of subsidies. For example, in 1988/89, 4,124 subsidy
applications from white f^tners were successful in securing a total of 682 million Rand, including R121
million for input purchases, R104 million for drought relief, R88 million for flood disaster subsidies, R75
million for stockfeed purchases and incentives, and R52 million on debt consolidation (Vink and Kassier,
1990, Table 3). Farmers in the homelands, equally affected by floods and droughts, get little such
assistance. Subsidies used in the administered pricing schemes for agricultural commodities constitute
transfers to both producers and consumers, but it is difficult to determine the producer share in these
subsidies. In 1988 a total of R583 million was spent to subsidize a variety of agricultural outputs and
inputs (Abstract of Agricultural Statistics, 1993). By 1992, however, this total had declined to R165
million.

Performance

2.52 Agriculture occupies an important position in the South African economy in its own right and as
a supplier of inputs to the agro-processing sector. But its share of GDP has declined from around 20%
in the 1920s to 4.7% in 1991 (Table 1.3); and its growth in the past 40 years has been uneven, averaging
2.5% in real terms since 1950, with rapid growth in the 1970s bracketed by slower growth in the 1960s
and 1980s (Table 2.5).

Table 2.5: Real Growth in Aariculture- 1950 to 1990

Period Aveage Annual
Growth Rate

1950 - 1960 3.1%

1960 - 1970 1.6%

1970- 1980 5.8%

1980 - 1990 1.4%

Sou: Derived from Naional Accounts

International Trade

2.53 Christodoulou and Vink (1990) report the following self-sufficiency indices for the various
commodity groups for the period 1980-89 in South Africa:

Field Crops: 134
Horticultural Crops: 152
Animal Products: 97
Total: 130

2.54 Some 25% of the total production of field crops during the period 1980-89 was available for
export-roughly 30% of the total value of field crop production; and, as noted above, more than one-third
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of the annual horticultural production is also available for export.

2.55 South Africa has participated significantly in international trade in agricultural commodities in
recent decades (Annex 2, Tables 2.5 and 2.6). There is no clear trend in import volume, but they are
rather limited in both volume and value, reflecting the high degree of self-sufficiency attained in most
major food commodities; and annual totals are much affected by the cereals balance. Intermittent
importation of cereals is required during periods of drought, and wheat is often needed to supplement
domestic production. Coffee and tea are imported to supplement domestic production, and in most years
the country imports red meat. Exports grew in volume during the 1970s but declined during the 1980s,
largely reflecting reduced availability of exportable cereal surpluses, mostly due to the drought.

2.56 In the international fruit market South Africa, as a southern hemisphere producer, is well situated
to meet the winter season demand in Europe. The major areas of export growth have been deciduous
fruits, citrus, and sub-tropical fruits; these continued to grow during the 1980s, in spite of sanctions.
Exports are growing rapidly in the 1990s. With a continuing favorable exchange rate and removal of
economic sanctions on South Africa, rapid growth of fruit exports is anticipated and orchards expansion
has been proceeding for several years. However, substantal concentration in fruit marketing could stifle
future growth of the sector.

2.57 Grain exports, however, are likely to be substantially reduced compared to the past two decades,
as the area allocated to cereals is reduced to reflect declining profitability and pricing policy reforms.

Agricultural Production in the White, Commercial Sector23

2.58 Some 95% of the gross value of agricultural production in South Africa, as reported in official
statistics, originates in the predominantly white commercial subsector. Over the past 30 years the
composition of agriculture by gross value has moved in favor of horticultural products and, to a lesser
extent, livestock. Using the threefold classification of field crops, horticulture, and livestock, the broad
shifts are illustrated in Table 2.6 below. Horticultural commodities have generally been more buoyant
than the field crops, with a rise in the total contribution to sectoral value of production from 14.4% in
1980/81 to 20.9% in 1990/91. Strong growth in the horticultural sector has been shown in particular by
commodities destined for export, notably fruits, but wine and vegetables have all risen sharply. The share
of field crops peaked at 48.5% in 1980/81, but fell to 34.2% in the following decade.

I Although the quality of agricul statisties in South Africa compares favorably to many othes countries in the word, a
number of deficiencies remuin. Fist, information on area cultivated in the commerci soctor under-reports total area culivated,
as official area data are unavailable for certain crops and land uses (such as horticulture. vegetables, forages, and fallow). Second,
areas cultivated for key growth sectors-horticultural crops and vegetables-are not reported in official statisties. Third, data on
agricuural activities in municipal arcas on smallholdings are not reported in annual staistes of the Depatm of Agriculte,
but do figure in census reports by the Central Statistical Service. These shortcomings should be kept in mind throughout the rport
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Table 2.6: Comoosition of Asricultural Gross Value

1960161 Share 1970/71 Share 1980/81 Share 1990/91 Share
(%) (%) (%) (%)

Pield Crops 365 42.6 700 46.7 3402 48.5 7422 34.2

Hoficulture 126 14.7 259 17.3 1010 14.4 4529 20.9
Anima Producu 365 42.6 541 36.1 2599 37.1 9767 45.0

Total 856 100.0 1500 100.0 7011 100.0 21718 100.0

Source: Abstact of Agicultural Statistics (1992)

2.59 Since 1965 total cultivated area (based only on principal field crops) has fluctuated between 8.5%
and 9.7% of the total land area comprising the commercial sector (Annex 2, Table 2.7)-short of the
12.64% of agricultural land considered arable. The difference can be attributed to non-field crops (e.g.,
fruit trees, vines, vegetables, planted pasture, forests, and forages)24, land set aside for fallow rotations
and conservation, and idle land. Over the past 10 years, there has been a marked decline in the area
devoted to maize (Annex 2, Table 2.7). Conversely, there has been a marked increase in the area devoted
to oats and sunflowers.

2.60 Field Crp. Of the field crops, only wheat had growth in yields that approximated the 1970 to
1989 population growth rate (2.9%); maize yields grew at an average annual rate of only 0.7%, reflecting
slow technical change. The strongest long-term annual yield growth has taken place in the production of
barley (8.3%), soya beans (6.6%), cowpeas (3.7%), wheat (2.9%), tobacco (2.6%), and dry beans
(2.3%). Annex 2, Table 2.8 shows the trends in growth rates for the period 1970-1989.

2.61 baaze. The technical efficiency of maize production-in terms of higher and more stable physical
yields-seems not to have improved; and the area under maize declined as a result of policy measures
which have decreased the profitability of maize production and stimulated a movement away from crop
production in marginal areas. The economic costs of failing to improve the technical efficiency of maize
production are considerable. Maize occupies more land than any other crop in South Africa, representing
44% of the area of principal field crops. Moreover, maize constituted some 75% of total grain production
and 64% of the value of field crops; 56% of human grain consumption was of maize products, and maize
was by far the most important animal feedstock (Groenewald, 1989).

2.62 Annex 2, Table 2.9 summarizes the area planted, production, and yield in white farming areas
for the period 1981/82 to 1990/91. Both the area planted and the yield have declined over the past decade
(by 2.7 and 1.6% per annum respectively) as a result of the declining profitability of maize production
and because of drought, creating a decline in production of 4.3% per annum. The Land Conversion
Scheme, which subsidized the conversion of marginal crop land to perennial pastures, considerably
strengthened this trend.

1 lhe Abstract of Agricultural Statistics provides area data on principle rield crops, but not for fruit tree, vines, vegetbles,
panted pasture, forems and forages.
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2.63 Given the instability of physical yields, export volumes have also been highly erratic (Annex 2,
Table 2.10). Note, however, that given the high domestic protection and subsidies, exports of maize
occur as a means of surplus removal and constituted financial losses to the industry.

2.64 Wha. Wheat, on the other hand, is another fieldcrop that has shown improvement in technical
efficiency. Wheat yields have increased at an average annual rate of 2.9% since 1970 and reached a peak
of 1.8 tons/hectares in 1987/88. Yields in 1989/90 were 1.1 tons/hectares. In 1991192, 2.2 million tons
were produced on 1.4 million hectares, at an average yield of 1.6 tons/hectares. The area planted in
wheat has remained steady in South Africa since the early 1970s, at about 2 million hectares, or 22% of
the total area of principal field crops. Total production grew at an average annual rate of 2.6% during
the 1970s and 1980s, reaching a peak of 3.5 million tons in 1988/89, mainly due to growth in yields.
Much of these increases in yields/hectares may have been caused by the increased cultivatici of wheat
under irrigation.

2.65 Qjt. Yields declined at an annual rate averaging 5.9% during the 1970s and 12.9% during the
1980s, from about 260 kg/ha in the early 1970s to 61 kg/ha by 1989/90. After remaining relatively stable
at around 400,000 hectares throughout the 1970s, the area planted to oats rose at a rate of 5.5% per year
during the 1980s, reaching 690,000 hectares in 1989190 (about 10% of the total area devoted to principal
field crops). Yields declined at a faster rate than the expansion of area, suggesting that oats are being
targeted to marginal lands (relative to wheat or maize). Production fell at an annual rate of 5.9% over
the period, from a high of 121,000 tons in 1970/71 to an average of about 50,000 tons per year in the
late 1980s. Approximately 42,000 tons were produced in 1989/90. In 1991/92, 31,000 tons were
produced on 811,000 hectares, an average yield of 38 kg/ha.

2.66 Sunflower. Yields have fluctuated from year to year around a constant trend level of about 0.9
tons/hectares, but no significant trend can be distinguished. The area planted to sunflower has grown
significantly in recent years, to about 8% of the total area under principal field crops. It increased from
185,000 hectares in 1970/71 to 520,000 hectares in 1989/90, representing an average increase of 8.7%
per year in the 1970s, slowing to 4.4% per year in the 1980s. Production of sunflower seeds increased
from 138,000 tons in 1970n17 to 559,000 tons per year in 1989/90, an average of 11.3% per year. Most
of this production increase came from area expansion. Yields in 1989/90 averaged 1.1 tons/hectare.
In 1990/91, 587,000 tons were produced on 575,000 hectares, an average yield of 1 ton/hectare.

2.67 Sugarcane. Yields have remained relatively constant during the past two decades, averaging 48.6
tons/hectares over the period, and 49.5 tons/hectares in 1989/90. The area devoted to sugarcane increased
by about 20% over the 1970s, reaching a level of 400,000 hectares by the early 1980s. About 375,000
hectares were planted to sugarcane in 1989/90, representing more than 5% of total field crop area. Total
production grew from i5.2 million tons per year in the early 1970s to 18.2 million tons per year by the
mid-1980s-a growth rate averaging 1.3% per year--mainly because of expanding the area. A total of
18.6 million tons were produced in 1989/90; and in 1991/92, 19.7 million tons were produced on 380,000
hectares, for an average yield of 51.8 tons/hectares.

2.68 Horticultural Products. The volume of horticultural production nearly doubled between 1970 and
1989, rising at an average rate of 2.8% per year. Moreover, there has a been a major recovery of
confidence in the industry since 1989, resulting from a combination of the lifting of sanctions and the
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strengthening of export earnings with the depreciation of the currency. New plantings are now intensively
under way, promising a major increase in production in the coming years. South Africa is Africa's
dominant supplier of fresh and processed horticultural products to the European Community, accounting
for over half of such exports from Africa to the EC.

2.69 The volume of output of all horticultural products increased by 25% between 1985 and 1991, in
contrast to a widely fluctuating growth in field crop output and a 15% increase in livestock production.
Citrus production contributed most to this horticultural increase, rising by 60%. Other increases were
noted in deciduous fruits (12%), subtropical fruits (16%) and vegetables (30%). Over this same period
horticultural products increased from 16.2 % of the gross value of farm output to 20.9%, and field crops
declined from 43.3% to 34.2%.

2.70 The three main categories of fruit (deciduous, citrus and subtropical) also experienced significant
increases in export volumes over the past few years. After declining from 468,000 tons in 1978, the
volume of citrus exports increased from 300,000 tons in 1985 to 372,000 tons in 1990. Deciduous fruit
exports have increased from 256,000 tons in 1978 to 336,000 tons in 1990 (296,000 tons in 1985). The
value of all fruit exports increased from RI billion in 1986 to RI.6 billion in 1990, while fruit imports
amounted to R83 million in 1990.

2.71 Animal Products. The total volume of output of animal products grew by more than 50% between
1970 and 1989, reflecting an average increase of 2.6% per year.

2.72 Catde. Moderate increases in catte production have been associated with low improvements in
yield, given the relatively static herd, which has numbered between 7.0 million head and 8.8 million in
South Africa, excluding the homelands, and between 10 and 12 million head in the whole country between
1960 and 1990.

2.73 Catte numbers grew at an average annual rate of 1.9% during the 1970s, from 7.9 million in
1970/71 to 9.3 million in 1977/78, and have decreased moderately since then, to 8.8 million in 1991/92.
The number of cattle slaughtered increased at an average rate of 3.6% per year during the 1970s, from
1.7 million in 1970/7l to 2.7 million in 1979/80. Roughly 2.3 million catde were slaughtered in 1990/91.
Total production of beef and veal rose from 449,000 tons in 1970/71 to 711,000 tons in 1979/80,
representing an average annual increase of 4.3%. About 634,000 tons were produced in 1990/91.

2.74 Fg. Pig production has shown similar mediocre gains, averaging 892,000 the 1970 and then
increasing at 1.5% per year during the 1980s, to 1.2 million by 1989/90. The number of pigs slaughtered
averaged 1.4 million per year between 1970/71 and 1979/80 and then grew at an annual rate of 1.7% over
the 1980s. Some 2.2 million pigs were slaughtered in 1990/91. Pork production followed a similar
pattern, averaging 89,000 tons per year during the 1970s and then growing at 2.0% per year during the
1980s. Approximately 134,000 tons were produced in 1990/91.

2.75 Shee and Ga. Sheep and goat numbers have fallen slowly over the past two decades, from
an average of 33.2 million animals during the 1970s to an average of 31.6 million animals in the
following decade, representing a decline averaging 0.4% per year. Sheep and goats numbered 31.1
million (of which 28.6 million were sheep) in 1991/92. The number of sheep and goats slaughtered has
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fluctuated around an average of 7.1 million animals per yea, with 9.1 million animals slaughtered in
1990/91. Total production of mutton has averaged 179,000 tons since 1970/71, with 188,000 tons
produced in 1990/91.

2.76 Poulty. A strong increase in technical efficiency has increased poultry production in South Africa
rapidly over the past two decades. Some 558,000 tons of poultry were slaughtered in 1990/91, nearly
five times as much as in 1970/71. Most of the increase came during the 1970s, when poultry slaughtered
increased at an average rate of 11.5% per year.

2.77 The concurrent slow growth in the technical efficiency of cattle production has resulted in a
decline in red meat consumption over the past 20 years in favor of more efficiently produced white meat
(Annex 2, Table 2.11). Although the overall level of meat consumption has remained at about 40 kg/cap,
this total conceals a fall in per capita red meat consumption from 40 kg to 25 kg, while consumption of
white meat (poultry) has risen from under 2 kg to around 15 kg. As a result, the poultry industry has
witnessed a 10-fold increase in the volume of production over the past three decades. These important
shifts in consumption and production relate to:

a. the reduction in relative real costs of white meat under intensive poultry production;

b. the increase in the relative real price of red meat partly attributable to the monopolistic
marketing structure which increased marketing margins;

C. the increasing share of the population represented by the lower income (black) group; and

d. the increase in parallel, and therefore unrecorded markets.

A_ricultural Production in the Homelands

2.78 The analysis of land use in the homelands is hampered by data problems. Reliable and complete
information on area and yield data for the homelands and so-called independent states are completely
lacking, which precludes any real analysis of the effects of policy changes. Table 2.7 presents available
production data for the homelands.
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Table 2.7: Gross Value of Azriculturm1 Production in tite Homelands of South Afnica

Area Field Crop Production Horicultural production Livestock Production
(1985/86 Dat) (R00) (R'000) (R'000)
Total South Africa 2,583,600 2,100,900 4,690,800
KwaZulu 147,620 49,442 65,955
QWaq 464 479 5,288
Lebowa 27,714 1,230 18,706
Gazankula 2,833 3,358 5,044
KaNgwane 11,636 740 715
KwaNdebele 5,824 1,004 2,125
Transkei 45,040 61,862 98,436
Bophutwana 37,555 1,231 20,575
Venda 4,070 13,776 9,301
Ciskei 1,622 10,416 50,808

Sou,a Deveopment Bank of Southem Africa, internal data and 1987; Republic of South Africa, 1991; and van Rooyen,
Fenmys, and van Zyl, 1987.

2.79 Only a small proportion of agricultural production in the homelands reaches commercial markets
(van Rooyen, Fenyes, and van Zyl, 1987). In the past, many of the marketing boards and other control
bodies restricted access to markets through the use of quotas or permit systems. In recent years, however,
such restrictions were progressively removed; and there is considerable evidence of substantial growth
in informal markets. Commercial production in the homelands accounts for just over 3% of the total
GDP of these areas, while non-market or subsistence production accounts for slightly more than 7%.
During the period 1970 to 1985, there was a marked real increase (190%) in the value of commercial
aricultural production, from R56.2 million to R163 million, which was attributable to investments
undertaken by the various parastatal development corporations, as well as private sector investments
(particularly in KwaZulu). The net value of all agricultural production was on average about R240 per
household per year in 1985 (Christodolou and Vink, 1990) (Table 2.8).
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Table 2.8: Absolute Vaue of Commercial and Subsidence Agricultural Production
in the Homelands and its Contnbution as a PeraQtage of GDP. 1985

Teritoiy Commercil GVP Subsistenc GDP Total GDP Agricutual
(R'000) (prcent) (RIOO) (percent) (R'000) Value Per

Household 1/

Ciskei 2,964 0.7 16,600 3.9 424,174 157
Tuan"kel 26,700 2.0 137,000 10.1 1,359,200 327
Kwazulu 75.000 7.1 133,000 12.5 1,061,768 285
Venda 2/ 9,141 4.6 17,100 8.7 196,675 341
Lebowa 12,000 2.2 33.000 6.1 539,928 125
Gazankulu 3,S40 1.5 20,310 8.8 229,350 231
Bophuthatwana 22,400 1.9 30,000 2.6 1,162,650 183
Kangwano 8,S00 7.9 9,100 8.5 107,540 235
KwaNdebele 800 1.5 1,500 2.9 52,500 48

Qwaqwa 2,000 1.8 1,990 1.8 110,260 114
Total 163,045 3.1 399,600 7.6 5,244,045 240

Nots: 1/ Calculated by divding totl agridulual producdon by the nunber of househols.
21 1984 figures.

Soue: CobbeU 1987.

2.80 As of 1985, agriculture in the homelands employed roughly the same number of people as the
commercial sector-i.e., 1.1 million (van Rooyen, Fenyes, and van Zyl, 1987). In the homelands,
however, very few farmers can rely only on agriculture for a livelihood. Quality of life is to a large extent
a function of access to off-farm sources of income. Non-agricultural eanings and, in particular, migrant
earnings and remittances and pensions are a far more substantial source of income for households in the
homelands than earnings from agriculture (Cobbett 1987; see Table 2.9). The statistics clearly indicate
that with the exception of Transkei, Venda, and to a lesser extent Gazanalu, earnings from agriculture
per household are marginal in these territories. Although the value of agriculural production is greatest
in KwaZulu, the high total population hides its relative importance.
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Table 2.9: Mimant and Commuter Earninas Compared witli Agricultural Eamines. 1985

Terrtory Total Migrant Total Aggregated Actual Agricultural
and Agrcultural Household Household Eamings as
Commuter Eamings Earnings Earnings percent of
Earnings (R'000) (R'000) Household
(R'00) Earmings

Ciskei 449,625 19,564 294,464 2,356 6.6

Transkei 1,588,423 163,700 524,180 1,048 31.2

KwaZulu 3,028,582 208,000 2,384,339 3,266 8.7

Veuda 205,790 26,241 114,833 1,491 22.8

Lebowa 1,121,126 45,000 617,783 1,716 7.3

Gazankulu 307.168 23,850 151,970 1,475 15.7

Bophuthatgwana 1,671,247 52,400 962,227 3,353 5.4

Kangwane 382,180 17,600 253,825 3,384 6.9

KwaNdebele 361,651 2,300 174,952 3,645 1.3

QwaQwa 258,093 3,990 96,078 2,745 4.2

Total 9,373,886 562,645 5,574,651 2,381 10.1

Notes:
1/ These figures combine a monetary value for subsistence production with the value of commercial production.
2/ Calculated by adding one third of migrant carnings (assumed to be remitted in cash and in kiind) plus all the commuter
arnings plus the value of total agricultural eamings to give an aggregated household earning.

3/ Calculated by dividing the total number of households by the aggregated household eamings.
4/ Calculated by dividing total agricultural eamings by aggregated household eamings.

sourc: Cobbett 1987

2.81 Beyond the problems related to insecure and fragmented land rights, non-viable and small farm
units, overstocking and the deterioration of the land, smallholder farmers face lack of support
infrastructure, water supplies, transportation networks, financial support, and extension and research
services. Institutions presently providing farm credit are not always properly geared to providing credit
to beginning farmers, smailholders and part-time farmers; and research to address problems of technology
in South African agriculture has largely been geared to the needs of large-scale full-time owner-operators.
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CHAPTlR. 3: EVOLUTION OP 1HEJCOMMhRARY AGARN STP-UCTURE

introduction

3.1 'Me dual structure of agriculture in South Africa and the comparatively low productivity of small
African farms described in the previous chapters is not the result of genuine economies of scale In the
large farm sector, but of decades of government that was policy guided-in large measure-by the general
political and economic philosophy of white domination known as apartheid. The results of these policies
include distortions in land and labor markets, output and input markets, infrastucture, agricultural credit
and services, and the creation of large-scale white farms. Ihis outcome Is not unique to South Africa,
but is common to colonial and post-colonial societies in most of Africa and Latin America.

3.2 This chapter has two themes. The first is that African family farming was viable and successful
in responding to the increased demand for agricultural products emanating from the mining centers in the
latter half of the 19th century. During that period, African owner-operated or tenant farming proved to
be as efficient as large-scale settler farming based on hired labor. African farmers adopted new
agricutural technologies, entered new industries, and outcompeted large-scale settler farming in some of
the emerging agricultural markets. Moreover, the ineffectiveness of colonial government to intervene in
agricultural markets on behalf of seters, combined with the reluctance of manorial estate2' owners-who
relied on African tenant farmers for the operation of their farms-to support anti-African agricultural
policies, resulted in a situation in which African farmers were able to accumulate agricultural capital,
wealth, and farming skills.

3.3 The second theme is that the formation of a stronger, richer and unified settler state in 1910-the
Union of South Africa-ushered in a policy environment which suppressed and isolated African farmers
from mainstream agriculture in order to facilitate their transformation into rural and urban laborers. Ihe
leverage of manorial estate owners-who previously frustrated farming policies aimed at constraining
African tenancy-was greatly eroded by the mining industry and junker estate2 ' farmers. The process by
which the transformation of African farmers to laborers was effected involved the progressive closure of
African access to most markets (land sale and rental, agricultura capital, inputs and outputs), the
exception being a racially-segmented labor market. Currendy, African agriculture is associated with the
economy of the homelands, where it represents only a minor part of total income and in general fais to
provide even the basic subsistence needs of the population.

Is A mnorial eae is an area of land allocated temporariy or as a permanet ownrship land holding to a maal lord who
has the right to tribute, taxes, or rt in cash, kind or in corvde labor of the peasas residing on the edate. Mnorial can
be rgaWize as haendas or as lanord estat. A hacienda is a manorial esat in which paut of the land is althvted as the home
fam of the owner and part as the famiy fanms of serfa, usufiutuary-right holders, or tenants in exchange of rent in kind, labor
or cash. Landlord esates are a ted entirely by tenants (Bnw et al., 1993:1). South Afica's nanoial esttes wem
assoted with seler landlords and land companes.

2 A junker estate is a large land holding which protuces a diversified set of comnaodties opeated under a single managmt
with hired lbor. Labors receive a plot of land to use for a house and garden farming (Binswantr et al, 1993:1).
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Panning In 19th Century Soudt Affica

3.4 The agrarian economy of South Africa in the mid-l9th cenr coisted of largescale white
farms with hired labor, manorial settler estates with indigenous tenant farmers, and fee ndigenus
farming on black-owned land. Ihere were two main geographic subsectors: coastal and Inteior faming.
Coastal faming-made up of all three types of farms-produced horticultue, livestock, and cp, and
exported, wool, wine, and fruit to Europe. Interior farming, mainy by indigenous farmers, raised
livestock and crops for home consumption and marketed the surplus. The lnd tenure aagemen of
these farms varied from communal land ownership to private or state land ownership (both with nmous
forms of tenancy, most often quitrent). Trade within and between the interior and oastal areas was
dominated by livestock, hides, and ivory in exchange for guns, ammunition, texties, and tansport
equipment.

3.5 The discovery of diamonds in the 1870s and gold in the 1880s in the inteior changed ilntior
farming system and the South African economy and state completely. Large and rapidly growing urban
and industi population centers sprung up around mining areas, creating substanti markets for
agricultural products. The subsequent supply response from African farmers confirmed for South Africa
what has been observed elsewhere in the world with respect to the viability and efficiency and of family
farming over large-scale farming based on hired labor at low levels of technology". Numerous studiese
confirm the efficiency of African famfly farming during the 19th cenury in response to the growing
demand for agricultural products from the mining areas.

3.6 With simple technology and plentiful land, labor was the most critical factor in the success of
frming. However, the relative inefficiency of large settler farming implied low profitability, and the
resuting difficulty of offering wages sufficient to aa indigenous labor away from their own farms.
This led to labor shortages for the settler farmers in some regions of the country.

3.7 Between 1850 and 1870 African farmers supplied the major towns of the English colony of Natal
with grain and exported the surplus to the Cape. In 1860, over 83% of the nearly half million hectares
of white-owned land was farmed by African tenants. Their accumuation of capital and weth caused
the Native Affairs Commission (1852-3) to comment that Africans were becoming wealthy, independent,
and difficult to govern.

3.8 Many settler farmers agreed with this view, because they were unable to compete with Afica
farmers, who produced higher grain yields per hectare and cultivated more land tm they did. The
setders argued that labor shortages kept them from competing effectively with the African faumers who
had technology, equipment, farming skldl, and little or no need to work on setder fam.

fi Family farming is baed n fmily labor a inc:ludes drping, csh rem ad labo Unt fming- and ,idedat
faming. Lre frming, on the other hand, is based on atenay acquired labr which incbludes i, indentured, ot wag lao.

2 Bundy, 179 Trpido, 1975; Moms, 1976; KMegan, 1986; Benast, 1982 Wis, 1971; Iacq, 1982. ThIs sectionul
heavily an Bundy (1970).
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3.9 African fming was widespread both within and outside of settler manoril esta in the
Transvaal and te Orange Free State. In 1870 the Trasvaal set aside 240,000 hect of treaty are
plus an additional 496,000 hectares as African locations. However, the big landlords and land cUmpanies
continued to enter into various tenancy angements with African farmers, and by the end of the century,
half of the Africans lived on privately-owned setder lands despite a wide range of anti-squtr laws.

3.10 Short of labor, the large setter farmers persuaded the colonial government to intervee on ti
behalf by: (1) limiting African competition in the market place; and (ii) setting up native reserves of tiny
pieces of land to create an artificial land shortage in order to force African farmers to seek wo on
manorial farms. To this end, various measures were used including livestock, hut, and poll taxes; road
rents; location, vagrancy, and pass laws; and confinement to the reserwes. TIese measures, while
successful in constraining African owner-operated farming, did little to reduce competidon ong
manorial estates for African tenant farmers. Obviously the estates offering African farmers better tenancy
conditions received more tenants. In response to settlers' request to reduce such competiti, the stae
then intervened in the land rental market and sought 9o reduce the number of rent-paying Africa tenan
farmers on manorial estates.

3.11 When their problems seemed insoluble, some settler farmers in Queenstown (Cape Colony)
proposed that African farming be abolished altogether. But a grup of white merchants whose well-being
depended on marketing African produce campaigned successfully to have this proposa rejected. They
argued that settler communities elsewhere in the country which had adopted such measu ended up in
a depressed economic condition, because Africans were better farmers an the white setders ad
represented a substantial share of purchasing power in the local economy. Ihey warned that the forcible
removal of African farmers from the land and replacing them with a small number of setlers would result
in economic disaster for business and the white urban community in general.

The Situation at the Turn of the Century for the Af= Fa

3.12 After the discovery of diamonds and gold, British imperial interests, had compelling economic
reasons to bring the Transvaal and the Orange Free State under control in a federaion. The Britsh
attempts to take control of the Boer states ultimately resulted in the Boer War, beginning in 1W-a bitter
and divisive conflict from which Britain emerged the victor in 1902.

3.13 During this period many Africans, especially in the Trasvaal and the Orange Free State bought
land as individuals and in groups as land syndicates. Missionaries were often used as 'fronts,' because
buying land was difficult for Africans. Land buying was given a boost during the brief post-war period
of British rule (1902-1910). Africans were allowed to convert their labor tenancies to sharecrpping or
fixed-rent (cash) tenancies, or to purchase land outright. No exact information Is available regadig te
amount of land bought during this period', but some settlers speculatedt1hat Africans would succeed in
buying back all the land they had lost during the colonial wars laasje, 1987). By 1904, of a total of
900,000 African households, 49% (438,000) lived on white manorial estates as tenants on hacendas,

I Onm eatne is that by 1900, around 250,000 acs a bm buh by black fame in the Thaa a
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where they received cultivation and grazing rights from ttie residet owner in exchange for their labor;
or squatters on landlord eswes, where they paid rent to the non-resident owner In cash or in shares of
tie crop. Twenty percet (180.000) leased state land, 14% (130,000) farmed their own private land, 116%
(123,000) were on government locations, and only 6% (50,000) were hired laborers.

3.14 African farmers achieved their success not in an Ideal competlive market or a supportive policy
envronment, but In a hostile society determined to undermine it. A series of levies and fees imposed on
Africans between 1903 and 1905 forced them to pay higher income taxes ta whites. Resictive taes
and laws already passed in the 19th century were strengthened by the 1908 Natives Tax Act which
imposed twice as much tax on sharecroppers and other fixed rent-paying squatters as on labor-tena in
an effort to reduce the attractiveness of the former types of tenancy which were more profitable to the
black tenants than the labor-tenancy contracts. Measures to remove squatters by force were also
undertaken in 1909 and 1910. Tenants were also increasingly forced to sell off or remove their allegedly
excess catte, i.e. all catte other than the cattle that the tenants used to plow the fields. Measures were
taken to restrict Africans from the profitable rural transportation sector.

3.15 The state, however, did more than hinder black farming; white farmers received substa l
support from the government in the form of subsidies, grants, and other aid for fencing, dams, houses,
veterinary and horticultural advice, subsidized rail rates, special credit facilities, and tax relief during the
period 1890-1908. In 1908, the Transvaal Director of Agriculture declared that during the past twenty
years more money had been spent per head of South Africa's white firming population than in any other
country in the world (de Kiewiet, 1942:260).

3.16 Despite all of these efforts to restrict African farming either to the reserves or manorial estate
and to subsidize white farmers, the black farmers continued to maintain a competitive edge in the market
place. The chronic labor shortages on white farms were intensified by the emergence of the minin and
manufacturing industries with their massive labor demands.

Agraian Development: 1910-1947

3.17 The Union of South Africa was formed as a dominion of the British Empire in 1910. At this time
there were nearly six million people living in South Africa. More than two thirds of these were Africans,
more than a quarter whites, about a tenth coloreds, and a very small mnmber of Asians. Ihe South
African Party, representng landlord and mining interests, headed the first govermenL One of the goals
of the new government was to ensure adequate supplies of labor to the mines. To achieve this objective,
numerous restrictions were imposed on African farmers, thereby forcing them to serve as a much needed
source of labor in other sectors, but chiefly mining. Many of the manorial estate owners who had been
supportive of African farmers in the past and had often prevented hostile government policies were co-
opted and became part of the new social order.
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Table 3.1: African Populations on Various Classms of Lands. 1916

Reser Mission Native- Crown ma Poa= Total Populaion
Lands Lands owned Lands

Lands Occupied by Occupied Rual Ua
Africans by

Cape 1,149.4 24.3 39.3 12.5 7.6 240.4 1,473.S 128.0

Natal 479.8 44.6 39.3 37.1 85.6 357.9 1,044.1 37.9

Transvaal 283.2 24.0 40.4 71.5 232.1 408.6 1,059.9 322.5

O.P.S. 17.2 1.8 4.7 - - 279.4 303.0 48.8

Union 1,929.6 94.6 123.7 121.1 325.2 1,286.3 3,880.5 537.2

Dre: Beaumont Commission Report, 1916.

3.18 Ihe Land Acts. 'Awakening on Friday morning, June 20, 1913, the South African native found
himself, not actaly a slave, but a pariah in the land of his birth."'30 On that date, the Native Land Act
No. 27 drew a firm line between white and black landholding, prohibiting each from 'entering into any
agreement or transaction for the purchase, hire or other acquisition...of any such land Cm the area allotted
to the other) or of any right thereto, interest therein, or servitude thereover". The Land Act of 1913
segregated Africans and Europeans on a territorial basis by establishing codified native reserves, referred
to as "scheduled areas". Independent black agriculture and cattle-raising could now only be undertak
in the nive reserves. About 7.8% of the country's farm land was in the 'schedule" for the reserves.
'Iis became the only area where African subsistence farming could legally be conducted. The Act was
specifically designed to end both landlord and hacienda manor estate farming which relied on various
forms of tenancy and to establish in its place large land-holding companies (unker estates) which would
operate under a single management with hired labor. Laborers would receive a plot of land for use only
for house and garden farming.

3.19 The Act defined natives as members of an aboriginal race or tnbe of Africa and prohibited them
from renting, buying, or otherwise acquiring land outside the reserves without the approval of the
Governor General. It also excluded freehold, mortgaging, and land sale rights within the reserves and
stipulated further that no person other than a native could acquire land rights within these reserves, except
sites for trade or business, without state approval.

3.20 In 1916, after the Land Act was put into effect, about 50% of rura AIicans lived on the reserves,
2% on mission lands, 3% on native owned lands, 3% on state lands, 8% on landlord estates, and 33%
on haciendas. Of the total population, 12% lived in urban areas (Table 3.1). Afrikaners were the white
majority in rural areas, while the English were dominant in the towns and cities. Table 3.2 shows the
ownership and occupation of lands in 1916.

Sol Plaaje (1982), Fuist Secretary General of the Afican National Congress.
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Tabl 3.2: Land Aras bv Lad Tnre Sytems in th Unimon of South Africa
)MM

Native reserves 9,538,300

Mission resves 460,000

Native-owned lands 856,100

Crown lands oocupied 805,100

EOL: Occpied by Europeans 90,314,000

BOL: Occupied by Aficans 3,550900

Vacan Crown lnd, rserves and other 17,002,400

TotaL 122,526.800

HSft: OL: Eumpean-Owned Land occupied either by (1) European; or (2) Aicans.

a. Report of the Beaumont Commission, 1916, pp. 3 and 4.
b. 1990 South African Statotics, p 26.2; and DBSA, South Afiica: An Iter-Rgional Profile, pp. 34. Exclutds Walvr Bay.

3.21 Ih.e Beaumnt Commission was appointed under prvisions of the Land Act to organize the
reserves. The Commission reported that the scheduled land was only sufficient for approximately half
of the Native population and recommended that further land be released to the reserves to ensure
territorial segregation and specified the areas which should be added.

3.22 As Table 3.2 indicates, the reserves were limited to 7.8% of the total land area. Outside the
eserves natives owned only 0.7% of the land and lived in state and European-owned lands (another
3.6%); thus the total land for native use was 12.1%. Yet the white population strongly opposed the
Beaumont Commission's recommendation for an increase of the reserves. Consequently, the situation
remained unchanged until 1936, when the Native Trust and Land Act, No. 18 was passed establishing the
Native Land Trust. The Trust released the recommended 6,209,858 hectares (quota land) to the original
1913 scheduled reserve areas (non-quota land) increasing the size of the reserves to 13.7% of the country
(Table 3.3 for the breakdown of this land).

Table 3.3: Land Ouots Delimited by the 1936 Act

Arma pewst
(hectares)

Transvaal 4,306,643 69.4

Cape Province 1,384,156 22.2

Nalal 450,536 7.3

Orange Free Slate 68,523 1.1

Total 6,209,858 100.0

: Bantu Trst and Land Act No. 18 of 1936.
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3.23 Other measures undertaken to support the Land Acts included the Native Adminion Act of
1927 which intoduced yet another encroachment by the state on the indigenous tenure system. Ihe
Governor General (the State President today) was imposed on Africans as their 'traditional' Chief with
decisive powers on African land matters. African chiefs were reduced to salaried officers of the
government.

3.24 The need of a cheap supply of labor also led to several new goverament acts. 'Me Mste and
Servants Act of 1911 and 1932 tightened the grip of junker estate managers on farm workers: it prohibited
breakdng contracts, changing employers, or assigning of family members to other employers. The Native
Regulation Act of 1911 was modified and used to register with a labor bureau all African male and female
workers over the age of 16 seeking work. Once registered as farm workers, they could not switch to
industrial employment (United Nations, 1976). The Prison Act allowed estate fanners to serve as wardens
on African prison farms and have the benefit of cheap prison labor.

3.25 African farmers were not allowed to join state-sponsored marketing cooperatives or farmers
unions. Without membership in these organizations it was difficult to secure credit, market output, or
obtain research and extension services. Moreover, outside these agricultural institutions little Independent
activity was permitted by law. (See Chapter 4.)

3.26 The combination of all these measures began to erode the development of African farming, and
by the 1920s increasing population pressure caused African households in the reserves to spend 60% of
their income on food. Infant mortality increased and signs of malnutrition began to surface. Landlord
estates relying on African tenants, however, managed to survive the Land Acts for some time. In 1925
they still accounted for 4.5 million acres with fixed-rent or sharecropping tenants. But as these changed
into jiunker estates, African tenant farming declined. Tenant shares became smaler and smaller, and labor
tenancy contracts became longer and stricter (Morris, 1976). By gradually destroying tribal instituons
and closing many income earning opportunities-the exception being labor markets-the capital, wealth,
farming skills, and information base that African farmers had accmulated over generations began. to
wither away.

3.27 The planned transformation of the agrarian structure from haciendas to junker estates did not
resolve the problem of low profitability or labor shortages for large-scale farming. African owner-
operated farming was effectively eliminated, but landless farmers often chose to work in the mines, in
new manufacturing industries, or in towns, rather than onjunker estates, which almost from the beginning
were notorious for their low wages and bad working conditions.

3.34 When the 1932 worldwide recession hit on top of these repressive labor measures, the flow of
workers from the farms to urban areas became a deluge. Between 1936 and 1951, the largest single
source of newly urbanized African people was the white rural sector. Five times as many Africans came
from white farms as from the reserves. Ever increasing amounts and kinds of state support were required
to keep junker estate farming alive.
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1910-1947: Protection of White Agriculture

3.28 The white farming subsector experienced a completely different treatment from that of its Afiican
counterpart. ITe support system for white farmers, already long in place, was strengthened substantally
to enable the effective occupation and use of the land that was set aside for white ownership only. The
Land and Agricultural Bank of South Africa (the Land Bank) was established in 1912 to give loans to
farmers who did not have access to commercial banks. The Cooperative Societies' Act of 1922 began
the cooperative movement, and the Agricultural Marketing Act of 1937 created marketing schemes and
control boards to administer them (see Chapter 4 for details). Research and extension services as well
as the necessary infrastructure were provided to ensure the success of white farming. Between 1910 and
1935, eighty-seven Acts were passed in the Union Parliament rendering permanent assistance to farmers,
financed directly and indirectly by the revenues from the mining sector. Between 1910 and 1936, the State
spent £112,000,000 from revenue and loan funds on agriculture. Between 1932 and 1936 alone, the
operations of the Land Bank and the direct expenditure by the government on behalf of the white farmers
amounted to £20,428,092. On export subsidies alone, a total of nearly £11,000,000 was spent between
1931 and 1937 (de Kiewiet, 1942:253-261).

3.29 White Land Settlement. Whereas the Natives Land Act of 1913 restricted African access to lnd,
the Land Setlement Act of 1912 standardized the acquisition, exchange, and disposal of state lands for
white settlement. The terms and conditions of the Act were updated in the Land Setdement Amendment
Act of 1917 and many subsequent amendments. These acts established the procedures by which white
settlers could apply for state and privately owned lands.31 The Minister of Lands was empowered on the
recommendation of the Land Board (a counterpart of the Land Trust), to allot state lands and to use public
funds appropriated by parliament to buy privately-owned land for sub-division into suitable agniculral
holdings for white farmers.

3.30 The size of the farms acquired ranged from large cattle ranches to smallholdings for market
gardens. The Land Board prepared a report on the holdings; if the results were favorable, the land was
surveyed, divided into farms, appraised, and advertised. Listings of farms would be published from time
to time in the Government Gazette and local newspapers, with particulars of the land offered, the
governing Land Acts, the terms and conditions of the lease or purchase, and when and how to apply.
Applicants could obtain farms by leasing for five years (renewable) with option to buy or by transfer of
land purchased especially for them.

