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Foreword

Policy reform — geared towards restoring macroecopursuit of privatization and further increased the fo-
nomic stability and creating an efficient, effective cus on commercialization and deregulation. The policy
economic environment — is one of the urgent chalreforms of the 1980s, in effect, made the South Afri-
lenges facing Southern Africa today. Most, if not all,can agricultural sector poorer and leaner. However,
members of the Southern Africa Development Comihe reforms also appear to have made the sector better
munity (SADC) are working to create economic en-fit to encounter the challenges of superior economic
vironments that are conducive to growth and develgrowth rates and stable economic conditions that are
opment. Two primary aims of these structuralanticipated with the new political era under Nelson
adjustment programs are)(to transform economic Mandela.
policies andlf) to correct imbalances caused by years Given the centrality of macroeconomic reforms to
of economic mismanagement and pursuit of misguidedustainable real economic growth and human devel-
development strategies. The policy changes pursuagpbment in South Africa, this study is timely. It offers
by these countries are typically based on macroec@n opportunity to reflect on the accomplishments and
nomic reforms, deregulation of markets and priceschallenges of economic reform initiatives undertaken
and trade liberalization. in pre-democratic South Africa. The report should
Through a USAID subgrant provided throughserve as a guiding tool for government and donors
TechnoServe Kenya, the University of Swaziland haslike in planning future and ongoing economic re-
coordinated research to examine structural adjusform and structural adjustment efforts in South Af-
ment activities in four Southern African countries —rica, especially with regard to incorporating “social
Malawi, South Africa, Zambia, and Zimbabwe. As dimensions of adjustment” considerations in such
this research demonstrates, reform programs hawveform programs.
had different rates of implementation and success in This report is one in a series of studies on Africa’s
the different countries of the region. comparative advantage, a joint activity of the Africa
This report presents the findings of research conBureau’s Food Security and Productivity Unit in the
cerning reform activities in South Africa. As the re- Office of Sustainable Development, Productive Sector
port explains, the country’s pre-Mandela governmenGrowth and Environment Division (AFR/SD/PSGE)
of the late 1980s undertook extensive privatizationand the Regional Economic Development Services Of-
commercialization, and deregulation. However fice for East and Southern Africa (REDSO/ESA).
nonparliamentary political groupings and trade unions

widely criticized and resisted the government’'s Curt Reintsma
privatization programs. As a result, in February 1990 Division Chief
the pre-Mandela government effectively halted its USAID/AFR/SD/PSGE
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Executive Summary

Macroeconomic policy reform is arguably the singleopments and policy reforms associated with struc-
most pressing national challenge facing most econdural adjustment of agriculture and farming in South
mies of Sub-Saharan Africa today. The overall obAfrica. Although South Africa has not implemented
jective of these programs is transforming the policya formal donor initiated structural adjustment pro-
environment and correcting structural macroeconomigram, the report presents and discusses a range of
imbalances which have arisen from years of ecoeconomic policy reforms that have been implemented
nomic mismanagement and pursuit of inappropriatdy the pre-Mandela government in recent years. Vivid
policies and development strategies by these coumescriptions of the agricultural sector and the recon-
tries. In an effort to create an environment that wouldtruction and development program are offered, in-
foster economic growth and development, the policyluding implications of the latter for the former. The
changes pursued by most countries in Southern Aftudy finds that the policy reforms of the 1980s better
rica are typically based on macroeconomic reformsprepared the agricultural sector to face the potentially
deregulation of markets and prices, and trade liberamore challenging economic conditions expected in
ization. the 1990sthe period of return to democracy and an-
This study is a comprehensive review of key develiicipated free market conditions.
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1. Introduction

South Africa has not been subjected to a formales Act of 1939 which “excluded” other categories
donor initiated Structural Adjustment Program.of farmers such as smallholder black farmers, and
However a range of policy reforms dramatically part-time farmers.
changed the structure of the South African agricul- The second phase consisted of increased mechaniza-
ture of the early 1990s. tion of commercial farming and resultant substitu-
South African agriculture has been characterizedion of capital for labor around 1970. Around the
by a “marathon” history of intensive direct govern-same period, the government intervention in black
mental intervention. This has been manifested iragriculture consisted of physical “betterment plan-
commodity policy, factor policy and technology ning” and administrative control. Failure of this
policy. These components of agricultural policy“development” approach to achieve its welfare ob-
were effected through the Agricultural Marketing jectives saw shift to intensive large-scale, centrally
Act of 1937, the Land Acts of 1913 and 1936 andmanaged agricultural development projects in black
Subdivision of Agricultural Land Act of 1970 and areas which became the mainstay of agricultural
other factor policies such as tax policies, and clasdevelopment efforts in the late 1970s and early
sifying technology services as “own affairs.” Ac- 1980s. The structural imbalances between white
cording to Kassier and Groenewald (1992), the goveommercial and black subsistence agriculture
ernment interventionist program reached a high poinfFényes, et al, 1988) became apparent resulting
around 1980 with a variety of laws, statutes androm the “two-track policy” toward the two agricul-
regulations controlling access to and the use ofural sub-sectors. This manifested itself through lim-
natural resources, finance, capital, labor, as well aited access to land and agricultural support services,
marketing of agricultural products. They also indi-and effective lobbying market for homeland farm-
cated that weaknesses in the sector resulted from aeds.
were manifested in potential harmful effects in terms The 1980s saw increased concerns from commer-
of efficiency and equity, whose remedy lied in de-cial farmers about the “unhealthy state” of agricul-
regulation of the industry. ture resulting mainly from the ever-widening gap
Brand, et al. (1992), note that the agricultural between production costs and producer prices. In
sector was subjected to two phases of restructurintpe late 1970s, producer prices rose by only 9
in the period up to the early 1980s. The first phas@ercent a year, while production costs rose by about
embraced initial steps directed at territorial segregal5 percent a year. Against this background, farm-
tion of white and black farmers which was realizeders’ debts increased to R2 621-million in 1978.
through the promulgation of the Natives' Land ActDuring the same year, agricultural sector's net in-
of 1913. This served to effectively segregate ownereome was only 62 percent of the total debt load.
ship in addition to abolition of various tenancy formsRising production costs in agriculture also prompted
(mainly share-cropping). Peasant farmers were ithe Minister of Agriculture’s concern.
effect converted into farm laborers in their large The maize industry, which is arguably the most
numbers. Two decades later, intensification of staténportant or most significant subsector in South
intervention in agriculture was achieved throughAfrican agriculture, experienced export losses borne
introduction of legislative measures such as thdy farmers amounting to R150-million annually.
Marketing Act of 1937 and the Cooperative Societ-These losses were largely attributed to huge maize



surpluses in the United States which flooded théetween agriculture and the macroeconomic envi-
world market. Most commercial maize producingronment. Fiscal monetary trade investment and
areas were affected by the 1978/79 drought as labor will be briefly reviewed.
result of which financial assistance from the Gov- The agricultural environment will secondly be
ernment was given to affected farmers in parts oflescribed pointing out: vital changes in general
Orange Free State, northern Cape, northern Natgrowth in the sector; changes in farming costs, farm
and western Transvaal. incomes, profits, yields and related variables asso-
Apart from the nature of the agricultural industry ciated with performance; changes in natural factors
which makes it different from other sectors of the(climate, diseases, and disasters); as well as changes
economy and its subjectiveness to natural factors agricultural policy. Most of the variable changes
(climate, diseases), the wider or macro milieu inwill be supported by statistical tables and figures
which agriculture operates was also loaded with anainly concentrating on the ten-year period from
multitude of other changes. 1980 to 1989. On the basis of some of these statis-
The main purpose of this article is to review somdics, general observations and conclusions will be
of these changes and major events associated withade. The Reconstruction and Development Pro-
the structural adjustment of agriculture and farminggram (RDP) of the Government of National Unity
in South Africa. This review will start with an (GNU) will be discussed briefly and possible im-
assessment of the macroeconomic reform in Soutpacts on the future structure of the agricultural
Africa. This is important due to the direct linkagessector will be analyzed.



2. Structural Adjustment
InMacro-Economic Policies

tracting out of some activities. Deregulation and the
promotion of effective competition were encouraged
by inviting individuals and organized commerce and
industry to identify areas or aspects that they re-
garded as necessitating deregulation and to make
The broad program of privatization, commercializa-constructive proposals to the Competition Board.
tion and deregulation embarked upon by the previous However, at that time, privatization initiatives of
government in the late 1980s was aimed at reducing thge government were met with considerable resis-
size of the public sector, increasing the efficiency okznce from non-parliamentary political groupings
government entities by exposing them to the competiang trade unions. Therefore, the political reforms
tive forces of the market place, and reducing or elimiznnounced on 2 February 1990, also included a
nating reliance on public funds by such entities/functzommitment from the previous government that it
tions. Some criteria taken into account in the privatizatiogyould not proceed with economic restructuring ini-
of a function/activity were that privatization should nottjatives such as privatization. Consequently, this
entail any fundamental risk to state security or internabrought the privatization program to a halt and the
order; not defeat the constitutional, social or economiggcys shifted to commercialization and deregulation.
objectives served by a certain function or activity; beas part of the commercialization initiative, a large
reconcilable with the policy on competition, and be tohymber of public enterprises have been reclassified
the long-term benefit of the taxpayer and/or society iys public corporationse.g., Transnet (former South
general. African Transport Services) and the Department of
Some entities which were privatized up till the post and Telecommunications (divided into the two

beginning of the 1990s included ISCOR (the stat@ntities: South African Post Office Limited and
iron and steel corporation), the South African MintTelkom SA Limited since 1991).

and a sorghum beer brewery company. Commer-
cialization of government activities took place re-; Public Enterprises are non-incorporated enterprises

FISCALPOLICIES

Public Enterprise Sector Reforms

garding the South African Weather Bureau, the for-
estry branch of the former Department of Water
Affairs and Forestry, State Motor Transport, work-

shops of the former Department of Public Works
and Land Affairs, the Agricultural Research Coun-
cil and public holiday resorts. The commercializa-

tion process took different forms. Activities were

granted greater managerial autonomy by putting
them outside the regulatory framework of the former
Office of the Commission for Administration; boards

of directors were strengthened by involving mana-
gerial expertise from the private sector; and finan-
cial independence promoted, inter alia through the
application of user-charge principles and the con-

which are corporate in nature and sell goods and
services to the public at prices that normally cover
production costs. Although each enterprise has its
own budget, it has to obtain Parliamentary ap-
proval. The enterprises of the local authorities and
provincial administrations must obtain approval
from provincial administrations rather than Parlia-
ment on a national level. Non-financial public
corporations are government-owned businesses for-
mally established and regulated by law, or compa-
nies wholly or mainly owned by public authorities.
Public corporations can be defined as corporate
units which are controlled by the government ei-
ther by the number of shares owned by the govern-
ment or through the appointment of members of the
board of directors.



Since the early 1990s the Office of State Enter-
prises has guided and monitored the commercializa-
tion process and ensured the maintenance of a levlll
playing field for all participants - state corporations
and private enterprise, whether big or small. The
latter takes place, where required, through regula-
tory structures such as the Competition Board, the
Regulatory Committee for public airports and air®
traffic services; the Independent Broadcasting Au-
thority for broadcasting services; the Telecommuni-
cation Regulator and also the Post Master General
for telecommunication aspects. The Minister of
Public Enterprises is ultimately politically and mana-
gerially accountable for public enterprises and cor-

expenditure and the systematic elimination of
government sector dissaving;

promoting more equal opportunities via priority
shifts in state expenditure towards socioeco-
nomic services and more effective targeting of
government assistance in the case of the genu-
inely needy; and

promoting macroeconomic stability via the re-
duction of the fiscal deficit, avoidance as far as
possible of money creation in financing the defi-
cit, the redemption of public debt and a larger
role for dynamic public debt management in
short-term stabilization policy.

porations, which have to submit their strategic and Although progress had been made in some areas
annual business plans as well as financial statemerits achieving these objectives, in other areas there
through this Ministry for approval by Parliament. had been little if any advance. Adjustments to the

In some cases price adjustments have to be approvéakation and expenditure structure included:

by the Minister as well. In economic activities
where competition is lacking, regulation is regarded1)
as a precondition for the privatization or commer-
cialization of public monopolistic activities.

Currently, measures that favor parastatals are moi(@)
of a financial than a regulatory nature. The public
sector has provided a cumulative total in loan guar-
antees and subsidies amounting to about R27,7 bi(3)
lion to corporations such as Eskom (electricity),(4)
Transnet (transport) and Aventura (holiday resorts)
at the end of fiscal year 1993/94.

The debate on privatization has again been re-
opened in the South African political economy.(5)
Currently an inventory of all state assets and liabili-
ties is undertaken, with the view of privatizing and
commercializing assets. (6)
Reduction in Deficit Spending

Up till April 1994 structural adjustment in the fiscal
field supported the broad economic policy consider-
ations of the former government and was focused7)
on:
B raising the economic growth potential via tax
reduction, changes in the tax structure, greater

partial elimination of fiscal drag and reduction
of the top marginal rate of income and corporate
taxes,;

reduction or termination of several tax expendi-
tures and their replacement, where appropriate,
with better targeted direct expenditures;

partial phasing out of the import surcharge;
tax reforms, including the introduction of VAT,
reduction of estate duty, full phasing in of fringe
benefits tax, and elimination of double taxation
on dividends;

increase of general government expenditure on
socioeconomic services as percentage of aggre-
gate general government expenditure and GDP;
far reaching policy decisions on the limitation
and reallocation of state expenditure, such as
those involving privatization and commercial-
ization actions, and the reallocation of funds
previously tied up in strategic supplies towards
socioeconomic services; and

the development of mechanisms in the public
and private sectors of large-scale development
financing, which implies a different pattern of
investment in the economy.

tax effectiveness, more efficient and purposeful Important fiscal areas in which little or no progress
state spending, a relatively lower level of statehad been made include:



(1) reduction of the share of direct taxation in total B
taxation;
(2) complete elimination of fiscal drag;
(3) the systematic elimination of government sector
dissavings; and
(4) the limitation of the share of state expenditure inll
the economy.
[
Cyclical factors, political transition factors and
uncertainty regarding the nature and stability of a
new constitutional dispensation acted to complicate
the implementation of the foregoing fiscal strategy.®
Saving by the general government turned negative
for the first time in 1984 and has never been positive
since. The accumulative dissaving by the generc
government over the past ten years amounted to R54,4
billion, i.e., an average reduction in national savings of
some 5 percent of GDP. Since 1990, the budget

early agreement on key principles of macroeco-
nomic management, including guidelines on re-
ducing the government budget deficit, govern-
ment dissaving and inflation through restraint in
general government consumption expenditure;
improved coordination between the Departments
of Finance and State Expenditure;
establishment of a Treasury Committee, which
is to assist Cabinet in setting budgetary priori-
ties, evaluating expenditure requests and ensur-
ing prudent fiscal management;

development of a strategy for the orderly trans-
fer of financial management, powers and func-
tions to the new provincial governments; and
design of an action plan to meet the objectives
of the reconstruction and development program
without compromising fiscal discipline.

deficit has increased from 1.2 percent of GDP to 7.8 The government has also established a Recon-

percent in 1993 and to 6.4 percent in 1994. Goverrstruction and Development Program Fund (RDPF).

ment debt has increased from about 39 percent of GDFhis Fund does not have borrowing powers, but will
in 1990 to 49 percent of GDP in 1994. In a strictbe funded from amounts appropriated by Parlia-
technical sense the government is caught in the sorent, receipts from grants and proceeds from the
called public debt trap, which has the effect that theale of state assets. In the Budget for fiscal year
government is borrowing more and moreiter alia, 1994/95 an initial allocation of R2,5 billion was
finance its increasing interest bill. The government'snade for this purpose, and it was envisaged that
interest on borrowing amounts to about 6 percent dfhese annual allocations would be increased progres-

GDP, which threatens to surpass education as thsvely to reach a cumulative total of R40 billion over

highest expenditure category. five years within the overall budgetary constraints.

In the first Budget of the Government of Nationalln accordance with the emphasis in the Budget on

Unity on 22 June 1994, the Minister of Financemaintaining fiscal discipline, the funds allocated to

singled out three important considerations of itshe RDPF were found by decreasing other depart-

fiscal strategy, namely: mental expenditures, i.e. without increasing the
planned level of total expenditure. It was also made

B laying the base for public finance to be one ofclear that sound financial management would be
the principal instruments for the reconstructionapplied to fund the process of reconstruction and
and development of our country; development by providinginter alia for:

B contributing, through fiscal discipline, to mac-
roeconomic stabilization as a crucial element inll
economic growth; and

B embodying institutional change in the process oM
transition from the old to the new constitutional
order.

the rearrangement of priorities and redirection
of funds in the Budget;
efficiency gains through the rationalization of
services and the effective utilization of public
resources; and

B the broadening of the tax base through economic

The GNU has already taken certain steps on the growth.

following aspects of reconstruction and development:



The Minister also appointed a Commission ofand that is to protect the value of the currency.
Inquiry into Taxation in South Africa to investigate The framework within which monetary policy is
the tax system and to assess what improvements aapplied by the South African Reserve Bank is based
required. Furthermore, the Department of Financen predetermined guidelines for an acceptable rate
estimates that the sale of state assets could raiséincrease in the money supply. A broad definition
some R27 billion. It is speculated that a share obf money, M3, including short- and longer-term
these proceeds could be applied to reduce goverdeposits of the private sector with the banking sec-
ment debt. tor, is used for this purpose.

The Reserve Bank does not regard its money
supply guidelines as a rigid overriding “money rule.”
Major deviations from these guidelines normally
trigger proactive monetary policy actions by the

MONETARY POLICIES?

