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1. Introduction
The global financial crisis has resulted in a decline in investment globally. Although agriculture was expected to fare better than other sectors, investment in agriculture is also expected to bring slow returns. According to the International Federation of Agricultural Producers (Vashee, 2009), excessive speculation on the international commodity markets has created high price volatility, which has slowed investment in agriculture. Prices of certain food commodities are declining, resulting in less profitability for farmers world wide. 
The agriculture, forestry and fishing industry contributed a negative 0,5 percentage points to GDP in the second quarter of 2009 - the second consecutive quarterly decline. The main driver behind this decline was the declining contribution by animal products to the agriculture industry - which could be the lagged effect of the economic slowdown which resulted in most people moving from buying expensive food items to cheaper products.
The lack of investment in agriculture, coupled with poor weather conditions due to global warming, might escalate food prices over the medium- to long- term with too many people demanding a limited supply of food, a devastating effect for the poor. Amid perceived low returns to agriculture investment, food insecurity will remain, with trends already revealing that small- to medium- sized businesses are being pushed outside the market, for instance in the dairy industry (Joubert, 2009).
2. Trends in Agriculture Investment in SA
Although foreign capital inflows have risen rapidly since 1994, to date SA has not received the expected high levels of FDI to support the national development strategy. The inflows are fairly skewly distributed over the various sectors of the economy in which agriculture only received 0,11% in 2007 (SARB, 2008). About 44% of the total FDI inflows are directed to the mining sector and 26% to the manufacturing sector. 
According to the Agricultural Business Chamber (ABC, 2009), investment in agriculture declined in recent months. The little investment by agribusinesses was in human capital and operations due to the income earned in the previous year as agribusinesses prepare to survive in an uncertain economic environment.
A gap is emerging between agriculture production and demand, and is expected to be amplified by climate change, increasing demand for bio-fuels, and a growing scarcity of water. Private investment in agriculture reflected by Gross Fixed Capital Formation has remained stable in absolute terms over the last decade. However, agriculture’s share of national Gross Fixed Capital Formation has decreased significantly to 3,7% in 2005.
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Figure 1: Gross Fixed Capital Formation in the agriculture sector.
Source: South African Reserve Bank 2009
As depicted in Figure 1, agriculture investment has been channelled mainly towards machinery and implements as well as fixed improvements. Investment in machinery and implements increased sharply in 2008 as farmers tried to invest in cost saving machinery and equipments. 
In 2008, the value of assets in agriculture was estimated at R195 967 million with land and fixed improvements, livestock, as well as machinery and implements constituting R118 187 million, R45 553 million, and R32 227 million, respectively. Meanwhile, gross investment in fixed improvements increased by 5,6% to R3 756 million, while machinery and implements investment rose by 58,8% and amounted to R7 751 million, whereas livestock remained fairly unchanged from 2007 to 2008 (Figure.1).
3. Factors affecting investment

3.1 Profitability
Net farm income has declined by approximately 11% in quarter 2 (Q2) of 2009 compared to Q2 of 2008. Income for farmers is expected to come down in 2009 due to, inter-alia, falling producer prices, increased costs as well as slowing local and global demand. Income from agriculture products has increased significantly since food prices soared from 2006, due to amongst other things, drought in key global grain-producing regions, low stocks for cereals and oil seed, feedstock used for bio-fuels production and rising oil prices. However, food price inflation started slowing down towards the end of last year mainly due to slowing demand. Agriculture is characterized by strong cyclical trends, leading to a greater risk for investment. The downturn in profit margins for farmers will have an effect on farmer’s access to finance. 
3.2 Prices 
The prices of many agricultural commodities came down significantly from their record highs since 2006. The sharp drop in prices is due to a number of factors, which included: the record crop prospects in the major crop producing countries, larger than expected inventories of crop and maize, the reduced break-even price for maize and soybeans processed into ethanol as well as declining demand due to the global economic slowdown. 
Variable prices create uncertainty for producers in managing their cost and revenue, which has an effect on production. Currently it is difficult to make a reasonable expectation of returns in agriculture. Although most producers enter into hedging contracts to counter uncertainty, input prices have been increasing at a higher rate than output prices.
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Figure 2: PPI vs Price Paid Index