3.31 Leased. The applicant had to be of good character and at least 18 years old, possess qualifications
sufficient for utilizing the land, and intend to occupy, develop, and work the holding. The land was
initially leased for five years. No rents were charged the first year; in the next two years, 2% of the
value of the land was charged and 3.5% the fourth and fifth years. The Minister could extend the lease
for a further five-year period at a rental of not less than 4% of the land value. The option to purchase

3 These amenmen amog ohers include fte Land Stlemn Acts Furte Amedm Ad No. 28 of 1920 and No. 21 of
192; the Land Settmet Laws Furth= Amaende Ad No. 26 of 1925; Ihe La Se_lmnt (AmendJm) Act No. 6 of 1928,
No. 1 of 1931, No. 57 of 1934, No. 47 of 193S, and No. 45 of 1937; the Iad Scdlement RiefAct No. 25 of 1931; ad tho lmd
Setdlmnt Act No. 21 of 1956.
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the holding, by paying the purchase price over a period of 20 years, could be exercised at any time with
the Minister's consent, subject to fulfillment of the conditions of the lease. Instalment payments
amounted to about 7.33% of the purchase price per year, which Included anterest at 4% with the residual
applied to principal (1916 Year Book).

3.32 By 1941, the conditions for leasing had become more generous. No rent was payable the fit 1=
,yea; the other charges remained almost identical. The option to purchase was extended to 65 ymu
although the purchaser had to pay installments of at least £25 per year. Reduced rent and interest applied
in certain semi-arid areas.

3.33 Pu,rch-a,sd. Ihe government set a maximum price for the agricultual holdings of £1,500 which
included survey fees, transfer costs, and two years of accrued interest. The government loan was to be
no more than 80%. Ihe buyer was required to pay 20% down to purchase the land, with no fiurher
payment for the next two years; the repayment schedule for the next 18 years was In six-month
installments of 7.85% of the remaining balance. Four percent of this was interest, the rest principal.
(1916 Year Book).

3.34 By 1941, the government would loan up to £2,250 of the price, and the repayment period was
increased to 65 vr By 1956, this was increased to £5,150 and the purchaser's down paymet was
reduced to 10%.

3.35 Both mechanisms for obtaining land required personal occupation, mandated care of improvements
and trees, specified additional land improvements amounting to 10% of the value of the holding witin
the first five years, and prohibited sub-letting, mortgaging, or transfer without permission. Leases were
subject to cancellaton in situations of non-compliance with provisions in the Acts. The 1956 Resettement
Act further strengthened residency requirements on the holdings, but permted the Mister to gramt
exemptions for a temporary period on recommendation of the Lad Board.

3.36 Although the Land Settlement Act of 1912 was the standard bearer, the allotment of sate lamd
to whites for agricultural or pastoral purposes was also implemented under many earlier acts. Table 3.4
provides an overview of the various leases and purchases graSted under these acts in 1916 (1916 Year
Book). Between 1910 and 1936, about 700 farmers per year were settled, supported by massive state
subsidies.
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Tablo 3.4: Allotnent of Ariculuns Holdigns burinf 1916

No. of No. of SetUts Area Amourt Rat
Holings (bccares) (f) (f)

Land Settlment Act 1912 141 210 168,636 110,053 -

Crown Land Diposal Ordiance 123 134 90,557 58,215 -

(Transvsad).

Crown Land Dspoul Ordinance 26 26 21,414 10,654 -

1903 (Transvaal).

Act 15 of 1887 (Cape): Sales 12 13 4,356 993

Act 26 of 1891 (Cape): Lases 24 25 19,291 - 523

Act 26 if 1891 (Cape): Sales 2 1 7,621 395 -

Natal Proclamaion 36 35 28,711 13,026 53

Inigation Setdlme Act 31 of 22 22 120 3,353 -
1909

Act 13 of 1908 (OPS): tscss 3 7 2,085 - 14S

Totd Land Alia"ed 389 473 322,791 196,689 721

so: South Afiica Offici Year Book 1916.

3.37 In addition to help in acquiring land, loans were made to help white fanners obtain stock, seeds,
equipment, and other items needed to develop their farm. Permanent improvemens such as driling
operations could also be funded and the cost added to the rent or purchase price of the land. Ihese
advances could not exceed £250 (£500 by 1941). Short and medium-term loans were also availe to
lessees through the Land Bank for fencing, construction of dipping tanks, and other improvements.

3.38 One result of this period of strong government support was the growth of the number of white
fams from 81,432 in 1921 to a peak of 119,556 in 1952.

1948: Apartheid and the Rural African Household

3.39 In 1946, the African population living in the reserves had dropped from 50% in 1916 to 40%.
The Social and Economic Planning Council reported that the quality of the reserve lands was
deteriorating, and the 1948 Fagan Commission found that many Africans were becoming permanent
inhabitants of the towns.

3.40 Campaigning on a platform of more rigid racial separation for blacks and power and wealth for
whites, especially Afrikaners, the National Party came to power in the 1948 election. The previous
government, although adhering to segregation, had tried to address African land gdevances in a
conciliatory spirit; the new government abandoned all such pretenses. Ihe new 'apartheid' went fiuther
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than previous segregation policies by also segregating African ethnic groups from one another and forcing
them to live in separate tribal areas.

3.41 The objectives of the new policy were to: (i) facilitate white political control by dividing African
natives along tribal and ethnic lines; (ii) protect the white working class from African compeWtion through
various discriminatoq laws; CMii) further racial segregation so as to preserve the whites' cultura identity;
and (iv) reduce the cost of development of industrial regions (Cobbett, 1987). Unstaed objecdves wero
to retan the black agraian structure established by the Land Acts, to continue white land settlement, and
to advance the white agrarian economy by establishing large commercial farms. These farms would differ
from junker estates in that the main supply of labor would be migrant workers. African farmers from
the homelands would provide it. These objectives were largely achieved. Under apartheid, the old
agrarian economy dominated by junker estates was transformed into a new agrarian economy based on
large commercial fa=ms32.

3.42 Constitutional Framnework. The Native Authorities Act of 1951 and the Promotion of Bantu Self-
Govermnent Act No. 46 of 1959 artificially created eight national units out of the Pede, Sotho, Tswana,
Swazi, Tsonga, Venda, Xhosa, and Zulu ethnic communities. Ihe boundaries for these *national units,-
not surprisingly, coincided with the reserve boundaries as defined by the Land Acts. The Transkel
became the first self-governing homeland in 1963. Nine other homelands followed.

3.43 In 1970, the Bantu Homelands Citizenship Act was passed making every African in the Republic
a ciizen of some homeland. The Bantu Affairs Adm ition Act of 1971 transferred control over
Africans, regardless of where they lived, from white local authorities to Bantu Affairs Adminiraton
Boards. The Bantu Laws (Amendment) Act of 1972 justified forced resetdements of African people and
stated that "a Bantu tribe, community, or individual could be removed from where they lived without any
recourse to Parliament, even if there was some objection to the removal.

3.44 These Acts gave the government the right to banish to a homeland any Africma considered
"redundant" in urban or white areas and then abrogated their consdtiutional right to belong to the Republic
of South Africa.

3.45 The Commission for the Socio-Economic Development of the Banto Areas within the Union of
South Africa of 1954, known as the Tomlinson Commission, placed the ultimate size of the homelands
at about 17 million hectares (Fable 3.5). This included a) the original scheduled land from the 1913 Land
Act; b) the land recommended to be added to the homelands at that time by the Beaumont Commission,
but actually not released until 1936 (quota land); c) other land acquired by the Trust; land owned by
blacks prior to 1936; and d) 'black spots," isolated small areas of land occupied by Aficans but located
outside of the homelands and of land planned for the homelands.

3.46 The Land Acts had long attempted to consolidate the "black spots' by eliminating some that were
'poorly situated," i.e., in white areas, and combining others to make them into homelands. The

2 A Wrge ownr holding which produces seeral difereit commodit. opezating unde a singl nage wih a high
degr of mechanii using a few long tm hired wores who may reside an the farm and sooAlly hired workers who do
not reside pmanely on the farm (Binwager et al, 1993:1).
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deidnatlon of the spots, however, meant that the land area had to be subtracted from the amount available
for the homdand.

Table 3.S Tarue Afiican as (ha) Dosinatd by Ohm Comrission

Scheduld black ars (1913) 9,190,101

Reease blak areas (1936) S,81S,460

Blanoo of quota land outstading (19S5) 1,630,692

Land Ownod by black sibued outside scheduled and 161,593
relased black armas (ie., black spots) (1955)

Total 16,797,846

3.47 The Tomlinson Commission of 1954 was concerned that the quality of the land In the reserves
could not support the 500,000 African families living in these areas. Ihe Commi.don proposed a drastic
cut in the number of families in the homelands and a series of Betterment or Closer Settlement Schemes
to stop soil degdion through land use planning, relocaton of people and livestock, stock-culling,
fencing, contour ploughing, water conservation, and erosion control. It also urged the Trust to haste
te process of buying the oustanding quota land. By March 1967, however, the Trust had only managed
to buy five million hectares of quota land; 1.3 million hectares was stil outanding.

3.48 In 1968 the administration of the Native Land Trust was handed over to the Department of Bant
Affairs. This removed the acquisition of land and its allocation from the agenda of the 1936 Land Act
and placed it within the agendas of the homeland and industral development policies. This essentaly
meant the resettlement of African people in homelands and a further allocation of land only if the
homelands opted for Independence. Table 3.6 describes in detail the land situation of the homelands in
1976.

3.49 AIthou the stated basis for the exchange of holdings was the quality of land, i.e., an African
frmer should be resettled on land equal to his former holding; in practice this was not the case. Much
of the land released for the homelands, often bits on noncontiguous scrubland, certaiy did not meet any
quality-of-land standard.

3.50 The relocation of Africas to the homelands from white rural and urba areas, African owned
areas, and from one place to the other within the homelands was never voluntary. Ihe Surplus People
Project has estimated that 3.5 million people (predominandly Africans) were forcibly resetded between
1960 and 1980 for various reasons: eviction of black tenas and uredundant workers from white farms
(32.1 %), intra-cty removals due to the Group Areas Act3 (23.7%), homland consolidation and clearng
of black spots (19.1%), urban relocation from white areas to homelands (19%), removal of infrmal and
unauthrized urban settlements (3.2%), reocaton due to development shemes (0.7%), politIcay
motivated removals (1.4%), and other factors (0.9%).

X le Group Ann Act of 1959 desiad all of South Afican land for the exclusive ue of one nacial group or andi.
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(a) (b) (o) Ttar (d ( () T
Tct Tnot Blk Bla Blak Tnit Tut
.v. d d d owned d v_td -d

Pd"to SON
311U.36 3118J36

Leboa 278fO3 1,081,361 230,921 1,590.786 222,32S 455 414,767 39,824 677,371
3Soth Ndcebd s60 69,143 4,902 74,606 S30 - - - 530LI Gaktdn 387,711 21S,933 7.907 611,S51 18,350 44.483 63,013
S ISI,29 114,001 4.028 269,SS8 5,16 - 27.336 2.088 34.591
DOPhAaUwS 49,185 657,304 129,955 836,445 S06,489 18,619 139,80 IS,177 6S0.082
Venda 347,489 101,071 5.|62 454,422 17,271 . 177,807 700 195,778
l[umdo 3255 51,060 - S4,315 - - 13,843 - 13,843

TOa 1.218,232 2,289,873 383,576 3.891,683 770,312 19,074 S18,836 S7,789 1.665,211

Xc Pmaviec
Ciki 53,966 115.462 2,867 172,29f 32,282 1.661 729,662 11,969 77SS75
Tiaei S,239 143.766 9,031 IS8.036 84.471 3,SS 3,482,708 24,893 3,59S,623
Dophutbatiwans 74.833 49S.523 11,986 S82,343 2S,5S2 4,433 1,386,481 194,911 1.611,377

TOd 134,038 754,751 23,884 912,674 142,305 9,645 5,S98,851 231,773 S,982,57S

Kwuazlu 48,022 3SS,372 17,847 42140 138,945 1,854 2.604,016 7,209 2,752,023

B *_ -53,972 1,993 55,965 26,90 723 20.725 59,878
Q _eqwa - 5,417 - 5,417 - 42,827 42,827

Total - 59,389 1993 61,312 26,903 723 63,SS2 102,70S
Gyend Total 1,400,292 3,459,385 427.30 5.286,979 1,078,465 31,296 9,054,4S 308.298 10,502,S14

~m: DDeputmu of B Aut iad Deovlpsat. U_AMhd dua.

1. QumaLAW
(a) Trust vee hat Govemm lad in teo glsbhe own (Act. No. 18 of 1936) which w ted in doe Tndt inh of Sudin 6(lXb).
(b) Twmt acqubed lea Lnd acqurd by do Trust dsme 1936 outside do scebduled bla son (Act No. 27 of 1913).
(c) Bl* aquire lad: Lad acqure by blak in 1936 outside h seduld blak am. which ans sod in arelems an sdjwnnit o adjoinung

scheduled blacksc.
2. Noe-Qot Lad
(d) Black owned lad ea 311836: Lnd owed by bl b r to te doSuh Trit and La At, No. 18 of 1936.
(c) Blak aquied since 3136: Lad acied by blb a in s l bk e.
M() Tut td had: gan a bad in scheduled black sun which wa vesed ir the Trit4 (g) TnIt aqurd lad: Lad aqurd by Ih TbW in scheduled black .
3. Due to _ndg we fur az bNae_ the - of fips my dir sigby fre t figu saly give i the to cehmn.
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Ile Situation Today

3.51 South African whites voted narrowly In October 1960 to adopt a new constitution and make the
country a republic, which was established as of May 31, 1961. The Republic subsequenty withdrew from
the British Commonwealth. Racial strife increased, leading to international financial sanctions and to a
reassessment of apartheid by moderate political leaders. Part of that reassessment was to decide whte can
constitute a viable and sustainable basis on which to build a new agrarian structure.

3.52 The land owned by the Trust prior to the 1936 Land Act and the amount of land owned and
acquired by blacks and the SADT Fund from 1936 to 1990 are set out in Tables 3.8 and 3.9. A total of
10,442,437 hectares of non-quota land was made available under the 1913 Act. The area of quota land
acquired by the Trust by the end of 1990 was 7,203,166 hectares, 72.5% coming from land acquired by
the Trust, 21.0% from state land, and 6.5% from land purchased by blacks.

Table 3.7: Non-Ouotn.Land

Non-Quota Land
Acquired by State Land Non-Quota Land

Land Owned by Blaks after Vested in thc Acquired by tho
Blacks 31/U36 31/U/36 Trust (ha) Trust Total

(ha) (ha) (ha) (ha)

T Iansvaal 748,754 19,074 818,042 74,338 1,660,208
Cape Province 141,148 9.824 5,514,404 264,389 5,929,765
Natal 135,757 1,877 2,598,657 13,468 2,749,759
Omange Free State 26,727 723 63,552 11,703 102,705

Total 1,052,386 31,498 8,994,6SS 363,898 10,442,437

Sourc. Departnt of Developme Aid, 1990 Annual Report, p. 15.

Table 3.8: Ouota Land as of 31 Docember 1990

State Land
Vested in Land Acquired Land Acquired
the Trust by the Trust by Blacks Total

Oa) (ha) (ha) (ha)

Transaal 1,249,050 3,213,274 414,134 4,876,458
Cape Province 195,252 1,323,260 28,869 1,547,381
Natal 66,617 492,135 20,587 579,339
orne FPree Stat 253 197,742 1,993 199,988

Total 1,511,172 5,226,411 465,583 7,203,166

ac: D_epatent of Devlopment Aid, 1990 Annual Report, p. 15.

3.53 The present agradan structure has been systematically worked out since the turn of the centy.
By the end of the 1980s, the African family farming sector had all but been eliminated, and African
peasants had been transformed into wage workers on large firms, in mines, and in secondary industdes.
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Nearly 90% of the agricultural land was in white areas supporting a total runa population of 5.3 million
people, more than 90% of whom were Africans. The remaining agricultural land was In the homelns
and supported over 13 million people. Originally the homelands were justified as areas where Africans
would do subsistence farming; today up to 80% of some household incomes comes from migrant eunings
and pensions.

3.54 In 1916, every African except those on State (Crown) and European owned and occupied lands
owned at least four hectares. By 1990 the individual holdings had dropped by 75%, to one hectare per
person. This happened mainly because of the phenomenal population growth In the reserves, whose area
has remained relati. 31y static over the period. Today most homelands are peripheral, over-crowded, and
poverty-stricken and lack comparable in&fastructure, despite some family farmer support development
programs. Genuine developmental strategies were frustrated by the overwhelming problems of these
areas. Although the proportion of state spending for agriculture in the homelands increased in the 1980s,
only a very small amount represented actual transfers to firmers. State spending for services for Africans
Is also lower in the homelands than in the white nra areas.

3.55 Land tenure in the homelands. Communal tenure in the homelands is officialy defined by the
Proclamation R188 of 1969 as 'unsurveyed land' or 'permission to occupy". Under this Proclamation,
a male person holds rights to various land allotments for residential use, arable farming, and grazing.
Land access is usually by virtue of membership to a community, not through sale, leaae, or rent. Only
men are entitled to inherit land rights. People do not legally own their residential and srable allotments.
Rather they are allowed the right of occupation and cultivation subject to conditions stipulated by the
homeland authorities (de Wet, 1987).

3.56 According to Murray (1970), approximately 15% oftheland in thehomelands is held onfreehold
or conditional (quitrent) title. But African freeholds rarely belong to a single entrepreneur who farms
using either family, hired laborers or tenants. Most freehold purchases were undertaken by etended
families or syndicates. These farms are heavily populated by descendants of the origi purchasers and
extended clientele. Today they are more peri-urban in nature m rural firmlands. Many freeholders
have become landlords to residential tenants. Freeholds once represented a "progressive ideal of an area
where Africans could lead a life-style without government interference. There has been a steady erosion
of those ideals. Class differendation and conflicts have emerged. In some freehold areas of Natal
landlords collect their rents under armed guard (Cross, 1990:22). In other areas, patron-lient
relationships are exploited to fiuther political disputes. Violence in Natal's tenancy areas is exacerbated
by 'politicized local patron-client followings controlled by warlords (Cross, 1990:22). Pockets of black
freehold areas have also been involved in the state's relocation policy. Property has been expropriated
and the occupants resettled.

3.57 Be1eerent plavWng. Bembridge (1986b) esdmated that about 70% of South African black rural
areas are officially under "betterment planning". Betterment planning is South Africa's attempt at
villagization, i.e. planned village land use. Before 'Betterment', people lived in clusters of homesteads,
along hills or ridges, with their fields near rivers and streams. They grazed their catde on the hills and
in the forests, or further from home. With 'Betterment' they changed to new fields and to new residental
areas. ne new land use system was inflexible; people found themselves with smaller fields and gardens
than before; had to walk greater distances to fetch fuel, water and thatching grass (de Wet, 1987). This
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was accompanied by very unpopular stock culling measures triggering peasant resistance to 'Beterment'
in the 1940s and 1950s throughout the homelands (Cross, 1990).

3.58 Mjgwl, tbor. More than a century of contract-wage labor in the mining and the commercial
farming sectors, and more recendy in the ufactring and service sectors, have perpetuated migrant
labor in South Africa. Until the mid-1980s, workers who left the rural areas to seel' h etter opportunities
in towns were prevented by law from taking their families with them. 'he removal of these influx control
measures has meant that black workers have theoretically been permitted to sell their labor and settle
where they please within the confines of the group areas. Cyclical rural-urban migration has thus become
a way of life in South Africa, where the majrity of rural households are better viewed as members of
dislocated urban communities (Nattrass and May, 1986).

3.59 Data provided by Halbach (1988) demonstrate the pervasiveness of migrant labor in the South
Africa economy. In 1982, almost 60% of the black workers in South Africa were non-resident, or
working in urban South Africa only temporarily. Lacking important manufacturing, mining and
agricultural industries, the homelands have become primarily transfer and service economies-labor
reserves for the rest of the economy. Social discrepancies exist between households with and without
migrant earnings, with and without land, and with and without pensions, which have led to a steady
worsening of income distribution within the homelands (Simkins, 1984).

3.60 Demographic studies indicate that the rural areas outside the homelands (i.e., the white
commercial farming areas) were the main source of out-migration in the 1980s.34 Net out-migration from
white rural areas from 1980 to 1985 was 1.6 million Crable 3.9), while net in-migration into the
metropolitan areas for the same time period was only around 900,000. Metropolitan in-migration includes
those from homelands and white commercial farming areas. Thus, the homelands' population increased
as a result of natural population growth as well as in-migration from white commercial farming areas.
A significant portion of the out-migration from white rural areas resulted from apartheid policies. For
example, 180,000 people scattered throughout the Orange Free State and classified as 'unemployed' wete
sent to Botshabelo-an artificially-created settlement with no economic base now housing three quarters
of a million people.

> Simkins C., 1990, eimates the black rural popuation outside the homlads as 3.8 million in 1983, of which 3.4 mmion
rodded on white farm.
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Table 3.9: Black Out-Miration from the White Rura1 Areas. 1980-198S

Net Outriigration Perentage Drop
(persons) in Populton

198s8S
(%)

Orange Free State 220,000 2.4
Eastern Cape 110,000 4.1
Natal 530,000 8.9
Eastern Transvaal 400,000 5.4
Northem nTranavai 210,000 7.5
Othe 140,000 -
Total 1,610,000

Soume: Simkins, C., 1990, derived from an analysis of South African Stistics, 1986.

Conclusions

3.61 Two important lessons emerge from this chapter regarding the evolution of the contemporary
agarian structure in South Africa. The first is that some African farmers either on their own land or as
tenants on manorial European settler estates were able to successfully respond to the needs of new and
rapidly growing markets which arose around industrial mining and urban population centers in the latter
half of the 19th cenury. Not only did commercial African farmers participate in certain product markets,
some also effectively competed against large settler farming based on hired labor. This rise of African
commercial farming took place under conditions of relative land abundance, weak and ineffective
government interventions, and relatively undistorted markets. Under those conditions, some African
frmers accumulated a significant stock of capital, wealth, farming skldls and experience.

3.62 The second lesson is that the development and prospects of African farming and rural development
were crippled by a long list of government policies, including, but not restricted to, creating an artificial
land shortage for Afiican farmers; proscribing their participation in the sales and rental markets; confining
thek access to land to the reserves; excluding them from credit markets; blocking them from output
markets; denying them access to marketing cooperatives and farmers' unions; refusing them extension
services and access to public sector investments; subjecting them to rigid and authoritarian state and state-
made communal land tenure systems; forcing them onto the labor market via extortionary taxes and levies;
and forcibly resetting millions to densely populated reserves (homelands). The decline of African
firming implied a gradual loss of agricultural capital, wealth, and farming skills and experience. Farming
ceased to be a window of entrepreneurial opportunity and managerial and technical development for
A*icans.
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CHAPTER 4: MARKETING AND PICING

l l tro duct ion

4.1 More than 75% of agricultural products in South Africa are sold under controlled marketing
schemes set up under the Marketing Act of 19683 or related legislation. In 1990, poultry, meat, fresh
vegetables, and fresh fruit for sale on the domestic market were among 23% that was uncontrolled. A
complicated regulatory framework was created mainly, it appears, to protect commercial farmers from
domestic and international competition. The 22 control boards and other marketing institutions that were
established-with 15 still in existence-use a wide variety of control mechanisms, including:

production quotas;
* quality restrictions;
* price cotrols;
* monopoly marketing channels;
* restrictive licensing;
* import quotas;
* producer price subsl cs for outputs and inputs (e.g., pan-territorial pricing); and
* consumer price subsid;es for major staple crops.

4.2 In the commercial farm sector, producers play a dominant role in the institutions that control and
implement the various marketing schemes for controlled commodities. The marketing arrangements in
the homelands are more varied and complicated than in the commercial farm sector, but the small-scale
producers have very limited roles in the insfitutions that exercise control.

4.3 Significant economic costs have resulted from the distordons introduced in the marketg and
pricing environment in South Africa, which have:

* generally benefitted producers and harmed consumers;
* been partly responsible for the high degree of concentration found in marketg and

processing which may harm both producers and consumers;
* harmed the poorest strata of South Africa's population in particular, because there is only

a small subsistence sector in the economy with the result that the homelands are net-
importers of food from the commercial sector;

* generally not benefitted small-scale homeland producers, although informal marketng
channels may have compensated for this somewhat; and

* prevented the development of a more employment-intensive marketing and processing
structure.

4.4 Since the early 1980s the government has attempted to reduce the excessive and costly public

Iss T ogna prmulgto of this Ad in 19 was closly red to ote klslon, such a the Co-ptive Sodat

Aos, the LAW Am an t LAdW ard Agrca ank Act, as shown in Chers 1 and 3.
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support for th curr mark arramgements; as a result there has been a considerable amount of
deegulation: severa control schemes were abolished; some domestic quatiy and licensing restictions
were lifted; certain import quotas were replaced by tariffs; price conrols on milk, buter, cheese, bread,
flour and maize meal were lifted; bread subsidies were discontinued; direct producer price support for
maize was witbdrawn cost-plus pricing for several major commodities (e.g., maize) was replaced by
more market-oriented pricing mechanisms; and certain restrictions placed on cooperative marketing were
liftd.

4.S The impact of these refoms has been uneven and awaits further analysis. Agricultr producer
prices of most commodities have fallen in real terms, yet consumer prices have increased. The resulting
increae in marketing margins poses somewhat of an enigma, caused in part by input cost inflation-the
result of deregulated output markets witout concurrent deregulation in input, processing, and distribution
markets. Other causes include declining productivity in the food chain, the withdrawal of consumer and
producer price ontrol and supports, and relatively slow increases in competition in degulted industries
becase of their high levels of concentration. Moreover, the bulk of farm produce is stil marketed under
controlled systems Ihat regulate and reduce domestic competiion and protect domestic producers from
international compe Tion. The inefficiencies of the system are exposed not only by the increasing
marketing margins of the official sysnem, but also by the rise in parallel-market acdvities-a phenomenon
which is relatively new to South African agricultura markets.

Overview of Maor Madnlchemes

4.6 The Marketing Act6 is an enabling act that applies to all products listed in its schedule. it
provides for the promulgation of subordinate legislation called 'schemes, which are insfttuted for a
product or group of products; and a Conrol Board is set up to administer each. The scheme empowers
the relevant Board to carry out normal administrative functions, as well as specific functions which may
Influence the marketrin of te product to which it applies. These specific functions are derived from
sections 52 to 80 of the Act, whih state that a Board may exercise such powers with the approval of the
Minis. Through enabling clauses in the Marketng Act, the Boards are funded by levies on the produce
handled. Despite the wide range of authorities prvided in the Act, most schemes use only a few powers
which allow:

a. buying a product at an approved price (surplus removal schemes, section 56 of the Act);

b. prohibiting the sale of produce except through the relevant Board (single channel
schemesF, section 64);

c. fixing or infl ing the price of produce (section 60);

d. contr the import or export of products; and

U6 &Thad is basud ca seion 13 of the Kaer Rpt (1993).
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e. imposing or using levies and specia levies (sections 41 to 46)i7.

4.7 'he Marking Act provides for fou main types of swhemes, taiored to the specific cr
of the commodity covered. These include:

a. single-chanme fixed price schemes. Producers are legally obliged to market their
products through the Board or its appointed agents, and prices are fixed for each season.
Major domestic crops such as maize and winter grains (wheat, barley and oats) fall Into
this category.

b. sndePel Nr scheme Pducers market their products through a pool conducted
by the Boards who pay advance payments on receipt of the product. Deferred paymeats
are made when the final realization of the pool, after deduction of pool expenses, is
known. Crops fing relatively elastic demand, e.g., export crops, fall in this category
(Table 4.1).

C. sulus val (also called price support schemes). Producers sell their
produce on an open market, although often subject to stringent quality controls which
could restict domestic competition. MTe Board intervenes when prices drop below a
fixed minimum price by purchasing surplus for distribution and resale at a later date
(Table 4.1). A dairy scheme was legally suspended at the end of 1992.

d. mMrvisor schemews. The Board acts in a supervisory capacity and as a mediator in
arranging price and purchase conutraCS between producers and buyers. Products include
caing fruit and cotton.

4.8 In 1990191, some two thirds of the gross value of agricultural production was marketed under the
Marketg Act. In addition, products such as wine (the Ko-operatiewe Wijnbouwers Vereniging Act);
sugar (Sugar Act); and luceme hay, wattle bark, and ostrich products (the Co-operatives Act) are
reguated by other legion, making up some 10% of the value of farm products. Uncontrolled products
include most fresh vegetables (4.6%), fresh fuit for sale on the domestic market (1.8%), and poutry
meat (14% of gross value of agriulural production). In addition, there exists an am of marketing
arrangements in the vaious homelands. Table 4.1 summarizes the coverage of schemes by type as of the
late 1980s.

n' Under to Maktg Ad, th SAAU ca impos a levy on catin martd ouWia, ea on unwotolle outputs. his ha
_g mei ld to do anomaly th black faus, by paying SAAU fee on unotoled product, wem effecovdy finain di

SAAU.
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Table 4.1: Maegn schemes: Pctage comnosition of the gosvalue of arnicutl wducts - l9!

Paecnt of
Schcne/Product

Vale

S'meChmd Fbe re
Maize 12.87
Winter Cerls 4.54
Shnle Cbannel Pool
Olseed 3.09
Leaf Tobacco 1.86
Chicory 0.04
Buckwheat 0.0
Luoune Seed 0.04
Deciduous fut 5.04
Ciu fnut 2.33
Dded fruit (ionding nuts) 0.49
Banana 0.65
Roolbos tea 0.02
wool 3.13
Mobair 0.39
SurDlus disoosal schemes
Grain sorghum 0.33
Dry beans 0.71
Potatoes 2.U8
Slaugheed stock 16.S8
Eggs 3.71
Milk and butter fat 7.18
MMK= a KIMnhag
Cannng apricob, pac and pns 0.39
Coton 0.S
Contr in terms of seetion 34A
Ka"au peb

Tf TAL 66.83

1ov In {rms of Gumhef n
Sugarcane 4.60
Lucrn hay 1.88
Wattle bark 0.22
Wine 2.99
Ostrich p Q4

TOTAL 10.14

Pxehb vagetaes 4.S6
Powls dm*Mtcd12.33
Sub-ropical fruit (excling bananas) 0.41
Odter uncontroled products S.73
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Ng: 1g follwing whemns wor recently diaoved. su&irhann pool schems-banana, chiory, rools tea aud wool;
srphus disposal schema-dried beans, ega, and potoes. Wool a milk axe currnly controled under uuvio schm.

Somc: Ada_td from Abstrwt of Agricul Ssts (1992)

Role of Farmer Cooeraives

4.9 Ihe controlled marketing environment is generally dominat by producer organizatons. Farmer
cooperaives play a major role in the marketing of bot crops and livestock and in the supply of
agricul inputs. There are three major types of cooperatives in the commercial agrculurA sector:

a Regional or geographical cooperatives-locally based organizaions that undertake input
supply and general commodity haidlng and also provide credit to their members, using
the Land Bank as their major source of fiuds.

b. Specialized cooperatives, formed around the markedtg of a single commodity, such as
wool, citrus, deciduous fruit, or tobacco.

C. Central cooperatives, combining several cooperatives on either a regional or a commodity
basis, to pool biying power for agricultural inputs or to provide central markaetg for
commodities such as meat, citrus etc.

4.10 Ihe Markn Act confers effective monopoly powers to the farmer cooperatives. They are
appointed as sole agents of the control boards for marketing winter grains (wheat and barley) under td

e4ann_ fixed price shemes. They enjoy similar monopoly privileges for deciduous fruit
Tnifireco), citrus (the Citrus exchange), and tobacco. The Co-operatives Act, the Wine and Spirit

Control Act, and other legisation also confer monopoly powers in the marketng of commodities such as
ostrich products and wine.

4.11 The posio of the cooperatives in the marketng chain is further strengthened by thei
rpresentation in the South Afiican Agricturad Union, which advises the Minister on producer
ereeaton on all the Control Boards. This has resulted in substandal cross-representation on the

boards of cooperatives, Control Boards, and in some instances processing and distribution companies.

4.12 There have been some recent legislative reforms to increase the economic flexibility of the
coopeates, which are financially strpped. For instance, the volume of business a cooperative can
undertake with non-members was increased from S to 49% of total business volume and vodng power has
been tied more closely to volume of the individual's business with the cooperative.

Performane of the Varo Maketnng Schemes

4.13 The potenti for competition from small-scale farmers, traders, and international markets has
always been a significant concern for South African agriculture. Monopolies in the marketng systems
act as fornidable barriers against new participants in agricultural markets. Arguably, they assist many
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paricipating farmers, often preventg bankruptcy and an exit from the market. The pages ta follow
describ the marketing systems for the most important farm commodities and assess the effects of recent
policy reforms.

Sh2e Cane Fixed Price Schemes

4.14 Maiz. Maize occupies an important position in South African agriculture. During the 198os
over 40% of the area under cultivation was planted to maize, which constituted some 75% of total grain
production, 64% of the value of field crops, 56% of human grain consumption, and by far the bulk of
animal feed (Groenewald, 1989). Reduction of implicit and explicit producer price subsidies during the
policy reforms of the 1980s resulted in a steady decline of area planted to maize. Area planted declned
by about 1.5% per year through the 1980s and yields are highly erratic. Maize production Is particularly
vulnerable to drought, as can be illustated by the 1992 crop year when the total crop fell to 2.2 million
tons from 6.8 million tons in the previous year. Current estimates of the 1993 crop are in the order of
8.1 milion tons.

4.15 The Maie Board maintains a pan-territorial or unitary pricing system at the producer level for
Is purchases of maize, which are largely undertaken by primary cooperatives in the production area. The
:ooperatives have over many years established a comprehensive network of physical silo facilities in the
commercial farming areas. Over 98% of the purchases are in bulk form.

4.16 Ihe general impact of the maize marketng system has been to raise domestic producer and
consumer price relative to the world markets. Wright (1992) estimates the nominal protection coefficient
for yellow maize (the major traded maize commodity) at between 1.2 and 2.8 during the period 1986 to
1990. The reslting rise in domestic production was overshadowed by the welfare losses for consumers
and Maize Board revenues and foreign exchange earinp in excess of RSOO million per year on both
white and yellow maize. These losses exceed by a wide margin the associated producer welfare gains on
the order of R380 million per year, implying a subsmta l deadweight loss. Table 4.2 summarizes the
esated transfers between maize consumers and producers for the period 1986-90.

Table 4.2: WelfrVe Effect of Pfice Distoions for South Afbin Maime Prodon
(ilion Rand)

Year Wefare Gain in Wear Gain in
Maine Poduction Maiz Consumptin
White Yellow White Ydlow

1986 255 263 -358 -310
1987 564 507 -S73 -522

1988 634 479 -613 -597

1989 564 239 -517 -549

1990 206 178 -554 -595

£guze: Wrdght 1992
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4.17 Ihe system has also strong adverse income distriution effects for producers, since only 20% of
the 15,000 registed commercial producers account for 80% of deliveries.

Tabl 4.3: Domesto Prices amd Exuort Realiation for White and Yellow Maizm. 1986 to 1990
(Rand per ton)

Year Producer Pdie Epor Coswm Price
White Yellow Realization Yellow

1986 240.4 225.3 187.8 285.3

1987 258.0 246.0 168.3 288.0

1988 260.0 255.0 326.8 295.0

1989 264.0 259.0 327.6 333.0

1990 302.7 302.7 317.0 360.0

1991 357.6 357.6 356.2 419.0

1992 455.0 455.0 475.0

Sorepartmetm of Agriculure, 1993

4.18 Maize is produced primarily for the domestic market. White maize is an importat staple in the
South African diet, and is not generally available elsewhere in the world for import Before 1987, the
producer price was frequently set above export parity, geneaing exportable surpluses which needed to
be sold at a loss. Consequently, export volumes have been highly erratic. By the late 1980s the Maize
Board had built up a substantial deficit on the export stabilization fund.

4.19 The system was retrmed beginning in May 1987. Before 1987, the Minister of Agrculture set
the producer prices of maize. As of 1987/88 the Mnister made the Board responsible for settig Is
maize buyig price taking into account the long-term interests of the industry. In practice, pre-planting
maize prices are made known to the producer. Pan-ritorial pricing is still followed, but the board no
longer has the power to carry over surpluses or losses arising from exports. The Board cannot make use
of loans to finance a particular marketing year. Since 1987, then, the producer price has essentially been
operated as a pooled price based on actual performances.

4.20 The principal effect of the pricing reforms of 1987 has been to compel the maize industry to meet
the costs of losses arising in any season within the cost and price structure for that season. In other
words, there is now viruly no scope for inter-year price stabilization through reserve stock management.
Given the requirement to balance the books each year, the producer pricing mechanism is clearly
influenced by the procedures used for dermining the Board's selling prices. The Board faces a relatively
inelastic domestic demand for white maize for human consumption, but a higbly elastic domestic demand
for yellow maize as a feedstock with a range of substitutes. The Board uses its monopoly power in the
domestic market to charge 'what the market is able to absorb- in the long-term interests of producers of
maize. In practice this has meant relatively rapid price increases for white maize compared to yellow.
In the period from 1986 to 1991 the white/yellow Board selling price ratio moved from parity to 1.1.
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Table 4.4: The IAremate Measure of &Sxnmt (AMS) for Maize in South Afric

Daw*tFtion Uok 1985t86 1986187 19M7M88 1968/89 1989/90 1990/91
I. LeIve of Ptuducion Too 8,295,325 8,520,814 753,361 7,014,264 12,035,253 8,708,774

In. Ptoducer Price Rond 271 275 290 298 301 352I Ill. V"a of Produaion Rand 2,244,466,085 2,288,140,642 2,132,254,069 2,09302,812 3,622,972,211 3,066,794,764
[v. Diret ftP*ymtwa Rad 366,2M6,691 221,569,362 333,1J0,955 171,307,932 176,54,S75 91,225,266

V. JuatodValue of 4Rand 2,610,712,766 2.59,710,50, 2,46S,3S5,044 2,262,610,744 3,795,520,785 3,t58,020,030

VI. Pn_cy huidh

A. Me"t Pric Suppot Read -21,117,371 618,310,696 494,938,3S -459,991,897 -348,780,798 -299,849,701
(Woidd Reaf cs FPc) Rond 273 201 223 364 330 387

S. Dkect Paymcst Rand 366,246,681 221,509,862 333,100,955 171,307,932 172,548,75 91,255,266
C. RFaduc o of lapot Coo Pad 10,011,912 10,372,679 68,461,382 47,891,690 56,126.333 52.779,931

D. Geasal Seviom Raod 104,68,630 10O,001,925 114,167,109 141,019,011 117,391,005 110,204,078
VI. Total AIS Rand 459,749,90M 950,276,162 1,010,668,482 -99,773,26 -2,714,886 -45,710,926
VII. Unk AMdS RUt 55.42 114.20 137.44 -14.22 4.23 -S.25
IC. Phresatags c A IS b 17.61 37.86 40.99 4.41 -0.07 -1.45

NM: preduce priX= nt producer price p eeoied plus macatling coas ad sdminrza" cosa of thdo Main Bosed.
direct paymuwrs governfu- paymeaa o toama produocos ezaoqt (IV) and (VI ) for loan ad awero subsdies.
mact rimes ppoe difflene b*_ dogma- I producer prie and wodd som pdie muldlicd by tota pr_etWo.
rduo in 0upot COIN: g_aumt edredics on UaQxpt, bmt , aN Ad.
gIal seic: _AM of bodb of D _pama of Appmr bau.ig maime pmdWa.

S : van Motr4a and va Zyl, 1993.
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4.21 he time series of maize prices at th produc level and the Maize Board's soiling price are set
out in Table 4.4. In real terms, after remaining fairly steady for 15 years between 1970 and 1985, maize
producer prices fell by one third in the latter 1980s. This coincided with the eliminaion of explicit
subsidies from the government budget to the Maize Board and the emergence of a substi positive real
markting margin in the Maize Board's price structure.

4.22 Recen trends in the Aggregae Measure of Support (AMS)3' (Table 4.4) Mlustrates the decine In
transfers from conumes and tapayers to produs. The decline is the result of the combined effect
of a reduction in direct paymen by the government to producers (excluding subsidies on loans and
interest) and relative inmcrease of te world reference prices as estimed by the authors. Although these
results differ from Wright (1992) because of methodological differences, it can be concluded that
transfers from consumers to producers have declined in recent years. This analysis of van Heerden and
van Zyl (1992) shows the shap decrease in the AMS since the dhange in maize marketig in 1987/889-he
AMS declined from R 137.44/t (40.99%) in 1987/88 to R -14.41/t (-4.41 %) in 1988/89.