Tightening of Money Supply Bank. Although divergences of the money supply
_ _ from the target range is used as the most important
Increase in real interest rates indicator for monetary policy, policy decisions are

also influenced by developments in other financial
Throughout the 1970s, monetary policy was rarelyariables, such as interest rates, changes in domestic
used to achieve macroeconomic goals, and was COBredit extension by the banks, the level of and the
ducted mostly through direct control measures. Withyyrrent trend in the foreign reserves, and exchange
the increase in the inflation rate of the 1970s, howrgte movements. The Reserve Bank does not, how-
ever, nominal interest rates no longer reflected thgyer, quantify or predetermine set targets for all the

real cost of capital and there was a shift to indirecjifferent variables. If rational decisions are taken
monetary policy instruments. Up till the mid-1980s, 5| the time,

the money supply increased strongly, with rapid

growth following periods of very high gold prices. m The expansion of the money supply should re-
Excessive increases in liquidity resulted in low inter-  main within the target range.

est rates compared to domestic inflation and overm The general level of interest rates in the country
seas interest rates. This was reinforced by exchange should remain realistic and should stay at least
controls on residents, preventing funds from earning 5t some margin above the rate of inflation.
higher rates overseas. Atrtificially low real rates ofg The domestic bank credit extension should not
interest contributed to low personal savings, the rise excessively.

increased use of credit, capital intensity in producm The total foreign reserves will remain at an
tion and thus low productivity of available capital. adequate level.

A sharp policy reversal followed in 1984-85, m The exchange rate of the rand as determined by
contributing to a severe reduction in economic activ-  market forces will remain relatively stable.
ity and the demand for credit, while inflation wasm |nflation will be contained.
lowered marginally. The resulting decline in inves-
tor confidence plus political considerations acceler- The Reserve Bank’s key operational variable in
ated capital flight, leading to the refusal of foreignachieving its goals is its Bank rate, i.e., the lowest
creditor banks to roll over foreign debts in 1985.rate at which it lends to banks experiencing a short-
Since then the basic philosophy behind the monetaryge of liquid funds. The money supply in South
policy followed in South Africa is that monetary africa is to an important extent demand driven, and
policy has one prime and overriding responsibility,money is created mainly by the extension of credit

2 This section draws on formal SA Reserve Bankby banking institutions. There is therefore a close

statements as expressed in the SA Reserve BadRlationship between the growth in money supply
Quarterly Bulletins (various issues). and the level of interest rates. A more restrictive




policy on the growth in the money supply would @ The exchange rate of the rand has remained
thus require a higher level of interest rates than a under pressure, and the average weighted value
more expansionist monetary policy. of the rand against the value of a basket of the
The first predetermined targets for the growth rate  currencies of South Africa’s major trading part-
in the money supply were introduced in March ners is depreciating—by 9.2 percent in 1993 and
1986. At that time, an acceptable rate of growth of by a further 7 percent in the first four months in
16 to 20 percent in the M3 money supply for 1986  1994.
was announced. In the event, the actual rate @ The foreign exchange market is still subject to
increase in M3 for 1986 turned out to be only 9.3  extensive regulation, distorting economic deci-
percent. Subsequently, in 1988, the growth rate in  sions.
M3 accelerated to 27.2 percent, when a target rang® The recent growing fiscal deficits and public
of 12 to 16 percent was applied. For 1994, a debt are not reconcilable with the goals of over-
guideline of 6 to 9 percent is regarded to be compat- all financial stability
ible with the objectives of the Bank for the mainte-
nance of overall financial stability. In many other countries, the money supply has
The results achieved with monetary policy, par-lost some of its appeal as an anchor for monetary
ticularly over the past six years, are positive. In arpolicy purposes, and, in some instances, has been
extremely unfriendly financial environment, the abandoned and replaced by a different basis, e.g.,
monetary authorities succeeded in: the exchange rate. In some countries (particularly
the United Kingdom, New Zealand and Canada) the
B bringing the rate of increase in the M3 moneyauthorities pursue inflation targets more directly,
supply down from 27 percent in 1988 to 7instead of through an intermediate target such as the
percent in 1993; money supply. This approach, however, requires a
B reducing the rate of increase in the total amountlegree of cooperation between government, private
of bank credit extended to the private sectoibusinesses, trade unions and the central bank which
from almost 30 percent in 1998 to less than 1@ill, in the present phase of sociopolitical reforms in
percent in 1993; South Africa, be extremely difficult to obtain. There-
B reducing the Bank rate from 18 percent in 199%fore, the Bank is of the opinion that money supply
to 12 percent in 1994 and establishing the firmtargeting remains, at least in the present South Af-
conviction that interest rates should remain posifican context, the most sensible anchor for monetary
tive in real terms at all times; policy and for guiding the authorities in their deci-
W bringing the rate of inflation down from 20.7 sions in executing their monetary policy responsi-
percent in 1986 to below 10 percent since 1993bilities.
B establishing a sound and internationally compat-
ible system of bank supervision and regulationChange in Bank Reserve Requirements, Rules and

and Regulations
B introducing greater sophistication and efficiency
in the money and capital markets. The Reserve Bank regards the variable cash reserve

requirement as a useful instrument for monetary

However, there are still some obstacles to the longepolicy purposes. In 1993, it introduced a number of
term goal of persistent overall financial stability. changes affecting the minimum cash reserve and
liguid asset requirements for banking institutions

B The current relatively low level of gold and and also the arrangements for the provision of ac-
foreign exchange reserves makes a switch to eommodation by the Reserve Bank to banking insti-

more relaxed monetary policy stance very diffi- tutions at the discount window. These changes have
cult. been intended to improve the efficacy of monetary



policy in the longer run, and are also in line with itsbanking institution is also 1 percent (zero in April
approach of greater emphasis on risk management 993). There is also a supplementary cash reserve
the implementation of prudential financial require-balance of 1 percent of short-term liabilities to be
ments for banking institutions. held at the Reserve Bank by all banking institutions
As part of this approach, the regulatory authoritiesand on which they receive a market related interest.
are engaged in a special study of risk exposurels respect of liquid assets, a minimum requirement
involved in securities trading in the South Africanof 5 percent against banks’ liabilities was intro-
financial markets. There is concern about the induced with effect from April 1993.
equities that, under present arrangements, arise fromAs from April 1993, the Reserve Bank has also
prescribed financial requirements for securities transehanged the method of providing accommodation at
actions when executed by registered banking instituthe discount window from rediscounting acceptable
tions, and when executed by other non-bank securinoney market paper to extending overnight loans
ties dealers. This constrains the ability of theagainst the collateral of acceptable paper. In this
monetary authorities to change the minimum cashegard, accommodation is now provided only on the
reserve requirements for banks in response to changpllowing basis:
ing monetary policy objectives. To ensure fair and
equal competition among all participants in the secul Overnight loans are extended at Bank rate against
rities market, the introduction of a more general the collateral of Treasury bills, government stock,
risk-based capital requirement for all securities deal- Reserve Bank bills and Land Bank bills, all with
ers, including the managers of funds, is considered. an outstanding maturity of less than 92 days;
Changes already effected include: and at Bank rate plus one percent against these
kinds of collateral with an outstanding maturity
B a new simplified basis for the calculation of the of 92 days and longer, but shorter than three
banks’ minimum cash reserve and liquid asset years.
requirements. The new basis includes all thé8 Accommodation against collateral of other forms
liabilities of the banks without making any dis- of security, such as bank endorsed bills and
tinction between short-, medium- and long-term  long- term government stock, is available in
liabilities. Banks, are however, allowed to de-  exceptional circumstances, at a discretionary or
duct their issued share capital from total liabili- negotiated rate and for a limited period.
ties, accumulated reserves, as well as inter-bank
liabilities and those repurchase agreements that Furthermore, since 1993, the monetary authorities
are mainly used for the funding of securitieshave also made arrangements for the transfer of part
trading. The latter is an interim measure andf government deposits from the Exchequer account
pending the introduction of more uniform finan- with the Reserve Bank to government deposit ac-
cial prudential requirements for all securitiescounts with private banking institutions. In this
dealers. way, large temporary shifts of money market funds
B a new narrower definition of liquid assets whichfrom the market to the Reserve Bank and vice versa
excludes bankers’ acceptances, promissory notege avoided, thus reducing the need for banks to
and negotiable loan levy certificates; and borrow large amounts of funds from the Reserve
B in the light of these changes, new lower levelsBank for relatively short periods of time to neutral-
for the minimum cash reserve and liquid assetze the disrupting effect of such shifts on market
requirements. liquidity.
The philosophy, the framework and the opera-
The minimum cash reserve to be held againstional procedures of the monetary authorities in
short-term liabilities is 1 percent (3 to 4 percent inSouth Africa are all based on the presence of sound
April 1993), and against other liabilities of eachfinancial institutions, particularly banking institu-



tions, and on the existence of well-functioning finan-B the financial rand pool held by non-residents on
cial markets. The Reserve Bank is also actively deposits in South African banks disappear (the
involved in developing the money and capital mar-  finrand pool is R4 billion currently).

kets. It also has the responsibility of managing the

bank regulatory function which is now firmly based Exchange rate policy in South Africa is not inde-
on the principles and directives of the Basle Compendent, but an integral part of monetary policy.

mittee. Monetary targets, which imply a certain level of
interest rates, in combination with international in-
Exchange Rate Policies flation and interest rate differentials, largely deter-

mine the exchange rate of the rand. The Reserve

From the breakdown of the Bretton Woods Agree-Bank does not have a predetermined target for the
ment in 1971, South Africa has accommodated floatexchange rate of the rand, except that it should be
ing exchange rates. Its dual exchange rate systems stable as possible. The Bank intervenes from
allows for a managed commercial rand and a floattime to time in the foreign exchange market to
ing financial rand. The commercial rand applies tosmooth out short-term fluctuations, and sometimes
all international trade transactions between Soutkeven to counteract somewhat longer-term move-
Africa and the rest of the world as well as paymentsnents, as long as they are considered to be of a
and repayments of foreign loans and direct investtransitory nature.
ments into the country. The financial rand was In 1993 and in the first four months of 1994, for
introduced to address capital flight. After beinginstance, the Reserve Bank sold considerable amounts
abolished in February 1983, the two-tier exchang®f foreign currency in the exchange market to lean
rate system was reintroduced in September 1985 iagainst the wind of a depreciating currency when it
the face of serious balance of payments difficultieswas of the opinion that the overall balance of pay-

The financial rand may be used for investment irments deficit was not founded on long-term eco-
listed securities and non residents may inject equitpomic fundamentals, but rather on perceptions of a
capital into nonlisted companies. In August 1986more non-economic nature. On the other hand, the
the system was broadened to include property inBank would also recognize that trying to stop an
vestments. While foreign investors are obliged tcexchange rate movement that has its origin in changed
invest in listed securities via the financial rand,economic fundamentals would be counterproduc-
dividends and other returns are paid out through theve. In 1994, the nominal effective exchange rate
commercial rand. of the rand has depreciated to a level of about 25

Abolition of the financial rand system will prob- percent of the 1980 level.
ably only be considered by the Reserve Bank when
the following prerequisites have been reached: TRADE POLICIES?

m foreign reserves high enough to cover three
months worth of imports and/or the availability Developments in and domestic perceptions of South
of major IMF standby credit lines (foreign re- African trade policy have been influenced by the
serves cover five weeks’ imports currently); sustained international move from protectionism to

m a financial rand discount rate (i.e., the differ-trade liberalization. Trade policy had been closely
ence between the prices of the commercial andligned with industrial development policy and im-
financial rand as a percentage of the commercial
rand) of below 10 percent and that stays at this

This section draws on a World Bank discussion
. i X document (4) South Africa: A Review of Trade
level for some time to breed confidence (finan- Policies, 1993 and the Blue-Book of South Africa,
cial rand discount rate is around 20 percent  55ih Edition, published in Cape Town by National
currently); and Publishing (Pty) Ltd., 1994.



port substitution, which led to the increasing intro- For importables, the real exchange rate encour-
duction of a wide spectrum of protectionist mea-aged the replacement of imports and the production
sures. With increasing official acceptance of thefor the domestic market in the early seventies, until
necessity to liberalize trade, the emphasis has movd®75. From 1975 to 1984, the real exchange rate
to export promotion. experienced a modest decrease and was only low-
By resorting to tariffs and quantitative restrictionsered significantly after the 1984 devaluation. Appro-
on imports (e.g., import quotas, local content repriate incentives for manufactured exports would
guirements and other non-tariff restrictions) the auprobably entail: fixing the value of the rand at a
thorities sought to give effect to import substitution.level that is lower than the market-clearing rand;
Costs of quantitative restrictions were perceived t@nd keeping it at levels that maintain the competi-
be prohibitive some ten years ago, and the systetiveness of South Africa’s manufactured exports.
was partially dismantled. Since the mid-1980s, step$he influence of gold on the value of the exchange
have been taken to reduce the number of tariff linesate suggests that a market-clearing rate may not be
and it is the declared intention of the authorities tdow enough to encourage and sustain rapid growth

continue with further reductions. of industrial exports. To encourage industrial ex-
ports, the value of the rand must be maintained at a

Exchange Rate Policy and Foreign Exchange level that ensures their competitiveness. The level

Regulations may be lower than the value that would prevail

under a market-determined rate.
Import payments and export receipts

Import and Export Permits
Foreign exchange to pay for imports is automati-
cally granted by any bank upon presentation oNon-tariff barriers (NTBs) have been a characteris-
consignment documents and an import permit, whetic feature of South Africa’s trade regime for a long
required. Banks are normally not allowed to pay fotime. They were originally intended to foster indus-
imports before shipment, except with prior authori-trialization, but in recent years they have been jus-
zation from the Reserve Bank. tified as strategic tools to attain self-sufficiency in

All export proceeds must be surrendered to théight of trade sanctions. As the world has been

Reserve Bank of South Africa within six months oflifting sanctions, the government has been replacing
the day of shipment and seven days of the date MNTBs with tariffs. The process, however, is not yet
accrual. Exporters are required to cover forwarccompleted and some NTBs remain, especially against
their export receipts within seven days of shipmentgoods of agricultural origin.

to hedge against foreign currency fluctuations. The Import and Export Control Act of 1963 deter-
mines that certain goods can only be imported into
Exchange rate policy the RSA with an import permit issued by the Direc-

tor of Imports and Exports. The permit is valid for
The dominance of gold in South Africa’s exportsimports from any country. The list of goods subject
creates a problem for exchange rate managemertt import permits has been progressively reduced in
Under a freely floating exchange rate regime, theecent years and was switched from a positive list
volume of gold exports and the price of gold havespecifying the goods subject to import permits) to
had a major influence on the value of the rand, to tha negative list (specifying the goods that did not
possible detriment of other exports. Investigationsequire an import permit). However, it still includes
have indicated that the level of the real exchangea considerable number of tariff items, ranging from
rate discouraged manufactured exports from 1973 tfoodstuffs to chemicals, paper, textiles and machin-
1984. A nominal depreciation of the rand in 1984ery. Apart from import permits, certain products
reversed this trend. require additional certification upon importation from
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such government agencies as the Departments aferage duty rate twice as high as New Zealand'’s,
Health and Agriculture, the Dairy Marketing Board the country with the next highest average tariff.
or the Police. These requirements are intended to In addition to having a multitude of rates that is far
protect health or general security, and are applied tamore numerous than in most countries, the manner
items such as foodstuffs, medicines and explosive®f levying the tariffs is also complex. Import levies
include ordinary customs duties and import sur-
Tariff Reforms charges, but there are numerous exemptions granted
on a firm-by-firm basis. There is also a fuel levy on

Despite the substantial liberalization of the tradepetroleum and petroleum products and there are anti
regime in the past, serious problems still remain, bulumping duties on a very limited number of prod-
these will be eliminated or addressed gradually iructs.
accordance with the phasing in of South Africa’s South Africa subscribed to the GATT Agreements
proposals to GATT. reached in December 1993 and put forward a set of

Up until now, the trade system has been subjectegroposals as to how it intends to implement these
to excessively frequent changes, it has been ov@ATT Agreements (see table 1). Its suggestion that
complex, the dispersion of the tariff schedule isit be awarded developing country status, was not
exceedingly high, and the regime is biased againstccepted, but the USA was prepared to back a
exports. proposal that South Africa be treated as an “economy

Owing in part to frequent changes, the Southin transition” - whereby it could enjoy a status
African tariff structure is one of the most complexsimilar to the former communist countries of East-
in the world. In 1990, the tariff schedule consistedern Europe.
of 13,609 items of which 1,791 items showed no GATT requirements will, within the foreseeable
imports, although the items in question could havduture, lead to a trade policy consisting of increased
been imported duty-free. The complex tariff sched4ariffication of import control, the elimination of
ule also has a wide dispersion. While there is d&rmula duties, the lowering of tariffs over a period
comparatively large proportion of items with zeroof five years except where alternatives have been
rates there is also a high proportion with high ratesnegotiated, and greater reliance on action against
The number of high rates, combined with the numdumping. The latter is increasingly viewed as an
ber of low rates yields a coefficient of variation thatappropriate defensive mechanism against unduly low-
is second only to Nepal's. The highest rate, 1,38priced exports by certain countries. Since mid-1992
percent and second highest rate, 1,320 percenp 31 March 1994, local South African companies
apply only to one product each. All tariffs abovehave filed 23 dumping complaints against foreign
400 percent affect only 26 lines. Many of theseexporters, of which 10 were upheld. There is a need
lines are flanked on both sides by products withto bring South African anti-dumping legislation into
significantly lower tariffs. conformity with international practice.