Source: Department of Agriculture, Forestry and Fisheries (DAFF)
Farmers’ terms of trade - which is the ratio of prices received relative to the prices paid - are important in determining profitability and payments. Farmer’s terms of trade in SA have been declining as input costs have increased sharply since Q4 2005, even though many drivers to high input prices have recently come down. Farm costs have increased at an annual rate of 10% since 2001 (DAFF, 2008). The Bureau for Food and Agricultural Policy (BFAP, 2009) projects input costs to rise by an annual average of more than 5% beyond 2009. BFAP data also shows that during the first quarter of 2009, the highest inputs expenditure was on feed use, followed by fuel costs, fertilizer, farm services as well as maintenance and repairs of machinery and implements. 
According to the ABSA agricultural division (Janowsky, 2009), farmers need to improve their production efficiency over time to counter the cost curve as input costs tend to increase faster than the value of outputs. Additional investment will depend on SA farmers’ ability to improve product quality and market efficiency using the latest (up to date) technology, to counter the increasing costs. SA is a price taker on the input and output side so an investment in management skills to manage risk is critical. 
3.3 Demand and supply 
History has shown that agricultural prices do not behave consistently during recessionary periods. For example, research by the University of Illinois (Good & Irwin, 2008) has identified that 1973 and 1974 were characterized by high rates of inflation but a significant fall in crop production around the world. It is, therefore, vital for products to have adequate market access for them to remain profitable, and this ultimately results in increased income per capita. 
Poor economic growth in SA and the world will have a bearing on longer term sales outlook of certain agricultural products. World growth in 2010 is now forecast at 0,9% compared to the previous forecast of 0%, but the recovery will not be strong enough to stop unemployment rising to around 10% over the next two years. A recovery already appears to be taking hold in China and India, helped by major stimulus measures. Chinese GDP growth is forecast to be 7,7% in 2009 and 9,3% in 2010, an upward revision from the OECD’s March forecasts of 6,3% this year and 8,5% next year, while India was revised up from 5,0% to 5,7% (World Bank, 2009). Signs of recovery are not yet clearly visible in the Euro area. Strong growth in the SA economy over the past couple of years contributed to an increase in GDP, but the financial crisis has curbed growth. The Bureau of Economic Research (2009) expects a return to (mild) positive GDP growth from Q3, but the economy is forecast to contract by 2% during 2009 with fairly muted growth of 2,7% projected for 2010. The GDP forecast for 2009 has been downwardly adjusted (from -0,8% in April) mainly because of a much weaker projected export performance as well as a larger than previously thought decline in household consumption expenditure. 
The number of persons in the labour force decreased by 325 000 from 17,8 million during Q1:2009 to 17,5 million in Q2:2009, a 2,0% decline in employment. Most of the jobs losses in Q2 compared to Q1 were in private households, which accounted for 105 000 of the job losses, followed by trade (59 000), transport (30 000) and agriculture (28 000). The year-on-year comparisons also show that job losses were experienced in most of the industries with trade accounting for 143 000 of the job losses, followed by manufacturing (95 000) and agriculture (80 000).
3.4  Competitiveness
Research done by ABC and the University of Pretoria highlighted the fact that competitiveness is an important factor in generating investment, showing a correlation of 78% between competitiveness and investment. The International Trade Centre (ITC) measures competitiveness by looking at value of exports, share in national exports, share in world market, growth in per capita exports since, market diversification, product diversification and concentration etc. 
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Figure 3: SA Agricultural Exports