4.23 With the widening of the price gap between the Board's buying and selling prices the single-
chanel marketng system has come under prese. In recent years the Board has permitted an increasing
level of direct transactions, and modifications have been made to the levy structre to accommodate these
changes. As it stands, the system provides a major incentive to use maize on-farm as a feedstDck rather
tan selling it to the Board and incurring the levies. Likewise it has pwvided an incenive for large users
of yellow maize as feedstock to invest in maize productione'.

4.24 The shift in conol instumes used in the maize marketing system has already affected farmers
in a number of ways. In the absence of safety nets or other exit options, many producers, especially
marginal production areas, found themselves in fiancial difficulties (see Chapters 2 and 5), despite a
notceble shift to low-input production systems. The expectadon is that production will generally shift
eastward into higher-potential areas and that this trend wiM be strengthened as the uniay pricing system
comes under pressure if cmrent GAIT negotiations are successful. A more open trade regime in
Southern Africa and the rest of the world will induce further changes to regional patterns of production.
The lack of efective protection against dumping and the high degree of concentration in input supply,
processing, and disbutio industries will also need to be addressed.

4.25 Wheat and other winter cereals. Wheat is grown in two major areas of the Republic - in the
Western Cape (the Southern and Western areas, and to a lesser extent in the north-eastem districts); sad
in the eastern and westn parts of the Orange Free State. Total production of wheat under irgation in
the past decade has varied from a low of 1.4 million MT in 1980/81 to 3.5 million MT in 1988/89. The
Cape Province growing areas produce an average of some 850,000 MT, or 40% more ta the region
requires. Surpluses are sent overland to the main milling centers in the OFS and PWV areas. Other

1 Mme Aggregte Meaur of Suppor (AMS is basd oathe prodce subsidy equValai, nd imm=suremtasfr fron
consum ad uayer to peodus.

" it is rpoted tha th arge conneici prod of izc is the leading poxutry producer. Aordn to t ameds
inomal eates on-fm tatiom ar ofthe order of 0,8 to 1,0 millio and stM rsng Givo the incentives to avoid te
levies it is likly that the offici al tkatic undetavte the tue vohune of maiz productio in the country.
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winter cereals such as barley and oat also fail under the Wheat Board.

4.26 lhe Board's allocation system aims to meet the ualitY equmes of the millers, with the resolt
that each miller receves wheat fm at least five different areas. Under tis system the into-mill cost of
wheat grain is approximaely equalized for al wheat millers, irspective of location, by selection of the
sources for each mill. Millers bear the actal rail cost from the supplying silo, but the allocation system
aims to equaize the average cost for each miller. Cape producers benefit from the allocation system
operated by the Board, as a unitary price system is followed.

4.27 Wheat imports are purchsed by the Board on behalf of the government and sold at the domestic
selling price. Imports of wheat are restricted through quantiatve controls-possible because the importer
is treated as a producer for purposes of control of intemal marketi. Imported wheat must match the
qualities available domestically. 7Tis limits the potenal sources of imports, for eample catng a bias
against Argentine and in favor of Australian or Canadian wheat.

4.28 The wheat milling industry is significantly concentated, with six major operators. Thi
concentraion is, moreover, more marked at the regional level witi only two or three operators competing
in several parts of the country (two operators in Western Cape; three in Durban and Easterm Cape,
whereas aU six operate in the PWV area). Thne number of bakeries has increased substatially since the
deregulation measures of March 1991.

4.29 The marketing system for wheat has created substantia inefflciencies. The relatively small role
of extr trade has permitted the Board to set producer prices at levels substantily above world prices
*Cable 4.5) with local prices between 11 and 46% in excess of mean world prices in the period 1980 to
1987. On the other hand, the Board was able to protect domestic consumers from the sharp rises in world
prices in 1984 and 1985.
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Table 4.5: Gross Wheat Ptoducer Prices and Mean World Ptices

Year Gross Psoduce World Market Price ProducerWorld
Price (Grade DI) (US No 2 Dark) Ratio

1980 208.7 180.2 1.16

1981 234.2 189.6 1.23

1982 286.8 196.1 1.46

1983 266.8 241.4 1.11

1984 290.0 32S.3 0.89

1985 315.3 376.0 0.83

1986 364.2 292.4 1.25

1987 391.6 302.0 1.30

1988 341.2 352.5 0.97

1989 368.4 368.3 1.00

1990 493.3 342.7 1.44

991 591.5 363.5 1.63
i992 692.2 394.4 1.76

S_urc: Grocewald, 1989; Depatiunct of Agdrculure, 1992; Abstrac of Agricutul Staitis, 1993.

4.30 Nieuwoudt (1983) estimated that the consumer and producer share of the bread subsidy was 71%S
and 29%, respectively over the period 1948-1981. With his estimates of demand and supply elasicities,
he calculated tha if the 1980/81 subsidy of R162 million on bread were terminated, the consumer price
(m the absence of imports) would increase by 279%, leading to a fall in the consumption of bread by 5.2%
or 88,000 tons. However, since in reality wheat could be imported at a lower cost than the domestic
producer price, he concluded that South African wheat producers gained more and consumers less from
the subsidy than these estimates would indicate.

4.31 More recent estimates by the Department of Agriculture show that prices for wheat ontinue to
be stanily above world market prices. In 1991/92 wheat could have been imported at R434 per ton
(CEF Durban from Argentina), and sold in the PWV area for R509. However, the minimum selling price
for domestically produced wheat was R625 at the start of the season-23% above import parity-and
increased by R8 per month during the remainder of the season-to around 40% above import parity by
the end of the season. Since imported wheat is also of higher quality and the selling price for a
comparable grade was R744, consumers effectively paid 46% over import parity at the start of the season.

4.32 A significant deregulation of the wheat milling and baking industries took place in March 1991,
resulting in substantal increases in consumer prices. Under these reforms prices of mflled products and
their derivatives were decontrolled. At the same time, after over four decades, the subsidy on bread was
finally removed. Maximum retail prices were then R1.20 per white loaf (subsidy granted: R3.27 per loaf)
and Rl.05 per brown and whole wheat loaf (subsidies granted: R7.88 and R5.52, respectively). White
bread (but not brown) became subject to domestic VAT (at 10%) in September 1991. From that date,
the Wheat Board, according to officials, ceased to use its controls on the registration of bakeries in a
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restrictive way and now reqires reistration only for satcal purposes. Following deregulation, the
price of a loaf of white bread incresed by nearly 50 % between November 1991 and November 199,
with neary a third of the price increase attibutable to an increase in baker's margins. The expected
effect-an increase in compettion at the bakery level whic& ould lead to a reduction in consumer prices-
is only recendy beglnning to be flt.

4.33 The prospects for area expansion in wheat producdon in South Africa are limited, with the
possible exceptio of production under Iigaion. Ihis is generally also tre for the rest of the
subconient, which, lflie South Africa, faces a growing demand for wheat products as incomes increase.
Policy Isuvmen to manage this emerging deficit in wheat production will have to be applied with extra
care in the future. The unitary price system for wheat is also expected to be dismantled within the next
few years both for efficiency reasons and to conform to GATr requirements on domestic subsidy systems.
This wil place pressure on wheat producers in the Cape and some shift in the locus of production out of
Cape province, with an expansion in the OFS growing areas, can be expected. In addition, further
liberalization of the exchange rate may make locally produced wheat substantialy more competitive
relative to impous.

leschannel Pool Schemes

4.34 This section will focus primarly on deciduous fruits, given their relative importance in tms of
output and eport volume. Citus maetng, also an important export sector, is organized similarly.

4.35 Deciduous mfit. Deciduous fruts-principally apples, table grapes, pears, peaches, and apricots-
are grown in the Westen Cape, though peauches are also grown in the OFS and Transvaal. Twothirds
of the crop is for export Oarely to Europe) and generates 85% of the revenues. Deciduous fiuit, along
with citrS and wool, count among the farm commodities in which South Afrca has a clear natural
comparative advantage ftr intenational trade. The sub-sector is supported by a highly developed
production and markeing system Consequently, recent performnnce and future prowects of these ewport
are good and have improved with the lifting of international sanctions and the devaluation of the Rand.

4.36 A one-channel pool scheme is administered for deciduous frut on a weeldy andlor cultivar basis.
Advance payments at approved prices are made to producers; and once all the frit has been sold and
exporting costs have been deducted, final payments are made. No price control is applicable on exports;
products are sold on the world market.

4.37 Export marketing of deciduous frut has been a private monopoly of the Universal Frutrade
(Cooperative) Ltd. (Unifruco), which in 1988 took over many of the functions of the Deciduous Fruit
Board (DFB)I. Ihe Board comprises eigbt members, aU of whom are represeves of producers of
deciduous fruit. Historicaly, and by comparison with other Marketing Boards, there has been little direct
intervention by Government in the DFB, which has always had a strong commercial orientation. Entry

TIe rqilat of the pblic mnWoly of DFB (it contine noinay in atnoe for lqal sons, although with ordy
One employee) by Unifruco occrd in pat to Allow morm flle internal a an remuaneat and in pa to diace
h muaeting of frit fiom the South ican puble sewor, whose organom we a patculr foals of acton from he US
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to the export market is reportedly unrestricted for any grower able to achieve the high stadad of grading
demanded (only Class I fruit is exported), as Unifruco is obliged to accept all fruit of this grade offered.
The establishment of Unifruco has W the effect that levies decreased, especially those coveaing
administrtive expenses.

4.38 Unifruco sells in the export market on behalf of its members, deducting all market-related cosU
and passing the residual to members. It operates on a break-even basis, but makes a profit on non-market
activites, principally a return on its fixed and liquid assets, and other trading. Is administrative expenses
are fianced through a commission which amounted to 2.5% of gross sales in 1990. In addition to its
market-related services to its members, Unifruco provides a first payment to members which it finances
through borrowing on domestic and foreign markets.

4.39 Domestic marketg of deciduous fruit is relatively uncontrolled, although producers have to apply
for a permit from the Board. Trade is subject to charges of 8.5% when sold in municipal markets and
1.5 to 2.0% when sold direcdy by the producer to the trade. There is also a grading system laid down
by the DFB and now by Unifruco, that is enforced through inspectors. Ihe extn of direct (or farm gate)
sales, and therefore of total domestic consumption is not filly known, as reporting depends on the
producer, who bas some financi incenive not to do so correcdy.

4.40 Ihe merits of the single channel for the export market are strongly defended by the industry on
the grounds that () there are economies of scale in overseas marketing and promotion; (iH) promotion
of the Cape brand image has consolidated a major market niche for South African fruit; (ii) this has been
reinforced by the ability of Unifruco to enforce rigorous quality standards; and Civ) Unifruco has been able
to control its costs and marketing margins. The latter have narrowed over time, in contrast to those for
other commodities. The highly successful record of this export industry so far, by comparison with its
southern hemisphere competitors, suggests there is some basis for this view, although the KasLer
Committee reported reservations about the high degree of cross representation between the boards of
Unifruco and the DFB, where the latter body gras export licenses to the different markets served.

4.41 There are also opporunity costs inherent in restricting access to export markets by settng very
high quality stndards. Whereas South African fruits currently sell at a quality premium in European
markets over their competitors (e.g., Chile), the imposition of such high quality standards prohibits entry
into the market by producers who would want to market a lower quality product and are willing to accept
a lower price. Such opportunity costs will increase if a more varied range of producers emerges in the
context of a less distorted agricultural economy and a new South Africa.

4.42 An interesting case study in the current process of deregulation of the agricultura marketig
system is presented by the dissolution of the Banana Board in early 1993. In this case, the assets of the
Board were transferred to a new cooperative, Subtropico. The existing producer interest in these assets
was converted to a transferable shareholding, while shares are held in reserve for new producers. A
further case in point is the considerable pressure from certan lobby groups to deregulate the wool
marketing system, as extensively reported in the agricultural press.
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SkuMW-reovl Schemes

4.43 kkg. Livestock and related products constate over 45 % of agricultural output and are produced
throughout South Africa. The national cattle herd amounts to over 10 million head (including TBVC
areas) plus 1 million pigs, 30 million sheep and 2.5 million goats. Table 4.6 summarizes the level of
slaughtering in 1989/90. Apart from cyclical changes, the cattle population has been broadly stable since
the 1960s, while the ammal off-take has increased from around 1.5 million head in 1960 to over 2 million
head in the 1980s.

4.44 The Meat Scheme relates to all producers and importers of slaughter animals and all persons
dealing in the trade with slaughter animals, meat, offal, hides, and skins. In times of over-supply, as
during the drought in the early 1980s, the percentage of animals offered for sale which are purchased by
the Meat Board under its surplus-removal mandate can reach substantial levels, e.g., 9.58% in 1983.
However, the more recent direct interventions have been minimal (Table 4.6).

Tab1e 4.6: Price Stabilization Measuros in Controled Amuas

Year Cate slaughtered Purmhas by Meat Paerct
Board

1985 1,455,909 36,972 0.25
1986 1,377,333 1,3S7 0.10
1987 1,212,369 3,641 0.30
1988 1,094,729 1,087 0.10
1989 1,130,846 782 0.07
1990 1,346,645 2,922 0.22

Souro. Food Sotdies Group, 1992.

4.45 An extensive and complicated control system was in operation to regulate the market in meat until
early in 1993 (Sunnyside Group, 1991). The market was segmented into controlled and uncontrolled
areas, with the former including all the major urban areas.41 In the conrolled areas mr it had to be
slaughtered at Abacor abattoirs and ownership transferred at compulsory auctions on the hc. ;. The flow
of meat slaughtered in uncontrolled areas into controlled areas was regulated by the Board.

4.46 The scheme was highly inflexible and created effective barriers to entry. Meat prices have
recently increased faster than those of other foods, despite a decline in producer prices as farmers sold
off stock in the drought. Producer prices are erratic, and substantial seven-year cycles exist related to
rainfall, supply and price expectations (Lubbe, 1990). The producer's share in the consumer price
decreased from 62% in 1974 to 48.5% in 1990. Per capita consumption of red meat decreased from 40.6

4 In praudte the exatd of impncartaion of the contrl systan. from which atisis on slghting derive i unomain.
It is rqxwtd for cxampe, that there are substania flows of lie aninds ino the black township espxecily of sheep and goas.
which are sbughterd on unreisteed pmi. in addition the eatt of on-farm sluhtering is not wal docunthed. Farnmes
are pernifttd to slau&ghr up to 8 head of cattle pe month wthount regsn, and it may be that extnsive nsiy to local muar*s
prevals. espeialy in the Platdand. The domand statists may. accordigyl. be sigificany underestimat&
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kg in 1955/56 to 25.78 kg in 1989/90 (DIrectorate of Agricultural Trends, 1990).

4.47 Ihe meat marketing and processing structure is characterized by a few large dominant firms and
the absence of free choice for producers, traders, and consumers. For instance, in 1990, the top three
fims appointd as abattoir agents for markeng held 84.04% of the market share of catle and 94.41%
of the pig market. In the abattoir industry Itself, one firm (ABACOR) held 64.95%42, while the top three
fim held 88. 17% of the market in 1989190. In the processing industry, one firm had a 45.64% market
share in 1988/89 (Lubbe, 1991:256). Table 4.7 illustrates the market share of the three major firms in
each of the stages of marketing and processing. A commission into the price discovery process in the red
meat iustry (RSA, 1989) found that the three major firms were favored under existing restrictive
reglations and that the system of controls and trade barriers had tended to stimulate and protect verdcal
and horizontal integration.

Table 4.7: ConmMton in tfe Livestock and Meat Industry
(Perent of maket share)

Market Function Frm A Firm B Firm C Shares of the Big
Throe Fums
Combined

Tanneries 24.8 8.0 46.4 79.2

Hides and Skins 40.0 21.0 23.0 84.0
Reta nonontroled 4.3 1.8 6.9 13.0

Rtail Controled 2.4 2.6 8.0 13.0

Wholesale Non- 6.9 4.7 8.2 19.8
Contolled

Wholesale 12.0 7.4 18.7 38.1
Controlled

Pdmary demand 7.2 10.8 20.0 38.0
Beef

Poessing mea 45.6 3.5 17.4 66.5

Aataoirs - Cattle 20.5 13.6 39.6 73.5

Agnt - Catt 50.6 18.5 15.0 84.1

Feedlots Capaiy 21.4 20.0 5.S 46.9

ource: Lubbe, 1991

4.48 Nieuwoudt (1985) estmated the welfare costs of the quota scheme in the beef industry. Using
a supply elasticity of beef at 0.8, he calculated that a 5% supply restriction from the calculated
equilibrium position would lead to a deadweight welfare loss of approximately R 3.2 million. Mme
decrease in supply would lead to a 6.5% increase In the retail price in controlled areas and a 6.5%
decrease in uncontolled areas. Quota rents in the beef industry were estimated at R 81 mllion, or
approximately R52 per animal. Ihe quota system was recently repealed.

a Cumrray estted at 41%.
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4.49 The increase in the relative price of red meat with respect to white met (poultry) seenm directdy
responsible for the secular decline in red meat consumption over the past 20 years (Annex 2, Table 2. 11).
While the overall level of meat consumption has remained in the region of 40 kg/cap this total concels
a fall in per capita red meat consumption from 40 kg to 25 kg, while consumption of poultry has risen
frm under 2 kg to around 15 kg per capita. As a result, the poultry industry has witnessr' - 10-fold
increase in the volume of production over the past three decades.

4.50 Recenty (January 1993) reforms have been introduced aimed at liberalizing the meat industry.
The system of control of the flow of animils from uncontrolled to controlled areas exercised by the Meat
Board was abolished. Each abattoir is now responsible for contolling the inflow of animals to its pens;
however, local authorities decide on the hygiene standards for meat brought into their areas of contol.
Given the inspection fees and the condnued implementation of the existing health and hygiene regulations
(which are arguably too stringent) the extent to which recent changes will increase competition is
questionable.

4.51 Grain sorghum. Before 1986 the markedng of grain sorghum was administered by the Maie
Board as part of the summer grain scheme. After 1986, the autonomous Grain Sorghum Board has
administered a sutplus removal scheme. The adjustment in the sector on both production and consumption
since this change has been dramatic. Grain sorghum is mainly produced by commerca farmers in the
Transvaal and Orange Free State. The area planted declined from 314,000 hectares in 1986n to 135,000
hectares in 1991/2, while the share of animal feed consumption in total consumption declined from more
han 67% to about 15% (Abstact, 1993). The share of human consumption increased constantly from
the 1960s to 1980, then declined through 1987 before rising to around 85%-or 200,000 tons-by 1992.
Most human consumption is in the form of sorghum beer (56% of total consumption and 78 of human
consumption in 1992). During the drought in 1992, about 190,000 tons of the total market requirm
of 250,000 tons were imported.

4.52 The Board operates a sutplus removal scheme. Because the Board has no physical control over
the production or marketing of grain sorghum, the producers are free to negotiate the best prices for their
products. The Board, however, announces prices at which it is prepared to buy grain sorghum from
producers who cannot obtain more profitable prces in the trade. These floor prices are normally
announced for a fixed period, in practice when the major portion of the crop is delivered.

4.53 In pursuance of the intention and spirit of the surplus-removal scheme, it Is the policy of the
Board to allow the marketing of grain sorghum to flow through the normal trade and to purchase only the
actual surplus under its floor price scheme. To a great exteent, the Board has reached this objective in is
four years of existence, since its purchases under the floor price scheme never exceeded around 18% of
total productiou.

Marketine Under Special Leislation

4.54 Sr. The main cane growing areas are in Natal and Kwazuu with smaller areas in the Eastern
Transvaal scheduled to expand in the future with the erection of two new dams. The cane sector includes
both estates linked to mills and individual growers. At present there are some 41,000 growers cultivaing
378,000 hectares. These supply cane to 17 mills. Most cane is currently cut by hand, and according
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to Industry estmates some 141,000 people are employed. Ninety percen of the area under cane is
rainded.

4.55 The production and marketing of sugar cane, sugar and associated products is reguated under the
Sugar Act of 1936, which established the South African Sugar Association and granted the Industry
statutowry powers. The Act provides for an agreement to regulate the affairs of the industry, binding on
aU those who grow sugar cane and produce sugar and associated products. Ihe main proNJions of the
Sugar Industry Agreement cover quantitative control over production by means of quota allocations to
growers, regulation of the supply of cane to the mills, administration of a two-price pool system relating
to domestic and export sales proceeds, cost responsibility for tie on of cane from fitms to
mill, disposal of sugar eports, pooling of proceeds from sale of sugar and molasses and applicaton of
the revemne sharing formula between growers and mils, de on of the Luc:rose content of cane, and
imposition of levies to over the costs of administrtion by SASA.

4.56 The SASA includes representation of the growers through the South African Cane Growers
Asociation (SACGA) and the millers through South African Sugar Millers Associaton Ltd (SASMAL).
The two organizations are equally represented on the SASA Council. The SACGA represents all growers
other than tose who also mill. Individual growers are represented on SACGA through their constituent
growers organizations. There are currently 23 member organizations of growers in SACGA, representing
some 41,000 individual growers.

4.57 The prime fimctions of the SACGA are to represent growers in SASA and to monitor the
application of the revenue-sharing formula. Ihis involves annual determination of cane production costs
and coninuous monitoring of the growerlmiller division of proceeds. SASA also takes responsibility for
promotional programs and sugar industry research; it operates its own installations, including the Bulk
Sugar Export Terminal, the Bagged Sugar Export Warehouse, the Bulk Sugar Depot In Germiston, the
Experiment Staion, and the Industrial Traing Centre.

4.58 Overall welfare losses associated with the sugar scheme are estimated in a simulation model by
Ortmann (1986). He esfimates that under the single-price sugar policy which had been in operation untl
April 1985, the welfare losses were approximately R17.3 million. With the ensuing policy of a split-pool
scheme in 1985/6 these social costs were estimated to have reduced to R11.5 million. Table 4.8 below
summrizes the prices paid for sucrose (and cane equivalent) before and after the introduction of the two
pool pricing system in 1985/86. Table 4.9 summaizes the final destination and utilization of cane and
sugar for the period 1981182 to 1990/91.
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Tablo 4.8: Sums. and Cane ficos 1982 to 1991
(Rand per Ton)

Seasn Suaco cne

1982/83 172.33 22.16
1983/84 244.75 30.18
19W8S 192.64 23.64

A Poo B FPOo A Pool B Fbol
1985/86 236.64 103.11 31.07 13.54
1986/87 298.90 162.06 38.26 20.74
1987188 299.68 132.97 3S.96 15.96
1988189 339.10 257.93 42.76 32S2
1989/90 387.32 3S8.92 51.01 47.27
1990/91 436.19 362.09 56.31 46.75
1991/92* 468.00 258.00 60.80 33.S5

MMo: the two pool pricing system ws Introduced in 1985/86.

50urc: South African Sugar Associaion

Tabb 4.9: Tot Canel Sunar Producton: 1981 to 1990
(Minion Ml')

Sa Camn Suga Produced
Crushed Total Naional Internaiomd

Mast Masko

1981182 19.S 2.055 1.213 0.842
1982/83 19.3 2.125 1.181 0.944
1983/84 13.4 1.377 1.14S 0.232
1984J8S 22.4 2.690 1.307 1.062
1985/86 18.8 2.117 1.203 0.914
1986/87 18.3 2.013 1.269 0.744
1987/88 21.1 2.190 1.240 0.938
1988/89 19.9 2.168 1.348 0.819
1989/90 18.6 2.137 1.239 0.898
1990t91 18.1 2.038 1.314 0.713

ourcc: South Afican Sugar Asoeiation

4.59 Befbre 1990 the quota system for the delivery of cane operated in favor of fte commercia
growers. Anomalies occurred, such as the fact that small growers with low transport cost to mil were
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xcluded in some aes from deliverang to their nearest mill, while established gtower at greater ditan
had prefaenti access to quotas. Thi was reinforced by a transport subsidy system which ceated a
uniform tsport tariff that did not discriminat on the basis of dstance nd in some ices is
supported cane haul distances of 70-90 kilometers. Under this system small growers nearer the mill
subsidized more distan commercia growers.

4.60 Recent changes in the system for regulating supply to the mMs have favored the expansion of the
smaliholder subsector. Ihese changes are leading to a rapid expansion of smalholder area under cane,
with the wmber of smal growers expected to rise to 55,000 over the next 5 years. Under the new
arrangements, introduced In Aprl 1990, smallholders (defned as those producing less than 150 tons of
srose per two yeans) growing within 30 kilometers of a mIll require no quota for mil delivery and are

guaranteed the higher A pool price for their sucrose. During the past decade the expansion of the
operations of the Smal Growers Financia Aid Fund, which provides financial support for the
establishment and growing of cane by smallholders has also provided a stimulus to smallholder planing.

4.61 Farmer representation in SACGA has traditionally been based on tonnage of cane produced, with
the effect that commercial growers dominatd the SACGA board. Recently a new representation structure
was itrduced whereby each mill has a local grower council with equal representation of small and
commercial growers. Ihe Board of Directors of the SACGA has been enlarged from 37 to 60 with equal
smallholder and commercial grower representation.

4.62 Wine. The bulk of South Africa's wine production comes from the winter rainfl region of the
Western Cape, which is also a large producer of table grapes. The total planting of vines is 99,700 ha,
more ta 80% of which is planted to wine grape varieties. Wme farmers deliver their crop to wine
cooperatives or direcdy to wholesalers, or they make and bottle wine themselves (estate wineries). Until
1992 wine was produced on a quot basis, with the quota granted by the KWV, the controlling body for
the industry. This cooperatve sets miimum prices for good (table) wine and buys up sutplus production,
mostly for dtilion. The directors of the KWV are elected from the various regions by farmer
members. The KWV also provides advertising, research and extension services to members. Production
quotas were suspended in 1992.

4.63 Guateed prices for low-quality srplus production resulted in a incentive structure that
rewarded volume at the expense of quality. The gross volume of grapes pressed has increased from 1,037
million tons in 1981/82 to 1,379 million tons in 1991/92, and by value from R212,920,000 to
R750,000,000 over the same period. The total production of wine has increased from 772 million liters
in 1980/1 to 970 million liters in 1991/2. In the former year most wine produced was used for distilling
purposes (418 million liters, compared to 354 million liters for table wine). By 199112, however, this
had changed to 516 mfllion liters for table wine and 457 million liters for distilling, mostly as a result of
the lifting of sanctions and the resulting increase in exports. The effects of the suspension of quotas are
not yet clear, but would probably include both an expansion of the total area planted to vines and a furter
substiuon of the lower quality high yielding varieties by noble cultivars.
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Concenution in the Marketing and Processing Structure

4.64 The extensive regulation of marketing in South Africa has contributed-along with the exchange
contol regime, skewed income distribution, and other factors-to the concenation found in South African
marketig and processing (Sunnyside Group, 1991; Competition Board, 1992; Elliott, 1992; Groenewald,
1990; Lubbe, 1991; Wright, 1992). An assessment of concentration In marketing and processing also
needs to take into account the regional pattern of market structure. In several industries, such as wheat
miling, the number of participants at the national level is moderate, but this hides effective concentration
in two or three companies within individual provinces.

4.65 The growth of concentration in South African agricultural marketing and processing can be
attribued to a number of factors:

a. single-channel markedng systems;

b. economies of scale in marketing and processing;

c. the absence of effective and-tust legislation;

d. intenational competition; and

e. imperfections in financial capital markets.

4.66 The presence of single-channel marketing systems for many crops and products has tended to
promote concentration in marketing and processing:

a in marketing, through the creation of statutory monopolies or oligopolies, either in the
form of the control boards themselves, or through monopoly or near-monopoly agency
arrangements, such as those prevailing for the cooperatives to market cereal crops; and

b. in processing, through the economies of scale created by the single-chnel marketing
chemes. This has encouraged the formation of concentrated purchasing arrangements
in the agro-processing industries. In some cases, this has occurred through preferential
application of control schemes and registration requirements, and in other cases through
more purtly market mechanisms. In the livestock industry, for example, concentration
in the abattoir industry has been favored by the operation of the quota control system
under the meat scheme. The presence of strong vested interests on the control boards has
tended to lead to collusive arrangements favoring the emergence of dominant companies.

4.67 A second factor generating increased concentration is the economies of scale, generally captured
by the larger firms operating in certain sub-sectors, e.g., poultry production, where the company with a
dominant market share established extremely efficient, low-cost production systems in the 1980s.

4.68 Imperfect financial capital markets have tended to increase concentration through mergers and
acquisitions, particularly during the 1980s. Ihese were often precipitated by the threat of bankruptcy
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facing firms; the process was accelerated by the concentrated control over liquid funds exercised by the
lrger business groups. 'Te gove¢nment has in general not opposed acquisitions and mergers where the
alternative was seen as bankruptcy for the acquired company. The level of merger activity was closely
linked to overall macroeconomic conditions, notably the stagnation of real incomes which occurred over
the past decade.

4.69 Internaional competition has also favored concentration in certain sub-sectors. Compared to the
major developed countries, the South African market is somewhat small. As a result, firms which are
large in relation to the local economy are in fact relatively small compared to their international
competitors; this has created a problem in indusies with significant economies of scale, as well as a
conflict between international competitiveness and domestic competition policy. In these industries there
is understandably pressure for Government to permit "rationalization" of industries to improve
international competitiveness. Ihese arguments apply in industries such as fertilizer, chemical feedstocks,
and-within agrictural processing-to malting and milling.

4.70 Government policy toward competition is established in the Maintenance and Promotion of
Competition Act of 1979, an enabling act which provides for the establishment of the Competition Board
as an investigative and advisory body to the government. Ihe impact of the Competition Board in the
agricultural sector, has, however, been limited. In many of the areas where the Competition Board might
be expected to be most active, e.g., the marketing control boards and the cooperatives acting as their
agents, it is excluded by definition (one Act cannot overrule another Act). The Board lacks teeth in the
form of penalties and is obliged to pursue deregulation as the means for removing restrictive practices
arising out of the implementation of the Marketing Act. It also possibly lacks the political will to deal
effectively with the large conglomerates which dominate South African industry and conmmerce.M

Marketing Strucures in the Homelands

4.71 As the homelands gained authority over agricultural marketing issues, they introduced varying
forms of control that emulated the existing structures in commercial agriculture and the policy of food
self-sufficiency. The four TBVC states and Lebowa created separate marketing boards. This led to
general problems, mostly in terms of barriers to movement of commodities across borders internal to
South Africa. The administrave costs of such control measures was also high, as discussed in Chapters
1 and 2.

4.72 In general the yields from the small farm plots in the homelands are poor, and very little of the
production is marketed. Food crops form the bulk of crop production in all homeland areas, and each

as membersi is hlf leeWd ad hf ex-offico. he ex-offido membersh was edarge in the mid 1980s to facilitat
investtion of agricuural secor industie by fte incus of the Chairman of the Coopative Council and the Chairman of the
Noxal Marketing Council.

i In addition it is usualy difficult to prove colusion vcen whme ther is strong cuntial evidence. The recn
investian of the Compein Board into the fetizer industry is a case in point. Tec study concluded that collusion was
sUspeOed but could not be proven
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area is in deficit In most yeas. Some maize meal s likely to be brought to households by migrnts
workers as remittances In kind. Traders bring in food to make up the shortfall in effective demand.

4.73 An important feature of agricultre In the homelands is the extent to which households are
involved in the market, whether for the disposal of surplus, or in order to make up for food defict.
Various estimates have been made of the market pardcipation of smallholders. The table below gives a
market participation profle of ural households in KaNgwane and the Ocumisa ward of KwaZulu.

Tabl. 4.10: Market !avoheaent of Rural Households

MaKet inwlvment % of total Sal concentation

Crop Net buyrs No net sales Net sLers pr % of total saia

or buys 50% 70% 80%

% of householdi % % of households

KaNgwa (n = 394)
Maiz 68.7 7.4 23.9 62 2.8 7.4 11.2
Groundauts 81.7 4.6 13.7 52 3.0 6.1 8.6
Dry beana 96.1 0.3 3.6 - 0.1 1.3 1.5
Yuco beans 95.9 0.0 4.1 66 1.0 1.8 2.5

Kwa Zulu (n = 193)
maize 95.2 0.1 4.7 49 0.5 1.3 2.4
Deans 84.0 6.2 9.8 54 3.0 6.0 9.2
Potatoes 93.6 3.3 3.1 40 1.6 2.6 3.6

Igiami: J. van Zyl and 1. van Rooyea, 1990b

4.74 The data indicate the low levels of sales, and the high relative sales of the few households that
do sell food (e.g., that 2.8% of households in KaNgwane are responsible for 50% of maize sales).
Conversely, nearly all households purchase basic food staples.

4.75 Much of the grain production by small producers is miled locally through service miling. Grain
sales can go in many directions from a homeland producer: to mills or traders, to homeland marketing
boards where they exist, directly to the South African marketing boards, to local informal sales, and, in
small amouts (for itis ilegal under the reguations of the South African) tD informal sales or gifts t
people outside the homeland, such as migrant husbands travelling to urban areas on a monthly basis.
4.76 Similarly there are few sales for livestock despite heavy stocking rates in all the homelands.
Although cattle are seldom used for ploughing, they still have value beyond the market, in tenms of milk,
dung for manre or burning, and asset holding and appreciation. No homeland marketing boards control
meat sales, but there were regulations on abatoirs and butchers.

4.77 By contrast with commercial faming areas, roads are often poor, markets are distant, and
marketing information is scanty. Within the homelands the poor road system leads to isolated markets
and the development of monopolistic and monopsonistic marketing conditions. There is little information
on market demand and market requirements outside the local area, but the marketing boards in the TBVC
areas and Lebowa attempt to provide this information and protect producers against the marketing boards
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set up by the large fam sector.

4.78 AMother problem cat be in reaching and dealing with the South Afdican markeing boards fot
products produced for markets outside the homelands. Furthermore, even where South African marketing
boards are not Involved, it is difficult to break into the white marketing structures outside the homelands,
e.g., for horiculture, where vertcal integration among producers, distributors, and retailers is
exceptionally strorg.

4.79 The five marketing boards In the homelands either set marketing controls or regulate the
marketing of the following products:

Bophuthatswana: Statutory controls: maize, oilseeds, wheat.
Sorghum: sets floor price
Eggs: registration of producers
Cotton: Single registered agent

Ciskei No statutory regulations now (previously dairy, poultry, wool, mohair,
watde).

Lebowa: Statutory controls: maize, wheat
Meat: registration of butchers,
Milk, eggs, poultry: registration and inspection

Transkei: Wool: single channel with basic sorting before export.
Bread: registration of bakers, subsidization of bread price.
Meat and meat products: registration of butchers.
Hides and skins: now private agent appointed (recently decontrolled).

Venda: No stautory controls on marketing. Sets floor prices. Marketing by the
Northem Trasvaal Cooperative.

4.80 Tbeboards have to operate witin the context of poor border controls and dominant South African
boards. Therefore, products move in and out of the homelands with relative ease, and this sets limits on
prices. No board, for instance, can charge a very high marketing levy, or all farm produce tat is not
sold infonnally will pass out of the homeland into the formal South African system. This phenomenon
appears to have inculcated an exceptional degree of realism among board staff in the homelands. Where
statutory conrols exist, all boards claimed to ignore informal sales (and the loss of tax income thus
incurred).

4.81 Nevertheless, the existence of the borders, the dispersion of tracts of homeland, and the statutory
controls on movements often have the effect of iterfering with regional trade, and increasing the distces
over which goods travel to conOmers, thus also increasing the marketing margins. In other Instances,
even when there are homeland reguatons which favor entrepreneurial development-e.g., for dairies in
Bophuthatswana-farmers may be so far from homeland markets and so near to other South African
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markets that they would have to produce for the latter and therefore follow the South African reg ins,
whose stringency makes entry extremely difficult.

4.82 The boards, like others concemed with agricultural production in the homelands, tend to pursue
self-sufficiency, sometimes at the cost of more rational food production and marketing and often at direct
cost to consumers, who lose when restrictions on 'imports' push up local producer prices.

4.83 In the case of export products (e.g., wool from Transkei and Ciskei, subtropical fruits from
Venda) the homeland marketing boards provide the link with the South African boards which export the
products, often providing transport and some grading en route in return for a levy. Prices are set in the
world market. The marketing boards attempt to ensure that the products meet export requirements.

4.84 The boards are financed in varying proportions by government grant, levies on handling, and, in
the case of Bophuthatswana, interest on the accumulation of levy income over the last ten years. Levies
often appear to be set at the same levels as those of the South African boards, regardless of the actual
costs of the homeland board's operations. Some boards charge levies on products that are passed to the
South African market, so that the farmer essentially pays a double levy, as with livestock in
Bophuthatswana, which has caused ongoing friction with the South African board.

4.85 The Lebowa Marketing Board, on the other hand, uses its profits from charging the same levy
as the South African Maize Board to provide a higher price to farmers by giving them a rebate; it is also
able to provide some subsidy to transporters and cooperatives. It sells produce at the same price to local
millers as the South African Maize Board, but is assured of sales due to its geographic advantage
(Northern Transvaal as a region must import from further south). Effectively its operations thus reduce
prices to the millers, relative to the prices of the S.A. Maize Board, but not relative to an uncontrolled
price.

4.86 In the other five homelands, without marketing boards, regulations on marketing tend to follow
those of the South African Boards unless the homeland has enacted new legislation. KwaZulu for
instance has been developing its own legislation on the utilization and processing of food. It would appear
that the homeland legislation is often better suited to local conditions than that of the South African boards
and therefore tends to keep down handling and processing costs, thus benefiting, for instance the
producers and consumers of meat products.

4.87 However, the South African boards tend to take advantage where they can from marketing in the
(non-TBVC) homelands, such as in atempting to obtain levies on maie sold by KaNgwane farmers to
neighboring Swaziland. Such activities appear to provide cause for irritation in the homelands. The
Lebowa Marketing Board has successfully taken the Maize Board to arbitration in order to prevent
Lebowa farmers being forced to pay levies on maize marketed outside the homeland.

4.88 The Secretariat of the Economic Community of Southern Africa (SECOSAF) provides the forum
for discussion and negotiation of difficulties between South Africa and the TBVC areas. In late 1990
SECOSAF set up a committee to examine grievances of the homeland govemments against pracdces of
the South African boards. Such items as the prohibition of the transport of bananas from Venda to
Bophuthatswana that did not necessarily meet the standards of the South African Banana Board were
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negoted successfully (they can be Utrnported in sealed vehicles). Thus, while low-income coOSume
in Bophutiatswana can now purchase less than perfect but cheaper bananas, low-income conume
outside the TBVC areas cannot, including those in the other homelands.

MaUutin Margins

4.89 Trends in marketing margins can be analyzed by determining the producer's share of consumer
value. Table 4.11 provides data on the producers' share of what the consumer pays for grain, meat, fats
and oils, dairy products and eggs, vegetables, fruit, sugar, and for agriculure as a whole. From Table
4.11 it is evident that there has been a sharp increase in markaing margins over the last decade. 'his
has resulted in higher increases in food prices than in ether consumer prices.

Table 4.11: Producers' Share of Consumer Value
)

Year Tota Grmin Meat Fats and Daity Vege- Frut Sugat
ois and tables

1974 55.2 41.6 26.0 38.5 69.7 34.2 31.0 43.4
1975 53.8 42.0 57.0 40.1 70.7 34.S 31.8 61,8
1976 53.0 42.7 56.8 40.7 68.4 32.0 34.2 62.4
1977 48.9 40.1 54.4 39.2 60.4 29.S 36.9 41,5
1978 46.9 34.2 52.8 36.5 58.7 31.0 35.2 34.0
1979 48.9 35.6 53.5 38.1 62.5 33.S 35.9 37,1
1980 53.0 41.6 59.3 39.7 66.2 34.1 35.9 4S,0
1981 52.6 40.7 59.1 37.5 56.6 30.5 37.2 41.0
1982 51.3 38.0 55.5 38.0 67.3 30.7 36.8 38,5
1983 49.0 36.1 52.0 3'5.2 65.3 31.8 34.6 44,S
1984 48.1 33.7 52.7 33 6 64.6 26.6 35.5 38,3
1985 48.8 33.8 54.5 32.3 63.5 29.2 36.8 32,S
1986 47.5 33.t 51.6 33.0 62.3 30.1 36.7 33,2
1987 48.3 31.0 S4.7 38.8 61.7 32.7 35.8 27,S
1988 46.4 28.5 51.5 39.4 61.5 31.S 33.0 25,S
1989 46.4 24.7 51.2 35.9 65.5 27.5 35.0 27,9
1990 43.1 2S.0 48.2 37.3 56.7 29.4 31.4 29,0
1991 42.0 25.0 50.7 37.9 48.9 29.0 33.2 26,9

Sj: Dir_ecot of Apiultal BconoiAc Trends, DepaxineAt of Agrcuture, Abstdmt of Ariltural Stadstis, 1993.

4.90 An analysis of marketn margins In the food chain between 1980 and 1991 by the Board on
Tariffs and Trade (BT, 1992) indicated a price divergence of five percentage points per anum between
the producer price index for farmers and consumer food prices. The price divergence of S percentage
points per annum can be broken down into the following components:

a. Input cost inflation (3.0 percentage points);

b. declining productivity in the food chain (1.0 percentage points);
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c. price and supply sabilization (0.5 percentage points);

d. wthdrawal of state subsidies (0.3 percentage points); and

e. lifting of price controls (0.2 percentage points).