The line immediately preceding the product with In addition:
a tariff of 1,320 percent, for example, has a tariff of
only 10 percent and the one immediately after has ® 99 percent of all tariff lines of the industrial
tariff of only 29 percent. However, from the point tariff is offered to be bound as opposed to 56
of view of the average statutory tariff (weighted by  percent of the offer of 1990. Import control is
the value of imports) South Africa is not an overly retained for regulating trade in secondhand goods.
protected country. According to a recent World  Furthermore, formula duties are done away with
Bank study, the average statutory tariff of 27.58 tariffs will be standardized at the 4 digit Harmo-
compares well with that in most developing coun-  nized level as opposed to the present 8 digit level,
tries. However, compared to developed countries, except for tariff lines in respect of motor vehicles
South Africa is a highly protected economy, with an  and components, chemicals and some other.
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Table 1. The December 1993 Gatt Agreements

and South Africa’s Counter Proposals

GATT Agreements

Developed countries Tariffication of all quantitative and other non-tariff controls
and/or barriers (with exceptions in the case of agriculture)
33 percent average reduction within 5 years of all industrial
tariffs - with tariffs for certain subsectors (e.g. construction,
high-tech goods, steel, pharmaceuticals, paper) to be
negotiated - the ultimate objective being O percent
36 percent average reduction of all agricultural tariffs - with a
20 percent reduction of domestic agricultural support
(calculated according to the GATT-prescribed “Aggregate
Measure of Support” (AMS) formula), a 36 percent reduction
of agricultural export subsidies and a 21 percent reduction of
the volume of agricultural products exported with export
subsidies. All reductions to be effected within 6 years.

Developing Countries Tariffication of all quantitative and other non-tariff controls

and/or barriers (with exceptions in the case of agriculture)

33 percent average reduction within 5 years of all industrial
tariffs - with tariffs for certain subsectors (e.g. construction,
high-tech goods, steel, pharmaceuticals, paper, etc.) to be
negotiated - the ultimate objective being low tariffs.

24 percent average reduction of all agricultural tariffs - with a
13.3 percent reduction of domestic agricultural subsidies, a
24 percent reduction of agricultural export subsidies and a
14 percent reduction of the volume of agricultural products
exported with export subsidies. All reductions to be effected
within 10 years. Least-developed countries are exempted
from all agricultural reduction commitments.

South Africa’s Counter Proposals Tariffication of all quantitative and other non-tariff controls and/
or barriers (with exceptions in the case of agriculture)

33 percent average reduction within 5 years of all industrial
tariffs - with tariffs to be set as follows (depending on the
specific type of good): for consumption goods between 20
percent and 30 percent within 5 years; for intermediate and
capital goods between 10 percent and 15 percent within 5
years; for raw materials between 0 percent and 5 percent
within 5 years; for clothing at a maximum of 45 percent
within 12 years; for textiles at a maximum of 25 percent
within 12 years; for assembled motor vehicles at a maximum
of 50 percent within 8 years; for motor vehicle components
at a maximum of 30 percent within 8 years

36 percent average reduction by 1999 of all agricultural tariffs
- with a 20 percent reduction of domestic agricultural sup
port (calculated according to the GATT-prescribed AMS for
mula) within 6 years; a 36 percent reduction of agricultural
export subsidies within 10 years and a 21 percent reduction
of the volume of agricultural products exported with subsi
dies within 6 years
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Export Incentives industry, the electronics industry and the motor
vehicle industry.

There is not clarity regarding the future evolution of

trade policy in so far as export incentives are con€ustoms Duties Drawbacks and Exemptions from

cerned, except for the phasing out of the Generalustoms Duties

Export Incentive Scheme. Various ideas are mooted

at this stage, ranging from the establishment ofJnder the Customs and Excise Act, exporters are

export processing zones to the introduction of areligible for drawbacks (item 521.00) or exemption

effective duty drawback scheme or similar mecha{item 470.03) of customs duties paid or payable on

nism. imported materials used in making or packaging goods
for exports. Relief from customs duties can be perma-
Export Subsidies nent or granted on a specific transaction. Permanent

relief is granted in accordance with standing provisions
The General Export Incentive Scheme (GEIS) is théor drawbacks for materials used in the manufacture,
major incentive scheme in place and dates back tprocessing, etc. of specific products for export. By
April 1990. GEIS was designed to help firms offsetcontrast, specific relief is temporary and takes the form
the price disadvantage that the South African exportef rebate of duty, granted on importation of certain
ers face in international markets. GEIS provides anaterials stipulated in permits for the manufacture of
tax-free financial subsidy to exporters based on thepecific products for export.
value of exports, the degree of processing and the Schedule 5 of the Customs and Excise Act contains
local content of the exported product. Under GEISthe list of goods eligible for (permanent) drawbacks of
exports fall into one of four categories: primary customs duties, when used in connection with the
products (e.g., logs or mineral products); beneficiimanufacture, processing or packaging of exported
ated primary products, i.e. products with some degoods. Schedule 6 of the same Act lists the goods
gree of processing (e.g., saw logs, billets); materiatligible for rebates and refunds of excise duties.
intensive products (e.g., planed planks, sheet metal); The procedure for granting duty drawbacks and
and manufactured products (e.g., furniture, steeéxemptions is oriented towards protection rather
cabinets). The export subsidy increases with théhan facilitation of exports. Furthermore, it is cum-
level of beneficiation (processing), the level of localbersome and time-consuming. An exporter apply-
content, and with the value of the rand against @ng for drawback or exemption must submit proof
basket of currencies. The subsidy applies to moghat the material will be used only in the production
exports. About R800 million was budgeted forof the named end-product for export; a justification
GEIS payments in the first year and by March 199Zor using imports rather than domestic goods; proof
GEIS payments were running at more than R2 bilthat local industry cannot supply the inputs; and
lion per annum. Because GEIS increases in propoestimates of quantity and FOB value of the material
tion to the percentage of local content, exportergontained in the end-product exported and the amount
must choose between the duty drawback scheme of customs duties involved. Currently, firms make
GEIS. Most exporters take advantage of GEIS. little use of duty drawbacks and exemptions.

In accordance with the general prohibition of GATT

on formula duties, GEIS should have been termiExporters’ Allowances
nated by 31 March 1995. However, it will now be
phased out over a period of three years, i.e., by th€here are various export incentives intended to par-
end of 1997. In order to facilitate moves closer tdially compensate costs incurred in the development
GATT demands, structural adjustment programof new export markets. A tax-deductible “market-
(SAPs), aimed at promoting export consciousnessng allowance” calculated as a percentage of market-
have been introduced for the textile and clothingng expenditures incurred in the development of

13



export markets is granted to tax-paying exporters ofation may provide finance at reduced rates for
goods and services. Normally, up to 75 percent o$elected expansion schemes that will result in in-
actual expenditures can be deducted, but if an ircreased foreign earnings. Financial assistance is
crease of 10 percent or more on the exporter's basaiso available from ISCOR for exporters of fabri-
export turnover is achieved within a specified pe-cated products containing iron or steel, exports of
riod, the full amount of marketing expenditures maycertain filled containers, and use of certain iron or
be deducted. This benefit does not apply to markesteel products in repair of foreign ships. ISCOR
ing expenditures incurred on exports to Namibiaalso grants special price rebates in the case of steel
Botswana, Lesotho, Swaziland or any other countrysed in the manufacture of export products.
that was formerly a part of South Africa. Because
of the large number of applications for this incen-
tive, tax rgebates have beé)rl? limited to 20 percent OWVESTMENT POLICIES
export turnover.

The Export Marketing Assistance (EMA) SchemeForeign Investment and Investment Incentives
gives partial compensation for transportation costs
and subsistence allowance for travel regarding prilncentives which support an industrialist to establish
mary export market research as well as for outward@n industry in South Africa include:
selling and inward-buying trade missions. The
scheme also grants financial assistance to companifdiarantees
wishing to participate in specialized trade fairs out-
side the Southern Africa Customs Union area. Thdhere are no written or legal guarantees but there are
scheme applies to exhibitions in which South African© restrictions at present on the transfer of profits,
participates officially by means of a nation pavilion. dividends, interest, etc on any investment from outside
In such cases the Department of Trade and Industipe country. The GNU is supporting a market oriented
makes all arrangements and bears the cost of Spa(%i,vate business economy. In the past, expropriation
rental construction and maintenance of stands, ele€f property had been entirely for local infra structural
tricity and water charges as well as freight costs ufeduirements with suitable compensation, and this is
to a certain maximum level. The scheme also make&xpected to continue in future. With the dual exchange
provision for the granting of financial assistance,ate policy incorporating the financial rand, a free flow
limited to 80 percent of certain acceptable items, uf capital has been maintained. With regard to foreign
to a maximum of R20,000 to companies wishing tgnvestment, there are no targeted sectors or sectoral

participate individually in specialised fairs. restrictions, foreign/local equity ratio requirements and
minimum investment levels. Expatriate employment
Additional Export Incentives should comply with the basic requirements of the

Aliens Control Act, 199%.

The Department of Trade and Industry, in coopera-
tion with the Credit Guarantee Insurance Corpora;

. . . 4 The provisions of the Aliens Control Act may be
tion of Africa Ltd., administers a scheme called surrF:marized as follows: y

export credit re-insurance, which provides financing; . possession of sufficient means of maintenance for
and insurance facilities to exporters. The insurance his own use so as to satisfy an immigration officer
covers commercial, political and transfer risks at a  that he is not likely to become a public charge.
premium. Exports of large capital projects which2- Free from contgg_ious, communicablg or other dis-
are being repaid over a number of years are eligible 2S¢ s the Minister of Home Affairs may from

for | bsidies f he D f time to time determine, and disabling mental or
or interest rate subsidies from the Department o physical defect.

Trade and Industry. Under the export development Free from conviction of certain criminal offences.
finance scheme, the Industrial Development Corpo4. Possession of a valid passport
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Import Protection for foreign projects destined for the central PWV
and Durban Core areas. Through specific industry
Currently, modification of the protection policy is programs additional assistance is given, such as cash
taking place (see section 3). grants for research and development programs in
electronics.
Exemptions and Deductions from Tax
Access to Advanced Financial Facilities to Foreign
The import surcharge paid on capital and intermedi€ontrolled Companies
ate goods used in the manufacture of products of
which a minimum percentage is exported is exdn terms of Exchange Control Regulation 3(I)(f) a
empted from tax. Manufacturers are also exempte8outh African concern at least 25 percent of whose
from VAT by way of a full input credit for capital voting securities, voting power, power of control,
and intermediate goods. In some cases allowableapital, assets or earnings is held or controlled di-
deductions are greater than is the norm overseasectly or indirectly by (a) person(s) resident outside
Deductions granted include export allowances (sethe RSA may not obtain South African credit facili-
section 3) and wear and tear allowances of 20 peties (which may include leasing/hire purchase/fac-
cent per annum over five years. The Commissiomioring arrangements and other local financial assis-
of Inquiry into Taxation in South Africa that has tance) without prior authority of Exchange Control.
been appointed to investigate the tax system and to
assess what improvements are required will als®olicies Promoting/Restricting Investment
undertake cost-benefit analyses of all tax allow-Elsewhere in the Region
ances.
South African residents are not permitted without
Special Incentives the specific approval of the Exchange Control to
export funds to other countries for investment pur-
The GEIS is an incentive to exporters based on thposes. More favorable consideration than otherwise
net value of exports of manufactured productds given to applications by South African concerns
achieved. However, GEIS will be terminated inwho wish to make direct investments abroad with
1997, while other export incentives will probably bethe object of promoting or safeguarding the Republic’s
investigated for improvements. interest and/or exports.

Assistance Measures

LABORPOLICIES
Financial assistance is available through the Indus-
trial Development Corporation, the Small Businesd-oreign workers
Development Corporation, the Department of Trade
and Industry and in some provincial areas. A perJhere exist no ethnic quotas with regard to employ-
formance-linked Regional Industrial Developmentment in South Africa. Since 19%f jurediscrimina-
Program came into being in May 1991, embracing}ion on the basis of race, color, gender, etc., has been
financial incentives for viable enterprises in respectemoved from the labor statutes, but tde facto
of new manufacturing projects, in all areas excludSituation is that discriminatory labor practices still
ing the central PWV and Durban Core areas. Unddprevail, e.g. the wage differentials between male and
this scheme, foreign enterprises, based upon, intégmale workers, and between White and non-White
alia, new technology, import replacement or exporyvorkers, especially in the unskilled and semi-skilled
orientation, can apply for a relocation grant of up tocategories.  Furthermore, through the abolishment of
R1 million per project. This grant can also be maddnflux control and changes with regard to regional
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development policies, the one time policy of fixedations. Issues such as inequalities and disparities in
ratios between skilled and semi-skilled categories imcome and socioeconomic goods and services, have
manufacturing has been removed. served as variables in the level of wage demands
Movement of labor between countries, includingsince the 1980s, although the sources of these prob-
cross-border movement, is embodied in the Aliensems need to be addressed by other policy measures,
Control Act, 1991. At present, the policy as regardhat should augment and complement labor policies
immigration to South Africa is aimed at persons whoand labor market processes.
The wage bargaining structures and processes in
B are highly qualified in occupations for which a South Africa have not changed substantially over the
proven demand exists and who are able to obtaipast 70 years, except for the dualistic nature of the
offers of employment prior to applying for per- collective bargaining system at the beginning of the
manent residence; or 1980s to provide access to all workers to the formal
B can prove that they are able to transfer a subbargaining machinery. Apart from this, the levels of
stantial amount of capital for investment and/orwage bargaining revolved around the industrial coun-
establishing industrial concerns which will lead cil, reconciliation board and the Wage Board central-
to economic growth and employment generatiorized systems, while the major part of wage bargaining
opportunities for permanent residents of Southtook place on a mainly decentralized industrial or
Africa. Obviously such investment and entre-individual basis (although heavily influenced by the
preneurial undertakings should be of a natureentralized wage bargaining process). Since 1924 the
and content that render them beneficial to Soutlyovernment has been an active partner in the wage
Africa. bargaining process through the legalizing of minimum
wages. The determination of centralized minimum
Within the framework as outlined above, applica-wages and adjustments on industrial cofraeitl Wage
tions for permanent residence form prospective imBoard§ levels are statutorily supported by the govern-
migrants will be considered on merit individually by
the Immigrants Selection Board.

Immigration iss The industrial council system is formal, statutorily-

regarded as supplementary to South Africa’s man-
power resources, taking cognizance of the availabil-
ity locally of workers and trainee material in the
population. In terms of the Aliens Control Act, a
permit for permanent residence will not be issued
unless the applicant is of good character, is likely to
become readily assimilated and a desirable inhabit-
ant of the RSA within a reasonable period, and is not
likely to pursue an occupation which, in the opinion
of the Immigrants Selection Board, a sufficient num-
ber of persons is already engaged in the country to
meet the requirements of the inhabitants.

Wage Policies

Virtually no price, wage or salary is determined in

South Africa without inflation indexing playing a 6Th

role in one form or another. Wage bargaining in
South Africa is, however, influenced by many fac-
tors, such as socioeconomic and political consider-
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assisted (as prescribed by the Labor Relations Act),
and represents a centralized level of collective
bargaining between employer and employee groups
or trade unions, and is the primary form of wage
bargaining in South Africa. The major economic
sectors in the country, e.g. iron and steel, motor,
food and textile industries, annually engage in a
collective bargaining process, amongst others, to
reach an agreement on changes in wage levels.
After the conclusion of such an agreement between
the parties, the agreement is converted into legis-
lation and published in the Government Gazette.
This set of wage agreements (and other workers’
benefits) is a set of minimum wage determinations
or agreements which is legally applicable and en-
forceable in predetermined industries, areas and
occupations. Incidentally, employers usually in-
terpret these wage rates as actual wages, whilst
labor unions often take them as minimum rates.
e jurisdiction of the Wage Board is applicable only
to parties who are not subject to the formal collec-
tive bargaining process which falls under the Labor
Relations Act.



ment. The legal wage determinations are furthestep towards worker participation at company level
extended to non-participating parties in related indusalong the lines of the European social democracies.
tries, regions and occupations, again with the support

of the government.