Source: DAFF 
SA exports to the world have shown an upward trend although the export volume and value of some products have not been consistent. However, with the fundamentals that drove up prices still in force, much investment will depend on the speed of the global economic recovery. Already, expectations are that food prices will remain higher than they were before the upward spike started three years ago and this is a positive incentive for investment in the sector. Farmers invest mostly due to marginal income received or profitability and are always looking to increase their revenue. For instance, according to BFAP, the land used for the main field crops in 2004 to 2006 declined sharply due to low grain and oilseed prices, and it is estimated that farmers will continue to put more hectares out of production. Investment in agriculture will depend on the profitability of the commodity to be produced and the quality of land offering competitive advantage.
3.5  Land Reform
Land reform includes three distinct compo​nents, namely the restitution, tenure reform and the redistribution programs. Over the Medium Term Expenditure Framework (MTEF) period, objectives of the land and agrarian reform project are to: increase the number of black entrepreneurs in the agribusiness industry by 10%; provide universal access to agricultural support services for emerging black farmers; increase agricultural production by emerging black farmers by 10% under the Ilima/Letsema campaign; and to increase agricultural trade by previously disadvantaged people by 10 to 15%. To date, a total of 4,7% to 5% of land has been redistributed, with the target set at 30% in 2014 (DAFF, 2009). The slow process of land reform and land restitution claims, which remain unsettled, creates uncertainty regarding farm investment. Lack of skills, inputs and markets has resulted in farm projects which were sustainable and economically viable failing due to lack of adequate support. 
In 2007/08, about 37 230 emerging farmers have received support from the Comprehensive Agricultural Support Programme (CASP), instead of the planned 80 000 emerging farmers. Over the medium-term, the Department of Agriculture, Forestry and Fishing has set a total of R2,6 billion in conditional grants for supporting farmers in areas such as infrastructure, training and advisory services, marketing and upgrading of agricultural colleges. 
Expenditure in agriculture is expected to increase at an annual average rate of 7,0%. Government has invested a total of R61,2 million from 2005 to date towards black emerging commercial farmers through the Micro-Agricultural Finance Initiative of South Africa (Mafisa) and R146 million has been set aside for Mafisa for the 2009/10 period. The allocation of agricultural support programmes is expected to rise to R538,1 million in 2008/09 to R979,3 million in 2011/12 mainly due to transfers for assistance of emerging black farmers and communities. In 2009/10, a transfer payment of R525,4 million was made to the Agricultural Research Council (ARC), R48,6 million to the Land bank and R816,8 million to CASP, veld fires land care and Letsema.

4. Selection of agricultural commodities that might receive increased investments. 
Demand for maize has increased locally and in neighbouring countries as consumers switch to more maize when prices of other food commodities increase. However, there is a shift away from maize production due to better prices offered in oilseed in 2009, with the Crop Estimates Committee estimating that hectares planted declined by 14,28% for white maize compared to last year and yellow maize is 11,68% less compared to hectares planted last season. 
The BFAP (2009) expects the following commodities to do well during the economic downturn:

a) Sunflower and Soybeans: International prices for soybeans and sunflower remain high and the demand for sunflower and soybeans dedicated to the livestock industries is projected to grow rapidly beyond 2009 to reach 1,8 million tons in 2014.

b) Beef: The consumption of beef remained constant even though prices increased from 8% to 15% in 2008. The value of livestock has increased by 6% in 2008 compared to 2007, signalling an increased investment in livestock numbers.