4.91 According to the BTT (1992), salaies and wages contribute up to 30% of expenditures on food.
Inflationary price increases in wages and salaries at each level in the food chain have contributed
significanty to the consumer food price inflation. Each level-i.e., primaty storage and distribution, food
manufacturing and wholesale distribution, and the retail level-contributed approximately equally to the
total added inflaion in the food chain. The BlT's analysis of the structure and concentration in the food
dchin concluded that:

a. the retailing of most food items is only moderately concentrated: about 45% of food is
sold through 890 hypermarkets and supermarkets, the majority of whose outlets belong
to four groups, while many other outlets account for the rest;

b. at the primary production level the growing of most foodstuffs is well dispersed;

c. an analysis of the food processing and distrbution levels indicates a fairly high degree of
concentation: the joint turnover of the six largest food groups is equivalent to 57% of
the value of processed foodstuff production in South Africa; and

d. it is at the primary level of storage and distrbution that concenation tends to be biggest
and that artificial barriers to entry exist.

4.92 The introduction of the VAT has had a short-tm impact on food price inflado. In copari
with the position before VAT, food inflation in April 1992 increased by 6.8 peroentage points as a result
of the change in the tax bace. Ihe sharp increase in food price infladon since the third quarter of 1991,
reahn a high of 30.4% in July 1992, is mainly the result of the drought and the short-term effects of
the introduction of VAT. However, the food price inflation rate without these disturbances is estmated
at 15%, which is still higher than both the non-food rate of inflation and the rate of increase in farm gate
prices.

4.93 The marketing policies described above resulted in a high degree of overaI food self-sufficiency
in South Africa; the production of commodities was well in excess of domestic consumption. The positive
swpply reaction was often created by high levels of domestic protection against lower-priced world market
imports. However, at the resulting high domestic price levels, domestic markets often did not clear, and
surplus production was exported at a loss. Table 4.12 provides the relevant aggregate data.
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Tabo 4.12: AMers. Poduton and Commwumtion of Sgelt I&UuWural Commdiftes in South Africa. 1985l1990

onumpIica
Com _odt Impos Eots Poducion Toal" Human** SSI*

(1000 ton)

Wheast 94 449 2.612 2.262 2.119 115.50
mains (white & yclw) 484 1.689 7.422 6.127 2.615 121.10
Plotaols 5 8 1.042 1.039 872 100.30
Vegetables 4 27 1.739 1.717 1.54S 101.30
Sugr 63 863 2.044 1.258 1.258 162.50
Beef 81 16 S79 644 639 89.90
Mutton, sot'sm t a Umb 14 1 182 195 193 93.30
Fbrk 1 2 110 109 108 100.90
ChIcken 3 0 521 524 519 99.40
Eggs 0 3 181 178 169 101.70
Deciduous & subtropal fruI 0 466 1.37 897 808 152.30
Dairy producs 35 58 2.34 2.321 2.321 101.00
Sunfuwer sed ol 14 1 84 96 85 87.50
Cirs fruhts (fresh & 0 426 706 278 278 254.00

* Available for u=e - Opening stock + Production - Clofing stock + Inpxos - Expotss
* Net humxan _ouupion - Availbble for use - Ohewr uses - Losses, and furthe adjusted for extaction rate
*"" SYI (Wdf-sufilmaoy Index)A - TOtl production I TotEl COnSumpton zS 100

tbnnss Food balaoe shess of to Directorate of Agiltrnal Economic Theads of the Departmnut of Agricuture (as

4.94 Table 4.12 shows tota producion, surplus production for the expot market, and the degree of
slf-sufficiency of South Africa with respect to major agricultural commodities during the perod 1985
to 1990. The fofllowing chrceIstics emerge.

a. South Africa self-sufficient in all the important staples. In spite of the periodic
drugs experieAced during the 1980s, South African agriculture still succeed3d in
producng surpluses. Staple crop production can therefore drop (in totl) before South
Atca becomes a net Importer of these products on a regul basis. However, some
individ commodiies in this group are imported on a net basis (e.g., oiseeds).

b. In hort u" production, pardcarly fruit, South Africa is not only self-sufficient, but
tD a larg de dependent on earnings from the export market. he stuation is more
faworable tuha tha of crop production.

c. In contas to crop and horticultua products, red meat has a self-fficiency Index of
lower ta 100. This implies tha South Africa did not produce enough red meat during
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the years 1985 tD 1990 to meet domestic requiremets. These shortages were
supplemented by Imports fom, among others, Namibia, Botswana and some European
countries.

4.95 Red meat, coffee, rice, vegetables, animal fat, and vegetable oils are the most important food
products imported. The totad gross value of agricultural production in South Africa was almost RlS,000
million in 1987, and food imports amounted to about R1200 million. Food exports in the corresponding
period amounted to about R2400 million.

4.96 Pricing policy played a substantial part in achieving a situation of surplus production and exports.
Table 4.13 shows the difference between domestic producer prices and world (reference) prices for a
number of major commodities. The suggests that it is possible to import a number of products (admittedly
only In certain years) below the domestic cost of producing these products-e.g., meat products and wheat.
On the other hand, domestic transport costs also play a role, and help to isolate the South African interior
markets: total transport costs of imported maize to the major South African market (PWV-rea) amount
to roughy R220.00 per ton-R95.00 per ton for shipping and R125.00 for rail transport from the port of
entry. Moreover, these transport costs work in reverse when commodities are exported, often rendering
the export of low-value, high-volume commodities unprofitable. At the same time, it must be recognized
that the over-valuation of the Rand has significandy influenced agriculural trade patterns. If a new
government Is able to operate an exchange policy that does not overvaluate the currency, many of South
Africa's agricuura commodities will become more competitive.

Table 4.13: Diffrence betwoen South Afian Producer Price. and the Wwrd (RefereneT) Prioe for Mahr Crove

World (Rcference) price Produce price
Product Rlt 1989/90 1990191 1989/90 1990/91

maize RUt 330 385 301 352
Wheat R/t 375 336 457 503
Sorghum RIt 271 294 231 250
Soyabeans Rtt 698 723 591 608
GroundnutB Rlt 2,662 4,349 1,076 784
sunflower RUt 864 858 692 656
Beef RIt 4,380 4,597 5,493 5,401
Sheep (EEC) RUt 4,251 4,620 6,599 6,122
FPg (EEC) RIt 3,426 4,08S 3,479 3,628

Sbmco: Unpubished dat obtined from the Depautment of Agricuklre.

4.97 Terms of trade are important in indicating the international competitiveness of a country. Souti
African agdculture has been experiencing a weakening terms of trade. Domestic double-digit inflation,
whie major trading partners experienced single-digit inflation, undemined competitiveness on world
markets. Some analysts believe that the competitiveness of agriculture has improved recendy because the
Rand exchange rate deeased faster than inflation had since 1983. However, if the weakening of the
exchange rate Is such that the rise in costs (via imported inputs or higher costs to domestic input suppliers)
outweighs export price increases, the competitive position wil weaken (Liebenberg & Groenewald, 1990).
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4.98 Th. terms of trade of South African agricultre decreased for nine consecutive years since 1974;
then party recovered In 1984 and 1985, only to fall back again. Ibis decrease was strongly influenced
by lower prices for agricult products in intrnational markets and higher prices for most imports.
Exch e-rate changes were not able to realize more than short-term improvements. Thus economic
pressure on agricultural exports is increasing.

aqclusiors

4.99 Clearly many parts of agriculture in South Africa have been protected for many years. This is
true for producers and for the marketing and processing activities. This has resulted in a large transfer
from consumer to producer and a highly concentrated processing sector with the associated monopolistic
profits. Ihe one part of the sector that has been exposed to international competition-horticulture-has
performed very well. The production of these crops is inherently labor-intensive, and the scope for
substitution is very low. The sector is rapidly growing and has given RSA an international comparative
advantage, with considerable scope for expansion.

4.100 One of the opportunity costs of the curent marketing system has been the development of a
relatively concented sector aimed at specific market segments. By catering exclusively to white
fiamers, it prevented the development of either black fanming or informal marketing systems which could
have created substanti black employment At the same time, by emphasizing the marketing of high
qualiy, first-world agricultural products, it lost or did not create jobs in marketing of lower quality
produce for either export or domestic consumption.

4.101 Current trends in marketing appear to be moving in the right direction-from a controlled, cost-
plus pricing system to a more market-oriented one (removal of domestic controls, reduction of protective
measures, and tariffication). Given the high levels of concentration in the agriculture and food processing
sectors, the establishment of clear policy guidelines setting out Government's objectives and policy
instruments is a high priority. Three alternative policy approaches can be distinguished:

a. laisezfr: Under this policy the Government would adopt a passive attitude towards
concentration, hoping that the possible benefits from economies of scale and
competitiveness on international markets will outweigh the potential costs from
monopolistic pricing. In recent decades policy has been rather close to laissez-faire.

b. acjwU aXi-trust aoach: Under this policy the mandate and powers of the Competition
Board would be substantiay increased, with a view to reducing the existng levels of
concentration through induced or forced divestment of holdings by the major firms which
dominate particular industries. In practice, implementation of this policy approach is
likely to prove difficult: the Government wiU condnue to lack sufficient information to
pursue a legal approach to anti-rust; given the concentration of liquid funds in the
economy, forced sales of subsidiaries are likely to lead to purchases of divested firms by
existing conglomerates rather than by new entrants to the market, and the unemployment
implications of possible closures induced by an active anti-trust policy would be politicaUy
difficult to accept. Finally, the existing conglomerates can and wiU exercise strong
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financial leverage to maintain their position if threatened.

C. an WI= gproacb to the economic envirorment through deregulation Under this third
approach, govermment would not actively attempt to break up the dominant fims, but
would seek to promote changes in the economic environment which, over time, would
remove the economic basis for concentration and reduce barriers to entry for potential
competitors. Promising areas for this type of approach include continued tariffication
(which replaces administrative control over imports by a market mechanism), dereguation
of legislated monopolies and restrictive agency agreements, active enforcement of
competition policy against restrictive practices by firms in the sector, and the removal or
reduction of regulatory barriers to entry into the informal trade. To adopt this approach
requires recognition that the problem of concentradon cannot be resolved in a short
period, but that over a longer period the reality or threat of competition can be the most
effective instrment In combatting the adverse aspects of concentration.

4.102 Concentration has important implications for the policy of deregulation: in the extreme case
dereguation may involve the substitution of a public monopoly (wnich is in theory fully accountable to
public scrutiny) by a private monopoly with statutory powers. 'his is highly undesirable.

4.103 Assistance in marketing to homeland farmers is an integral part of agricultural development, but
it is not clear that this need is met by the current operations of homeland marketing boards. The major
argument for their continuation is that they provide a mechanism for defending the interests of some
relatively smaller producers against both the South African boards and a highly concentrated distribution
system. The South African boards were set up by white producers in their own interests and show, at
the very least, a bias toward large farmers, e.g., in the encouragement or requirement of bulk handling.
Mecaisms will continue to be required for bulldng the produce of small farmers, as well as to negotiate
with the boards and/or with distributors, even in a deregulated environment.

4.104 Income elasticities demonstrate that there is substantial expansion room in domestic markets for
higher-value food products if the income of lower-income groups increases. This implies that a
development strategy aimed at raising the incomes of the poor, of whom a large proportion reside in rural
areas, will have positive effects on the demand for food.
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CHAPIER 5: EFFICIENCY OF AGRJCUTRL PR

Introdu n

5.1 In order to analyze the broad subject of efficiency of South Africa's agricultural sector, this
chapter examines several dimensions of the efficiency issue. As a starting point and to gain a perspective
on the subject, a number of general remarks about efficiency need to be made. First, efficiency
presupposes the existence of an objective, e.g. maximizing profits or maximizing output. It is only
against such an objective that it is possible to evaluate the activities of an economic unit, and ask whether
or not there are less costly ways to attain the objective. Second, the evaluation of economic efficiency
does not question the basic rules that govern economic activities-e.g., the existence of a certain
distribution of property rights and a set of prices created by markets and government intervention. Hence,
this examination of efficiency makes no judgement about the merits of the present distribution of land and
other resources in South Africa. Third, efficiency can be evaluated from the perspective of an individua
entrepreneur, in which case it is called private or financial efficiency, or from the wider perspective of
society, when it is called social or economic efficiency. The difference in perspective is important. For
instance, an individual may be efficiently maximizing profits given the basic rules that govern their
economic environment, whereas society seeks to create remunerative employment for as large a number
of its citizens as possible. One can imagine situations in which the individual's behavior can be deemed
privately efficiert and socially inefficient at the same time. Moreover, since society can decide to change
some of the basic rules that govern the economic behavior of the individual, behavior can be efficient
given the 'old' rules of the game, but inefficient given the 'new' rules of the game. In the context of
South Africa, such distinctions are important. In the past, farmers may have efficienty reacted to a set
of rules-including distorted price-signals-which were related to society's objectives at that time (e.g.,
subsidizing capital in order to attain food self-sufficiency). In the future, such rules may change and what
was socially efficient in the past may prove inefficient in the future.

5.2 Large-scale agriculture in South Africa has consistenly produced surpluses, and as a result has
typically been regarded as an efficient sector from a self-sufficiency perspc.dve. In recent years,
however, the persistent financial problems experienced by many farmers-largely as a result of drought
and policy changes-have caused some important subsectors :n agriculture to be seen as fmancially
inefficient. Moreover, given the high unemployment levels in the economy, agriculture's current
contribution to employment is below its potential. The issue of large farm efficiency in South Africa is
critical to the development of a strategy for the rural economy. If, as some argue, the large-farm model
is a valid one-characterized by economies of scale-then by removing existing policy distortions it will
be possible to improve the financial efficiency of the sector as a whole. If, however, there are no
significant economies of scale associated with large farm production models, simply reforming policy will
only yield a portion of the potental efficiency gain. Ihe balance of the efficiency gain could only be
achieved by restructuring-through downsizing-the present farming sector.

5.3 The dominant model of agricultural production in South Africa is that of the large-scale farm
based on capital intensive production techniques and relatively extensive land use. While recognizing that
the question of whether an enterprise is efficient can be answered in several ways, the central questions
to be answered in the context of South Africa are whether or not economies of scale exist and, if so, what
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are the sources of these economies?

5.4 Unfortmately in South Africa, a direct comparison of efficiency between the large-scale and
small-scale farm sectors is difficult if not impossible, because black owned small-scale farms have all but
disappeared. Ample historical and international evidence suggests, however, that when compared to
small-scale farms many large-scale farming enterprises in South Africa, as elsewhere in the world, are
inefficient with respect to profits, employment and output generated per unit of capital invested.

5.5 The move towards larger farms in South Africa was strongly associated with farmers' adoption
of mechanization, which was facilitated and strengthened by subsidized interest rates, tax breaks, and the
support of output prices above border parity. Yet in spite of massive additional financial assistance to
farmers, the profitability of agriculture remained low. By 1984, an estimated 22,700 farmers (33% of the
total) had debt burdens beyond the critical level (SAAU, 1984). Most of these farmers were concentrated
in the Transvaal and Orange Free State-the regions where mechanzation of monocropped cereals had
been pushed to economically sub-optimal levels and exposed farmers to high risk levels.

5.6 The policy objectives that justified these extensive interventions were twofold-food self-
sufficiency and maintaining income levels for large-scale white farmers. Agriculural production in the
RSA increased at a rate of over 3% annualy over the last four decades, while the population increased
at an average rate of 2.8% (van Zyl et at., 1987). The social objective of maintaining incomes of full-
time white farmers at levels comparable to the incomes in the urban sectors seems also to have been
obtained for at least some farmers. From 1970/71 to 1991, total net farm income increased in real terms
from R2,728 million to R3,469 million, but with significant fluctuations throughout the period and a
c.nsiderably skewed distribution.

5.7 In order to analyze the efficiency of large-scale farming in South Africa, this chapter examines
three dimensions of efficiency in agricultural production.

a. Price efficiency. Given a certain output level, could one choose a different mix of inputs
and achieve a reduction in costs?

b. Scale efficiency. If one could expand all variable inputs proportionally, thereby
producing more output, could one reduce average costs of production? The answer to this
question is often formulated as increasing, constant, or decreasing returns to scale.

c. Technical efficiency. Given a certain output level, can one reduce costs by using less of
all inputs? The answer to this question is often linked to technological improvements and
growth in physical yields.

5.8 Price efficiec. The agricultural sector experienced a policy-induced shift toward a large-scale,
capital-intsive farm technology, heavy reliance on intermediate inputs, and toward less dependence on
labor. Ihis reflects farmers' rational reaction to the prevailing structure of incentives, in particular,
taxation and financial assistance programs. Although the price of the input bundle associated with the
prevailing technology is one element in the structure of incentives faced by farmers, it has not always
been the dominant one. Prior to 1973, large-scale farmers display considerable price efficiency.
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However, startng in the mid-1970s farmers demonstrated less responsiveness to relative input price
changes. This seems to have b3en the result of a combination of output price distortions, financial
assistance programs, tax incentives, and technical improvements that offset input price changes. In effect,
farmers responded to a distorted set of incentives that induced a diffeent production technology tha that
which would have prevailed in a more market oriented regime.

5.9 Moreover, given an excess supply of African labor in the wider economy, the pattern of
agricultural development chosen was not price-efficient from an economy-wide perspective. During the
1980s, partal liberalization of credit and outut markets, along with tax reforms and periods of severe
drought, changed many of these incentives and seemed to have reversed some of the above trends.

5.10 Sle efficiec. The same distorted incentive stucture that affected price efficiency also created
incentives for large-scale farms. As a result, prior to the end of the 1980s, there has been an increasingly
concentrated agrarian structure in South Africa. The results of this chapter indicate that a wide range of
farm sizes (above 100 hectares) are efficient with respect to scale-in order words, a larger farm is not
necessarily more efficient than a smaller farm. The crucial factor in determining the greater efficiency
of a large farm over a small farm is managerial expertise. For farms smaller than approximately 100
hectares, there is little empirical evidence on scale economies from South Africa, however, international
experience indicates that in an undistorted policy environment small farms are often at least as efficient
as their large-scale counterparts, provided the working capital constraint is removed.

5.11 Technical efficien Trends in technical efficiency can be grouped into three distinct periods.
First, improvements in the technical efficiency of South African agriculture were virtually absent during
the 1950s and early 1960s. During this period, agricultura production increased through an expansion
in cultivated area, supported by the introduction oftractors after the Second World War. Second, modest,
but significant, gains in technical efficiency appeared in the late 1960s and coniued during the 1970s.
These gains are associated with the itesification of agriculture during this period. Also during this
period the relationship between labor and machinery changed from a complementary one during the period
of area expansion to one of substitution, especially as a result of the mechanization of the harvesting
process in cereal farming. Third, substantal growth in technical efficiency was recorded ater 1983, as
farmers adjusted capital inputs to dhanges in the structure of investment incentives. For the post-war
period as a whole, however, the trends in tecbnical efficiency differed dramatically by subsector with
livestock and field crops performing well below the average, while the export-oriented and labor-intensive
horticure subsector showed dramatic increases in technical efficiency.

5.12 Hence, the picture of South African agriulture tha emerges from this analysis of efficiency is
a varied one, but one for which several subsectors can be characteized by: (1) a gradual deterioration of
price efficiency which in effect shows that farmers were compensated for the Implied loss of efficiency
through other channels; 00i) scale efficiencies that are the result of a combination of a distorted policy
enviroment and managerial ability; and (iii) uneven improvements in technical efficiency that are modest
by intnational standards and differ markedly by sub-sector.

5.13 The policy distortions that have given rise to the inefficiencies that characterize large parts of the
agricultural sector (e.g., subsidized interest rates and tax concessions on agricultural investment) are not
particularly difficult to reverse. Over the past decade, a wide range of policy changes in the general
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diection of greater market orientation have been introduced and have affected both agricultural inputs and
outpus. The impact of these changes has varied considerably by subsector: debt-free producers of some
export commodities have benefited, while profits for others, notably the main grain producers, have
fallen. For the sector as a whole, however, the capital-intensity of production has been declining
thoughout the 1980s and employment was increaing through 1987. More recently, however,
employment has again declined. Although the cause for this decline is unclear, it Is likely due to political
uncertnty over the future of white-owned farming.

Price Efflciency

5.14 Intervention in the markets for the main factors of production for more than a century have
produced a highly segmented market structure. In agriculture, factor market segmentation produced a
situation of relative land abundance for a minority of white farmers, who could draw on an excess supply
of black labor at very low wages relative to the rest of the economy. Ihe resuting factor-price structure
whih faced white famers before 1970 can succinctly be dchaized as relatively inexpensive land and
labor.

5.15 Such factor market segmentation needs to be taken as a given in judging the price efficiency of
the white farming sector. Price efficiency-the rationa response of a profit-maximizing farmer to price
signals-will be gauged in terms of the prices that farmers actually faced, even though these were largely
the outcome of insttutional arrangements which sought to suppress price-setting mechanisms predicated
on free and competitive markets.

S.16 Figure S.1 shows the aggregate land and labor quantty indices in commercial agricuture for the
period 1947 to 1991. I*nialy, the land index grew as cultivated area was being expanded through
increaed mecanizaton. I grew at 0.3% a year untd about 1960 and te began a slow decline of about

0.25% per annum for the rest of the period. The labor index grew rapidly until 1959, at 1.3% per
annum, then wavered until the late 1960s, before beginning a decline at 1.18% a year, from 1968 to
1980. Then there are three particularly bad years, followed by a recovery in the mid 1980s which took
labor use back to the level of the early 1970s. However, since 1986 labor use has declined precipitously
for reasons which awaitkfuher analysis, but may very well be related to changes in the political economy.

5.17 Prior to 1970, the cultivated area increased, particularly in maize production in the summer
rainfal areas45, as oxen were progressively replaced by tractors. Larger areas could be managed and
labor use inialy increased, pardy because of the greater utlization of fertilizer and improved seed
vadeties (Payne, van Zyl and Sartorious von Bach, 1990). After 1970, however, the substitution effect
Of m n dominated, especially with the lntroduction of the combine harvester, whih sharply
reduced labor demand at harvest time.

* Te summer ami aeas foowd d patern in th winta reXo, whe the, expao of Xteutvated ar wa
bg* complat by 1947.
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Figure S.1: May Inuts (1947-1991)
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5.18 Ihe period 1960 to 1983 can be caacteized as one of substition of machinry for labor
induced by a policy environment which included cheap credit (negative real interest rates) and tax breals
for aicultre, allowing capital equipme to be written off entirely in the year of purchase. The Pass
Laws conItutd to this trend, especily after severe enforcement began in 1968. By the end of the
drug period of 1981-3 the ctedit and tax concessions had been largely eliminated, the gold price
plummeted, and the Rand was devalued. These events led to a dramatic reversal of the historical trend,
as cheap labor was substitued for expensive capital4 . However, the increased use of labor between 1983
and 1987 proved ephemeral. Labor use declined rapidly after 1987, probably due to dhanges in the
political arena.

5.19 Figure 5.2 looks at trends in capita inputs. The machinery input index grew at 7.57% a year
until 1958, then at 0.76% until 1981; since then it has fallen 4.56% a year. This leaves little doubt that
the relative price change that occurred in the early 1980s was enough to cause a movement away from
machinery, as farmers were forced to become more competitive and efficient in their use of capital.
Similarly, the series for fixed improvements shows the effects of policies that influenced the real cost of
capital4. That series grew rapidly until about 1967 (4.82% per anmum up to 1970) and since 1970 has

45 Van Zyl (19) showed th at elicids of subton i South Afriu ag Uclue we very low, a for he
attrbutd to dxbility bornc of lak of competdii Hd this s be done a few yars late, so that this evaod
be -pd up, th raunk mit. bodia

O Noec tht thc sedies pertais to e to land and bug, but does nat Inude land vaues
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been falling at 5.47% per anmnm. The clear declim since 1976 can at least In part be attributed to the
ending of subsidies on farm construction, especialy on housing contuction for hired labor.

Figure 5.2: Capital Inputs (1947-199fL
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5.20 Intermediate Inputs (dips and sprays, ferizers, packing, fuel, etc.) appear in Figue 5.3. This
indexgrew atS.39% per ammm until 1978 andthenbeganto fail slowlyover therestoftheperiod. There
was tremendou growth in the use of dips and sprays, which grew at 9.74% until 1972, then at 20.56%
untl 1980, before beginning to faU at 1.83% per year over the rest of the period. This increase was so
enormous that Figure 5.3 is reproduced withaut dips and sprays, so that the movement of the other series
can be seen more clearly. Packing, fuel and *other iqns recorded slow growth. However, ferilizer-a
substitute for land-grew at a rate of 7.73% per annum up to 1979, before declining by over 4% a year
for the remainder of the period.

5.21 In conclusion, the overall trends in the use of inputs were the following:

(1) two decades of declining labor use up to 1991, intrupted by a sharp, but apparently
temporary, reversal in the mid 1980s;

(ii) increasing use of madhinery up to the ealy 1980s, followed by a decline throughout the
remainder of the decade;

(ni;) increasing use of intermediate inputs Cm particular pesticides and fertilizers) up to the
early 1980s, followed by stagnation for the remainder of the decade.
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lse broad trends will be relaed to relative price changes with respect to land prices, labor costs, and
the costs of mechanizadon.

Figure 5.3: Intermediate Inputs (1947-1991)
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Land orice

5.22 The 1913 and 1936 Native Lns Acts effectivelyv segmented the land ownership maket tO the
e ccusive benefit of white. farmers, who were subsequently subsidized in their effective occupation and
use of te land by a wide range of staesponsored incentive programs, including direct subsidies for land
puvrhases and land improvements. Thne restriction of access by Africans to white-owned land through
tenanIcy (sharecwpping, fixed rent, and labor tenancy) has a similar long legislative history. Since the
beginin Of the centur a series of laws undermined the profitability of tenancy and faiitated thie
conversion of blaclc farmers into farm laborers. Tenancy arrangements continued to resurfi=c under
vadous disguises throghout the county, but by the 1970s black tenancy had been largely exftiguished
(se. hampter 3).

5.23 Market prices of rural land are detenindr by the value of land as an asset in the portfolio of an
investor-the net present value of all mutualy non-exclusive profit strems, which includes, but is not
restricted to, the value of agriculftural profits. Thus, in considering the land price, one must distinguish
between the market price and the price as deuined by the agricultural value only.

.. . o
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5.24 Van Wyk (1967) compared average market prices of land in which the Land Bank was involved
(1912-1965) and of all rural transfers (1927-1964), on the one hand, and average agricultural value as
estimated by the Land Bank (1912-1965), on the other. His study shows that:

a. Between 1912 and 1941, the increase of land values-both market and agricultura-was
gradual and consistent;

b. Since 1941, purdhasers throughout the period paid considerably more for land than the
agricultu values would indicate. For example, in 1960, the average Bank valuation
was R20/hecte, but purchases financed by the Land Bank averaged R27lhectare. In
1950, the average valuation was R27/hectare, while the average purchase price was
R40ihecare; and

c. Since 1951, the difference between market price and agdcultural value increased.

5.25 There is considerable evidence to support the hypothesis d mural land investment staegies were
significantly influenced by declines in the cost of capital, as measured by the real interest rate on rural
land mrges. The influence of trends in itural profitability (on investment in rura land), which
declined since the mid-1970s, seems less pronounced. For instance, whereas Behrmann and Collett, in
an econometric analysis of farmland prices in South Africa between 1933 and 1966, find a positive
correlation between the increases in real land prices and increases in farm profitability, they attribute the
rapid increase in market prices after 1962 to a highly elastic reaction to the sharp drop in interest rates.

5.26 Van Schalkwyk and Groenewald (1992) attempted to measure the effect of land quaity
characteriscs on land prices from 1976 to 1988.48 However, while quality differences among Irrigated,
rainfed, and grazing land were statistically significant, the arability index was not fund to be a significant
factor. Instead, real debt load per hectare was found to have a high positive correlation to land prices.

5.27 Whereas land prices rose gradually in real terms from 1970 until the early 1980s, they generally
declined strongly afterards (rable S.1). Real land prices In the summer rainfall region (column A) fell
by 45% from their peak between 1981 and 1990, in the cattle grazing areas by 37% from their peak in
1976 to 1990 (column C), and in sheep grazing areas by 28% frm their peakin 1980 (D).

Poold, provi. ncil MM40 data were usod fiom to rpeR i agriulur cuses of 976, 1981 and 1968.
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Table 5.1: Real Land Pries. Real Cauital Formation. LonL-Term Debt. and Arrar.

Read Land Prioe Indices Ral Capital Pomation, Real Value of Real Value land Bank: Paeent
Fxed Maocinary & Moopago Loans for of Capil Owed in

Improvements Implmeos Loamn to Land Ana

SR WR ca sa (R million) (R milion) Famern Purchae t Ca pita l
(R milion) (R million) (%)

A B C D P G H I J
1990 66 82 92 90 344.0 388.7 263.4 157.3 6.40 1.41

1989 68 78 86 88 372.7 524.2 322.8 206.3 5.75 1.47

1988 73 76 8S 87 345.9 536.6 297.5 198.5 S.4S 1.60

1987 79 87 78 89 360.6 410.5 299.8 178.5 5.62 1.63

1986 85 80 103 95 360.9 488.6 357.2 184.2 4.S5 1.22

1985 100 100 100 100 388.4 663.5 508.6 218.3 2.76 0.94

1984 114 97 100 107 414.2 737.9 656.6 245.1 1.94 0.95

1983 118 89 118 98 452.4 895.2 965.2 246.1 2.03 0.96

1982 121 76 116 84 582.8 1,131.9 266.3 140.1 1.26 0.92

1981 121 70 106 118 572.3 1,723.8 389.4 262.2 0.74 0.74

1980 105 59 113 125 568.5 1,294.4 365.5 265.5 1.14 1.06

1979 97 67 96 101 544.3 899.0 302.7 182.2 1.64 1.48

1978 100 77 103 102 556.3 961.8 231.5 143.7 1.64 1.48

1977 114 88 137 88 529.S 1,058.0 178.7 105.5 1.62 1.42

1976 103 83 145 91 581.9 1,056.7 204.4 125.0 1.49 1.27

1975 116 90 143 102 641.3 1,345.6 261.9 179.7 1.25 0.99

1974 105 8o 115 100 655.6 961.5 275.6 208.8 1.21 1.1S

1973 101 77 111 95 693.3 888.5 227.8 166.5 1.64 1.28

1972 103 78 102 104 645.0 846.0 176.6 113.8 1.8S 1.24

1971 107 85 85 111 571.6 920.9 313.8 163.3 1.92 1.12

1970 102 69 88 108 542.7 813.8 470.7 148.6 2.06 1.13

SR - Summer rain region; WR = winter ain region; CO = cattle gmzing region; and SO - sheep grazing region. lTe real
prieindices forland iscalculted as the nominalland priceindexdivided by CPI and adjustedto makel985=100. The read
value of fixed improvements is cakulated as nominal expeadBitrs on fraxd improvements divided by the prie index for
materials for fixed improvements" and adjused to consant 1985 Rand (1985 = 100) (Absmrct of Agriculturl St c 1992,

p. 85, 97). Real fixed invedmet in tractors, machiney and implemenb equals the nominal investmen divided by the price
index for machiny and implements and adjuted to equal 1985 constant Rand (Abstract, p. 85,97). Percet of LAnd Dank
long-term debt in arrea is te from Table P.2, Appendix F.

5.28 Van Schalkwyk and van Zyl (forthcoming) undertook the most comprehensive study of South
African land prices to date, coverin the period between 1955 and 1990. The following conclusions
emerge from their work.

a. Real land prices were positively related to lagged inflation, suggesting that investments
in land were partialy made as a hedge against inflation; and
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b. real land prices rose as real interest rates decreased to negative levels during the 1970s;
correspondingly, real land prices decreased as interest rates increased to more normal
levels in the 1980s;

c. real land prices followed the trends in real returns per hectare closely, except for most
of the period after 1983 when land prices and real retuns per hectare followed opposite
trends; and

d. rel land prices were positively related to real debt per bectare except for the period
between 1980 and 1985, when real debt-load rose while land prices plummeted.

5.29 Van Schalkwyk and van Zyl point to fact that as real Interest rates on credit from commercial
sources increased in the early 1980s, farmers responded by gaining increased access to Land Bank credit
which was on soft terms and was managed by their own cooperatives. Consequendy, during the period
1979-1985 real debt per hectare was allowed to increase rapidly as land prices fell and, as a result,
solvency rates declined precipitously.

5.30 On balance, it appears that prior to 1980 land prices were mainly influenced by the high
profitability and the highly subsidized interest rates offered to firmers. Ihe steady decline in farm
profitability, combined with higher real interest rates, are mainly responsible for the decline in real land
prices during the 1980s. In terms of price efficiency, these trends suggest that a large part of the increase
in real land prices from the 1960s untl the early 1980s reflected farmers' very reasonable reaction to the
decline in the cost of capital. Thus farmers were price-efficient as agricultural entrepreneurs and as
Investors in rural real estate, taking advantage of the Land Bank's preferential and subsidized access to
low-interest mortgages for farmers. However, during the 1980s, the declining profitability of the capital-
inwensive farming methods used by the farmers seems to have been compensated by increased access to
soft credit from the Land Bank which was managed by and extended through the agricultura cooperatives.
In such a situation it is difficult to assess to what eatent farmers were behaving in a price-efficient
manner, given the increased likelihood for opportnmistic behavior under a system in which demand and
supply of credit are no longer separable.

LaborCosts

5.31 The segmentation of labor markets came about through a long series of legislative efforts similar
to the legal distortions introduced in the land and capital markets. It attempted to solve what was refewred
to as the labor problem of the white commercial fuaming sector by means other than simply Increasing
wages in order to attract laborers. The inability to use wages to attract black labor reflects fundaenally
on the unprofitability of large-scale settler farming. In general, legislation enacted attempted to reduce
competition between employers by increasing the transaction costs of labor mobility between the
agricultural and non-agricultural sectors, and between agricultura employers. For instance, the concepts
of masters and servants in the common law and a series of legislative actions from 1911 onward (Cbapter
3) strengthened the ability of white farms to retain farm workers and prevented farm workers from
breaking contracts, changing employers or allowing family members to enter contracts with other potenW
employers. The fact that the labor problem continued to affect large-scale farming is demonstrated by the
fact that until 1993, labor laws affecting other sectors of the economy were not applicable in agriculture.
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5.32 Ihe economic Impact of the above and other legislation was extreme labor market aegmenaton.
It ensured a spply of labor to white farmers at wages well below those in the urbn sectors. White
frmers basicadly became local monopsonists in the labor market and were able to set wages for black
labor at very low levels. A substantial black wage gap between manufacturing and mining, on the one
hand, and agriculture, on the other, was the resuIt4 Cable 5.2). For example, in 1975, it was estimated
that the per capita income of Africans in the four large metropolitan areas was 3 times that of Africans
living in the wbite rural areas (Wison and Ramphele, 1989). In 1989, Afiican poverty-measured by the
percentage of the Afiican population living below the poverty line-was also much higher in the white
rural areas (well above 60%), than in the large metropolitan areas (24.3%).

5.33 Such wage gaps provided powertizl incentives for blacks to migrate illegally to urban areas. Influx
control was at best a sieve, but did little to reduce the gap between rural and urban wages. Conversely,
illegal migration of blacks to the urban areas may have prevented the gp from growing even firther,
given that trends In average annual earnings of all races exhibit strong similarities across sectors.

Table 5.2: Annual Banins in the Fasn and Non-Farm Soctors at 1985 Constant Prices

Agrculte Manufactuing Mining

Total Baks Othas Total Blacks Othens Total Blak Others

1988 793 - - 9,559 6,061 13,543 6,962 - -

1987 816 - - 9,215 5,664 13,294 6,577 - -

1986 821 - - 9,270 5,492 13,593 6,427 - -

1985 794 - - 9,644 5,607 14,252 6,595 - -

1984 - - - 9,950 5,829 14,728 6,7S7 4,628 22,614

1983 956 743 1,837 9,842 5,776 14,568 6,594 4,440 21,927

1982 - - - 9,636 5,637 14,898 6,606 4,386 22,652

1981 - - - 9,418 5,462 14,161 6,378 4,236 22,391

1980 965 - - 10,423 5,925 15,768 6,921 4,526 24,792

1975 707 524 1,609 8,289 4,347 13,163 5,405 3,024 23,752

1969 483 354 1,191 7,169 3,325 11669 3,264 1,157 20,292

196$ 579 434 1,365 6,453 3,069 10,472 2,906 1,101 17,075

1960 483 364 1,126 5,685 2,420 9,545 2,706 1,063 15,175

1957 415 326 941 5,481 2,333 9,259 2,733 1,089 14,578

Sou Roth et aL, 1992.
Othes: Whites, Cloreds and Asins.

5.34 However, there is considerable evidence of a widening of the black wage differential between the

0 Some of the diffe_ence can be attributed to cost-of-liing differentials, and, in agriuu to the exclusion of inknd
mancea that e difficult to compWltuly capture in salary or wae mesr. Howe, such adjutments aro unlikely to explain

the full extent of the gap.
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farm and non-farm sectors between 1972 and 1983 (Simkins, 1990). From 1972 to 1983 real wage levels
in the mining sector rose rapidly (Table 5.3), while manufacturing, starting fom a higher base, came
in a distant second. Uip to 1983, the real wage gains in agriculture were considerably lower than in most
other sectors. Wage trends In agriculture were roughly comparable to those in the equally less-organized
trading sec or. A growing wage gap between the farm and non-farm sectors has also been found by Merle
UIpton (1985:388, table). Table 5.2 shows that the wage of black farm workers of R364 per annum in
1960 was a mere 15% of that of black workers in manufauing and 34% of that of black mine workers.
By 1969, black farm workers earned 10% and 30% of what black workers were earning in manufacturing
and mining respectively, but by 1980 only 9% and 14% of what workers in manufacturing and mining
were receiving. The situation had not changed much at the end of the 1980s.

Table 5.3: Conmtative Sewotral nrease in Real Wages. 1972-1983

Sector Pere Incream in
Real wages

(%)

Agriculture 26

Minig 254

Manufacuing 65

Tade 21

Govenmmt and private srvice 52

Soux: Sinkins, C., 1990, deived from an analysis of South African staistics, 1986.

mhe eraordinary incrae in mining wages (254%) can be attributed to the vay low base from which they strd, the gold
pre spike in the lfte 1970s, unionizion and the decision of the Chanber of Mines to aract more labor from ins South Africa
afte the withd of the very large Malawian Mine Labor coningert by Banda in 1973.
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Table S,4: AgricultuI Waso Income of Black People on Whitw Farms. 1970-1987

Total Wages Wages pe Rgular and
Paid to Fam Domestio Worwer

Work (R/year)
(Rt mM=io)

(198S constmt prices)

1987 811.0 1,017

1986 895.5 1,092

1985 924.2 1,120

1983 903.5 1,232

1981 878.8 1,276

1980 876.7 1,169

1979 905.2 1,169

1978 890.6 1,114

1976 86.2 1,076

1975 859.9 1,010

1974 800.2 927

1972 768.2 961

1971 736.0 876

1970 788.2 858

30ure: Simkhn, C., 1990, Table 3, deived from an analysis of Agriuul Census and Survys.

Note gI/: Wages must be interred with auton becaue of bigh paymens in kind.

5.35 The Increase in real wages of black fam laborers and of all farm laborers (i.e., all races) seem
to have been matched by a comparable rise in labor productivity (of all races of farm laborers)-at least
for the period for which data on black farm wages exist, i.e., 1957 to 1988 (Cables 5.2 and 5.4)51. 16
other words, real wage increases for black farm workers seem to have been justfied in terms of
producvity Incrases. Van Rooyen and van Zyl (1991) estmate that labor productivity has actally risen
faster than real total remuneration per farm laborer. Such diffreial trends are probably the result of
labor market segmenaion, but also of the relative decline of bargaining power of black farm laborers,
who are excluded from the labor-relations legislation governing other sectors of the economy.

Therc is sme also evideca of rldieaion in relatv wag increases, at lt the pedod 1957 to 1969, whe
real wag of black fam laborers increasd by a moderate 8.6%, but real wags of aoh - increased by 26.6 lon
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Table S.S: Labor gMploymgnL Wases and Productivity

Total Fam Ratio of Casual Productvity per Worker ORea
Workers to Permanent Value OutputlWorker)(Randsr

(000) Wo*ers

1988 1,144.8 0.74 11,722
1987 1,273.9 0.78 9,673
1986 1,270.6 0.73 9,351
1985 1,245.1 0.71 9,183
1983 1,OS6.6 0.72 9,999
1981 1,069.1 0.73 10,816
1980 1,152.8 0.72 10,311
1979 1,226.5 0.77 9,709
1978 1,196.9 0.76 9,013
1977 1,169.0 0.63 8,762
1976 1,184.3 0.73 8,684
1975 1,331.0 0.85 6,829
1974 1,344.9 0.89 6,842
1973 1,354.2 0.86 7,323
1972 1,389.3 0.89 6,099
1971 1.516.0 1.03 6,106
1969 1,609.0 0.94 4,591
1965 1,161.7 0.39 5,719
1964 1,122.1 0.48 5,869
1962 1,642.6 0.88 3,918
1961 1,S44.8 0.80 3,869
1960 1,348.3 0.78 4,376
1959 1,728.9 1.00 -
1958 1,605.S 0.97

Source: Roth et a., 1992

a. Gross value of agricktunl producion divided by the producers' price index of agrikulure goods (Abstrat of Agiculura
Stastis) dvided by the total number of wors (manent and caual) employed in agriulure regardlss of race (South
Africa Ststios 1990).