Adjustments in the minimum wage levels are usu-OTHER POLICIES
ally made annually for a specific industry or occu-
pation through the process of statutory centralize&’rice and Market Controls
wage bargaining. In the 1980s only wage increases
were negotiated, but recently there are also man§ubsidies in South Africa take many forms. Firstly,
other workers’ benefits that are simultaneously neMany goods and services are provided free of charge
gotiated, e.g., pension and medical fund contribu®’ at prices substantially lower than actual cost.
tions. Minimum wage determinations by the WageTraditionaIIy, these have included provisions for the
Board are lower than comparable determinations b§lisabled, and education and health services. Sec-
the industrial council system, whilst the latter's wage@ndly, there are also a large number of prices,
levels, especially that of unskilled employees, ar€quity, loan and interest rate subsidies to public
higher than wage levels determined in industrie€nterprises and private business in railways, the
who are not part of an industrial council. nuclear and armament industries and petrochemi-

A new Labor Relations Bill is currently being cals, as well as subsidies for housing and water
drafted and will be widely discussed with all stake-SuPPly and water works. Thirdly, there are special
holders before being enacted. There is little clarityProvisions for deductions or exemption from taxes
on its content to date, but it is speculated to contaignd excise duties for households and enterprises
improvements regarding mediation and conciliation(Poth private and public). Mossgas and SASOL's
services, decriminalize strikes and lockouts, provid€xemption/reimbursement of fuel levy and tariffs
for accessible, cheap and speedy labor court systeﬁq)nstitute large indirect subsidy items not recorded
to determine disputes of rights and will take a first2S Public expenditure in the government’s budget.
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3. Trendsin Agricultural Production
and Consumption

An analysis is made of the production and consump- The area grown to crops has been fluctuating
tion of the most important agricultural commoditiesthroughout the decade (see Table 3). The decline
produced in South Africa during the period 1985 tosince 1986/87 in the area under maize is particularly
1990, see Table 1. This is done in order to establishoticeable. This is largely the result of the change in
total production, surplus production for the exportthe price policy of the maize industry and the land
market and the degree of self-sufficiency. conversion scheme introduced to take land out of
Table 2 shows that in spite of the periodic droughtsnaize production.
experienced during the 1980s, South African agri- The changes in area cultivated under crops such as
culture still succeeded in producing surpluses. Thisnaize, sorghum, groundnuts and sugar cane have
is confirmed by the Self Sufficiency Index (SSI) been rather mixed. All showed declining rates rang-
which indicates that South Africa is self sufficient ining between -0.61 percent and -10.78 percent per
all the important staples. Total crop production carannum between 1980 and 1990. The area under
therefore drop before South Africa becomes a netultivation of sunflower seed, dry beans and soy-
importer of these products on a regular basis. Sonfeeans increased by 5.24 percent, 2.3 percent and
individual commodities in this group are, however,11.57 percent per annum respectively (see Table 4).
imported on a net basis (i.e., oilseeds). The growth in area under soybean cultivation is
The table also indicates that in horticultural produc-good for soil conservation in light of the fact that a
tion, particularly fruit, South Africa is not only self large proportion of South Africa’s agricultural land
sufficient, but to a large degree dependent on this devoted to maize production which exerts a lot of
export market. The situation in respect of horticulturapressure on soil fertility.
products is therefore even more favorable than that of Although the area under cultivation for maize,
crop production. In contrast to crop and horticulturalgroundnuts and sugar cane showed a declining trend
products, red meat has a self-sufficiency index ofluring the period 1980-1990, production of these
lower than 100. This implies that South Africa did notcommodities grew steadily during the same period.
produce enough red meat during the years 1985 fbhis may have been the result of the following
1990 to meet domestic requirements. These shortagdsvelopments:
were supplemented by imports from, among others,
Namibia, Botswana and some European countries. B During the period 1980-1990 research improved
Red meat, coffee, rice, vegetables, animal fats and the yielding capacity of these crops.
vegetable oils are the most important food product® A combination of research and production shift-
imported. The total gross value of agricultural produc- ing away from the marginally productive
tion in South Africa was almost R15 000 million in areas(farmers in drought prone and less fertile
1987, whereas that of food imports amounted to about areas reduced cultivation of say maize).
R1200 million. Food exports in the corresponding® Farmers have become more intensive in their
period amounted to about R2400 million. agronomic practices.
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Table 2. Average Production and Consumption of

Selected Agricultural Commaodities in South Africa, 1985-1990

Production Consumption

Commodity Imports Exports (1,000 ton) Total* Human** SS|***
Wheat 94 449 2,612 2,262 2,119 115,5
Maize (white & yellow) 484 1,689 7,422 6,127 2,615 121,1
Potatoes 5 8 1,042 1,039 872 100,3
Vegetables 4 27 1,739 1,717 1,545 101,3
Sugar 63 863 2,044 1,258 1,258 162,5
Beef 81 16 579 644 639 89,9
Mutton, goat’s meat 14 1 182 195 193 93,3

and lamb
Pork 1 2 110 109 108 100,9
Chicken 3 0 521 524 519 99,4
Eggs 0 3 181 178 169 101.7
Deciduous and 0 466 1,366 897 808 152,3

subtropical fruit
Dairy products 35 58 2,344 2,321 2,321 101,0
Sunflower seed oil 14 1 84 96 85 87,5
Citrus fruits (fresh and 0 426 706 278 278 254,0

processed)

Available for use = Opening stock + Production - Closing stock + Imports = Exports
* ox Net human consumption = Available for use - Other uses - Losses, and further adjusted for extraction
rate
***  SS| (self-sufficiency index) = Total production + Total consumption x 100
Source: Food balance sheets of the Directorate of Agricultural Economic Trends of the Department of
Agriculture (as processed)

Table 3. Area Grown Under Selected Crops (‘000 ha)

Crop 1983/84 1984/85 1985/86 1986/87 1987/88 1988/89
Maize 4,028 3,913 4,054 4,029 3,778 3,475
Wheat 1,809 1,919 1,919 1,729 1,985 1,830
Sorghum 283 315 307 265 182 138
Dry Beans 54 47 56 60 64 69
Sugar Cane 412 407 411 388 380 375
Tobacco 32 34 31 25 25 25
Potatoes 67 66 57 65 72 63

Source: Volkakas (1994), Agrifokus.
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Table 4. Annual Growth Rates of Area and Production of Selected Crops

Sunflower Ground Dry Soya Sugar
Growth Rate (a) Maize Sorghum Seed Nuts Beans Beans Cane
Area
1980-1985 -1.37% 13.13% -2.38% -3.98% -3.56% 5.30% 1.31%
1980-1990 -2.64% -3.28% 5.24% -10.78% 2.30% 11.57% -0.61%
Production
1980-1985 -8.07% 6.44% -18.60% -10.84% 3.57% 10.74% 4.27%
1980-1990 0.84% -0.24% 7.87% 0.62% 6.08% 17.03% 1.64%
Note: (a) calculated using the exponential equation Q=Al c€ Time where C€ gives the growth rate.
Source: Calculated from Abstract of Agricultural Statistics.
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4. Agricultural Trade

The cost effectiveness, efficiency and competitive-1994. With regard to GATT, Liebenberg and
ness of South African agriculture are dependent oroenewald (1990) conclude that, in view of South
free access to foreign markets and international tradéfrican agriculture’s great dependence on interna-
The effect of sanctions which restricted South Africa’stional trade and the possibility of counter measures,
access to international trade, caused a loss of expdbuth Africa could not afford not to heed to the
marketing opportunities for the agricultural sector.agreements under the Uruguay Round.
In spite of this, the quality of South African agricul- Turning to South Africa’s agricultural trade fig-
tural products, marketing reliability, and stringentures for the period 1980-1990 (see Table 5) one
quality controls, enabled South Africa to maintainremarkable aspect is the growth in South Africa’s
its export position in the world market (Liebenberg,deciduous fruit exports at an average rate of 0.55
1990). During the 1980s, incentives were also intropercent per annum despite trade sanctions. When
duced to promote exports. disaggregating the decade, deciduous fruit exports
Terms of trade are important considerations whegrew at 2.95 percent per annum between 1980-1985
determining the potential international competitive-but declined between 1985-1990 at a rate of -0.74
ness of a country. In the case of South Africapercent per annum, largely as a result of stricter
agriculture has been experiencing weakening termigade sanctions in Europe against South African
of trade as influenced mainly by tariffs and ex-products. Citrus export volume showed an overall
change rate depreciation (Liebenberg andlecline of 2.02 percent and 9.3 percent per year
Groenewald, 1990). The 1980s experienced lovbetween 1980-1990 and 1980-1985 respectively.
levels of terms of trade which slightly improved However between 1985-1990 citrus exports grew
towards the turn of the decade. The improvemenimpressively by 5.3 percent per annum (see Table
has been mainly due to favorable changes in worl@).
prices for primary products since 1987 (Liebenberg, Maize exports declined over the periods 1980-
1990). 1990 and 1980-1985, but showed marked growth of
Agricultural trade matters were put on the world22.79 percent per annum over the period 1985-
stage in 1986 with the launch at Punta del Este of th£990. Sugar exports grew at rates of 2.81 percent
Uruguay Round of Trade Negotiations under theand 1.58 percent in the periods of 1980-1990 and
GATT. South Africa being a founder member of the1980-1985 respectively but declined at a rate of -
GATT took part in all the negotiations up to the2.71 percent per annum during the period 1985-
signing of the final agreement in Morocco in April 1990.
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Table 5. Export Figures (1000 tons)

Year Maize Sugar Citrus Fruits Deciduous Fruit
1980 3,662 976 458 259
1981 4,690 905 446 247
1982 4,245 1,016 442 307
1983 1,320 806 394 235
1984 15 826 314 305
1985 370 1,206 300 296
1986 1,769 1,202 313 288
1987 2,443 1,303 350 309
1988 337 1,153 380 211
1989 2,933 1,218 395 243
1990 2,001 1,014 372 336
Source: Central Statistical Services

Table 6. Annual Growth Rates in Export Quantities

of Selected Export Commodities

Category 1980 - 1990 1980 - 1985 1985 - 1990

Rate of Growth

Deciduous Fruit 0.55 2.95 -0.74
Citrus Fruit -2.02 -9.3 5.3
Maize -5.91 -85.33 22.79
Sugar 2.81 1.58 -2.71

Source: Central Statistical Services
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5. Aspects of Agricultural Policy

Other changes in the broader political economy
which led to the changes in agricultural policy were
the lifting of controls over the movement of labor in
It was mentioned earlier that the agricultural sectoksgth Africa in the mid 1980s and the considerable
was subjected to two phases of structural change iicro economic deregulation leading to increased
the period up to the early 1980s. The Land Actsctivity in the informal activity (Vink, 1993).
formed an integral part of these two phases of within this climate of macroeconomic change, a
restructuring of the rural economy of South Africa.nymber of shifts in agricultural policy took place
Their effects went much wider than their prescrip-gyring the 1980s (Branét al, 1992; Vink, 1993).
tion of who could get access to which land. They
also affected agricultural production systems, thas Budgetary allocations supporting white farmers
structure of farmer support systems, and the status geclined by some 50 percent since 1987. (See
of black farmers, first as farmers in their own right 3150 Vvink and Kassier, 1991 and LAPC, 1993.)
and later as farm laborers. B The real producer prices of important commodi-

The third period of structural change in South  ties such as maize and wheat declined by more
African agriculture started early in the 1980s and  than 25 percent in real terms since 1984 and
witnessed a major change in farm policy, the result 1986 respectively.

of changes in the broader political economy, on thas Controlled marketing incurred extensive deregu-
one hand, and of more direct policy reactions to the  |ation in terms of the Marketing Act.
needs of the farming sector on the other. B Price controls were liberalized in large parts of
Vink (1993) argues that the deregulation of the  the farm sector, again mainly in terms of the
agricultural sector started outside agriculture in the Marketing Act. This include the change in price
late 1970s when the financial sector was extensively setting in the grain industries from a cost-plus
liberalized following the publication of the De Kock basis to a market based systems leading to sub-
Commission report. The immediate effect on agri-  stantial declines in real farm output prices. Fur-

culture came from changes in the external value of ther examples include the eventual abolition of
the currency and in the interest cost of farm borrow-  price control of dairy products, and later of

ing. The decline in the value of the Rand resulted in  flour, meal and bread and the termination of

farm input prices, which have a relatively large  consumer price subsidies on maize meal and
import component, rising faster than farm output pread.

prices. Changes to the reserve requirements of thg Changing tax treatment for agriculture has, for
banking sector made it impossible for the Land Bank  example, seen the writing off of capital pur-

to continue subsidising farmers’ interest rates. The  chases extended from one to three years, thereby
use of interest rate policy by the Reserve Bank led reducing the implicit subsidy.

to a rise in interest rates to very high levels resultings  There has been a shift away from settlement
in interest becoming the single largest cost of pro-  schemes, as the major instrument of agricultural

dUCtlon in agnculture These ChangeS Ied to fal’m- development in the deve|0p|ng areas, in favor Of
ers’ exposure to market-related interest and exchange an approach based on the provision of farmer

CHANGESINAGRICULTURAL POLICY

rates. support services such as infrastructure, exten-
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sion services and research, and access to creditlt should, however, be said that the policy of food
and markets. self-sufficiency was apparently justifiable at the time.
This policy was followed by many countries in the
These policy shifts are discussed in more detaivorld, especially in the post World War |l period.
below. The South African policy was to some extent based
on the world experience during the 1960s and 1970s.
Surplus agricultural production was also seen as a
way to earn foreign exchange in a world plagued by
“Malthusian views” of chronic food shortages. This
One of the major aims of agricultural policy in SOUthpoIicy was also necessary in order for South Africa
Africa was “self sufficiency in respect of food, fibre ot to rely for its basic foodstuffs on an increasingly
and beverages and the supply of raw materials tgntagonistic and hostile world. With the threat of
local industries at reasonable prices” (RSA, 1984)sanctions becoming a reality in the 1970s and 1980s
The White Paper on Agricultural Policy (RSA, 1984 the policy of food self-sufficiency fitted well into the
: 8-9) motivates this policy aim as follows: total strategy to build the apartheid based “fortress
of South Africa.” The apparent initial success of the
“For any country, the provision of sufficient food for its policy, from the beneficiaries’ viewpoint, also
people is a vital priority, and for this reason it is regardedstrengthened the government's hand in telling the
as one of the primary objectives of agricultural policy.\orld: “Do your damnedest!”
Adequate provision in this basic need of man not only The policy of self sufficiency benefitted producers
promotes, but is also an essential prerequisite for, agonsiderably at the expense of consumers. The strong
acceptable economic, political and social order and foégricultural lobby at that time, through parliamen-
stability.” tarian representation and indirect interest in agricul-
ture, ensured that agriculture for some time received
In order to achieve this aim, the South Africanpeneficial treatment. It can therefore be said that
agricultural bureaucracy was geared in a biasethany producers benefitted largely from the agricul-
manner to support the white commercial farmeryyral policy of the past four decades. The policy
Farmers were protected from foreign competitionpowever was at the cost of the consumers and also
received various forms of subsidies, received proy total welfare loss to the country as a whole (Van
ducer prices at a premium to world prices and hagy| 1989).
access to the latest and most productive mechanicalgecause the policy encouraged unsound farming
and biological technology through an impressivepractices (Brancet al, 1992), it can be argued that
research and extension network. Through thesge policy of self-sufficiency contributed to the present
measures South Africa maintained its position as getrimental position of white commercial agricul-
surplus agricultural producer and achieved the ainre. Apart from the problems faced by producers,
of self-sufficiency in the majority of commodities as the policy was also to the detriment of the consum-
shown earlier in Table 1. ers. Food prices kept on rising and despite the
Although these favorable circumstances encourexports of surpluses more than two million people
aged farmers to produce and thereby contributedre still hungry in South Africa every day. It can
positively to the aim of self-sufficiency, it also en- therefore be concluded that the policy of food self-
couraged some environmentally and economicallyfficiency served its purpose and should be re-
unsound and unsustainable farming practices. Thesgtaced by a policy that to a greater extent addresses
measures for example made the cultivation of maizghe needs of the consumers and the needy. Such a
so profitable that large stretches of marginal land iyolicy change need not be radical and should not
South Africa was planted to maize (Brar al,  oyerlook the basic and very important role of agri-
1992). culture in the economic growth of the country. A

FOOD POLICY
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new policy should in a very balanced way serve th@s possible. The extent of the subsidies to the wheat

needs of the consumer as well as the producer, bahd maize industry is shown in Table 7. Apart from

should specifically address the problems and théhe subsidization of the Maize Board’s handling

needs of the food insecure. costs, the government was from year to year also
Agricultural policy during the 1980s was also responsible for payment of the Maize Board’s export

characterized by the large sums of government sulbesses due to the fact that the producer price was

sidies to farmers in the form of drought aid and othefixed by the Minister of Agriculture.

disaster payments. In 1985/86, government subsi-

dies to farmers amounted to R708 million. In early

1988, it was noted that 25,000 of the 59,000 farmindA‘GRICULTURAL MARKETING POLICY

units had received government aid which amounted
to R24 billion in the previous seven years. This digAgricultural marketing policy in South Africa is to
not include the government financial aid to the wool@ large extent determined by the Agricultural Mar-
industry (R15,5 million), the maize industry (R309 keting Act (Act 59 of 1968 as amended). The Act
million) as well as flood aid. It also did not include €nables the Minister of Agriculture to proclaim a
the government guarantee for debt carried over (R9o@arketing scheme to control the marketing of a
million) and the additional R400 million to keep Particular commodity. The Marketing Act was the
insolvent farmers on land. direct result of the deliberations of the Viljoen Com-
Apart from the subsidies to individual farmers, theMittee, appointed in the depression of 1934. In those
government also paid industry subsidies to the wheatimes it was argued that the inelastic demand for
maize, dairy industries amongst others. The indusfarm products, the adverse climate, and the lack of
try subsidy to the wheat industry was paid to keeﬂnformation and risks inherent to a free market
consumer prices of wheat and wheat products (ﬂou,jystified state intervention. It eventually resulted
bread) as low as possible. The payment to the maiZBat most of South Africa’s agricultural products
industry was in terms of the government's subsidiWere marketed by control boards, established in
zation of the Maize Board’s handling and storagderms of the Marketing Act (No. 26 of 1937) to

costs in order to keep selling prices of maize as loacilitate orderly marketing (Van Rensburg, 1962;
Rees, 1979; De Swardt, 1983).

The initial Act has been revised and amended

Table 7. Government Subsidies to several times and eventually consolidated in Act No.
the Wheat and Maize Industries 59 of 1968. This act, which was also amended
(1980 - 1990) annually as recently as 1993, provides the legal
structures for agricultural marketing in South Af-
Maize Wheat rica. The Act provides for the promulgation of
Year (R mil) (R mil) subordinate legislation called Schemes. Each Scheme
1980/81 59 5 162.7 pertain§ t.o a different product and institutes a Board
1981/82 82.9 181.9 to administer such a Scheme.
1982/83 69.9 193.4 The primary objective of most agricultural mar-
1983/84 132.4 276.6 keting boards was to improve the income and price
1984/85 215.0 194.3 situations of their producers and products. How-
1985/86 250.0 180.5 ever, this was not the only objective. Most boards
1986/87 151.0 147.0 had secondary objectives of reducing the variability
1987/88 359.0 147.4 _ _ : bE o
1988/89 79.9 132.0 in agricultural prices and bringing about an artificial
1989/90 76.0 105.9 equity in marketing opportunities for producers.
The degree of compulsion to which producers were
Source: Abstract of Agricultural Statistics subject, or the legal powers, varies between differ-
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ent commodities and areas. The Minister of Agricul-
ture has to approve all decisions of the board,
emphasising the centralized political control of agri-
cultural marketing in South Africa.