c) Chicken: The consumption of chicken has increased sharply since 2002 and prices are expected to increase beyond 2009 with local demand expected to outstrip local production. Chicken consumption has increased due to an increase in disposable income and health awareness issues. BFAP projects that chicken prices will be least affected by the economic downturn and the price will strengthen over the rest of the decade, growing by 1,6% annually.
5. A selection of some of the Agricultural industries needing investment: 
a) Wine: Reports have indicated that wine farmers have been under severe financial pressure for the past four to five years. Wines of South Africa (WOSA) reported that there is very little investment in the sector and as a result the total hectares under vineyard have been shrinking for three years despite the growth in exports. However, investment in wine production has been negatively affected due to structural over-supply with power dynamics in the hands of supermarkets. Wine has been one of the top earners of agricultural foreign income in SA - the value of wine exports increased by 24,8% in 2008 compared to 2007.
b) Wheat: SA has lost its competitiveness in international wheat markets. The country has a self sufficiency index of 70,8%, while the shortfall is imported. International prices for wheat are currently low, which might affect planting decisions.
c) Dairy products: Dairy farmers are reported to be struggling worldwide. The European Union (EU) commission is planning intervention strategies to help milk producers, stating that once a dairy farmer goes out of business it is unlikely that they will return. The fall in milk prices globally is linked to the global economic crisis with most dairy products regarded as luxury goods and thus consumers are likely to cut them to move to cheaper less expensive necessities. 
Milk producers are getting less for their produce and as a result they are unable to produce milk, opting instead to slaughter their dairy cattle to also cash in on high meat prices (Joubert, 2009). BFAP projects that dairy prices will decline in 2009, but much of the decline will depend on the speed of the global economic recovery. 
6. Investment Outlook
Farmers invest mostly due to profitability and returns on capital assets. The value of SA agriculture capital assets have been increasing mainly due to government policy on restitution and redistribution. Already, in the Eastern Cape, agricultural land prices are increasing despite the global downturn, with land reforms seemingly one of the factors pushing up prices (Burgess, 2009). Future Investment in agriculture will depend on the speed of the global economic recovery, as investors are currently playing a waiting game (Surges, 2009). 
 The outlook for agriculture remains positive, with data of most field crops harvested in the second quarter expected to be available in the third quarter. ABC‘s agribusiness confidence index – which provides a general overview of agribusiness’ perception of the environment they operate in - dropped by 2,9% in quarter 2 compared to quarter 1. This was considered to be a small drop indicating a turning point in the continuous drop in agribusiness confidence over the past 18 months. 
Although most banks indicated that their loan extensions to farmers are still growing and there are relatively low bad debts, financial extension has become stringent. Agricultural companies do not attract large investor confidence as returns are largely beyond their control. The numbers of tractors bought declined by 55% in April this year compared to April last year. Most farmers had already bought tractors last year due to the devaluation of the Rand. Most farmers are delaying their decisions to buy more machinery until the third quarter, after harvesting and more information is available regarding their profit margins. 
There have also been renewed hopes in agriculture with the Minister of Agriculture, Forestry and Fisheries working on addressing shortcomings in agricultural logistics and agricultural finance. Most of SA agricultural products are transported by road instead of rail, and plans to look at moving cargo through rail will help reduce farm costs. The Department of Agriculture, Forestry and Fisheries intends increasing the number of financial institutions providing loans to emerging black farmers and is expanding extension services through CASP. An additional R650 million is allocated to enhance agricultural production over the MTEF. 
There are other positive signs like the declined interest rates offering relief on debt repayment and the favourable climatic conditions. Poor long-term sales outlook, perceived inflexible labour regulations, high crime levels and social problems such as HIV/Aids, are some of the obstacles to investment in the agriculture, with the slow process of land redistribution also deterring investment. 

Conclusion
Data currently shows that the global economic slowdown resulted in agricultural market diversification with emerging and developing markets becoming important markets for SA agricultural exports, this bodes well for establishment of regional cooperation with emerging or developing economies and investment might open a new era for SA exports. Investment in research and development is also critical, especially given the changing climatic conditions. Input costs are rising faster than output values, thus it is important to find cost saving methods in agricultural production. Investment in skills training to counter the cost curve is important to stay abreast of competition and manage the increased risks. Investment in infrastructural development is also critical for the reduction of transport costs which are ultimately passed on to the consumers. 
Sectors such as the wine sector need more promotional funding support and development support which will help them reach new markets. According to Birch (2009) of Wines of South Africa, it is difficult to enter markets like the US due to lack of funds. Faster agricultural growth and increased response to better price incentives depend on investments in core public goods such as market infrastructure, research institutions, and support services (World Bank, 2009).
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EXECUTIVE SUMMARY





The global economic slowdown has resulted in most economies, including the South African (SA) economy, falling into a recession as global demand for goods and services plummets. Consequently, a number of local industries have been severely affected, and though the agriculture sector has not been as severely impacted as other sectors, it has also been negatively affected.    





This report aims to briefly look at the effects of the global economic slowdown on the SA agriculture sector, focusing mainly on agriculture investment. Some of the findings discussed in this report are:


Net Farm Income for 2008/2009 is expected to come down due to slowing food price inflation while input prices remain high, and the downturn in profit margins will affect farmers’ access to finance.


Some of the agriculture products expected to receive increased investments due to their good performance are beef, chicken as well as sunflower and soybeans


Agriculture products that have been struggling, either in terms of gaining market share or making profit, and are in need of increased investments include wine, wheat and dairy products.


Agriculture only received 0,11% of SA’s Foreign Direct Investment (FDI) in 2007, with the largest percentage going to the mining sector.





As factors such as climate change, increasing demand for bio-fuels and a growing scarcity of water, amplify the gap between agriculture production and demand, investment in agriculture remains critical in order to ensure food security.
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