5.36 In spite of the moderate and apparendy labor productivity-related wage trends, farm employment
declined in absolute numbers, starting in the early 1970s (Table 5.5)52. his came at a time when the
volume of field crop production grew at an annual rate of 4.7% and total agricultural production grew
at 3.9% over the period 1970-1980. Agricuture is the only sector in the economy to experience such an
absolute decline in employment during a time of output expansion, concurrent with growing numbers of
unemployed black labor in the wider economy.

2 Regnl dat on he mber of worker an farms in the conmcial secw ar rnely limited, and effectly availale
for only a few years. Dat ae someimes, but not always, desegegt into peranent and al worers within regions. Pairly
compete data on the number of frm employees ar aivable by race and se (up to 1969) in te Absact of Agricull Sbtas,
and by penmanent and c works for most yes in the South Afican Stiics.
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5.37 Additionally, the ratio of seasonal to permanent workers has declined since 1970, from 1.03 in
1971 to 0.74 by 1988. The sharp decrease in casual workers in 1964 and 1965 corresponds with the
promulgation of the Bantu Laws Amendment Act of 1964. Whether the number of casual workers indeed
actually declined, or whether farmers stopped reporting them or started calling them permanent for
reporting purposes would be difficult to ascertain. Marcus (1989) points to an increasing trend of using
women and children as a temporary labor force.

5.38 Labor productivity, defined as the real value of gross agricultu production per worker
(permanent and casual), rose steadily from 1960 through 1980 before levelling off in the 1980s C(able
5.5). From 1970 to 1985, labor productivity increased by 5.2% per year during 1970-1985, for a toWal
of 84% (van Zyl et al., 1987).

5.39 The stagnation in labor productivity in the 1980s is matched by a stagnation in real farm wages,
as well as an economy-wide stagnation and decline in the 1980s; average real annual earnings (average
for all races) fell disproportionately in agriculture: from R965 to R793 between 1980 and 1988. They
fell only from R10,423 to R9,559 in the manufacturing sector and from R6,921 to R6,962 in mining.
Gien the concurrent long-term growth in unemployment, the increased bargaining power of unionized
black labor outside of agriculture seems to have lessened the effects of the general economic crisis on real
wages in the non-agricultura sectors. The effects of extreme labor-market segmentation on the ability
of farm workers to organize seems to have aggravated the economic crisis for them. As Table 5.5 shows,
the real wage in agriculture fell to below 1975 levels by 1987.

5.40 However, there seem to be Important regional and subsectoral differences with respect to wage
trends in agriculture. The devaluation of the Rand from $1.29 in 1980 to $0.46 in 1985 benefitted the
sub-sectors which were export-oriented. In particular, deciduous fruit, mainly concentrated inthe Western
Cape, increased its profitability and technical efficiency and translated this into higher employment and
higher wage rates. In Table 5.6, employment differences between regions in 1985 and regional wage
trends between 1980 and 1985 are examined. The Western Cape (Region A) has the highest malelfemale
ratios, the highest percentage of ful-time equivalent jobs, the highest farm labor wages, the only
substantia real wage increase, and the only increase in employmen between 1980 and 1985. On the
other hand, the Northern CapelKaroo (Region B), the Orange Free State (Region C) and the Western
Transvaal (Region X), have aU experienced a drop in real wages and a moderate decline in employment
between 1980 and 1985.
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Table 5.6: Wace Increases and Variations in Conbact Labor be Region

Region Males per 100 Ful-time 1985 Wage Wage Increase Employment
fenals in equivalent (% Rate 1980-85 Increase

1985 of 1985 (Rl/year) (%) (%)
popution)

A 613 37.6 2,131 17 4
B 140 22.0 1,000 -23 -1

C 110 20.2 998 -15 -1

D lOS 22.7 1,227 1 -1

ED 121 - 1,303 0 -

P 154 17.0 1,357 7 -2

G 124 21.9 942 S -4

J 168 12.8 1,056 -19 -11

Sources Simkins (1990), Agriculr Censues and surveys.

5.41 Labor market segmentaion lso caused an artificial scarcity of white laborers, thus increasing the
relative price of skilled, mainly white, labor. Moll (personal co cation) found that there were
hardly any black farm managers in the Western Cape (wheat/sheep mixed farms), Northern Orange Free
State, and Western and Southern Transvaal (maize farms). The tradition of black farm managers seems
mainly to exist in the deciduous fruit sector in the Cape, where white owners often employ black foremen.
Ihe reasons for this seem to be that the scope for the substitution of machinery for labor is much more
limited in horticulture than in grain farming, that Cape land owners are more enlightened, and that the
export orientation forces the subsector to remam efficient.

Cot of Mehaab

5.42 The explamation for the decline in farm employment after 1970 can be found in two related
factors. First, the reative profitability of agriculture vis-a-vis the other sectors of the economy started
to decline, making it increasingly difficult for farmers to compete with urban wages. Second, although
the process of mechanization started after the Second World War, it was only after 1970 that an absolute
displacement of labor by capital took place. The various pieces of legislation seeking to prevent black
farm labor from leaving the farm were accompanied by a strong trend of labor substitution through
mechanization, which began to reduce farm labor demand after 1970.

5.43 After World War H commercial agriculture saw a rapid increase in mechanization. Two periods
can be distnguished. First, until 1970, the increase in mechanization led to area expansion and output
growth. Labor followed this expansion as a complementry factor. Second, after 1970 area expansion
stagnated and output continued to grow, but labor was replaced by capital and farm employment declined
in absolute numbers. Ihere is considerable evidence to suggest that the second change was not price
efficient, but led to under-use of labor and over-use of tractors and harvesters.

5.44 In 1981 the Land Bank's long-term real interest rate, at a negative 8.2%, encouraged farmers to
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invest in durable assets (machiney and equipment). Tax provisions allowing farms to write off 100%
of capital costs against taxes In the year of purcae fiuter lowered the cost of capital. Overvalued
exchange rates fvored imports of machinery for a sector that attempted to maximize the production of
nontradables. Apparently, the combined effect on the cost of capital was to lower the reladve price of
equipment and machinery to such an extent that it became profitable to replace low-wage farm labor with
even cheaper capital. This is a remarkable trend, given the already low wages of black labor In
agriculture and the existence of excess supply of unskilled black labor in the economy as a Whole."

5.45 The mechnization of labor in the maize-growing areas of Western Transvaal is descrbed in detail
by de Klerk (1985) for the period 1968-81 (Table 5.7). Farm operations which used to be done almost
completely by hand (e.g. planting, reaping, transporting, threshing, bagging, and gleaning) were
increasingly mechanized' and methods for handling, transporting, and delivering the crop to the
cooperative depots became more mechanized as well. Since the early 1960s cooperatives have invested
millions in bulk handling and storage facilities. Bulk harvesting by combine, with transfer directly to a
truck or trailer elimintes, much seasonal labor. By 1968, 55% of the maize crop was already being
delivered in bulk, and by 1977 virtualy the entire crop was reaching silos in the same way (de KMerk
1985). Fertilization and weeding were also mechanized. Chemical weed control was not nearly as
widespread as mechanical harvesting in 1968. Only 15% of the area planted with crops was being
sprayed with weed killers in that year. By 1981 weed killers were being used on roughly 95% of the total
crop swrface (de Klerk, 1985).

5.46 When asked to explain their shift to mehanized harvesting, farmers mentioned the following
factors in descending order of importance: (1) labor is unavailable; (2) combine harvesting is quicer; (3)
labor is unreliable; (4) combine harvesting is cheaper; (5) combine harvesting is easier to control; (6) bulk
handling has made combine harvesting easier; and (7) wages have become too high (de KMerk, 1985).
Hence, the urban-rural wage gap-reflecting the uncompetitiveness of white agriculture vis-a-vis the other
sectors of the economy-caused a labor shortage in white agriculture. When the costs of mechanzation
were artificially lowered, white farmers were given another solution for the labor problem: substitAtion
of mechanizion for workes.

Sif hol be noted, howeve, that effeadve labor at in agriculture may hav finreased during the late I970 and 1980
beyond the modes nominal was increases becaus of inang tensions in labor reains and the general politcd ewionm

'" Planting once done by larg t of sea l wors is now done by farmes uing a few wok wit tractor and
plani eument. One manwveting begins, almost al fam i saona workes for rn, threshing, bagging, or
deaning Two harvesing methods am si pracied: (1) reaing by hand sad treaing mechanically (hand harvediW; and (2)

r and thesing with the samachin Until the 1950s, all maize was reaped by hand by tms of works.
C 1mbinveters, which ppeared in SouthJ-Aica in the 19, prented fiamers with tie choice of mchanized harvaeting
echiques usingtratorpulledharveser. Self-propeed omb wae introduced in the 1960s. Even with mechanical harveting,

seaonai workers are sil universally hired for gleaning (collctg the sacks of heads left behind by the combin). However, the
c has relced mual reapig, tanp and eshing.
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Table 5.7: Distibution of Harvesting Me_hfods in the Western Transvaal. 1968-1981

Hoivesdng Mechanized Hand and Meohnized
by Hand Harestng Harvesting

(% fans) (% tams) (% fams)

1968 81 16 3

1973 54 38 8

1977 11 81 6

1981 S 89 6

Sour: do Klerk, 1983.

5.47 Mechanization affected farming systems in the various agro-climatic zones of South Africa in
different ways: In the grain-pwroducing areas it is associased with a reduction in farm employment after
1970. Maize and wheat together account for about 60% of total cropped area. Payne., van Zyl, and
Sartorius von Bach (1990) examined trends In farm employment by maize and wheat farms from 1945
to 1987 in the five major commercial grain production areas of South Africa: North-Western Free State,
Western Transvaal, and the Transvaal Highveld in the summer rainfall areas, and Ruens and Swartland
in the winter rainfall areas. They found that the number of employees per 1,000 hectares under
cultivation rose significantly in the summer rainfall regions from 1945 to 1970, while it remained constant
in the winter rainfall areas over the same period. However, the number of employees declined over the
period 1970-87 in all areas. 'he real value of total remuneration (cash plus kind) per farm laborer
increased in all areas from 1945 and 1970; but although it also increased in the summer rainfall areas
from 1970 to 1987, it decreased in the winter rainal areas.

5.48 In the summer rainfall areas (mainly maize), a large expansion in cultivated area occurred from
1945 to 1970, mainly due to the substitution of tractors for animal-powered technology. This period
witnessed an increase in the number of farm employees (per 1000 hectares under cultivation) and in rea
machinery investment (per hectare under cultivation), indicating a complementary relationship between
machinery and labor. With higher production from area expansion and higher yields (from technical
hange) came an increased demand for farm labor, especially for harvesting. However, between 1970

and 1987 the number of employees declined; and machinery investment increased, indicating a substitution
of capital for labor in production. A rapid expansion of maize harvestng technology after 1970 also
hastened a shift in the substitution of capital for labor and a decline in employment (de KIerk, 1983). As
indicated in Table 5.7 only 16% of farms in the Western Transvaal used some form of mechanized
harvesting in 1968, but by 1977 81% of farmers were using it, and by 1981, 89%.

5.49 In the winter rainfal areas (mainly wheat) much of the rea expansion occurred before 1945.
From 1945 to 1970, the number of employees (per 1000 hectares cultivation) stayed fairly constant, while
real investment in machinery (per hectare under cultivation) increased significantly. Between 1970 and
1987, however, real investment in machinery stayed constant; but the number of workers declined.

Price Efficiency of Mechanization after 1970

5.50 South African agriculture makes sub-optimal use of labor. Subsidized low interest rates and
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various tux breals have encourged excessive substitution of capital for labor (Bell and Padayachee, 1984;
Biggs, 1982; de Xlerk, 1991). Additionally, labor-saving technology has been extensively promoted by
South Africa's farm machimery industry and seems also to have been adopted by farmers in an effort to
imitate North American and West European agricultue. Such capital/abor substitution has resulted In
declining capital efficiency (Volkkas Bank, 1991).

5.51 Consequentdy, meizion in South Africa appears to have exceeded the optimum level defined
by the relationship of relative factor prices and the margina rate of substitution between capital and labor.
Overmechanization-use of machinery beyond its economic optimum-hs been widely documented for
South African agriculture (e.g. Brotherton and Groenewald, 1982; van Rooyen, 1973; Hancke and
Groenewald, 1972). Several studies have found that the most produedve and profitable farm enterprises
had the least real investment in machinery and equipment per hectare (Viljoen and Groenewald, 1977;
lanse van Rensburg and Groenewald, 1987). Ihe use of actors has been. so extensive that their
productivity appears to be zero (van Schalkwyk and Groenewald, 1992).

5.52 Simflar findigs are reported by van Zyl (Farmer's Weekly, September 11 and 18, reportig on
Herman van Sdhalkwyk's M. Com. dissertation at the University of Pretoria)5. The study found that a
straightorward substitution of labor for capital would lead to increased prodution and that labor was not
only under-used, but also underpaid.

5.53 Over-mechaization was found in nearly all regions. Except for the arid Karoo region (which
relies heavily on irrigation for the limited planting that takes place), the results indicated that tractors were
applied up to a point where their marginal productivity has become zero or, in the summer rainfall
cropping region and the grazing regions of Natal, negative. This suggests considerable over-
mehanization for large parts of the country as a result of subsidized low interest rates. Moreover, two
of the regions with negative marginal productivity also had the highest rate of farm insolvency.

5.54 Labor was underused and underpaid in all regions. Its maginal productivity was found to be
positive in all regions, suggesting general under-use; and because margina-product values were
constenty higher than marginal costs, labor appears to be substantialy underpaid-mostprobably because
of the labor market segmentation achieved under influx control.

5.55 The switch to mn in maize and wheat production during the 1970s also entailed a
switch to monocropping; but large-scale, rainfed, monocropping of grains in the South African agro-
climate is high-risk production. A shift toward rainfed monocropped farming normally implies an
increased risk exposure for the producers; with price-efficient, risk-adverse farmers, such higher risks
should mean low adoption rates. However, South African maize producers-and to a lesser extent wheat,

" Daft usd we from the Agitu nss ReponR s of 1976,1981, md 1988 to which reio Cobb-Dous podo
funtdons wee ftt. The dqpndet vaiable uswd an approxi masure of productivity, ie. rgial ss fgrm income deflaed
by the inde of agiltural pwduc prie. Estatd coeffcent wee the used to evaluate whth marginl valuo produs
equa margi co for th vu inputs used. Five homogeou region rc diatinguishe Natal; aunvn-infl cropping
rgion, conistig mainly of the mai triangle; Cape coastal areas; Kaoo-an arid to semiarid egion inuding the lagt past
of the Cape Province and Waftn and Soutn Oange Free State; and the gazing rgion-4 Cape ano of the Onge Riva
and Nothmu Trsval azring aeas.
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have developed a patten of o npecaons based on the goverment's willingness to guarantee ouW prices
and provde financil assistance duting drougt years. Indeed, farmers expect at if a drought occurs,
those who are hit harst wll receive the highest financial subsidies. Technically, insolvent fam ofte
receive loans at subsidized neive real interest rates, while successu farmers pay commercal rts.
In recent studies, van Zyl (1989) and Brand et al. (1991) showed that a more open arcultur markeg
system would cause maie production to move east, toward places with higher and more stable r
patterns.

5.56 Using data from the Wetem Tranvaal, lanse van Rensburg and Groenewald (1987) compared
grain farmers who did poorly with those who did relaively well in the drought years following record
maize production in 1980/81 and fund that those who did poorly had spent more than others on
fertilization per rand of maize eamings and had invested more per hectare in machinery, equipment, and
fixed improvements.

5.57 In the policy envioment of the 1970s and early 1980s there was little incentive for farmers to
switch to less risky production patr. Again, although one expects fms to act rationally, i.e., price-
efflcientiy, there is substantial evidence that many of them did not. Moreover, from an economy-wide
perspective the shift to high-risk, monocropped systems under rainfed conditions is probably very price-
inefficient; and there are good reasons to believe that this price inefficiency has contributed substantly
to an acceleating and unsustainable spiral of indebtedness.

5.58 The characerisis of financially Insolvent firmers confirm the inefficiencies associted with the
over-investment in capital-intensive production prompted by subsidized credit Fuller and Darroch (1988)
use discrminant analysis to identify factors disingiin farms with a high debt ratio from those with
a low debt ratio in the summer crop producing regions, i.e. the Transvaal and the Orange Free State6.
Their findings indicate that higher debt levels were significanty aociated with seven factors-in
descending order of importance:

a. the ratio of medium-term to total assets (.593), indicatng that high debt users tended to
over-invest in medium- term assets, mainly equipment and livestock;

b. the subsidized credit to total liabilities ratio (.380), indicafting farmers with larger
amounts of credit from the Land Banlc Agricultura Credit Board, and Cooperative Credit
tend to be higher debt users-reflective of the effect of interest rate subsidies;

c. off-farm income (-.374), implying that non-farm eaings help substitute for credite'

Pmannes bhavingo above 40% wea defined as high det users, while tbos bdow 10% wemclassifed as low dit uses
Mh low det group _res hnmes with suffit liquid reserves to met cash flow shoxdalls. The hbi di group desbes
farmue wbo fae protd finci and hay det pamnuft sch . The SAAU sen out 43,22 sv in b 1913
q _ediomah'a, 11,080 of which were red. Th Fule ad Darroh sample extrcced 937(447 low di and 490 hig del)
summe cp producers fom this aW mpVec

Iws ngSave reationshp bas an impora aizig effect, and in;ae oppounis for di redbti thouh nonfrm
ad puat-m actfties.
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d. the achievement of a standard 10 education or higher (.334), implying that better educated
farmers tend to acquire higher debt loads;

e. age of 36 years or older (-.258), implying that older farmers tend to have less debt;

f. the profitabflity ratio, defined as net fam income to tot assets (-.245), indicatng t
higher farm incomes help substitute for credit; and

g. the debt servicing ratio, defined as interest plus capital repayments to gross farm income
(-.229), implying that debt loads tend to decline as interest costs become onerous, or as
repayments reduce the debt load.

5.59 In summary, there is considerable evidence to support the hypothesis that the reduction of farm
employment in the commercial sector during the 1970s was relatively price-inefficient, even from a
narrow perspective. It was cetaly not price-efficient from an economy-wide perspective. The
substitution of capital for labor in agriculture seems to have been primarly induced by extreme
segmenat of land, labor, and capital markets.

Rea= =nZ = Wd&M

5.60 In the second half of the 1980s, the government withdrew a nmmber of explicit and implicit price
subsides (van Zyl, 1991; Brand et al., 1991):

a. Farmers were exposed to somewhat higher interest rates and considerably devalued
exhnge rates;

b. Budgetary alocations to farmers declined by more than 50% in real terms since 1987;

c. The real producer price of importa commodities such as maize and wheat declined by
50% since the mid-198Qs;

d. Controlled makedng and processing systems were progressively deregulated since the late
1980s; and

e. Favorable taxation has been changed, reducing the implicit subsidy. For instance the
writing off of capital purchases in one year has been changed to hee years.

5.61 A relatively price-efficient reaction seems to have followed. The capital-intensity of production
fell, and farm employment initialy rose steeply (Figure 5.1) in the late 1980s. Similar policy changes
ffected a few other sectors of the economy as well, particularly small business. As a resuit, these sectors
went through a period of adjustment, marked mainly by a rapid reduction in the capital-intensity of
producton. Looking at the sectoral composition of the disinvestment that took place, we see that
agriclture led the way. During the period 1983-87, agriculture disinvested at an annual rate of 15.9%,
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significanly above the economy-wide rate of 6.5% per year.58

5.62 The relative price-efficiency of the farmers' response is also reflected In recent changes In
cropping patterns. They have shifted away from low-profit maize and gmundnu to higher-value
specialty crops (horticultural crops and vegetables). Howcroft (1992) estimas that the adoption of a
free domesdc market for all cereals would bring reductions in the area under cultivation to maize and
wheat of 13.4 and 19% respectively.

5.63 In horticulture, the price efficiency of supply response to the devaluations and the sanctions of
the 1980s are illustrated by the following trends:

a. an 81% growth of exports from 1981 to 1984, followed by three years of sanctions-
related stagnation (the industry reports that perhaps one-quarter of overseas market sales
were lost), and then by strong growth from 1987 to the present; and

b. a 161% rise in the volume of production for export from 1981 to 1992, compared to a
64% rise in production for the domestic market (the latter possibly subject to under-
recording).

5.64 Before the adjustment policies of the 1980s were implemented, the price efficiency of South
African agriculture relative to the U.S.A. was found to be low, in particular with respect to the flexibility
to respond to changes in the prices of inputs such as machinery (van Zyl and Groenewald, 1988).
However, in a later study of elasticities of substitution between agricultural inputs, Sartorius von Bach
and van Zyl (1991) found that the price efficiency of South African agriculture has improved in recent
years because of an increase in farmers' ability to substitute among inputs in response to changing market
conditions. They attribute this progress to the easing of policies that restricted labor mobility and
cotolled the prices of agricultural commodities. However, increased political risks may negatively
itefere with the recent improvemens in price efficiency of the sector.

Scae Efficiengy

iSvidec

5.65 Agriculture is generally characteized by constant returns to scale, and the higher efficiency of
family labor compared to wage labor has often established an inverse relation between farm size and
efficiency in production (see text box). International research has generally not found evidence of any
more than aminmum increase in retuns to scale for the crops that occupy more han90% of South
Africa's cultivated area (i.e. maize, wheat, oats, sunflower, sugarcane, and groundnuts).5"

I Hover, do Kklk (1991) argues that some of the apparet redution in capital iety may be a atat abeato
caused by chaugs in valuation methods.

I Economis of scae inprocess, not in produion per se, edst in sugarcane, while the coordinion problau of runmning
sVWr mMi all year up to capacity may spill ovwr into the organition of producton.
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5.66 bI South Africa
farm sizes began to Increase
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to Increaser util te 1980M. 
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until 1971, black farm
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particular since the 1970.l 

5.67 From the beginning otflonre vei oefr 0 fhwrdspolaok,hoth
of the cenuy unti therseda far edia f rion.
1950. the mnuber Of fiars
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the 1970s before levelling t
off in the late 1980s.. .

Becaue the cultivated area
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remained the same, the nmbr of farms declined-from 116.848 uts in 1950 to 62,084 unit in 1990
(Abstr of Agrltural Statiscs, SADA, 1993). The pattern seem to continue unti the late 1980s,
ithough the is some eviden of an increasing differentiaion in farm sizes below the 10O-ectae
minimum which (in some areas) defines a farm in official statlstlcs.

5.68 The reduction In the number of farming units shows an accelerating trend, beginning in 1950,
when there were 116,848 fIaming units (Hatngh, 1986. Tbis number declined at an average rate of
0.9% from 1950 to 1960 (1960: 105,859 units), by 1.4% in the 1960s (1971: 90,422 units), by 2.4% in
the 1970s (1981: 64,430 unitS), and by 2.9% in the first half of the 1980s. There was a slight rise to
67,010 unit by 1988, followed by a decline to 62,084 by 1990 (Abstract of Agricultura Statistics 1992).
The process leading to fewer and larger farms was apparently nation-wide. All provinces ewpriaenced
substantial consolidation of fiauland. From 1955 to 1988, the number of farming unis in the Orange Free
State fell 53%, in Cape Province 41%, in Natal 41%, and in Transvaal 39 ton/hectare.

5.69 Average farm size increased from 738 ha/farm in 1953, to 867 hecaes in 1960, to 988 hectares
in 1971, and to 1,339 hectares in 1981, but declined to 1,280 ha/farm in 1988. The Increase in average
farm sizes was a nadon-wide process, too. From 1955 to 1988, average farm sizes by province increased
from 1,284 to 2,663 ha/farm in the Cape province, 471 to 998 halfarm in the Orange Free Stae, 403 to
629 ha/farm in Transvaal, and 390 to 609 ha/farm in Natal. As can be seen from these data (which do
not include the market gardens around the major metropolitan areas (Brand et al., 1992). the national
average farm size bides significant regionrA variations. In 1988 the median farm size was about 500
hectares, with farms in the high-potenti areas sigoificantly smaller. Such qualificatons should not
distract, however, from the fact that large-sale firms dominate South Afticar agriculture, and hat the
average size of these farms is extaordinary by inteatonal standards (Table 5.8).

I Th daelin te numbar of frmg units may msk n incease I the pption of sma fg units (main in
pe-u areas). he o of land ownersip seems to hav been fared by lad tansfes from th middle farming cda
Mny of fth farmers that used to copise the middle famng class ke left agrcul or expn dedr farm oth a aL,
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Table 5.8: Avrse Farm Sie ip thg World. 1970

Country or continent Average opeaional
fan size (ha/fanm)

South Africa-total 988

Natal 523

Tranavasi 473

Orange Free State, 724

Cape 1,765

Africa (exl. South Africa) 2.9

North America 161

Europe 7.6

Latin Ameria 47

Asiat 2.3
World 14.1

hum: UN Food and Agicuur Oranizon (1981)
Republic of South Africa (1993), Abstract of Agriuur Stawcs

3: Countries used in calculations are the following.
Africa: Agei, Angola, Botawana, Cameon, Cental African Republic, Chad, Congo, Gabon, Ghana,

Mle d'lvoire, Kenya, Lstho, Liberia, Libya, Malawi, Reunion, Siea Leone, Swaziland,
Tanzania. Togo Zaire, Zambia.

North Amea: Canada, USA.
Europe: Austria, Bem, Fane, West Germany, Italy, Malta, Netherlands, Norway, Poland, Porul

Sweden, Unied IGngdom.
Wodd: Also includes Eastern Europe and Oceania (not dsown). Oceania incldes r agi Australia

(1,997 ha/fam) and New Zealand (302 ha/fm).

5.70 At present, there is mixed evidence for the existence of scale efficiencies in Soulth African's
commercial farm sector:

a. Ihe dbton of ross farm income is highly unequal: In 1983, 0.9% of the farmers
eared 15.9% of the total gross farm income; 5.8% earned 38%, and 27.5% eamed
72.8%;

b. Nleuwoudt (1990) cItes statistics indicating that 28% of South Africa's farming sector
supplies 75% of its gross farm output;

c. Hattingb (1986 reports evidence of a direct relationship between farm size and efficiency
in sheep farming in the Karoo and in catle ranching in northwestern Transvaal. Hattingh
also reports that efficiency increased between small and medium-sized irrigated farms at
Vaalharts and dryland grain farms in the Orange Free State, before decreasing again on
the larger farms (size ranges are not specified);
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d. Analyzing the Department of Agriculture's Production Cost Surveys, Moll (1988) finds
no significant economies of size' both in maize-cattle regions (Western Transvaal,
North-West Orange Free State and the Transvaal Highveld) and in wheat-sheep regions
(Swartland). Using retabulated 1983 census data, however, Moll finds economies of size
but only in the maize areas and for 50-300 hectare range.

5.71 Conversely, there exists empirical evidence from South Africa to suggest an inverse relation
between farm size and efficiency. In 1988, 50% of farming units owning only 7% of the farmiand, with
farm sizes of less than 500 hectares, were responsible for 43% of gross income, 23% of net farm income,
36% of capital investment, and 33% of farm debt (Brand et al., 1992). Cbristodolou and Vink (1990),
based on data obtained from the Central Statistical Service which also covered the existing smallholdings
in municipal areas, come to the following conclusions (Table 5.9):

a. the gross margin per hectare was R1514 for small fanns (below 500 ha), R87 for middle
farms (500-1000 hectares), and R36 for farms above 1000 hectares. Moreover, small
farms employed 632 workers per 1,000 hectares, compared to 27 and 29 workers per
1,000 hectares for middle and large farms respectively;

b. the cash wage per 1,000 hectares paid by small farms was on average R1,189, compared
to 13 cents and 7 cents paid by middle and large farms respectively;

C. farmworkers earned 16% of the gross income of small farms, but only 10 and 9% of the
gross income of middle and larger farms;

d. smaller farms' total farm expenditures were nearly R5,000 per hectare, whereas middle
and larger farms spent only R177 and R55 per hectare respectively.

asMo lus n oononie of i (all fadors but operaor labor obangin) a opposet to eononme of sae (all f4on
Ow 5P
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Table 5.9: Factor Intensites in Aniculturem 1988

Fauming Gross Employees Cash wage Wages as Curent
unit size Mar8in per worker % of gross ependkures
groups income

(ha) (R/ha) (No.11000 ha) (R/1000 ha) (%) (Rihb)

< 2 5,096.77 2,779.6 10,534.31 16.4 28,210
4 3,421.24 1,082.6 469.13 17.1 8,160
9 2,517.84 673.5 84.56 15.3 3,133

19 614.38 379.7 25.78 21.4 1,283
49 986.41 335.3 6.49 14.0 1,942
99 384.23 172.9 2.94 16.8 840

199 344.41 133.6 1.35 17.3 680
299 170.83 84.9 0.99 16.4 424
49g 91.45 45.8 0.35 12.5 277
999 87.55 27.1 0.13 10.2 177

1,999 74.55 17.7 0.08 10.1 117
4,999 38.46 7.8 0.05 9.6 56
9,999 18.06 3.0 0.07 8.6 25

10,000+ 11.71 1.4 0.11 8.6 21

Total: 50.11 14.3 0.01 11.6 91

Source Christodoulou and V=k, 1990, based on data provided by the Centmal Staistical Service.

5.72 Much of the evidence on scae efficiencies in South Afiican agriculture cited above should be
interpreted with etreme care because data were not standardized for differences in land quality or for the
paricular commodity mix of farms, and in some cases inappropriate analytical methods were followed.
In order to address these deficiencies, Chavas and van Zyl (1993) used non-parametric melhodsQ to
detmine scale efficiencies in seven major farming regions of South Africa-Swartland, Rfiens, Transvaal
Highveld, Western Transvaal, Eastern Orange Free State, Northwestern Orange Free State, and the
Vaalharts irrigation area. Individual farm data for the period 1976 to 1989 were supplied by the
Department of Agricultural Development's Directorate of Agricultural Economics.

5.73 A wide range of farm sizes in both extensive and intensive commercial farming seem to be scale
efficient, depending on how farmers organize their specific variable and fixed input mix, as well as the
combination of outputs they produce. In this respect, many relatively small farms in both rainfed and
irrigation agriculture are scale efficient, but a rather larger number of other relatively small farms seem
to be scale-inefficient. Given the available data, Chavas and van Zyl (1993) could not investigate scale
efficiency on farms below 10 hectares in the irrigated area (Vaalharts) and below approximately 100
hectares in the other areas.

5.74 The comparative efficiency of black, small-scale farming versus white, large-scale farming is very
difficult to assess. More than a century of policy interventions has suppressed the profitability of black
farming in order to protect white farmers from black competition and to assure the white farm sector of

TMem metbodolo used is desrib in del by Chas and Alibe (1993).
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low-wage labor. Ite only areas where black farming was condoned were tihe homelands. Given their
location, lack of infrastructure, and support services, generally poor soils, and extreme population
pressure, It would be unfair to compare small-scale farming in the homelands with farming in the white
ares.

5.75 Nonetheless, a few cases exist in which black, small-scale farmers were given access to support
structres roughly comparable to those of their white colleagues. The two case studies preseated here,
in both of which small-scale, black farmers equalled or outperformed larger, white farms, come from tea
and sugar farming (van Zyl and Vink, 1992).

5.76 In the tea industry the case study illustrates that 'mini-farmingo (where an individual leases a
small area planted to tea from a tea estate and is remunerated according to the quantity of acceptable tea
produced) shows an increase In yields, income, and profitability of both the estate renting out the land
and the mini-farmers. Compared to ordinary pluckers, mini-farmers obtained yields on their 0.5 hectares
plots averaging 23% more ta what the large estate obtained.

5.77 The same applies to the sugar-cane case study in the Eastern Transvaal, where black smaliholders
obtained 116.8 tons/hectare on their plots of 7.1 hectares (on average), while largescale white farmers
adjacent to these smallholders obtained 102.9 tons/hectare on 68.6 hectares (on average). Total costs
amounted to R3,286/hectare for the smallholders and R 3,448Jhectare for the large-scale farmers
(unpublished data from represive samples gathered by the University of Pretoria). Both these case
studies confirm that with the same support structures small-scale farming is at least as effcient as Ilrge-
sce firming in these specific areas and types of farming.

Land Tnsactiom

5.78 Land transactions constitute an important mechanism to capture scale efficiencies. Since 1965,
between 7,561 and 14,889 deeds, and between 3.1 million to 5.5 million hectares of rural immovable
property, have been transferred annually CTable 5.10). The total area of transfers has remained
remarkably constant at around 4% of the total surface area in the commercial sector.

5.79 The average size of land transfers has risen over time. The number of transfers dropped in the
1980s, both nationally and for most size categories; but there does not appear to be a corresponding drop
in the total area transferred. Particularly in the upper size ranges of the market for nrual land, transfers
have remained relatively constant in mmber while areas transferred have increased.

5.80 Transactions involving smaller parcels dominated: Of the 8,852 parcels transferred in 1990/91,
26.8% were less than 19 hectares in size, 26.7% between 20-99 hectares, 17.9% between 100-299
hectares, 10.4% between 300-499 hectares, 9.4% between 500-999 hectares, 5.1% between 1000-1999
hectares, and 3.6% above 2000 hectares. However, the frequency of recorded deed transfers of the
smallest parcels is declining in relative terms, which may suggest that progressively more transfers are
takdng place off the record.

0 Note at 198142 wu the beat maim amoer.
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5.81 rans ivolving larger parcbls, however dominaed the total area nsferred. Of the 3.2
million hectares of land transferred in 1990191, 0.6% were parcels less than 19 hectares in size, 3.2%
between 20-99 hectares, 9.2% between 100-299 hectares, 11.2% between 300-4Q9 hectares, 18.1%
between 500-999 hectares, 19.5% between 1000-1999 hectares, and 38.3% above 2000 hectares.

Tible 5.10: Lad Madk Transacmions and Prices. ebig of South Afnica

Toal No. of Tota Arma of Ave. Sizn of Percn of Ave. Land
Transfers Transfers Pacels Farm Arma Priceha

(No.) ('000 ha) Tranfed (%) (R/ha)
(ha/pacel)

1990-91 8,852 3,235.2 365.5 - 798.1

1989-90 10,146 4,159.4 410.0 - 614.4

1988-89 10,132 4,206.3 415.1 4.90 496.5

1987-88 8,436 3,470.4 411.4 4.04 427.8

1986-87 7,561 3,166.9 418.8 3.69 375.0

198S-86 7,818 3,079.7 393.9 3.57 364.4

1984-85 9,437 3,S43.4 375.5 - 361.6

1983-84 9,642 3,477.6 360.7 4.04 336.7

1982-83 9,414 3,453.3 366.8 - 258.6

19814-2 13,544 5,269.2 389.0 6.10 237.1

1980-81 14,889 5,519.8 370.7 - 199.7

1979-80 10,406 3,924.1 377.1 - 145.7

1-97576 10,857 3,297.8 303.7 3.86 136.0

1970-71 13,123 3,482.9 26S.4 - 82.0

1965-66 11,399 3,599.1 315.7 4.10 47.6

8knnxx Roth t aL, 1992

5.82 Another land trmsactdon facilitaftig the capturing of economies of scale Is rental. In 1963 total
leased land represeted only 13.1% of tot land area; but in 1988 rented, leased, and share-cr ed land
represented 19.5% of the total surface area, wit considerable regional variation: 26.9% in the Orange
Free State, 22.9% In Tranvaa, 17.3% In the Cape, and 15.7% in Natal. Haingh and Herzberg (1980)
found a fthose wbo lease land are mainly farmers who already own some.

5.83 Moreover, although the official stadstics point to a relatively high rent rate of nearly 20% of
total area, In fact most rentals are between the older and younger generations of the same white family.
Such renta aangements are de facto pension schemes, and the proportion of genuine rentals can be as
low as 5%. It has been sgested tha the low rate of genuine rentals at least party reflects owners' fear
that renters will mine and destroy the fragile land.

u of Scale Effice

5.84 Ihe offici definition of a viable farm in terms of size has had a profound negative effect on the
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relative profitability of farms smaller than the viable size. Given the high levels of official assistance and
subsidies to farmers, the viability definition became almost a self-fulfilling prophecy, because under the
Agricultural Credit Act all farms below the viable size were excluded from assistance. Moreover, under
the Subdivision of Agricultural Land Act of 1970 it is not possible to subdivide an existing title deed
without minista approval. Permission is granted only with proof that a reasonable net farm income
can be obtained with 'average' management The subjectivity of this requrement, together with the
lending cteria of the official funding agencies, precludes systematic empirical analysis of smal farms
in South Africa. Yet it is interesting to observe that despite the lack of assistance for small farners,
official record deed transfers show that the prices of small parcels of land increased more rapidly than
the prices of large parcels since the 1960s.

5.85 Ironically, the benchmark for determining farm viability-farm size-has changed over time;
during the 1960s and 1970s, expansion and mechanization were considered the solution to remain
competitive with non-farm incomes. However, in the 1980s, the high debt loads from capital and land
purchases reduced farm profitability and decreased returns to capital-intensive investment. Thus many
farns once thought to be viable by the criteria set in the 1970s were exposed as unviable in the financial
crisis of the 1980s.

5.86 Farmers themselves seem to view consolidation of farms as a rational economic reaction captuning
economies of scale. For instance, Moll (1988) reports that of 55 farmers surveyed in Bredasdorp and
Malmesbury regions who had bought land during the previous decade, 35 (or 64%) indicated that they
had done so partly to take advantage of size economies.

5.87 De Klerk (1991) attributes the process of farm consolidation to technical change, viz.
mechanization. Cw.nsolidation has generally also caused a reduction in farm employment, because the new
mechanized farm did not need to employ all of the workers from the more labor-intensive smaller farms
that were acquired. While seasonal workers bore the brunt of mnization, permanent workers were
most directly affected by consolidation (de Klerk, 1985).

5.88 Sartorius von Bach, van Zyl, and Koch (1992) constructed an index of manageria ability based
on indicators such as budgeting and the keeping of records and found it to be highly correlated with both
farm size and total farm income. By evaluating Cobb-Douglas production function coefficients with the
manageral ability index included as an input, the authors found significantly increasing returns to scale
among 34 farmers in Vaalharts lrrigation Area. When managerial ability is excluded from the regression,
however, results indicate constant returns to size. The same pattern holds true for a sample of 100
farmers in Northeastern Orange Free State.

5.89 Groenewald (1991) suggests that even beyond the indivisibility of capital and managerial inputs,
economies of scale may result from scale efficiencies induced by the existing agricultural marketing
system through volume discounts on the purchase of inputs and volume premiums on the sale of outputs.

5.90 Roth et al. (1992) econometricaly tested a nmmber of models explaining the reduction in the
number of farms between 1972 and 1988. Ihey found the number of farms to be positively correlated
with the ratio of real machinery costs to real gross revenue, but negatively correlated with the ratio of
farm requisites (mainly non-labor inputs) to output prices. Ihis suggests that scale efficiencies in
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agrclture are strongly associted with a decline in machinery cost and an increase in the profitability of
non-labor Inputs. Both correlations suggest that the appearance of scale efficiencies in South African
agriculture is rooted in the policy distortions that led to the reduction of the real cost of capital in the
agricuitural sector.

5.91 Chavas and van Zyl (1993) found a highly significant negative correlation between farm size
efficiencies and debt burden, while size efficiency and managerial ability were positively correlated. The
results show that the issue of scale efficiency is a complex one and is influenced by a variety of factors,
of which managerial ability-the basic indivisible input in agriculture-seems to be dominant. A whole
range of farm sizes in both extensive and intensive commercial farming was found to be scale efficient,
depending on how farmers organize their specific variable and fixed input mix, as well as the combinaion
of outputs they produce. Their results are consistent with the findings of Sartorius von Bach and van Zyl
(1992), who conclude that beter managers have larger farms. It should be noted, however, that small
frms will in general require less sophisticated management than large farms, which would explain why
Chavas and van Zyl found efficient farms in all size categories. On the other hand, these results can be
interpreted to mean that farm size is not really the central, but rather managerial ability.

Future Scale Efficiencv

5.92 The contiued removal since the mid-1980s of the distortions brought about by price policies and
legal constaints is likly to bring about a more normal pattern of scale efficiency in agricultura
production. Given inteional experience, an inverse relation between farm size and efficiency should
slowly emerge; but the current ownership-structure is likely to act as a constraining factor for the efficient
restructung of farm production. The structurua bias against small-scale faming (black and white) carries
high opportity costs in terms of productivity and employment foregone.