Agricultural marketing policy impacts directly on a
wide range of critical policy areas for agriculture and
wider economic and social development and, as such,
is critical in the success of any rural restructuringll
program regardless of how it is to be achieved. South
Africa followed policy models from many other coun-
tries (especially from the UK and the British Domin-
ions) in establishing a system of producer boards with
monopoly powers. A total of 23 marketing schemes
were established under the Marketing Act. With these
Schemes, it is possible to transform the agricultural
output and input marketing system, determine com-
modity prices, the level and stability of food prices,®
and to create certain concentrations of monopoly
power, especially in agricultural processing industries.
The Act provides for schemes to regulate the domestic
market, to control imports and exports, to promote
demand, and to support research. The Act provided for
five main types of schemes.

[

B Single-Channel Fixed Price Schem@&$ie maize

industry was one of the first that was subjected to
government intervention with the promulgation of
the Maize Control Act, 1931. Policy makers were
always of the opinion that some measure is neces-
sary for orderly marketing and stability because of
the non-existence of a free maize market world-
wide. Intervention was the mainstay, especially

seeds, rooibos tea, and lucerne seed are ex-
amples of single-channel pool schemes. Most of
these Schemes were established in the 1950s,
except the first five, which were established
during the depression years. Many of these
Boards had distributional and trade functions
such as quantity, quality and import control.
Surplus Removal Schemésnumber of Schemes
such as red meat, potatoes, eggs, dry beans, and
sorghum operate surplus removal schemes in an
effort to support producer prices. The red meat
industry is one of those with the highest level of
concentration and vertical integration (Lubbe, 1992)
which enables a few organizations to influence the
commodity policy. The egg industry and dairy
industry were similar to the meat industry.
Supervisory and Price Regulatory Schenigse
Canning Fruit Board was formed in 1963 to
oversee the marketing arrangements between
producers and a small number of canners. The
marketing of cotton is under the supervision of
the Cotton Marketing Board which also later
controlled export and import of cotton.
Promotion SchemeThe Karakul marketing
scheme was established in 1968. Because of
anti-animal cruelty actions by the Green Peace
movement, the demand for fur coats decreased
substantially causing the industry to lose its
importance to such an extent that it collapsed.
This lead to the abolishment of the scheme
during the 1980s.

with respect to the fixing of selling prices by the A number of political and economic pressures led
Maize Board and the single-channel marketingo a more market related approach in the marketing
system which applies in the major productionof agricultural commodities in South Africa since
areas. Another example of a single marketinghe early 1980s. There was a reduction in the use of
scheme was the marketing scheme for winter graingrice control on a number of commodities. There
The Wheat Board administers the scheme whichivere also shifts to more market based pricing sys-
controls the marketing of wheat, barley, and oatstems, away from the old cost plus pricing proce-
Although maize and winter grains are classified aslure. Other pressures came from within the system
single-channel fixed price schemes, they have, iwith many farmers becoming increasingly unhappy
practice, been operating as single-channel poakith aspects of the controlled marketing of many

schemes since 1987.
B Single Channel Pool Schemd3eciduous fruit,

agricultural products. Furthermore, there was also a
realization of the poor performance of the agricul-

citrus, dried fruit, tobacco, chicory, bananas,tural sector in aggregate as measured by the very
fresh milk, cream, wool, mohair, tobacco, oil- slow rate of productivity growth (Thirtle, et al.,
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1993). In addition to the sectoral reforms, the ecokets, abattoirs, etc. may allow for major opportunities
nomic environment for agriculture has been profor farmers to serve these markets at affordable prices.
foundly affected by changes in macroeconomicSupport systems to assist informal and emerging small
policy, most notably the tightening of monetarytraders should also encourage flows of inexpensive
policy through increases in interest rates, and exood stuffs.
change rate depreciation. It can be argued that the most important determinants
The trend of market liberalization was further of change in the farming sector will however not be
enhanced by the pressures emerging from the GATIBnd reform or access to farmer settlement and support
negotiations for the abolishment of quantitative im-services, but rather arrangements to link producers to
port controls and the introduction of tariffs on all consumers, i.e., marketing arrangements. A large
agricultural commodities. The replacement of quanmarket is emerging in South and Southern Africa,
titative controls on external trade by tariffs is in- however, the majority of consumers are poor and
tended to reduce the distortions created by quantitaequire food at affordable prices. The present market-
tive administrative controls, to create a moreing system does not allow for efficient, effective and
commercial environment in the planning of imports,low cost service to consumers. Marketing arrange-
to reduce the role of government in allocation ofments should allow for a flexible market driven system
licenses, to limit the use of quantitative controls, andinking farm producers to consumers in the various
to increase the extent of competition. A generakmerging markets. Such a marketing system will allow
policy of tariffication has been in operation sincefor competition and eventually result in an efficient and
1985, but this has only begun to be applied tdliversified farming sector.
agricultural commodities as recently as 1992. Dur-
ing the past year tariffs have been established fdriberalization of Price Controls in the Food Sector
poultry, tobacco, vegetable oil, oilcake, and red
meat, and an overall strategy has been developed féhe 1980s saw extensive deregulation of the agricul-
submission to GATT. tural marketing sector as discussed above. One of
The appointment by the Minister of Agriculture of the important aspects of this deregulation was the
the Committee of Inquiry into the Marketing Act liberalization of price control on a wide range of
(CIMA) in June 1992 was probably the main eventproducts. Examples of this price liberalization are
which triggered the current process of market deeontained in Table 8.
regulation since the beginning of 1993. Since the In their 1992 discussion document the Board on
release of the CIMA report in January 1993, a totallariffs and Trade argue that abolishing price control
of eight marketing schemes and marketing boardwas directly responsible for sharp price increases in
were abolished, while the one channel pool schemall the products listed in Table 8.
of the Wool Board was abolished, but with the Wool
Board remaining intact to perform product develop-Change in Tax Policy
ment, advertising and other services. The impact of
the CIMA report on the reform and deregulation ofln the past, the agricultural sector benefited from
South Africa’s agricultural marketing system is evi-favorable fiscal policy. Lamont (1990) estimates
dent from Table 5. that income tax concessions to farmers amounted to
The South African consumer market is dramatically70 percent of their theoretical tax bill in 1981-84.
changing and international competition is increasing. IBefore the changes in fiscal policy in the 1980s,
will be important for local producers to reach consumfarmers could depreciate an entire asset, for tax
ers with a product of desired quality and at a price apurposes, within the first year of purchase.
low as possible. Large but poor urban markets require Resources were not optimally deployed as capital
food such as meat, milk, vegetables, etc. Deregulatiofiprmation occurred at the expense of a relatively
the scaling down of health regulations, farmers’ marcheap labor resource. Such tax concessions tend to
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Before April 1992, the twelve research institutes
formed part of the Department of Agricultural De-
velopment, an “own affairs” department under ju-
risdiction of the white parliament. This in effect

Table 8. Examples of Price
Liberalization in Some African

Agricultural Products

Year meant that the NARS of South Africa only serviced
Product Level Abolished “white commercial agriculture”, as the other depart-
ments of agriculture in the apartheid system set up
Milk Retail 1983 to service the needs of the other groups (coloreds,
Wholesale 1983 Asians and blacks in the ten homelands, thus a
Producer 1987 further 12 departments) conducted virtually no re-
Cheese Retail 1985 search. The situation thus was, and to a large extent
Wholesale 1986 still is, that all meaningful agricultural research
done by the public and semi-public sector is focused
Butter Retail 1985 on commercial agriculture. An exception to this rule
Wholesale 1988 is some research conducted at universities, albeit not
Wheat Flour Retail 1991 the main focus.
Wholesale 1991
Research Structure in 1990 (Before the Change)
Bread Retail 1991
Wholesale 1991 Before the major restructuring of the South African

national agricultural research system (NARS) in 1992,
result in over-investment in good years but led tqpe Department of Agricultural Development was
cash-flow problems in bad years (LAPC, 1993). responsible for the bulk of agricultural research. In
During the second half of the 1980s, tax concesthijs task the Department was aided by the faculties
sions were reduced. Assets had to be depreciatefl agriculture of eight universities, marketing boards,
over three years at rates of 50 percent, 30 percefie Department of Development Aid, agricultural
and 20 percent per annum respectively. Althougltooperatives and private companies. While the four
this amounts to a significant reduction in tax concesatter institutions focused mainly on development
sions, depreciation provisions for agriculture areyork, 93 full time personnel at the four traditionally
certainly more generous than for other sectors. white universities (Pretoria, Natal, Stellenbosch and
Orange Free State) were involved in training and
Agricultural Research and Technology Policy 110 in research (in 1990).
The Department of Agricultural Development there-
At present, the major research institution in Southfgore had the biggest person-power component for
African agriculture is the Agricultural Research Coun-agricultural research: apart from the head office in
cil (ARC). The ARC is a product of extensive deregu-pretoria, which was attuned to mainly administra-
lation and privatization within the Department of Ag- tion and coordination, the executive activities of the
ricultural Development, from which the ARC was pepartment were entrusted to 10 research institutes,
created April 1992. The ARC, consisting of 12 differ-two research centers, seven regional organizations
ent institutions, was established with the mission of:and eight directorates. Of the total work force of
5,600 people, 950 were researchers and 1,200 were
“Provision of effective technology to all participants in technicians actively involved in research, while the
agriculture and associated fields to ensure dynamic angkst of the scientific personnel (including 190 exten-
environmentally friendly industries capable of supplyingsjon officers, 12 advisers, 58 economists and 46
adequate agricultural products of acceptable quality to thggricultural engineers) were concerned with devel-
consumer.” opment work.
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In addition to these researchers, the Department @ubsistence areas excluded under the previous dis-
Agricultural Development had well equipped labo-pensation.
ratories with a total area exceeding 14,000 inches Not much research has been conducted regarding
squared, as well as 74 experimental farms represertechnology policy in South Africa. Van Zyl (1985)
ing most of the climatic regions and cultivation areadid, however, model the issue of optimum maize
in South Africa. These experimental farms played aultivar selection under conditions of risk. Here it
major role in the three areas of involvement of thewvas shown that farmers with average to low levels
Department:; research, extension and training. Onf management ability, and faced with high levels of
the experimental farms, field trials were conductedisk, would do better to plant lower yielding culti-
under controlled conditions which simultaneouslyvars which perform better with lower levels of inter-
served as practical demonstrations of practices, sysaediate inputs. Vink and Van Zyl (1989) have also
tems, new cultivars and animal breeds. commented on the bias towards mechanical technol-

The Department’s research was, as a general rulegy, away from biological technology in South Af-
problem oriented. This approach yielded nearly 600ican agriculture while Van Rooyen (1984) argued
published scientific articles from the more than 2,500he need for a farming systems research approach
ongoing research projects in 1990, apart from th¢FSR-E) to support on farm problem solving. Some
simultaneous interpretation of the data in a morgrogress was made in this regard with the establish-
practical and accessible manner by means of leafnent of a FSR-E network in Southern Africa.
lets, lectures, radio talks and semiscientific articles. South African agriculture has become capital in-

In spite of its clear disadvantage in terms oftensive in the face of a relative abundance of land
research staff, the university sector nearly matchednd labor (Van Zyl et al., 1987). This contrasts with
the research output of the Department in publishedgriculture in the USA and Japan (where capital is

scientific articles. in relative abundance), where farmers have adopted
technology which economizes on the scare produc-
Research Structure after April 1992 tion factor (labor and land respectively) (Ruttan,

1982). This adoption of sophisticated mechanical

As already mentioned, the ARC was established a®chnology in South Africa has resulted in increased
a semipublic and relatively autonomous institutionproduction, particularly by a small group of farms in
with the restructuring of the Department of Agricul-the commercial sector (mainly non-individually
tural Development in April 1992. Twelve researchowned), as well as from the large scale projects in
institutes were transferred to the ARC, while thethe developing sector.
Department retained the seven regional organiza- This has contributed towards the major structural
tions and eight directorates. The latter includes thénbalances that have been building up in the agricul-
Directorates for Agricultural Engineering and Agri- tural sector. Capital should therefore be used with a
cultural Economics. The universities were not af-great deal of discretion to maximize income and
fected by this restructuring. However, more marketvork creation opportunities. Agriculture, especially
related policies also impacted on the role of marketagribusiness, ultimately yields the largest number of
ing boards, especially with respect to research. job opportunities per unit of capital invested through

The Department of Development Aid has alsothe multiplier effects (Kirsten and Van Zyl, 1990),
been closed down with most of its functions in thebut can lead to unemployment in the short term.
field of agriculture being transferred to a new Direc- It would be fair to conclude therefore that the
torate of Agricultural Promotion within the Depart- research and technology transfer system in South
ment of Agriculture. These changes have resulted iAfrican agriculture is unsustainable over the long
a gradual shift in emphasis of agricultural researclerm, even in the face of market distortions which
in South Africa to also include the developing sec-affect the relative prices of land, labor and capital.
tor, and more specifically the black smallholder andGiven the potential contribution of output-increasing
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technology to the development of the South African These factors were largely brought about and
economy, it is also fair to conclude that priority exacerbated by two sets of policies, namely
should be given to improving the research and tech-
nology transfer system. In this regard, an ideall) the racially motivated political policies of apart-
research and technology transfer mechanism is one heid; and
where farmers are served with affordable technol{2) inward-oriented import replacement economic
ogy which suits their needs. The supply of technol-  policies aimed at obtaining self-sufficiency at
ogy by researchers, and its dissemination to farmers the national level, which distorted both society
by the extension service, should match the demand and the economic incentive structure.
for technology by farmers.
These two sets of policies are also to some extent
Natural Resources and Infrastructure Policy interlinked, and many researchers and analysts treat
them as part of a wider set of apartheid policies.
Current natural resource issues in the rural economy While these factors are interlinked and mutually
of South Africa need to be examined in the contexteinforce each other, it is nevertheless important to
of the political and economic policies that have beertonsider each separately and examine its impact on
in force, particularly with respect to agriculture, the environment. The reason for doing so is that
forestry, water resources and conservation duringvith the imminent demise of apartheid and white
the past century, as well as the unique opportunitgomination in South Africa, one may see a major
of structural reforms in rural areas brought about byhange in the structure of incentives vis-a-vis large
the imminent achievement of a democratic societyscale farming as well as in the property rights re-
Although agriculture in South Africa is widely gime. Clearly, however, an immediate reduction of
regarded as a successful sector, primarily because thfe impact of poverty among the rural black popu-
the economy’s self sufficiency with regard to mostlation on the environment will not occur. Conse-
agricultural commodities, specifically staples, thisquently, while policy reforms aimed at improving
apparent success is largely based on a wide range alfocative efficiency, equity and, in turn, environ-
political and economic policy distortions that havemental sustainability are necessary, they will not be
favored large scale, white owned farms. This apparable to address all of the environmental problems in
ent efficiency was not accompanied by the otherural areas.
political and social goals of equity and sustainability, The dominant form of agricultural production in
specifically at the political, economic, financial and South Africa is the white-owned, large-scale farm,
environmental level. accounting for 90 percent of the value added and
These same distortions have contributed signifiowning 86 percent of the agricultural land. The
cantly to the degradation of the natural resourceurrent dominance of the large farm model of pro-
endowment in rural areas. In particular, three facduction (commercially oriented and capital-inten-
tors stand out as having caused much of the envirosive) is partly the result of more than a century of
mental degradation in rural South Africa: racially-based policy distortions. At the heart of
these distortions were the discriminatory land acts,
(1) the poverty of large numbers of the rural poputhe first of which was passed in 1913. These acts
lation, especially those in the homelands; drew a line between the areas of black and white
(2) the impact of the prevailing structure of incen-land ownership by prohibiting the ownership of land
tives faced by large-scale farmers with respecby members of one racial group in areas reserved
to natural resource use; and for the other group. By this and subsequent reinforc-
(3) the property right regime that allowed virtually ing mechanisms, blacks (approximately two thirds
unrestricted use of natural resources by favoredf the population) were restricted to ownership of
groups in society. land in areas that comprised about 13 percent of the
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country. Restrictions on land ownership were fur-
ther reinforced by policies that severely restricted
the provision of infrastructure and agricultural sup-

port services to those areas of the country wher€.

blacks were allowed to own land.

This policy of geographical segregation of racial
groups culminated in 1948 when the new Nationalist
government instituted its policy of apartheid and
created the self-governing homelands or Bantustans

for the African population. The Bantustans are charb.

acterized by:

(1)

(2)

a dearth of income opportunities, on average

about two thirds of household income in theE.

Bantustans came from sources outside the
Bantustans, i.e., remittances and pensions;

a comparatively high population density, about
16.2 hectares of agricultural land per rural resi-

contributed to an expansion of irrigation into
marginal lands and led to the accelerated deple-
tion of ground water aquifers;

Subsidies for fertilizer and agricultural chemi-
calsled to growth in fertilizer use of 7.7 percent
per annum between 1947 and 1979, while dips
and sprays grew at 9.7 percent per annum be-
tween 1947 and 1973 and at 20.6 between 1973
and 1980;

Subsidized water provision for irrigation pur-
posescontributed to water being treated as an
abundant resource used in an inefficient man-
ner; and

Favorable tax treatment of capital equipment,
combined with negative real interest rates, has
encouraged an over mechanization of agricul-
tural production that, in turn, has led to an
extensification of production into marginal and

dent in the white areas in contrast to 1.3 hect-
ares per resident in the Bantustans; and
a generally poor resource endowment; the pov- Another feature of the South African policy envi-
erty of the Bantustans has resulted in considerronment that has had an impact on the degradation
able degradation of their natural resource enef the natural resource base is the framework of
dowment. property rights. An integral part of the concept of
sustainable development is the need for property
The complement to the apartheid policy of dis-rights (and transaction rules) that create incentives
crimination against ownership of land by blacks infor sustainable resource use. A consequence of apart-
most parts of South Africa has been a set of policiebeid was to bestow private property rights (freehold)
that strongly favored the white large-scale, commeren those individuals deemed important to the suc-
cial farmers, e.g., subsidies on some input pricesess of the political system (mines, factories, the
and credit, favorable tax policies, subsidized wateenergy sector, the commercial forestry sector, white
for irrigation purposes and subsidized output marcommercial farmers) and then to retain everything
keting structures. These policies have atrtificiallyelse under state control. In forestry and agriculture,
supported the profitability of large-scale commercialfreehold tenure of land was granted to those sectors
farms and, apart from allocative and efficiency prob-deemed essential to the economy. Tax laws, rules
lems, introduced distortions that have had profounaéver the ownership of land, and rules over the
environmental consequences. Examples of these copartial alienation of the freehold estate were largely
sequences include the following: motivated by the need to provide certain environ-
mental resources (land, water, trees) to selected
A. Support of agricultural commodity pricespe- groups. The resulting property regimes, especially
cifically for maize and wheat, at higher thanin the agricultural sector, are therefore simple arti-
market clearing levels and the creation of subfacts of apartheid.
sidized infrastructure, specifically storage fa- As new environmental policy is formulated, it is
cilities, contributed to an expansion of cultiva- essential that the existing property regimes in land
tion into marginal production areas; be carefully assessed. The artificial economic incen-
B. Subsidies for investments in irrigatidacilities  tives under apartheid encouraged agricultural enter-

often environmentally fragile land.

3)
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prises to extend the freehold estate beyond the ec@l percent of total annual costs due to erosion are
nomically rational boundary (under most feasibleexternalized. Of these off site costs, roughly half
economic policy regimes). While marginal landscan be ascribed to degraded rangelands.
were incorporated into the freehold estate under the Hence, the opinion that emerges from research is
past policy regime, new policies in South Africa will that many parts of South Africa’s natural resource
mean that many of these marginal areas will movendowment is now significantly degraded, although
back out of the freehold estate, driven by the instimeasures of the magnitude of this degradation are
tution of a more coherent taxing system on land andnprecise. Two main causes of this degradation
its economic value. seem to be:

The result of these past policies on resource use
has been contrasting: in the relatively small home{1) the racially based apartheid policies; and
land areas relatively scarce natural resources wef@) policy distortions aimed at supporting large-
used (abused) by millions of the poor to complement  scale white farming.
remittances and pensions from “outside” as part of
a survival strategy; and in the white commercial These distortions have led to extreme poverty in
farming areas relatively abundant natural resourcethe Bantustans and the misuse and misallocation of
were used (abused) by a small number of the “priviresources in the large farm sector. It is hypothesized
leged” to produce increasing surpluses. The lattethat both of these factors have played a critical role
group was heavily supported by policies creatingn the degradation of the natural resource base.
welfare transfers from taxpayers and consumers paFurther, another consequence of the broader set of
ticularly from the poor. policy distortions rights (including apartheid) has

Total land resource depreciation and off-farmbeen a set of property and other natural resources,
costs for various types of land degradation were.e., water) that have also contributed to this pattern
calculated to be R672.6 million in 1992/93, 12.50f degradation.
percent of the total net national agricultural income.
This amount is distributed as shown in Table 9: Agricultural And Rural Development Policy

The total cost associated with water erosion, in-
cluding both on and off site costs, accounts for 5As a result of the dualistic nature of South African
percent of total costs due to degradation. Of imporagriculture, different policies apply to white com-
tance to policy formulation is that off site costs of mercial agriculture and to black small-scale farmers
water erosion are far larger than on site costs; somia the former “homelands.” Three clearly defined

Table 9. Breakdown of Land Resource Depreciation and Off-farm Costs

for Various Types of Land Degradation

Category Million Rand
Annual depreciation of land 372.6
Arable land through water erosion 372.6
Wind erosion 7.0
Soil crusting 28.0
Soil compaction 24.0
Increased acidity 80.0
Salinization & water logging 30.0
Rangeland 17.2
Off farm cost 300.0
Sedimentation of dams 100.0
Increase cost of purification 200.0
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approaches to agricultural development can be iderdirection and under supervision and they were dis-
tified, i.e., betterment planning since 1936 to themissed from their plots if they were unsuccessful
late 1970s; centrally-managed project farming andvVan Wyk, 1970 : 66). This approach, commonly
farmer settlement projects during the 1970s an#nown as the farmer settlement approach, focused
1980s; and the more broad based farmer suppoon large schemes but concentrated on settling se-
programs since the late 198@$ Ellis-Jones, 1987; lected laborers as project farmers operating under
Christodoulou and Vink, 1990; Van Rooye al,  strict control. Participation by so-called farmers was
1987; Van Rooyen, 1993; Bromberger and Antonieaccommodated by using farmer committees to assist
1993). This dualism was further highlighted by thethe project manager. These farmers were however,
separation between agricultural and rural issuesiothing more than paid wage laborers with virtually
Rural issues were in fact scattered over a wide rang® control over their production activities. As such,
of departments, ( i.e., Water Affairs, Transport,a drive towards self-reliant farm businessmen still
Energy, Forestry, Agriculture, and Regional anddid not materialize (Christodoulowet al, 1993).
Land Affairs). This approach was dominant in the late 1970s and
Increasing emphasis was placed on large scakarly 1980s (Christodoulou and Vink, 1990).
centrally managed estate project farming during the With time, disillusionment developed about these
1970s (Christodoulou and Vink, 1990), particularly projects. They were expensive, often loss-incurring,
in the case of industrial crops “where large unitsand rarely involved spill-overs or linkages with the
were desirable” (Van Wyk, 1970 : 66). The projectsurrounding communities. They were often viewed
farming approach obtained a further boost with theas “islands of prosperity amidst an ocean of pov-
establishment in 1973 of an agricultural division inerty” (Bromberger and Antonie, 1993). These mod-
the Bantu Investment Corporation. els of development were thus viewed with increasing
According to Bromberger and Antonie (1993), scepticism in terms of their undesirable impact on
Christodoulou and Vink (1990), and Christodoulouinvestment and operational costs, entrepreneurial
et al. (1993), it appears that substantial financialestablishment, fiscal affordability, upliftment of
losses were rather the norm with these schemes, aadjacent communities, project sustainability, and
the distribution of benefits was very limited in rela- overall rural development (Christodouloat al,
tion both to total need and to aggregate resourcek993; Van Rooyenet al, 1993).
available for development. Although higher levels Acknowledging the limitations of agricultural
of resource use and production and the creation gfrojects, an alternative approach to agricultural de-
wage employment were promoted through modertvelopment was designed. The Farmer Support Pro-
farming enterprises managed by parastatal comparam (FSP) was introduced in 1986, trying to achieve
nies and consultants, little was done to promote a shift away from investment in projects to a pro-
class of self-employed farmers and improved farmgram which could provide access to support services
ing methods for smallholders outside these schemefar a large number of small holders and rural house-
Schemes were later adjusted to settle selected pdrelds in a broad based manner. An important moti-
sons as “project farmers” operating under paternalvation for this program was the promotion of equi-
istic control (Van Rooyen, 1993). Occupiers of plotstable access to support services, resources and
were strictly selected, they had to farm according t@pportunities.
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6. Some Effects of the Changing
Agriculture Policy

ers in the highveld, that is, by using fewer produc-
tion inputs; and the higher rates of sequestration of
farming enterprises in the lower potential regions.
While it is important to note that different farming Many of these changes are reflected in changing
regions have experienced different circumstancesgnd use patterns, which are discussed below.

The changes in farm policy since the early 1980s Taple 10 shows how the patterns of land use in
have had significant effects on the agricultural secggyth Africa have changed between 1981 and 1988
tor. Aggregated data show that the sector is beconfthe |atest available data). The amount of rain-fed
ing more flexible in at least some parts of thegraple land under crops has increased by 1 percent
country. This is highlighted by the improved aggre-per year in this period. During this time the area
gate debt service ratio along with financial difficul- planted to maize, the largest single crop in South
ties for some groups of farmers; increasing land Usgfrica, has decreased by 1.52 percent per year,
intensity in high potential regions and “over crop-while there has also been a decrease in the planting
ping” in more marginal regions; the aggregate depf crops such as wheat, sunflower seed, grain sor-
cline in farm size; shifts in the cropping pattern; a”dghum, soya beans, cotton, forestry, and pastures.

FARMPOLICY

the relative absence of yield effects. These changing land use patterns in commercial
The effects of these changes in farm policy can beyyming have manifested differently in the different

traced through variables such as: regions of the country. These changes are related to

the policy changes discussed earlier through changes in

B the financial position of farmers; relative product prices and factor costs, the cash flow
B land use patterns; and position of farmers, shifts in tax incidence, etc. A

B farm size and ecological considerations theoretical analysis of the effects of the changes in farm

_ . _ _ policy over the past decade would lead to the conclu-
A discussion of such effects is necessarily speCusion that such a decline in average farm size was indeed
lative, although it is possible to make educatedyossible. This would, however, be the aggregate effect

guesses about certain broad trends. of a number of more specific micro level and regional
Much has been made of the increase in total farghanges.

debt in the period since 1980; also about the fact that

debt repayment has become the biggest input coglydgetary Allocations to Agriculture

item for commercial farmers. The ability of farmers

to service their debt has, however, improved in theyyer the decade of the 1980s, expenditure on agricul-
period since the mid 1980s. These data refer to totglre, forestry and fishing increased in nominal terms
farm debt; the preceding discussion makes it obvifrom R833 million in 1982/83 to R2 240 million by
ous that the size of debt and the ability to servicqggo/91. When expenditure is deflated by the con-
debt will differ between regions. Examples includesymer price index, real expenditure rose between 1982/
the successful use of credit to gear production bg3 and 1984/85 but declined for the rest of the decade
farmers in high-potential regions, especially WhequApC, 1993). Figures on budget expenditure pro-
crops are produced for export; the more extensivgided by the Central Statistical Service indicate that
production systems being followed by maize farm-yhite farmers’ share of the agriculture budget was
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Table 10 . The Changing Land Use Patterns in White Farming, 1981-88

Increase/ Growth

1981 1988 Decrease p.a.

Crop (ha) (ha) (ha) rcent p.a.)
Dryland 8,721,750 9,367,620 645,870 1.0
Irrigation 851,943 1,290,070 438,127 6.1
Planted pastures 1,195,512 1,449,845 245,333 10.8
Natural veld 73,453,976 69,742,302 (3,711,674) -0.7
Forestry 1,151,290 1,510,628 359,338 4.0
Other 892,638 1,408,065 515,427 6.7
Total 86 267 109 85 768 530 (498 579) -0.1
Sources: Central Statistical Service, Census of Agriculture, Report No. 06-01-20, Pretoria: Government
Printer, 1981: Central Statistical service, Agricultural Survey 1988, Report No. 11-01-01, Pretoria Govern-

ment Printer, 1988.

Table 11. Phasing Out of Government Subsidies in the Food Chain

1980/81 Subsidy
Item R) Date of suspension
Bread R 162.75 million March 1991
Maize marketing margin R 59.55 million March 1991
Butter R 3.80 million 1983/84
Crop insurance R 3.69 million 1987/88
Fertilizer R 5.98 million 1987/88
Total R 235.77 million

declining in the latter part of the 1980s. Between 1988&he bread subsidy which contributed 69 percent to

89 and 1990/91, white agriculture’s share of the budgehe total government subsidy (Table 11).

dropped from 72 percent to 61 percent. Conversely, The trend in agricultural financing (subsidies and

over the same period, the homelands received a greateans to farmers), the largest single component of

proportion. Figures from auditors’ reports and expenthe budget, is less straightforward. Between 1985/

diture estimates of the government indicate a similaB6 and 1990/91 there was a steady fall in real

trend. These figures show a steady fall in whiteexpenditure on agricultural financing. As a propor-

agriculture’s share of total expenditure from 79 percention of the total budget, there is no marked trend—

of the budget in 1985/86 to 52 percent in 1990/91. it fluctuated between a low of 27 percent (1987/88)
The decline in the “white” budget vote is, to aand a high of 47 percent (1988/89).

large extent, attributed to the decline in industry During the early 1980s, the following financing

subsidies. Government subsidies to the food indusschemes (subsidies and loans) of the Agricultural

try amounted to an estimated R236 million in 1980Credit Board were suspended:

These subsidies have been suspended gradually dur-

ing the 1980s up to the end of the decade an® soil conservation works;

eventually led to an increase in food prices (BTT B eradication of invading weeds;

1992). The most important of these subsidies wa® the establishment and/or management of private
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Table 12. Annual Increase in Producer Prices vs. Increase in Prices

of Agricultural Inputs (1980 - 1991)

Producer price Prices of inputs

Product ( percentincrease p.a.) (percentincrease p.a.)
Summer grains 9.7 12.4
Winter grains 9.0 9.8
Dairy products 11.2 11.3
Poultry 11.9 11.9
Red meat 11.1 12.2
Vegetables 10.1 10.1
Fruit 13.5 13.3
Average 10.6 12.0
Source : Agricultural Abstracts

plantations or the financing of debts incurred forsures, however, had to be calculated per product and

that purpose; then only could it be brought into the sector wide
B housing for nonwhite farm workers; and PSE. When formulating the PSE, there are two
B buying of private farm land. components that must be taken into account.

The first component is the income transfers to
During the 1980s, a change in the composition oproducers as a result of agricultural policy. These
governmental support to agriculture was also noticedransfers are calculated by means of a comparison
between an internal market price and an external
Decline in Real Producer Prices world price (Van Heerden, 1992). It is this compo-
nent, the Market Price Support, which has to be
Producer prices in many of the major commoditiescalculated on a product specific basis.
such as maize, wheat, red meat, oilseeds have showrirhe second aspect is to bring into calculation the
a decline in real producer prices. Farmers alstransfers from government sources. These transfers
experienced a cost price squeeze as a result of prickem either direct or indirect budgetary payments
of farm requisites rising faster than producer pricesre calculated from government financial accounts.
in nominal terms as indicated in Table 12. These calculations are done on a sector wide basis
with the advantage that no proportionate allocation
Changes in Domestic Support To South African  is necessary. According to Van Heerden (1992), the
Agriculture accuracy of these estimates depends on a reasonably
accurate knowledge of the budgetary cost of these
In a study by Helm and Van Zyl (1994) the totalmeasures, which means not only information on
support received by the South African agriculturalbudgeted funds, but also on the revenue foregone by
sector during the period 1988/89 to 1993/94 wagovernments (tax concessions) or costs not fully
calculated in terms of the producer Subsidy Equivarecovered (interest subsidies).
lent (PSE). The composition and changes thereof Table 13 shows the evolution of assistance to
were also analysed. In order to determine the totagricultural producers (as measured by the PSE)
domestic support to farmers in South Africa, theassociated with South African support measures for
PSE was calculated on a sector wide basis and ndte period 1988/89 to 1993/94, while Figure 1
on a product-specific basis. Certain policy meadepicts the evolution graphically.
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Figure 1. Total Domestic Support 1988/89 - 1993/94
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Table 14. The Aggregate Measure of Support (AMS) for Maize

in South Africa, 1985-1991

Description 1985/86 1986/87 1987/88 1988/89 1989/90 1990/91
Total AMS (R) 459,749,902 950,276,1621,010,668,482(99,773,264) (2,714,886) (45,710,926)
Unit AMS (R/t) R55.42 R114.20 R137.44 (R14.22) (RO.23) (R5.25)
Percentage AMS  17.61% 37.86% 40.99% (4.41%) (.07%) (1.45)

Source: Van Heerden, 1992.

The total PSE was at its lowest during 1988/89 witha result of substantially higher producer prices being
market price support accounting for only eleven perpaid to certain products, together with a decline in
cent of total assistance, the remainder being financeslorld prices. Market price support accounted for about
by taxpayers. Of all the agricultural products, produced6 percent of total assistance in 1990/91. With regard
prices of only sugar, rye, chicory, eggs, beef, sheepo direct and indirect income support, the amounts of
and dairy products were higher than the representativ@ipport involved remained the same to a large extent,
world prices. The increase in the total PSE in 1989/9th comparison with the previous year. The percentage
was due to the higher production volume which led tdPSE increased to 13.69 percent. Both the increases in
a slight decrease in the percentage PSE from 11.foducer prices and/or the decrease in world prices of
percent to 11.56 percent in that year. Market pricegricultural products were once again the main reason
support accounted for about 31 percent of total assiger the higher market price support together with the
tance in 1989/90. The reduction in the indirect incomeubsequent increase in the total PSE in 1991/92. Mar-
support component was mainly due to the fact that thket price support accounted for about 60 percent of
production input subsidy paid to farmers was substartetal assistance and was 37 percent higher than the
tially reduced and then entirely eliminated the follow-previous year.
ing year. In 1990/91, the total PSE again increased asVan Heerden (1992) calculated the aggregate
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Table 15. Average Annual Growth Rates in Real Net Farm Income

by Period, 1973-91 (%)

Period NFL TFP Terms of Trade
1973-91 -1.06 1.48 -2.63
1973-83 -8.14 0.27 -3.27
1983-91 6.24 4.63 -3.11

measure of support for maize which also indicatesnent with the regional econometric study by Van
the changes in domestic support to agricultural proSchalkwyk and Groenewald (1992), which since 1981
ducers since 1987 when much of the market liberaffound evidence of substantial growth in some regions.
ization commenced. The calculations by Van Heerdeithis can be explained by the increasing competitive
are summarized in Table 14 indicating the low levelgpressures and the removal of price distortions caused
of support (direct or indirect) maize farmers re-by credit, tax and macro policies.

ceived since the 1988/89 marketing year. In a further study on TFP growth and growth in
net farm income, calculations by Van Zyt al.