5.93 In 1991 the racially-biased land acts-responsible for a century of segmented land-markets-were
repealed. Becwse of imperfections in the credit market, however, the entry of new African farmers
tirough self-financed land purchases wil be limited because of their obvious poverty. Conversely,
increased profitability of small-scale farming as a result of the removal of policy distortions may create
an agrarian structur chacterzed by widespread tenancy-as exsed before the adoption of mechanized
fiming methods. Such a return to tenancy, however, would considerably reduce investment incentives
to black farmers, both in fixed farm capital as weU as in residential housing and other infrastructure.
Moreover, given South Africa's fragile soils, such a strategy entails significant environmental risk.

5.94 Although higher capital costs make capital-intensive farming less attractive inthe intermediate run,
the changing political landscape may make it difficult for farmers to return to the labor-hiring practices
that supported the sector for the two cenumies before mechani Tion hus it may well be that the exodus
of workers away from farms wil be difficult to reverse completely under the current agrarian structre.
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TBal Factor Produgti5djy

5.95 Thirtle, Sartorius von Bach, and van Zyl (1993) undertook the most recent and comprehensive
analysis of total factor productivity growth of South African agriculture. Indices of totl factor
productivity (TFP) measure aggregate output per unit of aggregae input, providing an indication of the
technical efficiency of agrictural production. Thirde, Sartorius von Bach, and van Zyl (1993) calculated
a TFP index for South African agriculture for the period 1947-91" (rable 5.11). 'here have been no
previous attempts to measure TFP at the national aggregate level; but regional productivity was
econometrically estimated by van Schalkwyk and Groenewald (1992), and productivity of grain-farmin
was calculated by van Zyl (1990).

5.96 From 1947 to 1991 total factor productivity (TFP) increased by 1.26% per year-a modest but
significant rate by international standards. There was basically no TFP growth until 1965, then 2.15%
until 1981 and fairly rapid growth of 2.88% per aunnm since 1981. The TFP growth for the 1981-1991
period was the result of policy reforms that increased the cost of capital relative to labor and slowed down
non-labor input growth considerably.

5.97 However, aggregate TFP growth masks subsial differences in productivity growth among
the three agriculturd sub-sectors. The export-oriented and inherentiy labor-intensive horticultural sector
grew at 2.42% annually over the entire 1947-1991 period, whereas the more inward-looking livestock and
fieldcrop sectors both recorded a very low productivity growth of only 0.77% per year over the same
period.

'The methodology foMlowed is prhaps closet to that of BaU (198S) and Thirle and Botomley (1992). Thirde o aL (1993)
expla change in the TFP index through the dermining variables, such as the dsock of knowlede (accumlted resarch caiL
gSwAred by pAs reeach eqendie), extension serioes and fanmr education. 7he basc argumet as that resarch and
drdsvlpnami generats technologa, extensio difuse t and that better educated farmers are better at screenin new technology,
so thy adopt fa nd alo adapt technolg, so addn an emet of on-fum tacolog geradion. But, for South Africa,
intnaonl echnolog trnwsfer may also be smtat and the influence of the weather is coniderable

C1qgr 5: fcien of4grlcubuwal Prducon Page 122



Sogth Afiea A.rfcuwkr: Sbuetu. Prfomawe A Oniom fo the hiure

Tabl. 5.11: Outnut. Inmfl. TPP. Labor and Land Ptoduc6it Indicos

Yeaw Oulp Input TFP Labor Prod Land Prod

47148 100 100 100 100 100

48/49 110 102 108 108 108
49/50 104 118 88 100 103
SOl/5 114 108 106 109 114
S1/52 121 102 118 113 120
52VS3 112 112 100 104 111

S3154 129 123 10S 11? 126

S4JSS 134 129 104 120 132
51S56 13S 13S 100 118 133

56/57 141 139 102 123 139

S7/S8 138 142 97 124 13S

S81S9 143 154 93 126 139

S9/60 150 18 9S 125 139
6061 161 155 104 159 151
- /62 172 166 104 1SO 164
62/63 178 163 109 l1O 170
63/64 172 165 104 161 166
64/65 179 176 102 174 169

65/66 183 185 99 179 180
66/67 227 186 122 201 226
67/68 201 182 110 178 201
68/69 208 18 11S 182 204

69/70 220 1 1 1tS 202 213

70171 227 407 110 217 220

71/72 257 211 122 257 249

72173 243 205 118 243 239

73/74 252 203 124 25S 247

747 272 199 137 281 273
7576 265 205 29 273 268

76M7 279 211 132 302 281

77/78 299 213 140 310 302

78/9 299 226 132 319 303
79/80 311 231 135 326 313

SQ1 317 226 140 3S2 318

S1/82 343 228 151 411 343
82/83 307 224 137 370 308
83/84 276 234 118 334 277
W8S 310 242 128 34S 311

£7qte 5. Fjckew ofAgHukal Producto Page 12S



Sou&h Africax Agriclrture: Srudcture. Perbnnon-e & Ornions for the FAaure

8S/86 315 231 136 322 315

8W87 319 218 146 323 321

87188 336 214 157 344 338

W89 360 210 171 401 362

89190 370 206 180 418 380

90/91 360 215 168 411 375

91/92 342 213 161 409 360

sogc: rniztle e aL (1993)

5.98 Output growth has been consistently high, with the exception of the 1983 and 1991 drought years
(Figure 5.4). Over the entire period 1947-91, the output index grew by nearly 350%-a rate of 3% per
annum. The quatity index of inpUtS more than doubled, growing at 1.8% a year. However, the
aggregate hides the fact that inputs grew at over 2.5% per year until 1979, but since then have been
falling at 0.9% per year Crable 5.12). 'he combination of output growth and input reduction explains
the growth of TFP over the past decade.

Table 5.12: Annual Averame Growth Rates by Pefiod. 1947-1991
(5)

Otput Inplt lTPP Labor Land

1947-91 1947-91 1947-91 1947-91 1947-91
3.02 1.79 1.26 3.60 3.13

1947-79 1947-6S
2.52 0.00

196S-81
2.15

197941 1981-91
-0.90 2.88

:W, Thte et al (1993)

5.99 Over the 1947-1991 period, the part productivity index for labor grew at 3.6% a year, and land
productity increased at 3.13% per amnum. Labor and land productivity increases confirm dth
productivit growth with respect to the primary factors is higher than TFP growth because of the
subttui of non-farm inputs for labor and land (Groenewald, 1964). This result can be seen most
dearly in Figure S.S.
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Figure 5.5: TFP. Labor and Land Produciiy, (1947-1991)
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5.100 OuW growth In horticture outpaced both fielderops and livestock (rable S. 13 and Figure 5.6).
Livestock output showed the least growth. For 1947-1991, growth rates for crops, hordculture and
livestock were 3.06%, 4.20%, and 2.39% a year, respectively. The increasing importance ofhorticulure
is not a recent phenomenon. Groenewad (1965) noted a similar trend for the period 194516 to 1962/3.
he effect of serious droughts, as in 1983, are clearly shown in the fieldcrop index; irrigated horticulture

Is less affected; and the livestock index declines, but with a lag-since the damage to herds hits
povky aer.
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Table S.13: Avoragg Shares in Rovenue and Costs and Annual Growth Rates. 1947-1991
(%)

item Shan Chang Growth Specific Sub-Poriods of Interest

OUTPUTS:

Crops 42 40 to 3S 3.06 199011 used for Share Change
Hordnlturo 16 16 to 22 4.20
Lvestock 42 44 to 43 2.39

INPUTS:

Labor 23 36to 15 -0.58 1947-S9= 1.30, 1962-80= -1.18

Land 9 7 to 9 -0.10 1947-59= 0.30, 1959-91= -0.2S

InTRMIEDIATE 33 28 to 33 4.20 1947-78= S.30, 1978-91= -0.19

Pacing 13 16o0 10 3.02
Fuel 26 33 to 2S 2.09

Fetlizcr 28 24 to 20 4.73 1947-79= 7.73, 1979-91= -4.29
Dips & Spmys 10 3 to 16 10.02 1947-72= 9.74, 72-80= 20.56, 80-91= *1.83

Other 24 23 to 29 3.94

CAPITAL 3S 28 to 3S 1.67 1947-83= 2.S3, 1983-91 = -3.79
Imrovents 1S 22 to 10 -0.12 1947-70= 4.82, 1970-91 - -5.47

Machiney 47 50 to 38 1.10 1947-57= 7.S7, 57-81= 0.76, 81-91= -4.56
Animals 39 28 to S2 3.10

thnpe: Thirle es aL (1993)

S.101 Table 5.13 also reports the average shares in total costs of the inputs, the change in cost shares
over the full period, and the average anSal growth rates. Ihe overall position is clear in Figure 5.7,
which compares four aggregate inputs-land, labor, capital, and intermediate inputs-with the total input
series, shows that intermediate inputs and capital inputs have been substituted for the primary inputs. The
cost share of labor in production tumbled from 36% to 15%, and the growth rate of labor over the period
was a negative 0.58% per annum. Land has held its cost share, but shows no quantity growth. Thus,
virtually all of the total input growth is accounted for by the rapid increase in intermediate inputs (4.2%
per amnum) and capital goods (1.67%).

S Now th te shar of labor, land. hitermedi and capital ips sum to lO0%. W ithin th itmeia and capita
ategoris, the shaes of inputs again awm to 100%.
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Figu 5.6: ZgruWture ut (1947-1991)
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Figure 5.7: Agrcultre Iuts (1947-1991)
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5.102 This general trend obscures the period-by-period differences. Intermediate inputs grew at over
5% per annum before 1978, but declined at 0.19% a year since then; capital inputs increased at 2.53%
p.a. unti 1983 and since then have decreased at 3.79% a year.

5.103 lhe growth rate In TFP is greater than would be expected on the basis of van Zyl's (1990)
prelimy study of productivity in grain production; this shows the Importance of horticultre to the
gicultural sector. The rapid growth of productivity since 1983 is In agreement with the regional

econometric study by van Schalkwyk and Groenewald (1992), which found evidence of substantial growth
In some regions since 1981, reflecting the increasing competitive pressures and the removal of price
distortions caused by credk, tax and macroeconomic policies.

Efficiency Issues in the Homelands

S.104 The poor natural resource base and the continuous build up of demograhic pressure since the
begiming of this century tirough the racially segmented land markets have made the homelands
"fnetionally urban" or rural dormitories". Given these conditions, future migrants from rural to urban
areas are expected to come from the homelands; but even steady out-migration from these areas will not
exceed popuion growth (Urban Foundation Report, 1990).

5.105 It is difficult to get a grip on efficiency issues in the homelands; the existing data base is very
weak and probably underestimates the importance of agriculture, even though it is extremely constrained
by the overcrowded and poor resource base. For example, official estimates of homeland yields are
consistendy lower than case study data (e.g., Cairns and Lee, 1990:85,91).

5.106 However, the available case-study material does suggest that relatively few farmers are engaged
in agculture full-time in the homelands. According to Nicholson and Bembridge (1991), the majority
of households in South Africa's homelands does not have enough land to provide for subsistence needs.
Thus most nrur households enage in farming only part-time, and most of their output is kept for
conumption at home.

5.107 Nonetless, a substantial amount of arable land seems to go uncultivated each year (Tapson,
1985; Benso, 1981; Lenta and Maasdorp, 1988). Three main reasons explain this paradox:

a. Ihe portion left uncultivated is in fact beavily populated with livestock. Investment in
livestock is a very profitable, even under overcrowded conditions. The Native Lands
Act of 1913 explicitly forbade black tenants on white land to keep any cattle in excess of
what was needed to plow the white owner's land. The only place for Africans to keep
livestock, then, is in the homelands. Even with such restrictions in place and the extreme
land pressure in the homelands, blacks contiue to own over one third of South Africa's
national herd.

b. Because crop cultivation returns little profit, it is unable to attract labor, given exising
opporunity costs of labor.
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c. A significant portion of *arable" land is in fact not arable (McKenzie, Weiner, and Vink,
1989).

d. Transaction costs in the land market are high. becau selling, purchg, and renting
land is tehically illegal.

5.108 The profitability of crop cultivation seems to have been declining becase of the worsening tms
of trade. While family farmers in the homelands almost quadrupled maize output from 1970 to 1990, the
terms of trade of inputs such as ferlizers and tractors declined by between 40 to 60% in the same period
(Ducan et al., 1992). Nevertheless, homelands production Increases In maize, beans, sorghum, and
groundnuts are outpacing the commercial areas. When partial relaxation of restrictions on black farmers
occurred, smaltholder production in sugar and cotton increased, as well as market gardens in vegetables
(Ardington, 1990; Wheeler and Ortmann, 1990).

5.109 Several studies have also explored the relationship between farm size and efficiency in the
homelands, where farms are in general much smaller than those in the commercial sector. Nieuwoudt
(1991) notes that small farmers may use land much more intensively than do larger farmers. Latt and
Nieuwoudt (1988) used data on 140 households in Umbumbulu district of KwaZulu to conduct a
disbcmint analysis of input use. They found that farms of less than 1 hectare applied inputs much more
intensively than farms larger than 1 hectare; thus they suggested that smaller farms may maximize retms
to land (their scarce resource), while larger farms maximize returns to labor or capital.

5.110 Moreover, even in comparison with the commercial sector, homeland agriculture is sometimes
found to be more efficient Case study material shows that in dryland cotton smallholders in KwaZlu
are more viable than large farmers (Wheeler and Ortmann, 1990:251). These trends are also confirmed
by the two case studies mentioned earlier where sma farms, given the same support structures in tea
and sugar farming, have done as well or outperformed larger farms (van Zyl and Vink, 1992).

5.111 In a study of 60 farmers in Gazankulu, half of whom were identified by extension staff as
commerciy-oriented, Nicholson and Bembridge found that ucommercial farmers* cultivate more land
than typical subsistence farmers" (12.2 hectares versus 2.3 hectares), own more cattle and equipment,
are better educated, and are more likely than their neighbors to keep records. Similar findings are
reported for Trasel (Bembridge 1991a), KwaZulu (Bembridge 1991b, Wheeler, and Ortmamn, 1990,
Nieuwoudt and Vink, 1989) and Lebowa (Coetzee). Ihe authors of these latter studies also note the
importce of income from non-agricultural sources, such as wage employment, in providing working
capital for the purchase of seeds, fertilizers, and other production inputs.

5.112 Given the relatively equitable distribution of land holdings in the homelands and the lack of rights
to buy or sell land, much of the increase in operational holdings by successfiul farmers represents formal
or infomal acquisition of temporary use rights held by others. Such transfers of temporary use rights
may be consistent with improvement in efficiency, because they combine idle land with surplus labor and
other factors. Such trarsfers are currently limited by the extreme population pressure under which the
tenmre arrangements operate. Landholders fear they will lose long-term rights to their land if they permit
others to use it.
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Technical EffcieW of Agdiculre in th Homelands

S.113 Although data on production are generally available, the lack of data on area and yield makes
analysis of trends in technical efficiency in most of the homelands impossible. Such data are available,
however, for Lebowa (see earae section in Annex 3); they Indicate relatively higher rates of growth
in yields for most of the major crops from 1981 to 1989, compared with commercial areas. Moreover,
In the TBVC ('independent-) states production of maize, dry beans, sorghum, and grundnuts appears
to be oulpacing the commercial sector. Unfortunately, lack of area data precludes analysis of
deterinants of this production growth. Physical yield data are discussed in Annex 3.
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CHAPTER 6: FARM PROEThABILr

6.1 As demonstrated in earlier chapters, the growth path followed by many parts of South African
agriculture was characterized by large-scale, capital-intensive production methods. Chapter S examined
the efficiency of this strategy by analyzing three different types of efficiency and concluded dtat the
mpugm scale efficiency of large farms is due pdimarily to the preferential policy treatment a.corded these
enterprises. The ultimate test of efficiency and financial sustainabiity of the enterprises, however, is the
response of large-scale farms to the withdrawal of this preferential policy treatment. If the structure of
incentives (e.g., prices of inputs and outputs, taxes, and/or marketing systems) changes, farms are unable
to respond adequately and ensure their profitability, this constitutes a reliable indicator of their inefficiency
in an undistorted policy environment.

6.2 Since the mid-1970s, agriculture in South Africa was exposed to a cost-price squeeze that reduced
farm profitability. This was compounded during the 1980s by: (i) unfavorable weather conditions; (U)
reduction of farm subsidies; (iii) liberalization of marketing policies that often resulted in lower real
producer prices; (iv) and higher capital costs due mainly to higher interest costs. The failure of many
firms to respond to the changing price environment (recall the finding in Chapter S of only modest price
efficiency) meant that many farms continued to rely on the established, capital-intensive production
methods. Given the variable agro-climatic conditions to which South African farming is exposed, the
continued reliance on mechanized, monocropped farming also entailed a higher exposure to climatic risk
and increased the volatility of farm profits.

6.3 As a result, the debt burden carried by many farmers, in particular those in the summer rainfall
areas (i.e. wheat and maize growers), escalated to unsustainable levels. Although real farm debt reached
its highest level in 1985 and has declined since then, the financial position of many farmers has continued
to deteriorate, as illustrated by a continuing increase in the debt-masset ratio. Moreover, the ratio of short-
term debt to total debt increased considerably. Higher capital costs, tighter credit standards, fewer farm
subsidies, and the growing unsustainabiity of the debt burden should have positive effects on labor
employment in the sector and force less efficient farmers into foreclosure. However, the government
contiued its atempts to aid the sector financially; and when the 1992 drought occurred, substanial
amounts of debt which had been accumulated during the 1980s were effectively written off through a
massive recapitalization effort targeted to grain producers and totaling R3.4 billion.

6.4 The implication of the downward trend In farm profitability and the resultant accumulation of debt
as a result-in large measure-of the changing policy environment, suggests that many of the large-scale
farms are financially inefficient. To the extent that this inefficiency is caused by size, it argues for a
strategy that encourages a down-sizing of agricultural enterprises. This conclusion must, however, be
treated with caution. There is tremendous variability in across the agriculture sector due among other
factors to managerial ability, and it would be incorrect to argue that a smaller scale of operations would
be appropriate for all subsectors. At the same time, a combination of international evidence with regard
to farm size and recent South African experience suggest that a smaller scae of operations in many
agricultural sub-sectors would be at least as efficient as the large scale farms once the picy distro
har 6Fiminated.
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Declining Fam Revenues

6.5 Farm reveumes, reflectng the combined effects of output price and quantty chges, showed that
aggrega gro farm revees icreased up to 1980, but declined slowly during the ne decade (able
6.1). For each of the major subsectors, tht following trends emerge:

a. Red gross revenues from fieldcrops rose steadily from 1960 through 1980, then stalled
or declined through the 1980s, faling 44% between 1980 and 1990;

b. Real gross revemnes for animal products also rose steadily from 1960 to 1980, but
stagnated during the 1980s; and

c. Real gross revenues for horticultura products rose gradually until 1980. Ihe horticultral
sector was the only major sector to exhibit modest real growth in the 1980s.

Table 6.1: Grons Revunues in Agnicukural Subsectos
(R milion, consJtn 1985 tem)s)

Gross Valic Gross Value of Gros Value (hrss Va1ue
of Fild Crops Hortbuluro of Animal of Parm

Crops Products Output

1990 3,646 2,224 4,795 10,665

1989 4,095 2,271 5,126 11,492
1988 5.041 2,169 5,630 12,840

1987 4,343 2,191 S,289 11,822

1986 4,416 2,104 4,870 11,391

1985 4,580 2,101 4,752 11,433
1984 5,522 2,071 5,159 12,752

1983 4,427 1,985 5,016 11,428

1982 4,520 1,956 5,055 11,531

1981 S5305 2,124 5,372 12,801
1980 6,565 1,953 5,017 13,535

1975 4,245 1,78S 4,142 10,172

1970 3,743 1,383 2,891 8,018

Sble: Abstra of Agricilurl Stistics, 1992, pp. 79, 82.

6.6 Producer prices of most major agricutura commodities and of some agricultura inputs in South
Af*ica were highly reglated and controlled until the mid-1980s. This applies specifically to cers, red
meat, sugar, wine, and to machinery, fertilizer, fuel, and electricity. Producer price movements,
therefore, do not necessarily reflect relative demand and supply conditions, but rather incentives to
increase or decrease production. Given such price regulation, inenational markets are basically used to
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dispose of domestic surpluses or to compensate for deficits.

6.7 Producer prices of agriculturu commodities increased in real terms during most of the 1970s, but
declined during the 1980s (T'able 6.2). During the 1980s field crops experienced the worst decline in real
prices-a 32% decline from 1980 to 1990. Price trends for animal and horticultural products showed less
marked declines.

a. The real producer price index of field crops increased modestly from between 1970 and
1980, fluctuated in a fairly tight range from 1980 through 1984, and then fell to
three-quarters of its 1970s value by 1990.

b. The real producer price index of horticultural crops experienced a brief upturn in the
1970s, dropped sharply between 1980 and 1981, stagnated between 1981-88, and fell
moderately thereafter.

c. Ihe real producer price index of animal products increased between 1970 and 1980 and
then gradually declined throughout the 1980s.

6.8 High producer prices induced rapid expansion of output durng the 1960s and 1970s, but aggregate
output was relatively stagnant throughout the 1980s. The fall in real producer prices during the 1980s
led to stnant agricultural growth and a contraction of output for fieldcrops. Additionally, a series of
regional droughts in 1983, 1984, and 1986" reduced output volumes, especially of field crops. The Land
Conversion Scheme, which subsidized the withdrawal of crop land and the establishment of perennial
pastures during the latter part of the 1980s and early 1990s, further contributed toward this trend.

a. The volume index for fieldcrop production rose substanially from 1960 to 1980,
however, from 1980-2 to 1988-90, the three-year index declined slightly.

b. During the 1980s, the volume of animal production index increased slightly, while
horticilture crops experienced a significant rise in volume of production.

iAb and uctuating naua codio (drout, flood and ot dMg) have drssd yie in the smmrai nanl
_o'ng area. n lag pab of oexteock gAn uis n theutemCape serious droug coinided with a cap

of wool. mohair, and mat prim. See Anme= 6 for data of rainfll.
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TaSle 6.2. Prie and Volume Indies of Seleted Atrigutuml Product Cateodc

Fied Crop Indice HotloulWnl Crop Indies Anmal Produt Indkoe Aggrmegat Inices

NP RP VP NP RP VP NP RP VP NP RP VP

1990 1SS .76 101 190 .93 117 179 .88 109 170 .83 107

1989 136 .77 126 159 .89 124 177 .99 102 157 .88 115

1988 125 .81 107 154 .99 116 171 1.10 99 149 .96 105

1987 11 .86 102 142 1.03 109 143 1.04 98 132 .96 101

1986 110 .93 98 122 1.03 102 115 .97 96 114 .96 98

1985 100 1.00 100 100 1.00 100 100 1.00 100 100 1.00 100

1984 98 1.14 77 85 .99 103 91 1.05 103 94 1.09 92

1983 86 1.12 68 82 1.07 95 81 1.05 101 83 1.08 86

1982 71 1.03 101 7S 1.09 104 78 1.13 97 74 1.07 100

1981 61 1.02 138 63 1.06 96 75 1.25 87 66 1.11 110

1980 S8 1.12 112 63 1.21 95 60 1.15 91 59 1.14 100
1975 31 1.06 95 40 1.36 80 31 1.06 75 33 1.12 84

1970 18 .98 71 22 1.20 67 16 .83 66 18 .97 68

1965 16 .99 52 20 1.25 55 1S .93 S7 16 1.02 54

1960 15 1.03 47 16 1.14 43 13 .91 51 1S 1.01 48

NP - nominl price index; RP 8 roal - index (NP/CPI); VP volume inhde
Sorc AbstUrab of Agriultuld Ststics, 1992, pp. 88, 89.

Increing Farm Cms

6.9 The analysis of production volumes and prices in agriculture indicates that real gross revenues in
the agricltural sector grew duing the 1970s, but declined during the 1980s. Bec e profits compris
both revemies and costs, as well as the associated quantities, trends in input prices and volumes should
also be considered. Table 6.3 presents time series data on price and volume indices associated with all
farm requisites, Including machiey and implements, fixed improvemen, and trmediate goods. Ibe
real price of all farm reuiites increased by about 34% during the 1970s, but was basically stgnant
during the 1980s.

a. Real input prices of machinery and implements increased steadily over the period 1970-
1990, while the volume of these inputs increased from 1960 to 1981, but bave decreaed
steadily since then;

b. Real input pries of fixed improvements increased considerably throughout the period,
but the quantity index shows a rapid and sustained decline after 1983; and

c. Real prices of intermediate inputs increased from 1970 to 1980, then dropped somewhat,
but remained fairly constant throughout the 1980s. Real expenditures on iant ediate
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goods and services increased rapidly from 1960 through the mid-1980s, but hae trended
dow"ward si then.

Tabo 6.3: Ne d Volum Indigs of Panmnlse uitst

Machilem Fxed tAU Famng
and movements GOOd Requisites

NP RP VOL NP RP VOL NP RP VOL NP RP VOL

1990 236 1.16 70 215 1.05 68 181 .89 lo 198 .97 89

1989 212 1.19 73 187 1.05 75 163 .91 106 177 .99 94

1988 175 1.13 82 161 1.03 83 135 .87 110 147 .95 101

1987 152 1.10 86 141 1.03 89 121 .u8 98 130 .9s 94

1986128 1.08 93 124 1.05 87 116 .97 93 119 1.01 92

198 10oo 1.00 100 100 1.00 100 100 1.00 100 100 1.00 100

1984 81 .94 115 86 1.00 11o 8s .99 106 84 .98 108

1983 71 .92122 76 .99 126 81 1.05 98 78 1.01 107

1982 62 .91 127 65 .94 123 71 1.04 99 68 1.00108

1981 52 .88 129 57 .95 126 61 1.03 107 59 .98 114

1980 46 .89 113 51 .98 135 56 1.07 106 53 1.02 111

1975 24 .82 110 2s .86 146 26 .88 95 25 .86 117

1970 14 .73 117 14 .72 156 1s .78 69 14 .76125

1965 12 .75 101 12 .78 134 14 .85 51 13 .80 94

1960 11 .75 100 11 .78 124 13 .93 43 12 .86 83

NP n nominal price index; RP - real pc index (NPICPI); VOL -volme indae.

a. Trcto, lorries, implemens, and irition equipm
b. Paeier,, fuelarm feed, dips and sprys, packig matrial, and mainteance and repair work.

ac MAbsrct of Agriul Sttstics, 1992, p. 96.

6.10 Since 1973 agdiulture has been charcterized by a cost-price squeee which accelerated during
the 1980s (rable 6.4). While the goverment provided substantial supports in the form of consumer
subdie on wheat (bread), maize, grain sorghum, dairy products, fertilizers, stock feed, and transport
rebates from 1980 to 1986, such subsidies fell shaply in real tems in the lae 1980s. Since 1987 the
growth of output prices has slowed to well below the rate of domestic inflation, as a resut principally of
policies bringing domestic prices into line with lower border parity prices. No similar trend in farm input
prices has occurred, however, which suggesu that the liber rizaon of recent years has affected imput
prices less tham output prices. The increases in input prices relative to commodity prices were also not
fully counteed by increases in total fctor productivity.
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Tabl 6.4: Averase Annual Grwth Rates in Catain Prices and OuRties. 1960MI
(%)

Consum prices Producer Prie of LAnd price Faming
Pedod prices of ag firming debt

All iM Food product rqustes

1960-68 2.4 2.7 2.4 1.2 5.9
1968-73 6.0 6.7 10.4 5.6 6.1 7.8
1973-90 13.5 14.8 11.6 16.8 12.5 15.0

1960-1990 9.0 9.9 8.9 10.3 9.5

Not available
3Somho van Zyl (1991)

6.11 There have, however, been sharp differences betwun various types of inputs. There is evidence,
fbr example, that the rise in fertilizer prices has modeated recently (Table 6.5), with the following
perenage annual rises being recorded. In part this is likely to reflect the lower demand for these inputs.

Table 6.5: Feutll Prices: Percnt Rise on Previous Year

Year X Rise on
Previous Year

1985 33.4

1986 15.2

1987 -0.4

1988 23.9

1989 19.6

1990 7.3

1991 11.0

: Adapted from RtSA 1992 (a), table 94.

6.12 Uroenewald (1982, 1986) attributes the steady increase in the real costs of farm machinery and
implements to the existence of monopolies in the farm-input manufacring sector and to tariff protection
of local industries. Since World War U, South Africa has followed a policy of industrialization, based
on Import substitution and actively promoted by protective measures such as import controls and tariffs;
the reslting distortios were passed on to farmers. The increase in real input prices has been linked to
the protction of the domestic fum-input mu ing sector from international competition. For
example, the fertilizer industry benefitted from fixed pricing based on a certuin yield on capital, reducing
incenives for efficiency or capital saving. I was estimated that farmers paid an extra R272 million for
Inputs in 1982 because of these policies. Crop farmers were particularly hard hit, however, farm outputs
were also protected from competition and there is some evidence that on balance farmers as a group have
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gained mox from protecion of outu then they have lost from protection of inputs (Stadler et al.,
1983F. It was esmated in 1982 tat the cost of Intermediate inputs (cate feed, fertlizer, fuel) was
6.9% higher ta it otherwise would have been under tariff-free iuterntiotal trade.

Financia Indigators of Profitability

6.13 Post-war trends in real net farm income go through two distinct periods. 'Te first period, up to
the mid 1970s, is charterized by gradual improvemets in net farm income. 'he second period, from
ihe mid 1970s until 1991, sees a reversal of histrend. Real net farm income declines, although the trend

is chaatized by strong year-to-year flucuions. lhe declining trend of net farm income is the result
of two countervaiing forces. Whereas technical efficiency-as measured by total factor productvity
(rFP)-improves, it is insufficient to compensate for the increasing cost-price squeeze-as measured by
the terms of trade in agriculture (see Figure 6.1).

Figure 6.1 Real net farm income, total factor productivity and agricultural terms of trade (1947-1991)

!325'
300

i 250 - Real net farmy aC250 - noi
225-
200--

1 75--T

150

25 -

1947 1951 1955 1959 1963 1967 1971 1975 1979 1983 1987 1991
yeaw

s~: adaptd frm van Zyl van Sch and Tirtlo, 1993.

a Ws oideos is, howeyns, ionl and shoud be intprcted with evution as =port rafion instead of port parity
was used as measur of aiutua protet
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6.14 As indicated in Table 6.6, real net farm income before interest payments gradually declined
dtroughout the 1980s, from a high of R5.6 billion in 1981 to R3.5 billion by 1991'. The gradual
deterioration in the real gross value of farm output, combined with steady real costs of intermediate inputs
and fluctuating other costs, has resulted in very unstable real farm incomes throughout most of the 1980s.
Real net fam income (defined here as real gross farm income minus real expenditures on intermediate
goods and services, salaries, wages, rents, and depreciation) generally increased during the 1970s, but
trended downwards until 1985 because of an increase in real input costs and because of a rapid increase
in interest payments. Net farm income showed no consistent trend afterward, but declined in 1991.

Table 6.6: lncome and Exenditur. Asses and Liablities of Ariculture. 1970-1991

1970 1975 1980 1981 1983 1985 1987 1988 1989 1990 1991

1. Real gross farm 6,76S 9,636 11,333 11,880 9,237 9,270 9,946 9,888 10,841 9,924 8,998
income
Real expenditure:

2. Int goods, 2,235 3,081 4,264 4,445 4,422 4,144 3,806 3,879 4,102 3,972 3,802
services

3. Salaries, wages, 1,802 1,558 1,709 1,798 2,323 1,661 1,784 1,755 1,840 1,796 1,727
rent depreciation

4. Net fam income 2,728 4,997 5,360 5,637 2,492 3,465 4,356 4,254 4,899 4,156 3,469
(1-2-3)

S. Interet payments 396 456 622 911 1,393 1,698 1,198 1,094 1,311 1,300 1,182

6. Net farm profit 2,332 4,541 4,738 4,726 1,099 1,767 3,158 3,160 3,588 Z,856 2,287
(4-5)

7. Reld value of 49,209 57,735 55,066 49,455 47,029 42,067 36,153 35,047 37,524 33,861 29,561
capi asses

. Real short-term 2,112 2,388 3,214 3,652 5,232 6,069 5,069 4,433 4,622 4,284 4,028
debt

9. Ral total debt 7,497 6,816 7,397 8,09 9,610 11,118 9,649 8,740 8,462 7,784 7,055

CPI (1985=100) 18.7 29.4 51.9 59.8 77.1 100.0 137.7 155.4 178.2 203.8 237.0

Annual Inflation 5.1 13.5 13.8 15.2 12.4 16.3 16.1 12.9 14.7 14.4 16.3

Real values are nominal revenues, expenditures, profits, assets and debt divided by the
Consumer Price Index. Nominal values are taken from de KIelk, 'ne accumulation crisis in agnculture,' pp. 200,
201; and personal conversao with the Depatment of Agrculural Economics, 1992. Short term debt is
loans from commercial banks and agricultual cooperatives.

0 Gross icome in Table 5.6 includes profit repayments on intenational transacions in maize and wheat (exluded in Table
5.7). Ohewis, the source of data is the same for the two sets of estimates.
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6.15 However, once interest payments are deducted from net farm income in Table 6.6, trends in the
resulting real net farm profit exhibit dramatic swings. From a peak of R4,700 million In 1981, net farm
profit plummeted to R1,100 million by 1983 before gradually reviving to a range of R2,300-R3,600
million between 1987 and 1991. Thus during the 1980s interest payments seem to explain most of the
volatility in net farm profits. Real interest payments totalled R396 million in 1910 and R622 million in
1980, implying an annual increase of about 4.6%. However, from 1980 to 1985, real interest payments
rose by 173%, to R1>698 million, at an annual rate of 10.6%. Aft 1985 interest payments fell in real
terms to R1,182 by 1991.

6.16 Liquidity governs the capacity to repay short-term debts. A close proxy for farm liquidity is the
ratio of net farm profit to short-term debt. As indicated in Table 6.7, this ratio fell by 68% from 1975
(1.9) to 1991 (0.6), indicating both the downward decline in farm earnings and the rise in debt servicing
needs for short-term debt. Trends in financial profitability are illustrated in Table 6.7 by the net rate of
return on assets (the ratio of net farm income to the value of capital assets) and on equity (the ratio of net
farm profit and equity-equity being the difference between debt and the total value of assets. The net
rate of return on assets and on equity increased between 1970 and 1980, decreased dramatically between
1980 and 1985, and improved and remained constant at around 11 to 12% between 1987 and 1991. The
reason for the upturn in the late 1980s is related to the falling capital-output ratio after 1983.

6.17 The decline in returns between 1980 and 1985, together with a move to more market-oriented
interest rates, constrained the supply of capital for agricultural investment. The capital-output ratio
declined from 5.1 in 1983 to 3.3 by 1991, and the real value of capital assets fell by nearly half between
1980 and 1991 (from R55.1 billion to R29.6 billion).

Table 6.7: Aericultural Fmancial Indicators

1970 1975 1980 1981 1983 1985 1987 '1 1989 1990 1991

Net return on assts (%) (4/7) 5.5 8.7 9.7 11.4 5.3 8.2 12.0 12.1 13.1 12.3 11.7
Net return on OB (%) [61(7-9)1 5.6 8.9 9.9 11.4 2.9 5.7 11.9 12.0 12.3 11.0 10.2
Nominal net worth (R b) 7.8 15.9 24.7 22.7 28.9 30.9 36.5 40.9 51.8 53.1 S3.3

Real net worth (R b) (7-9) 41.7 50.9 47.7 41.4 37.4 30.9 26.5 26.3 29.1 26.1 22.5
Debt burden (%) (9/7) 15.2 11.8 13.4 16.3 20.4 26.4 26.7 24.9 22.6 23.0 23.9
Short term debt (%) (8/9) 28.2 35.0 43.4 45.1 54.4 54.6 52.5 50.7 54.6 55.0 S7.1
Avg interest rat (ANIR) (5/9) 5.3 6.7 8.4 11.3 14.5 15.3 12.4 12.5 15.5 16.7 16.8
Avg real interest (ARIR) 0.2 -6.8 -5.4 -3.9 -2.1 -1.0 -3.7 0.4 0.8 2.3 0.5
NFP/STDBT ratio (6J8) 1.1 1.9 1.5 1.3 0.2 0.3 0.6 0.7 0.8 0.7 0.6
Capital-output ratio (7M1) 7.3 6.0 4.9 4.2 5.1 4.5 3.6 3.5 3.5 3.4 3.3

OE o=wnees equity. ARIR = Average nominal rate of interest less rate of inflation. NFP = net fann profit. STDBT=
short-tem debt.

6.18 The largest part of this decline resulted from falling land prices since around 1983 (itself an
indication of declining profitability) and declining real net investment in fixed improvements and
machinery since 1984 (Table 6.8). The aggregate decline in land prices also masks important regional
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differences. The decline in land prices, and hence profitability, is most marked for the summer ral
areas, followed by the winter rainfall areas. Given the predominance of mechanized maize and wheat
cultivation in the former and the Importance of horticultural production in the latter, these trends confirm
the hypothesis that the inward-looking, capital-intensive subsectors lack the efficiency of the export-
oriented, labor-intensive sub-sectors, once certain policy distortions are gradually removed, as they were
in the 1980s.

Tabl. 6.8: RaLan pL i. Real Capital Fonrntion. Lon-Term Debt. and Arrears

Land Price Indios Real Capital Formation, Real Value of Real Value Land bank: Percent
Pixed Machinery & Motgag Loas for of Cpt Owed in

Imprvements Implements Loans to Land Anrs
SR WR CG SG (R million) (R miLlion) Farmers Purchases Ise Capital

(R million) (R milion) (%) (M)

A B C D B P a H I J

1990 66 82 92 90 344.0 388.7 263.4 157.3 6.40 1.41

1989 68 78 86 88 372.7 524.2 322.8 206.3 5.75 1.47

1988 73 76 8S 87 345.9 536.6 297.5 198.S 5.45 1.60

1987 79 87 78 89 360.6 410.5 299.8 178.5 5.62 1.63

1986 8S 80 103 95 360.9 488.6 357.2 184.2 4.55 1.22

1985 100 100 100 100 388.4 663.S 508.6 218.3 2.76 0.94

1984 114 97 100 107 414.2 737.9 6S6.6 245.1 1.94 0.9S

1983 118 89 118 98 452.4 895.2 965.2 246.1 2.03 0.96

1982 121 76 116 84 582.8 1,131.9 266.3 140.1 1.26 0.92

1981 121 70 106 118 572.3 1,723.8 389.4 262.2 0.74 0.74

1980 105 59 113 125 568.5 1,294.4 365.5 265.5 1.14 1.06

1979 97 67 96 101 544.3 899.0 302.7 182.2 1.64 1.48

1978 100 77 103 102 556.3 961.8 231.5 143.7 1.64 1.48

1977 114 88 137 88 529.5 1,058.0 178.7 105.5 1.62 1.42

1976 103 83 145 91 581.9 1,056.7 204.4 12S.0 1.49 1.27

1975 116 90 143 102 641.3 1,345.6 261.9 179.7 1.25 0.99

1974 105 81 11S 100 655.6 961.5 275.6 208.8 1.21 1.15

1973 101 77 111 95 693.3 888.5 227.8 166.5 1.64 1.28

1972 103 78 102 104 645..) 84.0 176.6 113.8 1.85 1.24

1971 107 85 8S 111 571.6 920.9 313.8 163.3 1.92 1.12

1970 102 69 88 108 542.7 813.8 470.7 148.6 2.06 1.13

SR = Summer rain region; WR = winter rain region; CG = cattle grazing region; and SG = seew grazing region. he ral
price ndies for and is caldated as the nomil land prc index divided by CPI and adjuated to make 1985=100. Ihe real
value of fixed improveentb is caeulated Ps nominal expenditues on fixed improvements divided by the price index for
'mateials for fixed improvements" and adjuted to constant 1985 Rand (1985=100) (Abstract of Agricukural Statistics 1992,
p. S5, 97). Rea fixed investment in ractors, machney and implements equals the nominal investment divided by the price
index for machhiy and implements and adjusted to equal 1985 constant Rand (Abstraet, p. 85,97). Percent of Land Bank
long-term debt in arars is taken from Table F.2, Appendix F.
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eb Burten and Parm Lending Policies

6.19 The above trends illusta a decline In profitability that caused severe cash-flow problems in
agricult (van Zyl ad van Rooye 19). Liquidity problems have affected the finacial standing of
commercial agriculture in three ways: (i) debt loads increased; (ii) loan arrears mounted; and (tii)
sequestrations increased.