Effects on Productivity in South African (1993) revealed that total factor productivity grew

Agriculture 4.63 percent annually since 1983 and countered the

decline of -3.11 in terms of trade during the same

The change in agricultural policy as discussed abovperiod and a growth of 6.24 percent in real NFI
also had some effect on the Total factor Productivityesulted (Table 15). The growth in productivity
(TFP)—the ratio of aggregate output to an aggregatsince 1983 can be ascribed to a gain in capacity
of all inputs combined of South African agriculture. utilization which can be attributed to a longer re-

The results of TFP calculations by Thirtkt al.  placement period of tractors.
(1993) show that between 1947 and 1991, the output The analysis by Van Zyét al. (1993) shows that
index has grown by nearly 350 percent, at a rate dhe agricultural sector experienced a steady decline
3 percent per annum. The index of inputs has morm its financial performance since 1973, with the
than doubled, growing at 1.8 percent per annumlargest downswing in 1983 when a recovery phase
This aggregate conceals the fact that inputs grew atarted. The decline is attributable to the cost price
over 2.5 percent per annum until 1979 and sincequeeze which exerts considerable pressure on in-
then have been falling at 0.9 percent per annuntome. The negative trend was countered by an
This fall in inputs explains the recent growth in theannual growth in productivity of 4.63 percent since
TFP index. Over the full period, TFP grew rather1983. Agricultural policy, especially issues like
slowly, at 1.3 percent per annum, but there wasmport substitution, import protection, price policies
fairly rapid growth in total factor productivity of of marketing boards and general macroeconomics
2.88 percent per annum since 1981. resulting in high inflation, should be addressed in

These TFP results are meaningful and extremelprder to rectify the unfavorable terms of trade of the
useful. The growth rate is greater than would besector if a sustained growth in profit is sought.
expected on the basis of Liebenberg and Groenewald'sThe agricultural sector today is poorer and leaner
(1990) preliminary study of productivity in grain pro- because of the inflictions, but it is also fitter and in
duction. The increasing rate of growth over the periogxcellent shape to meet the challenges of higher
is in accordance with Van Zyl and Groenewald'srates of economic growth.
(1988) perception that farmer’s profits came under
increasing pressure as inflation gathered pace. The
rapid growth of productivity since 1983 is in agree-
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Table 16. Growth Rates of Income and Cost of Intermediate Goods

and Services

Category 1980-1990 1985-1990

Rate of growth in real terms (a)

Total debt 0.38 percent -7.12 percent
Gross income -0.65 percent -0.41 percent
Net income 1.55 percent 2.38 percent
Farm expenses -1.61 percent -1.85 percent
Cost of intermediate goods services -1.74 percent -1.55 percent
Subsidies -10.64 percent -30.57 percent

Source: Abstract of Agricultural Statistics

Changes In Farmers’ Financial Position 1983 in which a severe drought was experienced.
The drought had the greatest impact on the gross
During the early 1980s, farmers continued to in-income from field crop production, where the value
crease their indebtedness to most of their sourcefyr field crop production was on average 45.3 per-
namely Land and Agricultural Bank, commercial cent per annum lower during the period 1982-1985
banks, agricultural cooperatives, Department ofVan Zyl et al. 1987b).
Agriculture, private persons, and other financial The farmers’ debt held with the department of
institutions. In the period 1980-1990, total farm debtagriculture grew at an average rate of 5.49 percent
grew at a rate of 0.38 percent in real terms buper annum in the period 1980-1990, yet all the other
showed a drastic declining rate in the period 1985sources’ annual growth rates dropped with the Land
1990 of -7.12 percent per annum in real term$3ank showing the highest at 2.98 percent per an-
(Table 16). num. Most notable was the -6.66 percent per annum
The total debt increased from R5 537.9 million atdecline rate in real debt value held by farmers from
the end of June 1982 to R7 408.9 million by the engbrivate persons between 1980 and 1985. A clear
of December 1983 largely as result of decliningindication that inflation was on the rise when com-
incomes during the severe drought of 1982/198%ared with the annual growth rate of debt held at
and cost inflation. At this point in time, farmers commercial banks in the same period, this implies
owed the Land Bank and agricultural cooperativesthat the commercial banks, Land Bank and other
R1 330.5 million and R1 780.2 million respectively sources with the exception of private persons were
in nominal terms (Table 17). responding to the increasing rate of inflation by
Figures have been deflated using the consumencreasing their interest rates.
price index (1985 = 100). Farmers’ debt at the Land The Land Bank trend was higher than that of
Bank grew at an average rate of 12.7 percent pemommercial banks between 1980 and 1981, but shortly
annum between 1980 and 1985 and by 2.98 perceafter 1981 this fell below that of the commercial
per annum between 1980 and 1990, yet debt at tHmnks. This could be attributed to the subsidised
commercial banks grew by 21.14 percent and 2.88terest rates that were being offered by the Land
percent per annum in the periods 1980-1985 anBank. The diversion between the trends of the two
1980-1990 respectively in real terms. This highsources was greatest between 1983 and 1984, a
growth rate in debt at commercial banks betweemeriod which depicts the effects of the 1982/83
1980-1985 could be attributed to the high rate ofirought. Between 1984 and 1988, there was a dra-
inflation and an increase in debt repayment probmatic decrease in the real debt value held at the
lems, especially since it covers the period 1982eommercial banks. The high growth rates per an-
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Table 17. Farmers’' Debt in Real Terms

Department Other

Land Commercial Agricultural of Private Financial Total

Bank Banks Cooperatives Agriculture Persons  Institutions Debt Debt
1980 13.02 15.44 16.70 3.47 11.17 11.80 2.36 73.96
1981 14.31 17.64 18.89 3.37 10.06 13.93 2.71 80.91
1982 14.41 23.32 19.94 3.60 9.24 11.29 2.54 84.34
1983 17.26 29.32 23.09 4.00 8.69 11.42 2.40 96.09
1984 22.36 34.52 25.97 5.15 8.37 11.62 2.41 110.41
1985 23.38 33.15 27.54 5.49 7.92 11.28 2.41 111.18
1986 22.33 28.98 25.98 5.77 7.51 11.98 2.12 104.66
1987 20.39 24.37 23.41 5.73 6.83 10.98 1.92 93.54
1988 18.81 22.38 21.95 5.92 6.43 9.65 1.80 86.95
1989 17.67 26.09 20.13 5.45 6.02 7.58 1.69 84.63
1990 16.88 24.29 18.15 4.97 4.67 5.89 1.59 77.83
Source: Abstract of Agricultural Statistics

Table 18. Annual Growth Rates of Debt from Selected Sources

Category 1980-1990 1985-1990
Land Bank 2.98 percent 12.7 percent
Agricultural Cooperatives 1.0 percent 10.29 percent
Department of Agriculture 5.49 percent 10.49 percent
Private Persons -6.48 percent -6.66 percent

Source: Abstract of Agricultural Statistics

Table 19. Real Land Value Index and Index for Subsidies (1985=100)

Year Consumer Price Index Real Index for Subsidies Real Land Index
1980 51.9 129.1 101.0
1981 59.8 142.5 109.5
1982 68.6 125.8 109.2
1983 72.1 101.4 108.7
1984 86.0 128.6 107.8
1985 100.0 100.0 100.0
1986 118.6 71.8 88.7
1987 137.7 36.2 81.0
1988 155.4 48.1 77.5
1989 178.2 18.1 75.5
1990 203.8 9.5 77.3
Source: Abstract of Agricultural Statistics
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num for the period 1980-1985 within the different25 and 35 years, 38 percent were in a critical
financial sources, except private persons (see Tabjmsition and this proportion increased to well over
18), is attributed to the drought and general eco50 percent by the end of 1984.
nomic conditions. Interest rate, drought index, vol- By the end of 1986 farmers owed the Land Bank
ume of field crop production, real GNP and the ratioR2 380 million in long-term loans secured by mort-
of input to output prices have been shown to havgages and charges against fixed property— an aver-
relatively high elasticities for the period 1970-1985.age increase of R272 million over that held at the
This implied that a change in any of these factorend of 1985. At the end of 1986, unpaid interest and
would result in proportionally bigger changes in thecapital instalments on loans totalled R137 million.
real debt burden (Van Zyét al. 1987). During this year, the Land Bank was compelled to
While the total debt was expanding in the period‘exercise its special powers of sale in 48 cases,
1980-1990, farmers’ gross incomes were decliningompared to 15 cases in 1985.” When the unpaid
at a rate of -0.65 percent in real terms, but neinterest and capital installments were R78 million.
incomes showed a growth rate of 1.55 percent in thkeiquidity and solvency problems have been attrib-
period 1980-1990 and a rate of 2.38 percent in thated to high nominal interest rates (Van Zyl et al.
period 1985-1990. Yet in both these periods, gros4987).
incomes were declining. The growth in net incomes But the rate of growth of net income in real terms
can be attributed to the declining growth rate of farngives a different picture in that, despite the heavy
expenditure and the cost of intermediate goods andependence on intermediate goods such as fertilisers
services. and machinery, commercial agriculture appeared to
Farm expenses declined at -1.61 percent in thbe doing fairly well nationally.
period 1980/90 and by -1.85 percent in the period
1985/90. In real terms, both these rates were notdrends in Land Values
bly higher than those at which the gross income was
declining, and added to that, the gross income deFhere was a strong demand for farms and farming
cline appears to have fallen in the period 1985/90 ttand in the southern and western Cape, with proper-
a rate of -.41 percent compared to the 1980/8%ies fetching high prices. As shown in Table 19
period which had gross incomes declining of a ratdelow, the land value index in real terms (1985 =
of 2.05 percent per annum which was mainly due td00) showed a fairly stable level in the period 1981/
the drought of 1982/83. The cost of intermediate84 with a declining growth rate of -0.52 percent.
goods and services in real terms shown a decline dthis occurred in the period when the real index for
a rate of -1.74 percent during the period 1980/9Gubsidy and rebates was highest before subsidies
and a slightly lower decline rate of -1.55 percent.began to rapidly decline at a rate of -30.57 percent
In 1985 the South African agricultural union car-per annum in real terms.
ried out a national survey on the financial situation Van Schalkwyk and Van Zyl (1994), in their study
of all farmers. The survey revealed that 49 percemn land values, show that since 1951, the difference
of the farmers were basically sound at end of 1983%etween market price and agricultural value in-
The percentage in this category was expected to fatireased.
below 39 percent at the end of 1984. The financial The reasons for the increasing difference between
position of farmers older than 50 years, those enthe market and agricultural value of land since 1951
gaged in wool, fur, and mohair and those in theare clear, as farmers got more subsidies and policies
Eastern Cape were most sound at the end of 198®&ere distorted in their favor, this got capitalized into
More than 75 percent of the farmers older than 6%and values.
years and more than 60 percent of those aged be-In an earlier study Van Schalkwyk and Van Zyl
tween 51 to 65 years had a debt burden ratio of 1(1993) showed that whereas market prices of agricul-
percent and lower. While for farmers aged betweetural land rose gradually in real terms from 1970 until
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the early 1980s, they generally declined strongly after- real debt per hectare except for the period be-
wards. Real land prices in the summer rainfall region tween 1980 and 1985, when real debt-load rose
fell by 45 percent from their peak between 1981 and while land prices plummeted.
1990, in the cattle grazing areas by 37 percent from
their peak in 1976 to 1990, and in sheep grazing areasVan Schalkwyk and Van Zyl (1994) indicated that
by 28 percent from their peak in 1980. the gap between the average market and agricultural
Van Schalkwyk and Van Zyl (1993) analysedvalue of South African land showed a general de-
forces driving land market prices between 1955 andline since 1984. The decline is attributable to the
1990. The following conclusions emerged from theirwithdrawal of some of the major support services
work. and policy distortions to the farming community and
inflationary conditions which had a negative influ-
B Real land prices were positively related to laggednce on both sellers and buyers. The inflationary
inflation, suggesting that investments in landconditions had the effect that land was not an effec-
were partially made as a hedge against inflationtive inflation hedge since the mid 1980s. The agri-
B Real land prices rose as real interest decreasexltural sector showed a steady decline in its finan-
to negative levels during the 1970s; correspondeial performance since 1973. The decline is
ingly, real land prices decreased as interest ratesttributable to the cost-price squeeze which obvi-
increased to more normal levels in the 1980s.ously exerts considerable pressure on income. The
B Real land prices followed the trends in realnegative trend was, however, countered by an an-
returns per hectare closely, except for most ofiual growth in productivity of 4.63 percent since
the period after 1983 when land prices and real983. This had a positive effect on agricultural land
returns per hectare followed opposite trendsyalues, thus closing the gap between the market and
and real land prices were positively related toagricultural value of land.

46



/. Institutional Aspects of South African
Agricultural Policy

African policy. Interest rates to farmers for example
differed substantially in the SATBVC, market poli-
cies were different, different subsidy structures ap-
Before 1980, South African (“white”) agriculture plied, etc.
was served by three departments, i.e., Departmentone innovation to support policy harmonization
of Agricultural Technical Services, Department of\yas the multilateral technical committee system,
Agricultural Economics and Marketing, and Depart-atending to a variety of agricultural matters ranging
ment of Agricultural Credit and Land tenure. In from agricultural trade and economics, animal health,
1980 these three departments were amalgamategop production, to the use of prisoners as agricul-
into one department, the Department of Agricultureyra| |aborers. Although these committees were
and Fisheries, to ensure a more all-embracing polic)yrgely bureaucratic, valuable transfer of informa-
of agricultural and marine development. tion and approaches were recorded (Van Rooyen,
With the new constitutional dispensation on 311985: SECOSAF annual reports). The regional ad-
March 1983, the various government department§jsory committee system also contributed to a less
had to restructure and reorganize once more. Th@ualistic view of agricultural issues. The Develop-
reorganization was completed in September 198fent Bank of Southern Africa played a positive role
with the formation of the “white” own affairs De- j, developing a regional approach to agricultural
partment of Agriculture and Water Supply, the gengevelopment in the context of the nine “develop-
eral affairs Department of Agricultural Economics ment regions.” The introduction of the farmer sup-
and Marketing, and the two own affairs departmentort program, rationalisation of abattoir facilities,
in the House of Representatives and the House fe provision of access to Land Bank funds to com-
Delegates. As a result, agriculture in South Africamercial farmers in the TBVC states are a few of the
and the formerly independent homelands (the TBVGxamples of the first albeit small steps to “deracialize”
states) was, until recently, served by 14 departmeniSoyth African agriculture during the latter half of

of agriculture, each with its own agricultural policy. the 1980s (Van Rooyen, 1993).
A drive to view South African agriculture in a more

holistic manner was, however, also apparent duringobby Groups
this period.

As a result of the Good Hope initiative, where thepoyjitical influence is an important mechanism for
private sector’s role in development was confirmedfgrmers to gain access to resources, input and prod-
and the Carlton summit, where a regional approacfict markets for farmers. The present agricultural
to economic development was initiated, the dualismyjlieu has, to a large degree, been influenced by
between “White” and “Black” agriculture was placed pojitical lobby groups in terms of both direct and
under pressure. The “regional development policy’ingirect intervention in the agricultural sector. His-
that economic opportunities across political (or hometgrically, white commercial farmers have had a dis-
land) borders had to be exploited through jointyroportionate amount of political influence. In 1910,
initiatives. This led to the issue of policy harmoni-gyer 50 percent of the MPs in the South African
zation since most of the homeland states had polici%r”amem were farmers (Lipton, 1986 : 258). The
which differed to a large or lesser degree from Soutl|ectoral system was also biased towards agricul-

INSTITUTIONALFRAGMENTATION
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tural interests, with the vote being loaded in favor ofagricultural policy in general and on the annual
rural areas. In 1943, for example, 70 percent ofixing of commodity prices (for example, maize) in
whites were urbanized, while 53 percent of the seaftgarticular. The government’s effort to “buy votes”
were still rural (Lipton, 1986 : 273). By 1948, from the farmers, many of whom were CP support-
almost 70 percent of MPs were connected withers were particularly noticeable during the 1980s.
agriculture in one way or another. The effect of the During 1980 the National Maize Producers’ Orga-
political influence is clearly shown if one analysesnization (NAMPO) was formed from the two rival
the agricultural budgets in South Africa as discussegroducer groups Sampi and Samso. These two pro-
above. ducers groups had opposing views in “maize poli-
South African farmers through the SAAU andtics” for much of the 1970s and finally decided to
representation on the various marketing boards haglet rid of their differences and unite in one single
considerable influence on agricultural policy through-body of maize producers.
out the years and especially during the 1980s. The The late 1980s saw also the emergence of NAFU
breakaway by the Conservative Party (CP) from th€the National African Farmers’ Union) from
National Party in March 1982 was probably theNAFCOC (the black chamber of business) as well as
main cause of this trend. The CP with its largelya whole range of farmer unions in the former home-
rural (white) voter base had an important impact odands.
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8. Agriculture’s Contribution
to the Economy

Agriculture has been a major field of employmental. (1988) indicate that the total intermediate turn-
but in spite of a dearth of time series data concerningver of agricultural products amounts to some R9
numbers of people economically active in the home©00 million. Also, in 1978, the South African Ag-
lands, it is safe to assume that, in total, the percenticultural Union claimed that between 25 and 30
age of economically active people in agriculture hapercent of both industrial employment and output
declined. Data pertaining to employment of workersoccurred in industries based on agricultural raw
in the commercial agricultural sector reveal an intermaterials.
esting phenomenon. Backward linkages of agriculture from the same

Between 1971 and 1983, the total employmensource reveal that agriculture spends over R4 000
declined from 1,64 million to 1,13 million to be million on intermediate inputs annually while total
followed by three years of increasing employmentjnputs exceed R10 000 million. The agricultural
in 1987, some 1,37 million were employed in com-economy, particularly commercial agriculture, has
mercial agriculture (Abstract, 1990). The declinesregressed since 1980. This retrogression may be
were mainly the result of substitution of capital forascribed to drought, inflation and managerial defi-
labor, especially in commercial summer grain pro-ciencies, including over-mechanization and too-high
ducing areas (Van Zyl et al., 1987a). Subsidizedxpenditure on some short-term inputs such as fer-
agricultural credit and generous tax concessions ofilizer (Janse van Rensburg & Groenewald, 1987;
machinery purchases undoubtedly stimulated thi&Sroenewald, 1985).
development, which was accompanied by declining The general impression, however, as is evident
substitutability between capital and labor. The interfrom aggregate macro data is that of an efficient,
est rate subsidies and the tax concessions are beimgpdern agriculture which simultaneously served the
phased out. One gets the impression that rather th@opulation with adequate and increased per capita
replacing machines (often with larger ones), farmergood supplies, contributed positively to foreign ex-
in parts of South Africa have decided to substitutechange earnings, industries and employment, and
labor for large machines. which formed a substantial market for industrial

Agriculture has been an important supplier of rawoutput.
materials to South African industry. Between 1974 This would appear to be a remarkable situation, an
to 1988, the producers’ share of the consumer valuagricultural sector yielding more and better goods,
for the food basket declined from 55 to 46 percentontributing through its linkages to more and better
(Abstract of Agricultural Statistics), indicating that employment (directly and indirectly) and ultimately
by 1988 some 54 percent of consumption expendito abundance for the whole population. And yet, this
ture on food was spent on services and processirig not uniformly the case. There are deficiencies,
intervening between farmer and consumer. Forwaréhequities, poverty amongst riches and hunger next
linkages of agriculture as calculated by Van Zyl etto the granary.
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9. Toward 2000: The Reconstruction and
Development Program (RDP)

As the majority of the people in need reside in rural The RDP, however, refers rather scantily to agri-
areas, whilst they have been denied access to land andltural issues which is somewhat alarming, as the
a range of support services and capital, the reconstrueality is that up to 16 million people reside in rural
tion of the rural and agricultural environment can beareas. Rather, a bias towards urban issues emerges
expected to be an important and dynamic force unden the various programs proposed. In view of the
a new democratic government system. central position of the RDP for the restructuring of
Various interest groups, locally and internation-South African society it could be assumed that there
ally, offer different policy view points regarding is space for the articulation and elaboration of agri-
such restructuring and redressing of these imbalultural and rural issues by the various sectorial
ances in the rural and agricultural sectors. Conserstakeholders. These would however, have to be
sus among reports from various scholars and develithin the terms of the principles and broader pro-
opment institution$ since 1992 appears to favor grams of the RDP. It is necessary therefore, to
comprehensive rural restructuring programs aimeensure than agricultural issues are placed on the
at creating access to land, support services and othegenda now and not left to become political “foot-
resources, to those previously denied such access, halls.”
allow for productive and sustainable land use and In view of this limited reference to agriculture
farming. An immediate goal of such programs wouldwithin the RDP, for this paper it was also necessary
be to enhance the quality of life of the impoverishedo include statements and perspectives from the
rural communities thereby eradicating the persistenANC’s agricultural policy document released earlier
poverty amongst these communities. A long-ternthis year and other recent policy statements.
goal would be that of building up a fast growing and In this section various aspects of agricultural and
sustainable rural economy characterized by maxirural restructuring with reference to the RDP prin-
mum participation of society through entrepreneur<iples and guidelines and other related policy docu-
ship, employment and income generation. ments will be discussed. These include land and
The drafting of the Reconstruction and Developmentarm worker issues, marketing of agricultural prod-
Program (RDP) (1994) and various policies on Landicts and food security, agricultural support (re-
and Agriculture should be viewed against this backsearch, extension, training, input provision, etc.)
ground, i.e., that of a remarkable conversion on stranfrastructure, finance policy, and rural develop-
tegic notions amongst some of the most influentiament issues.
groupings which participate in the debate and analyses

of issues on agricultural and rural development.
LAND ISSUES AND FARMER
§ETTLEMENT

7 These groupings include the Development Bank o
Southern Africa, the Land and Agricultural Policy
Center of the ANC, South African Agricultural The RDP stipulates that a national land reform pro-
Union, Department of Agriculture, various South gram is central to and a vital driving force of a
African Universities, Department of Land Affairs, ,-qcess of rural reconstruction and development.

The World Bank and a range of NGOs, CBOC. uch a program should aim to redress the injustices
conferences and independent consultants (refer t§ prog J

Christiansen, Van Rooyen and Cooper, 1993). Of forced removal and also historical denial of ac-
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cess to land through legal means and to ensurelt will, however, be important to balance these
security of tenure for rural dwellers. objectives and targets with other national and eco-
According to the RDP the land reform program hasiomic needs such as availability of scarce resources
two key aspects, namely redistribution of residentiato support the program, the importance of produc-
and productive land to those who were previouslytive land use for agricultural and food production,
denied access and restitution for those who lost landnd employment and income creation through many
due to “apartheid” laws. Land redistribution will real- linkages generated by a productive farming sector.
ize its objectives by strengthening land rights of comThe South African situation also clearly requires a
munities already occupying land; by combining markettrategy which exploits various options for land
and non-market mechanisms to provide land; and bsedistribution. The potential of small scale farming
using vacant government land. Where applicable, thsettlement, equity opportunities to farm workers and
government will expropriate land acquired by “corruptcooperative farming to create a more balanced pat-
means from the apartheid state”, and pay compenstern of ownership of land and productive farming
tion accordingly. Additional expropriation may also beassets in existing farms should be considered.
used against fair compensation. The RDP appropriately supports the equalization
The new government, it is argued, will have toof the status of different forms of tenure. Private
provide substantial funding for land redistribution. ownership should be viewed as one possible land
In addition, beneficiaries must pay in accordance téenure system. However, land leasing, share crop-
their means. A land tax should be introduced, baseping (or “time share”), and “sectional title” type of
on clear criteria and must help “free up” unutilizedoptions for the new land owners should also be
land, must raise revenues for rural development anavailable to assist market-driven land redistribution.
infrastructure, and must promote effective use oNew and innovative settlement schemes should be
land. The RDP also raises the point that the lanéthtroduced on state land to promote access.
redistribution program must target deprived women Agricultural and residential use should be consid-
as beneficiaries since they often face specific diffi-ered as an outflow from access to land. To ensure
culties in obtaining land. that land acquisition does act as a stimulant of
Land restitution must also include the restoratiordevelopment, the provision of support services and
of land to South Africans dispossessed by discrimipolicies to support the productive and sustainable
natory apartheid legislation since 1913, through tha@ise of land should equally receive priority. The
use of a land claims court. Constitutional rights toenvironmental impact of land settlement and evolv-
restitution must be guaranteed in order to promoténg farming systems will have to be attended to in an
effective functioning of the court. Claims need to beinterdisciplinary basis. These would need to be de-
lodged within three years after the institution of thesigned with the active participation of targeted ben-
land court. eficiaries. This then raises the question of who is to
The RDP aims at redistributing 30 percent ofbenefit. The RDP in its broad sense seeks to mobi-
agricultural land within the first five yeas of the lize all the people and resources, present and future,
program. According to the RDP, a land restitutionin order to build a sustainable democracy. Within
program must aim to complete its task of adjudicaspecific programs, however due to resource alloca-

tion in five years. tions, capacities to deliver and program objective,
criteria will be needed to target communities as
Discussion beneficiaries.

The target of a 30 percent land redistribution
The RDP strikes a nerve of the South African sociwithin five years, where the present land exchange
ety with the emphasis placed on land redistributiorthrough market processes is about 4 percent per
and restitution. The importance of these goals is na@nnum (£ 5 million hectare per annum), implies
disputed. that a 20 percent exchange in land rights will occur.

52



The people in need of land are those who wereffect of the market based agricultural policies over
previously denied access to it by law, and they byhe past decade, was the improvement in productiv-
conservative estimates, are in the millions. It isity rates in commercial farming. Labor and capital
therefore doubtful whether this transfer will fully be were used much more efficiently by sectors of com-
to the benefit of those previously denied, even ifmercial farming over the past decade than previ-
special support systems such as access to financessly. It is therefore expected that commercial farm-
are activated. It is however doubtful whether this 3dng will be in a favorable position to survive,
percent constitutes a realistic target inter alia due tespecially if market related policies are also em-
the cost of and capacity required by effective supployed in the input supply, marketing and process-
port services, both in the farming and residentiaing sectors. Commercial farming in South Africa is
land situation, to allow for the productive and sus-also well placed to participate in food security pro-
tainable settlement of people. grams in South and Southern Africa, as well as

Conclusively, additional measures to release lantinking up with agro business and consumers through
for agriculture will have to be introduced to meet acontract farming and exploiting niche markets with
significant portion of this target. in large consumer markets.

The farm worker issue is critical in the above
discussion. To ensure high quality labor, commer-
cial farmers will have to upgrade living conditions
and labor arrangements. This will, in any case, be
enforced by the new labor law, and thus a fair
The RDP, and a range of policy statements fromyrgument could be developed for government sup-
various groupings on agriculture in its reference tqyort for housing and education of farm workers and

commercial farming, expresses support of a markethejr families. This and other related policy issues
related farming system, the introduction of a ruraly|| require thorough deliberation.

land tax and the upliftment of farm workers. ESsen- The introduction of a rural land tax will have to be
tially a multi-pronged approach to agriculture isanalyzed carefully to ensure that benefits exceeds

proposed in which there is space for the existence Qlosts, including administrative expenditures.
diverse forms of farming.

COMMERCIAL FARMING - QUO
VADIS?

Discussion AGRICULTURAL MARKETING AND
FOOD SECURITY

Commercial farming is expected to remain impor-
tant. South Africa, with a large and diverse internalThe RDP refers only briefly to agricultural market-
and international consumer market for a range oing, however it is discussed in a range of other
products, has an excellent opportunity to boost @olicy documents. In the ANC policy document on
dynamic, vibrant, and labor-creating commercialagriculture this is expanded upon. As a starting point
farming sector. The link with agribusiness is ofthe ANC proposes to reform the legislative frame-
particular importance. work to provide a uniform regulatory and legislative

Commercial farming is thus expected to functionsystem of agricultural marketing throughout South
in a market orientated environment with less supporéfrica. The improved provision of and access to
from the government services than small-scale agrimarketing services for small farmers will form an
culture. Government support is rather to be directednportant part of government policy and relates to
to small-scale and emerging commercial farmingthe opportunity to raise the productivity of small
(Commercial farming will therefore increasingly have farmers (present and new).
to stand on its “own feet”, creating support systems More direct government involvement in the regu-
from the private sector.) One particularly favorablelation of certain commodities, at least on a transi-
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tional basis, may be justified on the grounds of thenarket action. Deregulation, the scaling down of
size of the industry, the existence of monopolyhealth regulations, farmers’ markets, “abattoirs/bush
power within the marketing system, and the impor-abattoirs”, etc. may allow for major opportunities to
tance for food security, the nature of world. mar-farmers to serve these markets at affordable prices.
kets, or to promote agroindustrial linkages. ThisSupport systems to assist informal and emerging
will call for consideration of marketing and pricing small traders should also encourage flows of inex-
interventions on acase-by-case basis. pensive food stuffs. All these have implications for
The ANC policy proposes a removal of most ofthe attainment of adequate household level food
the remaining statutory powers of agricultural con-security, particularly the nutritional component.
trol boards in order to free up the marketing system. With regard to the Agricultural Control Board
Certain statutory controls will need to be maintainedsystem it is expected that freedom of choice will
for reasons of health and hygiene and to enable th@evail, and producers will be afforded the choice of
collection of data. It is also proposed that uniformwhether to join a board or not. Joining a board and
national pricing effectively be done away and rathethe payments of levies (“club fees”) could provide
placing greater emphasis on market forces and transiember farmers access to price security and floor
portation costs. These recommendations mirror thprice schemes by such an organization.
Kassier committee (1994) and AMPEC (1994) ap- The need for affordable food stuffs at a national
proaches to a large extent. For strategic commodievel may require government intervention in stock
ties for food security purposes, such as maize, piling of basic grains in order to ensure a consistent
state supported marketing agency will be required tsupply. It must however be emphasized that a vi-
serve as a buyer of last resort through operation dirant, effective, direct marketing system is likely to
a floor price system. provide greater assurity of inexpensive food flows to
These policy statements furthermore proposes thdhe mass markets of South Africa.
the composition of the National Marketing Board

and individual agricultural control boards be made
more representative of all interest groups in order tbo‘GRICULTURALSUPPORTSERVICES’

curtail the institutionalized powers of farm produc-CREDITAND”\IFR'A‘S-I-RUC-I-URE

ers.

Agricultural marketing policy must be in line with One of the stipulations of the RDP and most other
the broader food security objectives and thereforétatements on agricultural policy is that a land re-
affordable and sustainable prices for the basic food©rm program must include the provision of those

stuffs of the low income groups must be ensured.Services to beneficiaries of land reform so that they
can use their land as productively as possible. For

Comments agriculture this will include extension, input provi-
sion systems, marketing systems, information, edu-

The South African consumer market is dramaticallycation, training, research and financial services. A
changing and international competition is increasing’ogram of production assistance to the rural poor
(GATT, etc). It will be important for local produc- will be financed on the basis of sound fiscal policies
ers to reach consumers with a product of desiretP enable sustainable rural financial institutions to
quality and at a price as low as possible. Large blRmerge. The total restructuring of the financial sup-
poor urban markets require food such as meat, milkort system is discussed. A Rural Finance Enquiry
vegetables, etc. At present, market structures aill soon be appointed to attend to this matter.
providing these at a high cost; for example, per The RDP furthermore regards the provision of
capita consumption levels of milk is declining be-Water to rural society as a matter of high priority. A
cause milk is too expensive. Inappropriate healtfpublic works program is also viewed as a key area
regulations (EEC market standards) also inhibitvhere special measures to create jobs and meeting
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the basic needs and redressing infrastructural distrength of the RDP is its emphasis on local level
parities can be linked that will entail provision of participation in the design and implementation of its
rural infrastructure, appropriate energy supply sysprograms. In addition to support services, it will also

tem, and repair of environmental damage. be important to allow and encourage South African
farmers and other rural dwellers to develop a strong
Comment political lobby, in order to balance the urban industrial

bias emerging in the South African economy. The
It is a widely accepted fact that the current set of publiconsolidation of interests between existing and new
and private sector agricultural support institutions arédarmers and other rural dwellers could, to a large
organized mainly to meet the needs of the large-scakxtent, positively influence this. Without such a com-
commercial farming sector. This needs to change. Therehensive and integrated approach rural development
present system of support services are too fragmentebuld fail. Yet, within the RDP, there is an urban bias
and unclear in terms of mission and focus to servearticularly in as far as program details are articulated.
these new farm producer groups efficiently. This willThis should not result in urban formulations being
therefore require the restructuring of the sector t@pplied to rural areas. In addition, there is admittedly
ensure a cost-effective, productive and integrated sup: strong link between land reform, agriculture and
port system. It can furthermore be expected that gowural development, but this should not influence the
ernment support and funds will be directed towardgositioning of rural development squarely in the agri-
these particular groups. Commercial large-scale farmeultural and land reform policy domains. Rural devel-
ers will increasingly rely on support from the privateopment is the result of actions from all public sectors
sector at market related rates. However, in the lontike health, education, social services, finance and
run, service provision within the sector will need toagriculture within rural areas. Therefore, in develop-
reflect a comprehensive approach which does not disag the strategy for the provision of these services and
criminate on the basis of race, gender, and particularihe mobilization and capacity development of rural
scale. dwellers to participate in rural development, the need

for an integrated and sequenced process is emphasized.

RURALDEVELOPMENT ISSUES

SOME CONCLUSIONS ON THE RDP

An underlying principle in the RDP is the emphasis orAND AGRICULTURE

the integrated nature of development. Other issues

raised include: poverty, a key problem for redress, iSome of the major aspects of the RDP and policy
manifested primarily in the rural areas (it affects up tgpositions by important “role players” on agriculture
16 million people, 11 million of whom reside in rural as it relates to land reform, agricultural, and rural
areas); access to basic needs whilst a national phenodevelopment were briefly discussed. These programs
enon is prevalent in rural areas and is more compleaxnd policies create space for the coexistence of
as a result of distance; access to resources and infrarious farming systems ranging from small-scale to
structure; and affirmative action programs that addredarge-scale. Three important conclusions can be

deliberate marginalization of rural communities. reached. Firstly the most important economic deter-
minants of change in the farming sector will not be
Comments land reform per se, or access to farmer settlement

and support services but rather arrangements to link
All these point to a need for a thorough and comprefarm producers to consumers i.e., marketing ar-
hensive rural development strategy. The success odngements. A large market is emerging in South
rural development will ultimately be seen in the im-and Southern Africa. The majority of consumers
provement in the quality of life of rural dwellers. The however are poor and they require food at afford-
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able prices. Successful agricultural and rural develstrategic issues needs to be cultivated and strength-
opment is a vital ingredient for peace and stability irened, as it provides a sound basis for restructuring.
South and Southern Africa. The present system do€khe position however remains fragile, but it must be
not allow for the efficient, effective and low cost stressed that such a basis, involving the important
service to consumers. Marketing arrangements shouktakeholders, constitutes a necessary, albeit not suf-
allow for a flexible market driven system linking ficient, ingredient for a success transformation.
farm producers to consumers in the various emerg- For those with innovative ideas, farming holds an
ing markets. This, supplemented by other measuresxiting future providing that government policies
including land redistribution and accessible supporare supportive. The third issue therefore relates to
services, will eventually influence production pat-the question of whether agricultural issues, and in-
terns, land use patterns, labor use, and farm size. Aleed development in rural areas, will receive the
the same time, such a marketing system will allownecessary attention and support from government in
for competition and eventually result in an efficientthe form of resource allocation and emphasis. If
and diversified farming sector. agricultural and rural issues are afforded priority,

The second point relates to the importance ofhe RDP provides an integrated framework for poli-
converging notions. The emerging consensus onies and support programs.
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