6.20 Since the mid-1970s the real total debt of farms in the commercial sector has increased
substantially. The real net worth of farming has declined since the mid-seventies and after 1980 the farm
debt became financially unsustainable because of a steady erosion of real net farm income. However,
based on data in Table 6.7, the average debt burden (total iaebtIvalue of capital assets) would appear
reasonable. It increased from 15.2% of asset in 1970 to 26.7% in 1987, before declining to 23.9% by
1991. These data, however, do not take into account important regional differences. The SAAU (1984)
conducted a study of the financial conditions of farmers In 198319 and found that:

a. about 15,200 farmers or 22.4% of the total number (slightly above the 20.4% reported
in Table 6.7) had critical debt burdens in 1983, based on SAAU's criteria. These farms
were largely concentrated in the Transvaal and the Orange Free State (de KMerk, 1991);
and

b. the most damaged subsectors were summer crops (52% of farms beyond the critical
level), and winter crops (22.6%).

By the end of 1984, these estimates were expected to have grown to 22,700 farmers (33% of the total),
with 65% of summer crop farmers and 38% of winter crop farmers beyond the critcal level.

6.21 Moreover, the decline in farm profitability seems also to have caused a substitution of short-term
for long-term debt from 1970 until the mid-1980s. The ratio of short-tem to total debt increased from
28.2% in 1970 to 54.6% in 1983, and peaked in 1991 at 57.1%.

6.22 The evolution of the debt-burden Is closely linked to the lending policies which prevaied in te
agricultural sector. A number of credit sources are open to farmers, Including: (i) the Land Bank;70 (i)
the Agricultural Credit Board;t (ill) agricultural cooperatives;" (iv) commercial banks and other private

0 Based on prevaling economic _cimoes in that year, thfe SAAU calculated the aida dbt bwden for s of the
lwrge subcetors: 16.7% for sxnmw crops; 34.1% for winter crops; 10.2% for red meat; 17.2% for milc; and 14.2% for woo.

"' lhe Iand Bank is a statubory body established to pvide for the edt needs of fnn. The bank advanes money to
fares, agicultur coopeaive, contol boards sablished under the provisions of the 1968 MAetine Act, and stautory
a Ficultura inutons. Long-rm s are ganted to farmes against mortge of land or the reOjtrion of a cha aginst
land. Shout and internediate tm loam are granted in tms of secdon 34 of the lnd A.t

nThe (Agiulua Cmd Board was etablishd by an Aot of Parlimant in 1966 and is admisered by the Dqmat of
Agricul Dedopnent. Up to around 1983, credit by the Board was povided only to white com fams, after which
aedit servces wae minimally edd to In&ian, coloreds and blcks
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sector finnca iitutions; and (v) private individuals.

6.23 Short-term credit is generally provided by the commercial banks and cooperatives, while the Land
Bank Is the primay supplier of long-term credit for land purchases. The Agricultura Credit Board is the
lender of last resort to Insolvent or nearly insolvent farms (Table 6.9).n

6.24 At the end of 1991, total debt owed by individual farmers totalled R16,489 million. However,
these figures cover only direct fin ing to Dt-ers. The Land Bank also extends credit to cooperatives
enabling them to grant credit to their members and to purchase production and farming requirements.
At the end of 1990 cooperatives owed the Bank R6,023 million under cash credit advances, including an
amount of R3,780 million (ndirect credit to farmers) owed by members to the coopeatves. If direct and
indirect channels are aggregated, the Land Bank is the largest lender to farmers. Combining credit in
both direct and indirect channels, the Land Bank's financing to farmers in 1991 amounted to R7,813
milion, or 45.6% of total debt outstanding in the agricultural sector (Land Bank data).

6.25 According to Land Bank policy, it does not extend credit beyond the assessed collaterai of farm
property, which Is valued on a production rather than a market basis. As land represents the largest part
of farm capital assets, trends in real land prices have an important bearing on the farm sector's debt-
carrying capacity, and as indicated in Table 6.8, real land prices fell in most of the country in the 1980s.
However, Issuance of long term mortgage credit by the Land Bank (G) spiked upward in the early to
mid-1980s, before it fell through 1990.

n Mm Agricultura Coopeati ae regarded as the farmes' own independe business orantos. As of 1991, thre wer
roughly 245 p=imay Coo ves with 1,300 banches throughout the county. Tes cooprat smpply thir member with most
produce goods such seod, feilisw, fA rep services, credit and tnsio sevces. eboy handle mot members'
produo. The anc also 41 eentral coopera that providc the primay copea with speciffo fSring reqtes, serices
swuh as proeuig and markting of agicultal prdu, and hnur e se s for crps and short-term damage. Coopeve
mover amounted to R20,929.2 million in 1989. Of fts total, produce accouned for R15,340 million, faing rquisites R4,720.S

min, and seviaes R868.7 miln (1991 Year Book).

' The Land k and Agricu l edi Boar d dsngi am g tro e types of farms in assing end-use of credt
awtics categoy ono farms are those that are well off financially and are very sound commecially (blue-chs); categoy two
fam he m dim finanal standng; and ategoy 3 farms ame thoso t have poor financid arnings and are nsvet or nearly
so. Commeci banks tend to lend to caegor onoperaio. M Land Bank seric caegories one an two. The Agiculura
Cradit Board is the upier of ast raort for ctqpy three firms.
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t 1"1 3,512 21S 5,tl6 31S 4.03 26% 972 6% 1,07243 S S 2St990 3,441 22S 4,950 31% 3,7S 24* t,Otl 6S 1,t55 7% 1200 <2> es 324 2S ISA4
MO 3,149 21S 4,650 3tS 3,5S7 24S 97 6S 1,072 7S 1350 <2> 9S 301 2S IS,0
19SS 2,924 22S 3,47 26* 3,412 25S 921 7% "9 7S 159 <2> IIS 2S0 2S 13,5t3
t9S7 2.801 22S 3,355 26S 3.224 25% 789 6% 940 7S IS <2> 12* 26 2S 12.1
1986 2,649 21% 3,437 2S% 3.01 25% 684 6% 690 7% 1,420 i1t 251 2% 12.413
198S 2.338 2IS 32335 30% 2,754 25S 549 5* 792 7% 1,128 10* 241 2% 11.119
1984 1.923 20% 2,ff9 33* 2.234 24% 443 5% 720 s ,000 1% 207 2* 9,49
3983 1.331 IS* 2.54 30* 1.780 24S 309 4% 670 9% 883 12S it5 2% 7,410
1982 989 37% 16400 21S 1,368 24% 247 4% 634 I3S 775 13S 174 3b 5.787
198I *56 ISS 10OSS 22% 1.130 23% 202 4% 601 12% 833 17% 162 3% 4.4
1980 676 IS% 802 21% 667 23* tSO 5% 560 15% 612 16S 122 3% 3.40
1979 592 I6% 691 21S 654 20% 164 5% 486 35% S23 16* 108 3% 3,220
3978 537 19% 620 22% 556 19S 156 5% 452 16% 453 16% 95 3% 2,671
1977 508 19% 560 21% 462 38% t50 6* 415 16% 426 16% 86 3S 2,60
1976 479 21% 485 21% 344 35S t50 7% 369 16S 393 175 77 3% 2,299
1975 429 21% 455 23% 247 12% 1351 a 327 166 324 16% 70 3% 2.005
1974 390 22% 384 21% 198 1H* 149 a% 292 36% 311 17% 63 3% 1.7,7
1973 368 21% 373 22% 159 9% 155 9% 290 17% 36S 1S* 62 4% 1.726
1972 360 24* 275 ISS 146 3o% 160 ItS 235 15S 291 19* so 3% 3.53S
1971 346 24% 272 19* 128 9% 154 ItS 232 16% 279 19S so 3% 13.f2
1970 296 21% 282 20% 113 J* 136 10% 243 17% 287 20S 45 3% 1.403
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6.26 Intest rates. Starting as early as 1973, the Land Bank began significantly subsidizing long-term
credit in agriculture. Real interest rates were posidve (0.9 to 4.2%) between 1965-70, then turned
negative for a 15 year period starting with the upturn in the rate of inflation in the early 1970s. Real
interest rates fell from -0.4% in 1971 to -6.5% in 1975, then declined to -4.0 to -4.2% between 1976 and
1978, before again dropping to a low of -8.2% in 1981. Trends in real interest rates over the 1980s
changed significantly-from 1982 to 1984 and from 1987 onward represent the only periods in more than
two decades that agriculture faced positive real interest rates. Total debt levels began to shrink in the latter
part of the 1980s as these real interest rates began to rise.

6.27 Ihe real interest rate represents an important element of the cost of capital. The lower the rate,
the greater the incentive for capital-intensive investment-also including investments in land. Tnroughout
most of the 1970s low and subsidized real long-term rates offered substantial incentives to borrow for
purchases of durable equipment, fixed improvements, and land. This was supplemented by short term off-
shore borrowing in the early 1980s, ahead of the sharp fall in the exchange rate.

6.28 Tax legislation. Another important factor which reduced the cost of capital substantially was a
change in tax legislation in 1977, which made farm equipment purchases cheaper by permitting farmers
to write off the full cost of machinery and implements against taxable income in the year of purchase (de
Klerk 1991). Ihis situation changed again in 1989 with farmers allowed to depreciate machinery
purchases only over three years like other businesses-50% in the year of purchase, followed by 30% and
20% in subsequent years. Estimates of the value of the preferential tax treatment to farmers vary. One
source puts the value at RI 17 million in 1983/84. Another source indicates that income tax concessions
to firmers amounted to 70 % of their theoretical tax bill in 1981-84 (Lamont, 1990, quoted in Vink and
Kassier, 1992).

6.29 Financial assistance. The government intervened in the 1980s, and continues to do so in the early
1990s, by providing "cheap" credit and debt-relief to insolvent or near-insolvent farmers through the
Financial Assistance Schemes of the Department of Agricultural Development, managed by the
Agricultural Credit Board. In 1993, around 17,000 farmers benefitted from such assistance. If such
farmers are also the most inefficient-which seems a reasonable assumption-such a policy only adds to
the financial unsustainability of the sector. Preferential financial assistance included schemes for:

a. Debt consolidation. Farmers who did not qualify for commercial credit could consolidate
their debt at a nominal interest rate of 8% (1991 rate) with a loan period of 15-20 years.
In the same year, the Land Bank's long-term nominal interest rate was 16.1%. Annual
disbursements for consolidating debt increased rapidly from R9.2 million in 1981/2 to
R106.1 million by 1988/9 for a accumulated total of R522.5 million in 1991.

b. Means of crop production. Crop production credit to farmers who as a result of adverse
farming conditions cannot acquire short-term credit elsewhere increased from R6.9
million in 1981/82 to R124.0 million by 1988/9, for an accumulated total of R833.6
million. In 1991, the nominal interest rate was 8%, compared to a commercial rate of
21%.
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C. Interet subsidy schemes. There is a special drought assistance scheme for producers of
winter grain and summer crops. The terms in 1991 were 5.5% for 5 to 10 years. The
accumulated total from 1981 to 1991 stood at 1,077.8 million.

6.30 AMram. In spite of the generous financial assistance offered to insolvent farmers, loan arrears on
interest owed mounted in the late 1980s as the farin financial crisis worsened. Interest arrears on
long-term loans graned by the Land Bank remained relatively constant from 1970 through 1984, but
increased from 1.94% of interest owed in 1984 to 6.4% in 1990. The Land Bank's capital arrears have
remained relatively constant at 1-1.5% from 1970 until 1991.

6.31 However, as outlined above, insolvent or near-insolvent farmers are directed to the Agricultural
Credit Board which manages the Financial Assistance Schemes. In 1993, the Agricultural Credit Board
reported that 64 % of the 17,000 farmers served by the schemes were in arrears. Total arrears amounted
to R1.4 billion, and most of it was owed by grain farmers. Such arrears were down considerably from
pre-1992 levels, when the government injected R2.6 billion in debt-relief to grain farmers. Ihis reflects
the government's policy to keep farmers on the land by, e.g., rolling over debt, infusing new capital, and
delaying foreclosures on property.

6.32 Se. Insolvencies in agriculture remained relatively constant during the 1960s and
1970s (between 40 and 118 per annum). In 1985 the total rose to 141, in 1986 to 243, and in 1987 to
317, before declining to 261 in 1988, 201 in 1989, and 267 in 1990 (South African Statistics 1990). The
relatively constant level of sequestrations in the 1980s, combined with the increase in short-term debt
since 1983, seems to suggest that the financial sector is essentially pursuing a strategy aimed at keeping
farmers on the land. Such a strat may be fuelled by the fear that additional liquidations would fiurher
depress real estate prices; but It also seems reasonable, given expectations that government will continue
to bail out insolvent farms.

Financial Assistance to Farmers

6.33 The fundamental lack of profitability in many parts of the farm sector would have produced
substantia declines in farm incomes, particularly during the 1980s, had it not been for massive state aid
carried out under the Financial Assistance Schemes of the Department of Agricultural Development
(1991)74. Moreover, massive drought relief support in 1992 (a total of R3.4 billion) provided the sector
with a substantial financial injection. This assistance was given because of the goverunent guarantee
received by agricultural financial institutions during the late 1980s. The 1992 recapitalization concentrated
government financial support of agriculture in one year, but should be seen as continuing over a much
longer period.

6.34 During the 1980s, the state granted financial assistance in one form or another to some 27,000
(about one-third) of the country's white farmers (1991 Year Book).

'm b_nfo is povied in Anne= 4.1 on the number of loans, ata &sbursmnaits of loan, and subsidis ad to
ocial farms k d e fdnancia asan as for dhe RSA, and for fams in the desiVated s (Land Bank data
thlough 30 Noavmber 1991).
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a. Direct finmcial assistance to farmers over the period 1981182 to 1991/92 (Nov. 30)
amounted to R1,728.1 million; and

b. Subsidies to farms over the same period amounted to R2,353.6 million.

6.35 Given the mid-period estimate of the number of all farms in the sector (65,880 in 1985), the
average loan assistance amounted to R26,231 per farm; and subsidies averaged R35,726 per farm
(1981-91 assistance). These programs, among other things, provide loans (at subsidized interest rates,
e.g., 8% in 1991), as well as subsidies for the following:

a. interest of R1,077.8 million;

b. means of crop production-22,472 loans for R852.4 million;

c. consolidation of debt-8,104 loans totalling R558.2 million and subsidies of R99.6
million;

d. disaster and drought relief-3,397 loans for R88.1 million and subsidies of R540.6
million;

e. flood assistance-1,163 loans for R1O.9 million and subsidies of R271.3 million;

f conversion of marginal lands-subsidies of R133.7 million;

g. purchase of agricultura lands-845 loans for R104.6 million;

h. emergency drought schemes-subsidies of R104.6 million;

L interest subsidies on Land Bank loans in designated areas-R46.8 million;

j. allocations of state land-925 loans for R41.0 million;

k safeguarding of residents-subsidies of R36.6 million;

1. water works-555 loans for R25.6 million;

m. soil conservation works-805 loans for R18.1 million;

n. water quota subsidies-R15.9 million;

o. purchase of livestock-440 loans for R1O.4 million;

p. production cost subsidies-R6.4 million;

q. improvements-153 loans for R3.8 million;
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r. purchase of implements and vehicles-121 loans for 1.5 million; and

s. sinking of bore holes-150 loans for RO.4 million.

6.36 The 1992/93 'drought relief" pronm. 75 The structural decline of farm profitability since the
early 1980s was accompanied by a worsening debt burden (real total debt with respect to the real value
of capital assets) and an increase in the role of short-term debt, both in absolute, real terms and in relation
to net profits (Table 6.7). An important component of such short-term credit fell under a carry-over
scheme for farm debt which was guaranteed by the government. This program was initially introduced
as a temporary measure after the 1982/83 drought, but became a permanent feature and escalated after
the 1991/92 drought when the guarantee required from the government rose from an initial R800 million
in 1983 to R1.4 billion in 1991, and finally to R2.4 billion in 1992.

6.37 The carry-over debt program applied to grain producers in the summer and winter rainfall areas.
An investigation by the Department of Agriculture into the debt position of farmers estimated that the 33
cooperatives responsible for 90% of grain production in the country held a substantial proportion of
members' total debt in the form of carry-over debt. The study also found that before the drought 28%
of the members had debt burdens exceeding the 50% limit above which cooperatives do not extend
production credit to farmers, this ratio had risen to 45% after the drought.

Table 6.10: Farmers' Debts at the 33 Cooveratives Producine 90% of al Grain in the Republic of South Africa-
Before and After the 1991/92 Drout

Before the drought After the drought

Debt of members R bilioon R/ha R billion R/ha

Carry-over debt 1.4 218 2.4 375
Total debt 3.6 561 4.9 766
Share of carry-over 39% 49%
debt

Source: Riner, 1993, citing Ministry of Agriculture and of Agricukual Development (1992:4).

6.38 The total financial aid package was based on the above study and amounted to R3.4 billion,
consisting of R2.4 billion of debt-relief and Rl.0 billion of drought relief. For the 6.4 million hectares
covered under the scheme, the debt-relief program included R375/hectare to farmers (of which R175 was
a subsidy to be applied against debt carry-over and R100, on a sliding-scale, to crop damage) and R640
million to cooperatives, also as a subsidy to be applied against debt carry-over. The homelands were
included in the remaining RI billion-R543 million for drought relief, nutritional aid, overdraft facilities,
and other financial assistance. Not all of these funds, however, have been disbursed.

6.39 In effect, the 1991/92 drought relief program constituted a substantial recapitalization of the least

7' his seution is based on Martin Rimner, 'Debt rief and the South African drought relief programme: an overviw', Land
nd Agriculture Policy Cate, Policy Paper 1, 1993.
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efficie sub-seto of the agricul sector. h seems clear that land prices have been shored up
tempoaily and that the financial position of the Land Bank and the agricultural cooperatives has been
given temporary relief. At the same time, however, the drought program helped to keep some of et
labor employed in the sector. Ihe recapitalization does not, however, influence the structr
inefficiencies of significant parts of the agriculural sector, in particular the grain producing areas; and
it is likely that a similar, but possibly shorter, cycle of debt accumulation and subsequent crisis may now
set in.
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CHAFFER 7: DIRECrIONS FOR THE FUTURE

Overview

7.1 'Ibis report has analyzed the current condition of the agriculture sector in South Africa from a
number of different perspectives-its role in the macroeconomy, structure and endowments, historical
development, marketing performance and policies, various aspects of sectoral efficiency, and the funancial
profitability. In this chapter, a short review of the main themes emerging from these chapters is presented
followed by an assessment of some strategic options for the future.

Macroenomy

7.2 Over the last three decades, the macroeconomic performance of South Africa has been marked
by declining growth. At present, the economy is characterized by capital-intensive production patterns,
however, this capital intensity has been unable to generate economic growth and is unlikely to be a source
of growth in the future. Rather, this capital intensity was associated with and contributed to declining
growth, rising unemployment, and relatively insignificant growth in productivity. Apartheid, and the
segregated labor markets it produced, created a situation in which modest growth of wages for the
employed could co-exist with increasing unemployment.

7.3 The inward-looking policy framework adopted by the government is partly to blame for this
disappointing performance. Public sector policy strongly supported domesic producers through tariffs,
quotas and other barriers. As a result, many producers-including those in agriculture-have been
insulated from international competition and the need to increase productivity and re-allocate resources
to their most efficient use. Public sector investments-seemingly in an effort to compensate for sluggish
private sector investments-were often undertaken without regard to the social rates of retum.

In this contex, It is not surprsing that agriculture's growth path has also been distorted-characterizd
by a declining share of GDP, increasing capital-intensity, and declining employment. Agricutural policies
were aimed at assuring national self-sufficiency in basic agricultural commodities, while ensuring a price
structure that aimed to guatee the profitability of the large-scale farming enterprise. These policies
were supported by public expenditures in agriculture that resulted in significant subsidies to large-scale
agriculture in order to ensure its financial success.

Structure and History

7.4 Production in the agriculture sector is dominated by comparatively large, capital intensive farms.
These farms, which are mainly white-owned and account for more than 86% of the agricultural land,
make the economy self-sufficient in basic agricultural commodities and generate income levels for its
owners that are comparable to the urban sectors. As part of the effort to achieve this structure, the
homelands were used as sources of labor while black commercial agriculture was suppressed in order to
mdnimize competition and increase the supply of inexpensive labor.

7.5 The current conditions of agriculture and the rural economy of South Africa cannot be assessed
without an understanding of the historical forces that contributed to them. After the initial period of
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European settlement, the profitability of white farming was gradually increased through a series of policy
interventions that spanned more than a century. Initially, the main objective of these interventions was
to solve the difficulties that many European settlers had in attracting African labor by reducing the relative
profitability of independent African farming. This process involved interventions in several agricultural
markets (and sales and renas, capital, labor, inputs, outputs, research and extension), and gradually
transformed black farmers from independent producers into wage laborers on white farms and in the non-
agriculturl sectors of the economy. Those without the possibility or wherewithal to find employment in
the white-controlled sectors of the economy found themselves joining rapidly expanding labor reserves.

7.6 In contrast to the income levels earned by white, large-farm owners, the standards of living among
blacks living in rua South Africa are very low. A recent estimate puts 45% of the overall population
below the poverty line with the worst poverty found in the rural areas. There is no apparent difference
between the incidence of poverty in the rural areas of the Republic of South Africa and the incidence of
poverty in the homelands. In both areas, about two-thirds of blacks live in absolute poverty. In the urban
areas, the percentage of blacks living in poverty is about one-third.

Marketing

7.7 The agricultural marketing system-which has been an important element in defining the
agricultura policy environment in South Africa-has been largely dominated by producer interests. It has
been cdhar zed by a complex network of marketing regulations, arguably in an effort to accommodate
specific producer interests almost on a crop-by-crop basis. An important characteristic of the existing
marketing environment is the high degree of concentration and regulation found in marketing and
processing.

7.8 The marketing environment is also characterized by a prominent domestic orientation in the case
of foodcrops and livestock products where domestic producers have benefitted from a wide variety of
protectionist policies mostly in the form of quantitative import controls and protective tariffs. Further,
the combination of controlled input and output prices along with single-channel marketing systems for the
majority of agricultural commodities have restricted competition and provided large-scale farmers with
a income guantee. An exception shoula be made here for certain export-oriented crops suchi as can
be found in the horticultural sb-sector. In general, the impact of the domestic orientation of marketing
and processing aTrangements has been to benefit producers at the expense of consumers. The welfare
implications of the agricultural marketing environment for both the urban and the rural poor have tended
to be negative.

7.9 Since the early 1980s, the government has attempted to introduce market oriented reforms in the
marketing arrangements with the result that a considerable, but uneven amount of deregulation has been
achieved. As a consequence, agricultural producer prices of most commodities have fallen in real terms,
yet consumer prices have increased. The resulting increase in marketing margins is, at least, partly
caused by remahilng distortions in agricultural markets and possibly the result of deregulated output
markets without concurrent deregulation in input, processing, and distribution markets.
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Pouction Effcig=c

7.10 Given the protection that agriculture received from international markets and the considerable
influence producers had in the determination of producer prices, it Is often difficult to analyze whether
producers allocated their resources in the most efficient way. Considerable empirical evidence exists,
however, to suggest that-in response to the Drevailini structre of policy incentives-South African
farmers made less-than-optmal use of labor and employed capital beyond its economic optimum.
Moreover, given the inability of the sector to adapt its input bundle to the cost-price squeeze that has
characteized the sector now for two decades, one could argue that there has becn a gradual deterioration
of price efficiency due mainly to increased emphasis on non-price incentives by the government.

7.11 Inionally, agriclture is generally characterized by constant or declining returns to scale.
In South Africa, however, the selar trend towards larger and fewer farms seems to suggest the existence
of Increasing returns to scale. In large measure, this trend is not caused by genuine economies of scale,
but is the result of a policy environment that favored the establishment and viability of farms that were
large enough to sustain a fill-tme white farmer at income levels comparable to those in the urban sector.
This is essentially a social policy objective that may carry high economic cost, since the available evidence
for South Africa does not indicate that increasing returns to scale exist. Compelling international evidence
on the efficiency of small-scale farming, combined with the existing empirical evidence for South Africa,
moreover, suggests that important efflciency gains can be obtained from a down-sizing of farm size in
significant parts of the agricultural sector.

7.12 Undoubtedly, South African agriculture has demonstrated improvements in technical efficiency
tha on average are modest by international standards, but compare favorably to other sectors in the
economy. These gains, however, have been uneven within the sector with some sub-sectors achieving
sgnificant gains in productivity while others have been disappointing. Moreover, the combination of
increased technical efficiency and capital intensity has exacerbated the slow growth of employment levels
in the economy.

Financial Profitabily

7.13 Since the early 1970s, agiculture in South Africa has been exposed to a cost-price squeeze that
has reduced farm profitability. This was compounded during the 1980s by: Ci) unfavorable weather
conditions; (Qi) a reduction of farm subsidies; (iii) liberalization of marketing policies that often resulted
in lower real producer prices; and (iv) higher capital costs due in part to higher interest costs. Due to
the prevailing stucture of non-price incentives many farms did not respond to the changing price
environment with the result that they continued to rely on the established, capital-intensive production
methods. Given the variable agro-climatic conditions to which South African farming is exposed, the
coninued reliance on mechanized, monocropped farming also entailed a bigher exposure to climatic risk
and increased the volatility of farm profits.

7.14 As a result, the debt burden carried by many farmers escalated to unsustainable levels during the
1980s, in particular for farms in the summer rainfall areas (i.e. wheat and maize giowers). The financial
position of many farmers has continued to deteriorate, as illustrated by a continuing increase in the debt-
asset ratio. At the same time land prices have declined. Higher capital costs, tighter credit standards,
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fewer farm subsidies, and the growing unsustainability of the debt burden should have positive effects on
labor employment in the sector and force less efficient farmers into foreclosure. However, the
government continued its attempts to aid the sector financially, and farmers who could no longer obtain
credit at commercial rates have had access to publicly-financed soft credit programs and debt-relief
measures. For example, in response to the 1992 drought, substantial amounts of debt accumulated during
the 1980s, was written off through a drought relief program totaling R3.4 billion.

Efficiency and Equity Issues in Agriculture

7.15 In summary, it is clear that the main theme to emerge from this report is that the agricultural
policies of the past several decades have created a sector that is characterized by numerous distortions.
These distortions have led to inefficiencies in many parts of the sector. The policy reforms of recent
years have exposed many of the more inefficient farmers to market pressures with the result that many
farms presently face bankruptcy. At the same time, it is clear that many parts of the agriculture sector
operate very efficiendy and that many of the large-scale farmers are competent managers who deal
exceedingly well with an uncertain agro-climatic environment, but who are faced with an increasingly
harsh sectoral policy environment. Hence, the picture of large-scale farming that emerges from this
report is an uneven one in terms of efficiency and performance in recent years. This has led to a situation
in which the future of the sector is uncertain in terms of what constitutes an appropriate set of objectives
and, in turn, policy environment.

7.16 Although the question of the efficiency of large-scale farming is an important one for the fiture
of the sector, it is not the only factor that needs to be considered when formulating strategic options for
the future. Even if it could be demonstrated that all parts of the sector were highly efficient, there
remains the undeniable need for a land reform program as a matter of addressing as issue of social justice,
specifically the skewed distribution of land and asset ownership in the rural economy. International
experience in this regard indicates that the present highly inequitable distribution of resources in South
Africa-most notably land-is not sustainable. Although international experience is not an infallible guide
to the future, it clearly suggests that economies with a distribution of land similar to South Africa's are
prone to a pattern of civil disorder and violence.7' Such prolonged periods of conflict typically result in
capital flight, economic stagnation or decline, and possibly social and political disintegration. Hence,
when examining strategic options for the growth and development of the rural sector, one is confronted
with three looming realities: (i) a large-scale agricultural sector with a mixed history of performance and
which is going through a difficult structural adjustment; (ii) the need for a meaningful redistribution of
rural assets-the most important of which is land; and Ciii) the imminent change in government.

7.17 Hence the broader issue is to design a strategy for South African agriculture and the rural
economy that will achieve greater distributional equity, improve the operational efficiency of the sector,

16 In Zimbabwe a fairly subtatl, but poody designed land refom program has made only limtd conutins to oup
and employment growth, and left the land isue a an unresolved political and economsc iility. Most other dualisic countries
have fared nuch wrese Chile, Colomba, El Salvador, Guatemala, Nicaragua, Mozambique, Peru and Angola have suffered
prolonged peiods of up to forty years of uneand civil war. Strong peasant support for revolutionary forces indicates tiat this
was closely relabtd to these countries' delay or inabiliy to effectively redistibut land to a large number of beneficiaries.
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increase the level of employment and foster growth that is both economically and envirommentally
sustainable?

Options for Rural Restructurine

7.18 The combination of racially based distortions in the old rural strategy, inequities in the distribution
of and access to resources, and imminent political change require that choices be made about the nature
of a new strategy in order to ensure that it will serve the needs of a much broader constituency. In light
of international experience and the present circumstances in rural South Africa, the conclusion that
emerges from this report is that there are few strategic options for agriculture and the rural economy
available to a new Government in South Africa.

7.19 One option is to continue liberalizing the present policy environment, while leaving the present
structure of agriculture production units largely unchanged. The process of ongoing liberalization would
include: (i) further reform of the input and output marketing system, (ii) efforts to reduce the
concentration in the agro-processing sector, (iii) revision of land sub-division guidelines, and (iv)
restructuring of the present agricultural credit system. Continued liberalization along these lines will
likly result in more bankruptcies among large-scale farms, the expansion of small-scale farming
(especially near urban areas), the further expansion of the horticultural sector, and contraction of cereal
and livestock production. Although the appeal of a more efficient agricultural sector through continued
lealization is clear, the drawback to this option is that changes in the ownership pattern of the farming
sector-and especially the large farm subsector-are likely to be very slow. Ihe main reasons for this are
that: (J) in an environment of uncertainty over land ownership, few large-scale farmers will be willing to
make the investments necessary to respond to the new policy environment; and (ii) few of those who were
disfranchised under apartheid will have the resources needed to gain access-either through lease or
purciase-to land currently held in the large-scale farm sector. Hence, while this option offers some
increased efficiency, it is only a partial solution to the problem at hand because it essentially accepts a
large-farm structure which-as this report demonstrates-is inefficient in many critical subsectors and
bighy inequitable in the distribution of assets.

7.20 A second strategic option would be to expand the focus of the first option to include a rural
development strategy for the homelands that would feature upgrading of agricultural support services and
Investing in improved physical and social infrtructure. This has the advantage of continuing the process
of policy liberalization and of concentrating public sector resources on some of the most obvious victims
of apartheid. Such an option would be likely to contribute to a significant expansion of agricultural
production in the homelands, but one that is limited to those comparatively few areas in the homelands
with good agricultural potential. An obvious drawback to this approach is that-given the fragile condition
of many of these areas-any effort to intensify agricultural production in the homelands is likely to have
undesirable environmental consequences. A further problem with this option is that while it seeks to
address the poverty in the homelands, the efficiency gains are incomplete and the problem of distributional
Inequity remains largely unaddressed. In addition, this options does nothing for the significant number
of disenfanchised citizens that reside and/or are employed in the large-farm sector.

7.21 A third strategic option builds on elements of the two options described above-continued policy
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reform and investment in the homelands-and in addition supports a redistribution of agricultural land In
the large-farm sector. A clearly formulated policy of redistribution of agricultural land would achieve
three critical objectives: (i) reduce uncertainty experienced by current owners thereby encouraging those
who continue farming to invest; (ii) address the present inequitable distribution of land access; and (di)
encourage, if the redistribution mechanism is properly designed, those with the greatest interest in land
use to gain access to and use land efficiendy. This latter objective would lead to a more dynamic rural
economy and to greater employment and income creation among low-income groups than would either
of the first two strategic options. Hence, it is the third strategic option that merits further elaboration,
especially its redistributive elements.

Overview of Land Reform Options

7.22 The starting point for developing a set of land reform options is an examination of experience in
this area. Among others things, the lessons of international and South African experience demonstrate
that a successful land reform program needs to: (i) be implemented expeditiously in order to avoid a
combination of bureaucratic inertia, legal challenges, and the power of present landowners (generally the
elite) that are likely to render the program ineffective; (ii) be politically acceptable and legitimate in order
to forestall efforts to reverse the reform in the future; (iii) have a clear role for the public and private
sectors defined in such a way that beneficiaries can exercise as much choice as possible-programs that
have relied entirely on the public sector in the belief that the sector is the only one capable of maintaining
integrity, delivering services, determining needs, and managing the process have been failures in most
instances; and (iv) be part of a clearly articulated broader strategy of economic growth.

7.23 At the outset, it needs to be recognized that where pressure exists for a land reform program there
are three basic methods for landless people to gain access to land in any country: (i) invasion; (ii)
restoration; and (iii) redistribution. Where either restoration or redistribution fail to provide land,
invasion is often seen as the only option available to the landless population. A continuation of land
invasions would present a new South African government with an exceedingly difficult problem. It would
mean that the credibility of existing legal institutions will have been undermined because of their inability
to implement effectively the land restitution and redistribution processes. Consequently, people who have
invaded land are unlikely to respond to court orders to vacate and forced evictions may become necessary.
Given the recent history of South Africa, howevar, it is highly unlikely that a new government will be
able to carry out such evictions without causing massive political alienation. In order to avoid large-scale
land invasions, an eilfective program of land restoration and redistribution is necessary.

7.24 The land restoration (or land claims) process involves the return-by means of an administrative
or adjudicative process-of specific parcels of land to individuals or communities who were unjustly
removed in pursuance of racially based land legislation or policies. The land redistribution process
involves providing access to land for selected groups or individuals and supplying them with the necessary
support services to use that land effectively.

7.25 Assuming that a equitable and effective land restoration process (e.g., land claims court) will be
implemented, the remaining Issue is the design and implementation of a redistribution process. One of
the central tensions in designing the desired land redistribution model is between the desire to address
welfare and asset transfer objectives through the redistribution of land and the need to promote the
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productive use of agricultural land. It is often the case that those individuals who qualify for land or
assistance under welfare objectives of a land redistribution program, have little experience in agriculture
or related land use activities. In contrast, the most experienced and well-qualified farmers typically do
not qualify to receive land under welfare objectives. Hence, designing a program to address one of these
objectives will often compromise the other objective.

7.26 Although both of these objectives can be accommodated within a single program, in order to do
so it is essential that there be agreement on the precise objectives and methodology of the land
redistibution program. Among the salient elements that characterize a successful program are that:

a. market-assisted land redistribution programs tend to perform better than those
administered and operated by the public sector;

b. the role of the public sector in a land redistribution program centers on ensuring adequate
supplies of land in the market and monitoring the overall operation of the program;

C. criteria for participation are necessary and must be discussed and agreed in advanced;

d. welfare objectives can be met by including a grant component in the program;

e. a matching grant scheme that forces participants to use some of their own resourcs in
order to gain access to land will help to assist in self-selection of participants and
encourage the productive use of land;

f. the grant elements of the program are essential in order to accomplish a redistribution of
assets and to ensure that beneficiaries emerge from the program with a net increase in
their asset position and low debt/asset ratio as a means of ensuring viability and
sustainability of their enterprises;

g. in addition to addressing the fundamental issue of social iustice, these options are likely
to significandy increase M rural employment and ensure that the cost of the progrm is
very reasonable;

h. a redistribution program will not be able to provide land for everyone and the program
will need to be complemer.ced by a rural safety net and by programs for urban groups,
and

i. although the discussion concenaes on agriculture and small farmers these are not the
limis of the program. It is envisioned that the program will be a vehicle for supporting
a wide range of land use activities, including trading activities, and small-scale
enterprises.
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Conclusio

7.27 As stated at the outset, the purpose of this report is to analyze the forces that have contributed
to the current state of the agricultur sector In South Africa and to begin the process of identifying some
strategic options for the future. 'Me major conclusion of the report is that significant changes iti the
structure, ownership, and operation of the agriculture sector are necessary in order to address the serious
problems of efficiency and equity. the analysis and options set forth in this report are intended to serve
as the basis for discussion and debate within South Africa on the lessons of history and policies for the
future. In South Africa, this debate is essential for the success of any strategy, because as has been
stressed many South Africans, the process is as important as the product.
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ANNEX I

Table 1.1: Unemployment Among the Economically Active Population

Registered Unemploymaent Coloreds Asians Blacks
(%) ' (%) (%) (%)

Whites Coloreds Asians Male Female Male Fnemale Male Female

A B C D E P

1975 0.2 0.6 0.9

1976 0.3 0.7 1.0

1977 0.6 1.6 2.1

V78 0.7 1.7 2.2 6.7 17.7
1979 0.6 1.4 1.9 6.6 12.4 6.0 15.6
1980 0.5 1.1 1.S 4.1 9.8 5.3 14.9
1981 0.3 0.7 1.0 3.6 5.9 5.0 13.8
1982 0.3 0.9 1.0 4.5 6.0 5.1 13.7
1983 0.7 1.8 2.7 7.0 8.5 6.4 9.6 6.0 14.1

1984 0.7 1.1 1.3 5.2 7.8 5.5 9.2 5.4 13.5

198S 1.3 2.6 3.8 7.9 8.5 6.7 10.4 5.4 12.7

1986 1.6 2.9 4.2 9.2 12.9 8.0 15.0 15.4 27.2

1987 1.4 2.5 3.3 13.0 15.8 10.7 16.1 11.6 23.8

1988 1.1 2.0 3.2 9.7 11.5 8.5 11.3 10.6 18.9

1989 7.3 9.0 6.1 7.3 8.3 16.3

a. Colms A-C are regisred unemployed.
b. Data in colmns D-F are the unemployment rate based on the current populaion survey (whits excluded).
Sounao South Afican Saistis 1990, pp. 7.34 and 7.41.
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Table 1.2: lhends in oexhaneo ras (US S 2ew mand: and indices: gcgod averaues.A

Ma*ue Nominal Etrectvc Real Effecdve EBchange
Commerci Rate Exchange Rate Rate (1985 100)

(SIR) (1985=100)

1978 1.15 -

1979 1.18 -

1980 1.29 -

1981 1.15 -

1982 0.92 -

1983 0.90 -

1984 0.70 147 132
1985 0.46 100 100

1986 0.44 79 92

1987 0.49 78 104

1988 0.44 68 98

1989 0.38 62 99

1990 0.39 58 102

1 3rd Q 0.35 54 106

buri bntenational Finaenl Sistics, International Monetary Fund, Washington DC. Various issues.
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Table 1.3: Shares and Rate of Growth in General Govermment Expenditures'

1978-82 1983-87 1988-92 1991 1992

EIIc_tase Shtares of Government Expenditures

Recurrent expenditure 70.3 80.2 86.3 83.3 89.0
Remuneration of employees 26.1 30.7 31.42 32.7 63.6'
Other goods and services 23.9 2S.S 28.73 30.0
Interest payments 8.3 10.5 13.0 10.9 11.9
Subsidies 4.S 6.2 S.6 5.0 4.3
Other current transfer 7.2 7.2 7.0 5.9 7.6

Capital expenditure 20.1 18.2 12.4 14.0 9.9

Net Lending 9.6 1.6 1.3 2.7 1.9

Toal expenditure 100.0 100.0 100.0 100.0 100.0

GC)P share of government epnitur 31.3 33.0 35.7 37.2 37.0

Real Rates of _ wt (constan 1=_ urioc

Current expenditure 3.7 6.1 3.7 1.2 5.6
Remuneration of employees 4.1 7.1 S.22 11.4 4.8'
Other goods and serices 3.2 5.S 5.21 -1.4
Interest payment 11.7 8.9 6.1 -4.8 7.4
Subsidies 3.7 9.S -4.4 -9.7 -14.3
Other current transfer 3.4 2.8 3.8 -12.2 27.0

capital epenitu -1.1 3.8 -7.3 17.9 -3S.0

Total expenditure 2.3 3.1 2.6 8.3 -1.0

GDP 4.0 0.2 1.4 -0.7 -0.6

~gI~: Calculations based on SARB data. Fscal year ending March 31.

Notes: i. Dat are in fiscal years, e.g. fiscal year 1978 refers to fte year preceding March 31, 1978.
2. 1987/88 - 1990191
3. Refer. to 1991/92 total for remuneation of employees and other goods and services.
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Table 1.4: Macroeconomic Indicators

Exchange Rates Annual Short to Govemment Bond Land Bank Long-Term
Inflation Medium Ten Yiold Interest Rate

Lending Rate

($/R) SDRslR) (CPI) (%) Nominal Real Nominal Real
(%) (%) (%) (%)

A B C D E F=E-C 0 H=G-C

1990 0.39 0.29 14.4 21.0 16.2 1.8 16.1 1.7

1989 0.38 0.30 14.7 19.8 16.9 2.2 14.6 -0.1

1988 0.44 0.33 12.9 15.3 16.4 3.5 13.7 0.8

1987 0.49 0.38 16.1 12.5 15.3 -0.8 13.7 -2.4

1986 0.44 0.38 18.6 14.3 16.4 -2.2 13.9 -4.7

1985 0.46 0.45 16.3 21.5 16.8 0.5 13.3 -3.0

1984 0.70 0.68 11.5 22.3 15.2 3.7 10.0 -1.5

1983 0.90 0.84 12.4 16.7 12.7 0.3 10.0 -2.4

1982 0.92 0.84 14.7 19.3 13.5 -1.2 10.0 -4.7

1981 1.15 0.97 15.2 14.0 13.0 -2.2 7.0 -8.2

1980 1.29 0.99 13.8 9.5 10.1 -3.7 7.0 -6.8

1979 1.19 0.92 13.2 10.0 9.3 -3.9 7.0 -6.2

1978 1.15 0.92 11.0 12.1 10.4 -0.6 7.0 -4.0

t977 1.15 0.99 11.0 12.5 11.0 0.0 7.0 -4.0

1976 1.1S 1.00 11.2 12.3 10.4 -0.8 7.0 -4.2

1975 1.37 1.13 13.5 11.8 9.7 -3.8 7.0 -6s

1974 1.47 1.22 11.6 10.2 9.0 -2.6 6.0 -5.6

1973 1.44 1.21 9.4 8.0 7.8 -1.6 6.0 -3.4

1972 1.30 1.20 6.5 8.8 8.4 1.9 6.0 -0.5

1971 1.40 1.39 6.4 8.8 8.4 2.0 6.0 -0.4

1970 1.40 1.40 5.1 8.2 7.2 2.1 6.0 0.9

1969 1.39 1.40 2.9 8.0 6.5 3.6 6.0 3.1

1968 1.39 1.40 1.8 8.3 6.5 4.7 6.0 4.2

1967 1.39 1.40 3.0 8.3 6.5 3.5 6.0 3.0

1966 1.39 1.40 3.8 7.5 6.3 2.5 6.0 2.2

196W 1.40 1.40 3.9 6.9 5.6 1.7 6.0 2.1

a. Period aveag mak exchange ae of U.S.S per Rand (IMF Statistics).
b. Piod average SDR value of the Rand (IMF Saistics). Prior to July 1974, the SDR was valued at the par value of the
dollar. Beginning July, the value of the SDR is determined daily on the basis of a baskt of currencies.
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Table 1.S: Inflation. Real Interest Rates and Real Price Changes. 1953.1991

Year Inflation Land Bank Co-ops Commercial Weighted total Real Realiput Real land
banks producer prics price

A A,B,C pices
B C

(%) (%) (%) (X) (%) (%) (%) (%)
chan_ cange chng

1955 1.6 3.90 6.40 4.40 4.96 -0.40 0.50 -0.20

1960 1.4 4.33 6.88 5.08 5.50 -0.72 4.59 9.11

1965 3.9 2.08 4.58 3.08 3.31 -0.74 -3.14 -0.3S

1970 5.1 0.94 3.44 3.44 2.70 -1.63 -0.68 -13.39

1971 6.4 -0.42 2.08 2.58 1.52 -3.10 -1.52 5.70

1972 6.5 -0.53 1.97 1.97 1.23 7.91 0.80 -1.13

1973 9.4 -3.43 -0.93 -1.07 -1.72 16.27 1.13 3.39

1974 11.6 -5.64 -2.64 -0.56 -2.80 1.00 5.78 4.27

1975 13.5 -6.51 -5.01 -1.66 -4.29 -4.93 8.02 13.94

1976 11.2 -4.22 -1.97 1.16 -1.55 -1.80 4.13 -8.15

1977 11.0 -4.01 -1.76 1.49 -1.29 -1.56 1.62 3.92

1978 11.0 -4.02 -0.77 -0.16 -1.52 -4.93 1.71 -16.21

1979 13.2 -6.15 -3.65 -3.55 -4.36 S.99 7.55 -6.30

1980 13.8 -6.82 -4.24 -3.8S -4.86 4.86 4.00 14.39

1981 15.2 -8.22 -1.87 0.48 -2.93 -3.21 -4.07 9.78

1982 14.7 -7.72 1.55 3.88 -0.38 -3.54 1.61 -0.32

1983 12.4 -2.3 2.02 6.73 2.36 0.92 1.50 -0.50

1984 11.5 2.46 4.33 12.49 6.62 0.69 -3.71 -0.92

1985 16.3 -2.28 -4.26 1.00 -1.84 -9.44 2.77 -8.37

1986 18.6 -4.60 -7.46 -5.61 -5.97 -4.90 0.70 -13.36

1987 16.1 -2.10 -2.25 -2.89 -2.43 0.08 -6.80 -10.13

1988 12.9 1.15 4.79 4.83 3.72 -0.29 0.11 -4.87

1989 14.7 0.83 4.08 6.05 3.80 -9.16 5.29 -2.93

1990 14.4 1.63 4.38 6.38 4.27 -6.02 -2.42 2.75

1991 15.3 -0.31 3.38 4.80 2.78 -6.31 -4.89 -15.64
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ANNEX 2

Table 2.1: Number and Area of Earms

1953 1963V7 1972 1983 1988
Number of Farming Units

Cape 43,576 38,156 30,767 23,468 25,160
Natal 11,514 9,645 8,202 6,044 6,770
Transvaal 39,024 34,874 28,363 19,511 23,260
Orage Pree State 25,084 18,712 14,603 10,937 11,820
Totl 119,198 101,387 81,935 59,960 67,010

Total Area of Faming Units ('000 ha)3

Cape 55,970 58,448 56,978 55,251 55,209
Natal 4,488 4,622 4,388 4,291 4,124
Transvaal 15,727 16,293 14,687 14,631 14,634
Orange Frec State 11,823 12,008 11,863 11,842 11,801
Total 88,008 91,371 87,916 86,015 85,768

Owned Area ('000 ha)

Cape - 51,664 47,691 45,235 45,641
Natal - 4,113 3,764 3,460 3,475
Transvaas - 13,957 11,684 11,150 11,290
Orngi Free State - 9,645 8,780 8,499 8,622
Total - 79,379 71,919 68,344 69,028

Rented or Leased Area ('000 ha)
Cape - 6,78471 8,58S 9,721 8,946
Natal - 508 577 803 601
Tranavas - 2,335 2,560 3,281 3,025
Oange Frec State - 2,362 2,650 3,123 2,896
TOal - 11,989 14,372 16,928 15,468

Sharecropped Aa ('000 be)
Cape - - 703 295 623
Natal - - 46 27 47
Tanvaai - - 443 201 319
Orange Free State - - 431 220 284
Total - - 1,623 743 1,272

Source: 1953, 1963, 1972, and 1983 Censua of Agrculture; 1988 Agricultural Survey.

Original data in morgen (1 norg - .8566 ha).

^ Total area = owned + retd + sharecropped area.

7 Fues for 1963 for Rented or Leased Area include leased and sharecropped land.
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Table 2.2: Size (Number' Distrbution of Fams

Hectas. 19S0 1962 Hectae 1978 1983 1988
Classifiation (percent) (ponent) Clasdfic (perce*) (pert) (pert)

< - 4 ha 8.40 S.28 < - 2 ha 0.44 0.31 0.18

S - 17 ha 9.40 11.88 2 - 4 ha - 1.99 1.67

18 - 86ha 11.90 14.41 5 - 9 ha 7.39 2.79 2.64

87- 428 ha 32.10 28.55 10- l9 ha - 3.29 3.00

20 - 49 ha 13.14 7.61 7.98

SO - 99 ha 7.17 6.50 6.57

100 - 199 ha 8.67 8.26 9.67

200 - 299 ha 6.96 6.69 6.92

429 - 857 ha 17.50 15.97 300 - 499 ha 11.10 10.81 11.21

858 - 1713 ha 11.00 11.48 500 - 999 ha 16.53 16.88 17.04

1714 - 2570 ha 3.80 8.33 1000 - 1999 ha 13.04 15.70 14.36

2571 - 4283 ha 3.10 2000 - 4999 ha 10.52 12.88 12.33

4284 - 8566 ha 2.10 2.96 5000 - 9999 ha 3.61 4.46 4.453

- 8566 ha 0.70 1.14 > - 10000 ha 1.43 1.82 1.98

Tota 100.00 100.00 Total 1.00 1.00 1.00

Note: Ori classifiation in 1950 and 1962 was in morgens (1 morgen = .8566 ha).

-Soure Roth, et aL, 1992.

Annex 2 Page 177



SoWh Afrc Aak*bm Arucue. POrfonnance A Optios &l FUu*re

Table 2.3: Si Aal Ditnbution of Farms

Hoctare 1950 1962 Heotae 1978 1983 988
Classifica pent (prcent) Classificton (peren) (peren) (ecnt)
< - 4h - - - 2 ha 0.00 0.00 O.O0

- - 2 - 4 ha - 0.00 0.01
1 - 171h - - 5- 9 h 0.03 0.02 0.02

- - 10 - 19 ha - 0.03 0.05

18 - 86 h 0.90 0.81 20 - 491h 0.28 0.17 0.22

50 - 99 ba 0.43 0.33 0.47

87- 428ha 10.44 8.68 100 -199 ha 1.06 0.84 1.15

200 - 299 ha 1.42 1.14 1.35

429 - 857 ha 14.76 11.11 300 - 499 ha 3.63 2.96 3.36

858 - 1713 ha 18.07 15.65 500 - 999 ha 9.90 8.51 9.16

1714 - 2s70 ha 10.94 25.02 1000 - 1999 ha 15.33 15.51 15.03

2571 - 4283 h 14.26 - 2000 - 4999 a 27.21 27.93 27.22

4284 - 8566 ha 16.67 1.96 s500 - 9999 ha 20.78 21.25 20.20

- 8566 ha 13.96 18.77 > - 10000 ha 19.92 21.31 21.77

taol 100.00 100.00 Tota 100.00 100.00 100.00

~: Roth, et aL, 12.
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Table 2.4: Distribution of Arable Land Holdings in Ocumisa Ward. KwaZulu

KwaZulu KwaZulu
Nata Dry Bushveld KwaZulu KwaZulu
Mistbelt Area Newspaper Nqunquma

o 0.8 3.3

0.01 - 0.25 ha 10.6 11.5
0.26 - 0.50 ha 18.9 22.7

0.51 - 0.75 ha 22.7 19.7

0.76 - 1.00 ha 11.4 18.0

1.01 - 1.2S ha 11.4 3.3
1.26 - 1.50 ha 6.8 1.6

> - 1.50 ha 17.4 16.4

< - 1.00 ha 27.7 7.5
1.00 - 1.90 ha 18.1 30.0
2.00 - 2.90 ha 28.6 6.0
3.00 - 3.90 ha 12.4 3.0
4.00 - 4.90 ha 8.6 43.0
5.00 - 5.90 ha - 4.5
6.00 - 6.90 ha 1.8 1.5
4.00 - 7.90 ha 1.8 1.5
> 8.00 ha 1.0 3.0
Total 100.0 100.0

~gg~: Stewart and Lyne, 1988, p. 191; and Cobbett, 1984, p. p. 371.
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Table 2.5: Trade in Selected Aericultural Commodities-lmpoTts

Imports ('000 t) 1990 Import Value Import (RMn)
1970 1980 1970 Value 1990

1980

Mae 200.1 4.7 3.4 - 3.2 5.8
Wst 118.3 4.8 584.4 - 0.8 228.8

Barley 14.0 0.0 0.0 1.2 0.3 0.6

Sugar 12.1 32.9 30.1 1.4 6.2 28.5

Beef 24.4 0.9 6.6 10.9 1.3 7.1

Sheep 0.0 0.0 0.9 0.0 0.0 1.6

Pork 2.0 0.5 1.3 0.9 0.5 8.4

Poultry 0.0 3.4 20.1 0.0 3.7 44.5

Wool 3.5 1.4 2.0 2.9 4.4 15.8

Hides/Skin 5.5 2.0 0.3 1.7 2.3 2.3

Mobair 0.0 0.1 0.0 0.2 1.0 0.0

Coffee 15.1 14.8 17.1 - - -

Tea 17.4 18.6 14.0 - - -
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Table 2.6: Trade in Selected Aericultural Commodities - Exports

Export Volume (OOOMT) Export Value (Rand Mn)
1970 1980 1990 1970 1980 1990

Maize 1218 3663 2001 54 421 607

Wheat 0 120 146 0 19 58

Sorghum 80 149 10 3 18 2

Barley 0 26 1 0 4 1

Sugar 790 976 1014 48 397 729

Apples 122 179 202 20 64 201

Grapes 28 42 79 4 18 133

Apricots 0 0 2 -- 0 5

Pears 28 42 79 4 18 133

Peaches 1 1 2 0 1 7

Plums 2 6 11 1 6 28

Oranges 200 377 305 24 91 245

Grapefruit 28 81 62 S 24 59

Lemons 4 0 32 1 0 29

Narges 0 0 3 0 0 3

Avocadoes 2 13 30 1 9 44

Mangoes 0 1 3 0 1 5

Beef 28 34 19 13 57 104

Sheepmeat 1 0 0 0 0 0

Pork 5 2 2 3 3 8

Poultry 0 22 2 0 IS 18
wool 93 - 56 64 159 538

Hides/idns 51 0 40 22 61 247

Ostich 0 0 0 1 4 0

Mohair S 0 3 S 26 39

Source Deparztent of Agriutr
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Table 2.7: Percentaue of Cultivated Area Under Prlncipal Field Crous. 1955/56-1990191
( percent of area cultivated)

Year Maize Wheat Oats Sunflower Sugar- Coton Gtain Barley C000 ha) Ae
Seed came Sorghum Cultivated

(percent of
farn area)

1990/91 43.7 22.4 10.1 3 5.A 1.8 1.7 1.6 6917
1989/90 45.8 24.1 9.1 6.9 4.9 2.2 1.8 13 7582 9
1988/89 47.7 25.1 7.2 5.2 4.8 2.6 2.3 1.0 7917 9.0
1987/88 47.6 22.5 6.5 6.0 S.0 2.7 3.4 1.3 7686 9.4
1986/87 49.9 23.8 5.6 4.7 5.0 2.0 3.9 1.1 8077 9.4
1985/86 50.1 24.1 S.4 4.0 5.1 1.6 3.8 1.2 8093 -
1984185 49.3 24.2 6.2 3.9 5.1 1.4 4.0 1.1 ml 9.2
1983/84 51.0 22.9 5.7 4.1 5.2 1.3 3.6 1.0 7892 9.1
1982/83 51.0 24.7 S.8 4.1 5.1 1.3 2.3 0.8 7990 9.0
1981/82 S3.6 22.8 5.0 3.9 5.0 1.4 2.2 0.9 7829 9.6
1980/81 S4.4 20.7 4.6 4.9 4.9 1.S 2.S 0.9 784S 9.6
1979/80 51.8 22.8 5.1 4.0 45 1.4 2.9 1.3 8337 9 5

9.7
1978/79 52.7 23.2 4.9 4.S 4.4 1.2 2.5 1.2 8168 9.s
1977/78 52.7 21.9 5.1 6.6 4.4 0.0 3.2 1.1 8174 9.S
1976/77 S3.6 23.4 5.9 4.7 4.1 0.0 2.7 1.1 8306 9.7
1975/76 55.9 22.6 S.7 3.S 4.2 0.3 2.6 0.9 8139 8.5
1974/75 S4.7 22.7 S.1 2.9 4.1 0.6 3.1 0.8 8203 9
1973/74 S2.S 23.8 S.1 2.8 3.8 0.0 4.0 0.7 849S 93
1972/73 48.6 27.1 S.6 4.7 43 0.0 2.9 0.7 7433 9.2
1971/72 54.8 24.1 4.5 23 3.8 0.0 3.9 0.6 883S 93
1970/71 S3.S 23.S 4.5 2.2 4.0 0.3 4.6 0.5 8226 -

8.7
1969/70 S1.1 22.4 7.6 2.3 4.0 0.0 4.0 0.7 8247 8.S
1968/69 S43 20.7 6.9 2.0 4.1 0.0 3.2 0.8 8074 9.1
1967/68 S8.9 16.2 7.8 2.0 4.2 0.0 33 1.0 =026 -
1966167 S7.8 14.3 6.9 1.8 43 0.0 8.1 0.8 7934 -

1965/66 553 17.7 7.5 23 43 0.0 6.0 0.9 7663 8.2
1964/65 SS.S 17.1 7.2 1.8 3.8 O.S 6.2 0.8 773S -

1963/64 S4.3 18.6 93 2.0 3.1 0.0 4.5 0.9 8171 -

196V63 S3.8 17.0 8.3 2.2 3.0 0.4 6.2 0.8 8067 -
1961/62 SS.8 18.1 9.3 2.0 3.3 0.3 3.4 0.7 7778 6.7
1960/61 54.6 16.6 9.0 2.5 3.4 0.2 4A 0.7 7538
19S9 56.8 IS.9 7.4 2.3 3.4 0.2 43 0.6 7452
1958159 S7.9 17.2 6.2 3.1 4.0 0.3 3.0 0.6 6287
1957/58 S5.6 21.8 6.2 2.2 3.9 03 3.0 05 6113
1956157 54.9 20.8 7.2 2.1 3.7 03 2.7 0.6 6312
19SS/56 58.0 193 6.9 1.8 3.9 0.4 2.1 0.6 5851

Area cultivated refers to the aea unde' principa field crops rpoted in lthe Absta of Agricultul Staiics, 1992.
Source: Abstact of Agculturl Sti'stics, 1992.
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Table 2.8: Growth Rates in Acricultural Commodity Areas. Production and Yields. 1I970-989

70-79 Area Production Yield
80W89 70-89 70-79 80-89 7089 70-79 80-89 7089

Republic of
South Africa
Maizm 0.18 -1.86 -0.93 3.46 0.82 -0.22 3.28 2.73 0.71
Wheat -0.78 0.83 -0.27 2.87 4.68 2.64 3.68 3.82 2.92
Oats 1.25 5.47 1.71 -4.50 -8.09 -5.86 -5.69 -12.86 -7.44
Sunflower 8.70 4.38 3.25 11.25 6.46 3.63 2.34 1.99 0.37
Sugarcane 1.77 -0.45 1.31 3.62 2.31 1.33 1.82 2.78 0.03
Barley 11.07 4.36 3.19 21.07 13.75 11.77 9.00 9.00 8.32
Cotton 8.09 16.83 7.45 6.36 -0.59
Sorghum -4.43 -0.28 -1.64 1.32 2.03 -0.39 6.02 2.31 1.27
Soya Reans 18.29 9.89 8.62 38.07 17.93 15.75 16.73 7.32 6.57
Groundauts -3.8. -8.94 -3.58 -4.42 -0.37 -5.54 -0.62 9.41 -2.04
Dry Deans 1.00 1.25 -0.86 1.33 6.37 1.40 0.33 5.06 2.28
Rye -1.10 1.17 1.16 -6.15 -14.41 -5.43 -5.11 -15.39 -6.51
Tobacco 1.43 -3.24 -2.99 3.93 -1.14 -0.18 4.10 2.17 2.59
Cowpeas -20.18 2.53 -11.29 -5.26 -20.40 -11.86 18.69 -9.71 3.65
Chicory 9.21 -4.05 0.84 0.87 -1.65 1.60 -2.22 2.50 0.70
Buckwhea 0.15 -3.46 -19.07 -16.97 -3.61
Hay 5.64 -0.57 3.00
Dry Pexs 4.46 2.06 1.15
Lentlus 10.21 -0.72 -1.44
Hoaticurc 2.12 2.54 2.75

states,a

Mawe -9.63 7.19 0.37
Dry Beans 8.01
Sorghum 7.01
Wheat 3.35
Groundnuts 9.85

Esiaswerederived *om lea egresson. Not al estmates are sautstay smiicanL RSA buckwbh dudonct
and cowpe area and yield figurs thugh 1987 only; chicory area and yield figure ecxlude 1979;, bacco rea and yield
figu fiom 1972 only. National States exclude Tandki from 1976, Bophutetwata from 1977, Venda from 1979, and
Ciskei fiom 1981; wheat production figure exchue 1983.

u Roth, et aL, 1992.
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Table 2.9: Maize Production. Area Planted. Yield and Value. 1980/81 to 1992/93

Season Production Area Yield Value

White Yellow Total

1980181 3847 6633 10480 4322 2.42 1.28

1981/82 6702 7721 14423 4338 3.32 1.93

1982/83 4269 3993 8262 4278 1.93 1.28

1983/84 2030 1974 4004 4065 0.98 0.68

1984J85 1492 2817 4309 3953 1.09 0.93

1985/86 3611 4298 7909 3887 2.03 1.73

1986/87 3455 4471 7926 4044 1.96 2.19

1987/88 3579 3489 7068 4014 1.76 1.9

1988/89 3780 2951 6731 3656 1.84 1.79

1989/90 6553 4999 11552 3778 3.06 3.02

1990/91 4365 3977 8342 3548 2.35 2.52

1991/92 3745 3954 7699 3025 2.55 2.54

Trend -2.60 -5.76 -4.30 -2.72 -1.59 4.66
Growth*

* Defined as the annual compound growth rate between 1980-82 and 1990-92

Source Food Studies Group, 1992
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Tablb 2.10: Mai Produgtion. Consumpion. Imoros and ExPOrts

Season Produoion Consumpdion Impots Exports
(a) (b)

197011 6133 5104 73 1302
1971/72 8600 4824 16 283S
1972/73 9483 S164 0 3917
1973/74 4160 S157 0 607
1974/7S 11037 5807 0 3698
197S/76 9098 S856 0 3769
1976/77 7472 S888 0 2087
1977/78 9714 5688 0 3170
1978J79 10056 5490 0 3843
1979/80 8332 S877 10 3141
1980/81 10762 5887 23 4256
1981/82 14656 63S4 62 5924
1982/83 8359 6960 89 5096
1983/84 4083 6806 2389 833
1984/8S 440S S727 2076 712
1985/86 7909 5479 224 1204
1986/87 7926 5206 34 3538
1987/88 7068 5573 31 2357
1988/89 673: 567S 57 1390
1989/90 11552 6362 3 4909
990/91 8342 6673 0 1963

Source: Maize Board (1991)

Notes: (a) Department of Agriulture Esfimates
(b) Including sales to BLNS, TBVC
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Table 2.10: Maz Prduction. Consumdtion. Imofts and Exoorts

Season Productoa Consumption Imports Exports
(a) (b)

1970171 6133 5104 73 1302
1971/72 8600 4824 16 2835
1972/73 9483 5164 0 3917
1973/74 4160 5157 0 607
1974175 11037 5807 0 3698
1975/76 9098 5856 0 3769
1976/77 7472 5888 0 2087
1977/78 9714 5688 0 3170
1978/79 10056 5490 0 3843
1979/80 8332 5877 10 3141
1980/81 10762 5887 23 4256
1981182 14656 6354 62 5924
1982183 8359 6960 89 5096
1983/84 4083 6806 2389 833
1984/8S 4405 5727 2076 712
1985/86 7909 5479 224 1204
1986/87 7926 5206 34 3538
1987188 7068 5573 31 2357
1988/89 6731 5675 57 1390
1989/90 11552 6362 3 4909
1990/91 8342 6673 0 1963

Sou Maizo Board (1991)

Notes: (a) Depament of Agricuure Esimates
(b) Including sales to BLNS, TBVC
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Table 2.11: Consumption of Livestock Products. 1955/56 to 1990/91

Population Milc Consumption Beef Consumption White Moat Red Meat
Miflon Total Kg/Cap Total Kg/Cap Total Kg/Cap Total Kg/Cap

'Q00 MT '000 MT '000 MT '000 MT

1956 15.3 976 64.0 429 28.1 29 1.9 612 40.1
1957 15.8 997 63.0 479 30.3 29 1.8 667 42.1
1958 16.2 1018 63.0 474 29.3 31 1.9 661 40.9
1959 16.4 1131 69.0 492 30.0 40 2.4 680 41.5
1960 17.0 1139 67.0 486 28.6 41 2.4 685 40.3
1961 17.6 1108 63.0 498 28.3 42 2.4 692 39.3
1962 18.0 1118 62.0 487 27.0 43 2.4 691 38.3
1963 18.6 1093 58.9 501 27.0 44 2.4 697 37.6
1964 19.1 1104 57.9 537 28.2 48 2.5 734 38.5

1965 19.6 1075 54.8 508 25.9 52 2.7 706 36.0
1966 20.2 1107 54.9 505 25.0 61 3.0 727 36.1
1967 20.7 1075 51.9 512 24.7 65 3.1 722 34.9
1968 21.3 1110 52.1 508 23.8 77 3.6 746 35.0
1969 21.9 1101 50.3 496 22.7 95 4.3 762 34.8
1970 22.0 960 43.6 525 23.8 111 5.0 809 36.7
1971 22.6 992 43.8 553 24.4 120 5.3 84u 37.4
1972 23.5 965 41.1 588 25.0 159 6.8 866 36.9
1973 23.9 1015 42.4 600 25.1 191 8.0 840 35.1
1974 24.6 1022 41.5 567 23.0 230 9.3 813 33.0
1975 25.3 1026 40.5 S15 20.3 266 10.5 763 30.1
1976 26.0 1096 42.1 548 21.1 290 11.1 797 30.6
1977 27.1 1096 40.5 613 22.7 290 10.7 859 31.7
1978 27.9 1096 39.3 624 22.4 299 10.7 881 31.6
1979 28.7 1135 39.6 661 23.1 291 10.2 921 32.1
1980 29.5 1112 37.7 742 25.2 312 10.6 1010 34.2
1981 30.3 1181 39.0 640 21.1 339 11.2 907 30.0
1982 31.0 1167 37.6 654 21.1 379 12.2 944 30.4
1983 32.0 1179 36.9 667 20.9 438 13.7 994 31.1
1984 32.8 1181 36.0 681 20.8 460 14.0 1009 30.8
1985 33.8 1223 36.2 674 19.9 485 14.4 1009 29.9
1986 34.5 1130 32.8 621 18.0 498 14.5 929 27.0
1987 35.3 1114 31.6 644 18.3 525 14.9 936 26.6
1988 36.0 1253 34.8 648 18.0 545 15.1 938 26.1
1989 36.7 1245 33.9 639 17.4 545 14.8 927 25.2
1990 37.6 1244 33.1 638 17.0 548 14.6 948 25.2
1991 38.4 1262 32.9 693 18.1 554 14.4 1028 26.8

Note: The population series used is the implicit total from Table 71 of the above publication
Source: Abstract of Agricultural Statistcs
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ANNEX 3

1. Makn. Maize production fell by 9.6% per year during the 1970s, partly because of the change
in statistical base resulting from the exclusion of the TBVC countries (beginning with Transkei in 1976f77,
Bophuthatawana 1977n8, Venda 1979180, and Ciskei 1981/82). Production levels fluctuated from 200,000
tons in 1972/73 to 427,000 tons the following year. During the 1980s production levels recovered, growing
at an annual rate of 7.2 percent, from 184,000 tons/yr in 1980/81 to 324,000 tons in 1989/90.
Approximately 299,000 tons were produced in 1990/91.

2. D Beans. Production of dry beans fell from 23,000 tons in 1978/79 to 4000 tons in 1981/82,
following the exclusion of the TBVC countries, but recovered to an average of 15,125 tons/yr over the
remainder of the decade. Roughly 16,000 tons were produced in 1989/90 and 14,000 tons in 1990/91.

3. Sgrghum. Sorghum production fell from 24,000 tons in 1980/81 to 9000 tons the following year,
peaked again at 26,000 tons in 1986/87, and fell to 12,000 tons in 1989/90 and 11,000 tons in 1990/91.

4. Whbea. Wheat production peaked at 19,000 tons in 1977/78, but fluctuated widely throughout
the period. Crops of 14,000 tons and 11,000 tons were harvested in 1982/83 and 1987/88 respectively, but
production fell below 5000 tons in each of the decade's remaining eight years. In four of those years
production fell to 2000 tons or less. 3000 tons were produced in 1989/90 and again in 1991/92.

5. Groundnuts. Production of groundnuts fell from 9000 tons in 1978/79 to 1000 tons per year
between 1981/82 and 1984/85. About 5000 tons were produced in 1987/88, 2000 tons in 1989/90, and
3000 tons in 1990/91.

6. Sunflowe Seed. Production of sunflower seed grew from less than 500 tons prior to 1985/86
to 2000 tons in 1989/90 and 1990/91.

7. Livestock. Livestock is an important type of investment for the black population. Although the
homelands are heavily overstocked and average turnover is 2 percent, some districts in the homelands have
cattle turnover rates exceeding 6% (Groenewald and du Toit, 1983). Numbers of cattle and pigs appear
to be falling in the homelands, while numbers of sheep and goats are on the increase, reflecting perhaps
more favorable mutton prices and/or the substitution of sheep and goats for cattle because of the shortage
of land and the decline of quality pasture in homeland areas. Growth in poultry production has been mixed,
increasing in Venda, Bophuthatswana, and Lebowa, but declining in the Transkei and the Ciskei (Table
3.1).
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Table 3.1: Gowth Rates in Livestock Production. 1970-1989

Number Slaughtered Meat

1970-79 80-89 70-89 1970-79 80-89 70-89 1970-79 80-89 70-89

(% per year)
Republo of South Africa:

Cattle 1.86 -0.19 -0.14 3.60 -1.74 0.81 4.34 -0.80 1.42
Pigs 0.32 2.29 1.52 0.68 3.94 1.77 0.86 2.68 1.97
Sheep & Goab 0.51 -1.01 -0.44 -1.33 -0.79 0.66 -1.01 -1.80 0.31
Poultry 11.48 4.38 7.20
Transkok

Cattle -0.88
Pigs -11.89
Sheep & Goats 1.84
Poultry -11.26
Venda:

cattle -2.89
Pigs -7.57
Sheep & Goats 6.50
Poultry 15.50

Bophutbhawana:

cattle -3.84
pigs -7.66
Sheep & Goats 4.34
Poultry 2.54

Ciskei

Cattle -6.52
pigs -3.05
Sheep & Goaft 1.53
Poultry -4.33

Lebowa

Cattl 2.76
pigs -4.86
Sheep & Goats -8.18
Poultry 33.05

Sourcc Appendix Tables B.9, B.12 - B.16.

Livestock in the TBVC Countries

8. Catl. Cattle numbers remained steady in Transkei over the 1980s, averaging 1.5 million
animals. In Bophuthatswana cattle numbers declined at an average rate of 3.8% per year, from 602,560
in 1981 to 467,354 in 1988. In Venda the mnmber of cattle fell from 169,365 in 1980 to 83,485 in 1985,
before recovering to 136,339 by 1989. Cattle numbers in Ciskei have followed a similar pattern, from
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184,677 in 1980 to 69,242 in 1985, and then back up to 124,329 in 1989.

9. Pigs. The number of pigs reported in Transkei fell at a rate averaging 11.9% per year over the
1980s, from 424,744 in 1983 to 181,815 by 1988; no pigs were reported in 1989 and 1990. In
Bophuthatswana pig numbers fell from an average of 13,128 animals for 1981-83 to an average of 7953
animals between 1984 and 1988. From a total of 5141 pigs in Venda in 1980 the number grew to 12,635
in 1985 before falling to 3512 in 1989. Pig numbers held steady in Ciskei over the 1980s, at an average
of 15,323.

10. Shee and goats. Transkei sheep numbers grew from 2.1 million in 1980 to 2.7 million by 1990.
Goats averaged 1.7 million over the decade, with 1.7 million animals reported in 1990. The number of
sheep in Bophuthatswana rose from 194,002 in 1981 to 263,328 in 1988, while goats increased from
425,489 in 1981 to 530,430 by 1988. Considered together, sheep and goat numbers grew at an average
annual rate of 4.3% during the period. Sheep numbered an average of only 2291 animals in Venda, less
than a tenth the goat total, which grew from 45,687 in 1980 to 77,960 by 1989. Sheep and goats together
increased at an annual rate of 6.5% in Venda. The number of sheep and goats held steady in C.skei,
averaging about 498,000 animals, equally divided.

11. Eq__. The number of fowl in Transkei has fallen from an average of 1.5 million for 1980-83
to an average of about 668,000 for 1984-88, a decline averaging 11.3% per year over the 1980s as a whole.
Numbers in Bophuthatswana have held steady around an average of about 201,000 per year. In Venda, fowl
numbers have increased at an average rate of 15.5% per year, from 90,044 in 1980 to 336,366 in 1989.
Fowl numbers in Ciskei have fallen slightly, from an average of 112,000 for 1980-82 to an average of
86,105 for 1983-87.

Agricultural Production in Lebowa

12. Maize, sorghum, millet, and sisal together accounted for 94% of the total area under principal
field crops in Lebowa in 1989, as indicated in Table 3.2. Data on area, production, and yields of these and
other major crops (Table 3.3), as well as livestock, are available for Lebowa between 1981 and 1989.
These data are discussed by commodity below:

13. Maim. The area devoted to maize fell steadily during the 1980s. In 1981 and 1982 more than
100,000 hectares were planted to maize; but in 1983 this figure had fallen to 67,014 hectares, and by 1989
only 54,623 hectares of maize were planted. Nevertheless, maize remains the single most important crop
in Lebowa in terms of area, accounting for 49 % of the land under principal field crops in 1989. Production
levels fell less abruptly than cultivated area, from 52,014 tons in 1981 to 36,429 tons in 1989. Yields
improved modestly, from 482 kilograms/hectare in 1981 to 667 kilograms/hectare in 1989.

14. Soiulm. The area devoted to the production of sorghum dipped from 31,363 hectares in 1981
to 10,216 hectares in 1984 before climbing back to 30,708 hectares in 1989, representing 27% of fieldcrop
area. Production dropped an even more dramatically, from 13,472 tons in 1981 to just 1142 tons in 1984,
before climbing to 16,909 tons in 1989. Yields averaged 382 kilograms per hectare across the decade, but
fell to 112 kilograms/hectare in 1984. About 551 kilogramslhectare were produced in 1989.
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15. Millet. Millet Is the third most important crop in Lebowa in terms of area allocated, after maize
and sorghum, representing 13% of field crop area. A total of 14,054 hectares were planted in 1989, up
from a low of 7057 hectares in 1984, but down from 23,453 hectares in 1981. Production levels ranged
from 1425 tons in 1984, when yields were only 202 kilograms/hectare, to 18,152 tons in 1989, when yields
reached 1,292 kilograms/hectare. The increase in yields over the period represented an average annual
growth rate of 14.7 ton/hectare

16. Sisa The area devoted to sisal grew slowly but steadily in Lebowa during the 1980s, from 4858
hectares in 1981 to 5912 hectares in 1989, representing an average annual increase of 2.5 ton/hectare Sisal
accounted for more than 5% of field crop area in Lebowa in 1989. Production fell over the same period,
from 1565 tons in 1981 to 1170 tons in 1989. Yields of sisal declined at an average rate of 4.9% per year
over the decade, from 322 kilogramslhectare in 1981 to 198 kilograms/hectare in 1989.

17. Wheat, The area planted to wheat in Lebowa averaged 1557 hectares In the early 1980s and then
fluctuated widely over the remainder of the decade, exceeding 2200 hectares in four years, but falling to
200 hectares or less in the other two. 2445 hectares were planted in 1989. Production fluctuated
accordingly, totaling 8557 tons in 1989. Yields grew frorr. 917 kilograms/hectare in 1981 to 3.5
tons/hectare in 1989.

18. Cweas. The area devoted to cowpeas has fallen very sharply over the last decade. From
15,470 hectares in 1981, only 1809 hectares were planted in 1989, representing an average decline of
22.8% per year. Production fell from 6339 tons in 1981 to 780 tons in 1989, while yields fluctuated around
an average of 448 kilograms/hectare. Yields were 431 kilograms/hectare in 1989.

19. Cotton. Cotton has increased rapidly in terms of area planted over the past decade. A total of
1402 hectares were allocated to cotton in 1989, up from 138 hectares in 1981, representing a growth rate
of 33.4% per year. Production grew at an even faster rate, averaging 36.7% per year, from 312 tons in
1981 to 3869 tons in 1989. Yields averaged 1.9 tons/hectare, but reached 2.8 tons/hectare in 1989.
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Table 3.2: Percentace of Cultivated Area by Crop. Lebowa. 1981-1989

1981 1982 1983 1984 1985 1986 1987 1988 1989
Maie 55.8 55.3 54.6 54.1 54.8 56.0 53.0 50.4 48.6
Sorghum 16.2 15.9 13.1 16.5 17.4 17.4 21.9 28.4 27.3
Millei 12.1 12.5 17.9 11.4 14.7 11.8 12.9 8.5 12.5
Sisal 2.5 2.7 4.3 8.2 5.4 5.2 5.5 4.4 5.3
Wheat 0.7 1.0 1.3 0.3 2.6 2.6 0.1 1.7 2.2
Cowpeas 8.0 7.6 4.2 5.4 2.4 2.0 2.1 2.2 1.6
Cotton 0.1 0.2 0.5 0.5 0.5 2.0 1.4 1.4 1.2
Dry Beans 2.5 2.6 2.4 0.9 1.2 1.8 2.2 2.0 0.9
Groundauts 1.9 1.8 1.3 1.9 0.6 0.5 0.3 0.9 0.2
Sugar-cauie 0.1 0.1 0.1 0.3 0.2 0.2 0.2 0.0 0.2
Sunflower 0.0 0.3 0.1 0.3 0.1 0.5 0.2 0.0 0.0
Tobacco 0.0 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.0
Lucerne 0.0 0.1 0.1 0.1 0.0 0.0 0.1 0.0 0.0
Total ('000 ha) 193 183 123 62 98 107 107 129 112

ource: Appendix Table B.11.

20. Dry B t The area devoted to dry beans varied between 564 hectares in 1984 and 4795
hectares in 1981, with 971 acres planted in 1989. Production levels varied widely as well, from 58 tons
in 1984 to 2274 tons in 1987. Some 660 tons were produced in 1989. Yields ranged from 103
kilograms/hectare in 1984 to 961 kilograms/hectare three years later and averaged 680 kilograms/hectare
in 1989.

21. Groundnuts. Groundnuts declined sharply in importance in Lebowa over the 1980s, falling by
24.8% per year in area and by 23.2% per year in production. While 1670 tons were produced on 3692
hectares in 1981, only 125 tons were produced on less than 277 hectares in 1989. Yields fluctuated around
an average of 545 kilogramns/hectare, and averaged 451 kilograms/hectare in 1989.

22. Sug . The area devoted to sugarcane has remained relatively stable over the course of the
last decade. Roughly 181 hectares have been reported under sugarcane each year with the exception of
1988, when only 44 hectares were reported. Total production fluctuated between 277 tons in 1988 and 1983
tons in 1989, for an average of 720 t/yr. Yields increased at an average annual rate of 14 percent, from
3.1 tons/hectare in 1981 to 10.7 tons/hectare in 1989.

23. Sunflower. More than 530 hectares were devoted to sunflower in Lebowa in 1982 and again in
1986; the total in the rest of the 1980s was less than half that level, and fell as low as 49 hectares in 1989.
1986 was an exceptional year in terms of both production and yield, averaging 2.7 tons/hectare for a total
production of 1418 tons. A total of 471 tons were produced in 1982, at an average yield of 885
kilograms/hectare; production in other years remained below 100 tons in total, and yields in other years
never exceeded 400 kilograms/hectare.

24. Tobac. The area devoted to tobacco production in Lebowa fell from a peak of 49 hectares in
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1983 to just 9 hectares in 1989. The figures for total production in those years were 37 tons and 16 tons
respectively. Yields varied between 405 kilograms/hectare in 1984 and 1778 kilograms/hectare in 1989,
and averaged 743 kllograms/hectare during the period.

25. Lucerne. The area devoted to the production of lucerne has fallen by 22.9% per year since
1981, from 90 hectares or more in the early 1980s to only 4 hectares in 1989. Production fell from a peak
of 2234 tons in 1983 to just 66 tons in 1989. Yields dipped to 0.8 tonslhectare in 1985, but exceeded 7.0
tons/hectare in other years, and reached 16.5 tons/hectare in 1989.

Tablo 3.3: Lebowa: Growth Rates in Asricultural Commodity Areas. Production and Yields. 1970-1989

Area Production Yield
1981-89 1981-89 1981-89

Lebow: M(% per year)
Maize -6.15 -0.64 5.87
Sorghum 3.31 6.42 3.01
Mlet -7.38 6.21 14.68
Sisal 2.51 -2.46 -4.85
Wheat 1.34 14.87 13.35
Cowpeae -22.83 -17.75 6.57
cotton 33.36 36.65 2.47
Dry Beans -11.68 0.65 13.96
Groundnuts -24.83 -23.23 2.14
Sugarcane -6.46 6.63 13.99
Sunflower -20.08 -28.74 -10.84
Tobacoo -12.40 -7.29 5.85
Lucne -22.87 -24.96 -2.71

Soure: Roth et A, 1992.

26. Cat&. The number of cattle slaughtered in Lebowa averaged about 16,000 animals during the
early 1980s and increased to about 24,000 for 1986-88. A total of 14,039 cattle were slaughtered in 1989,
the last year for which data are available.

27. M. The number of pigs slaughtered varied widely during the 1980s, from 978 in 1981 to 8382
in 1987. Only 33 animals were reported slaughtered in 1989.

28. Shee and Coats. An average of 2476 sheep and goats were slaughtered each year between 1981
and 1989. A total of 493 sheep and 204 goats were slaughtered in 1989.

29. Fowl. Approximately 3.7 million fowl were slaughtered in Lebowa in 1989, up sevenfold from
1981, when 532,112 fowls were slaughtered and nearly nine times the number (63,439) in 1985.

Amnex 3 Page 193


