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PREFACE

The core business of the Directorate: Economic Services is to undertake analysis of national-level
trends in order to produce agricultural economic information and to render advice for sound deci-
sion making on the South African (SA) agriculture sector. To support this important task the Eco-
nomic Research division/unit concentrates on the economic analysis of the performance of and ex-

ternal impact on the agriculture sector and its industries.

This publication, previously called the Quarterly Agricultural Economic Review and Forecast, de-
veloped from a need within the Department of Agriculture, Forestry and Fisheries (DAFF) to be
regularly informed on developments and expected economic trends in the agriculture sector. The
quarterly report has now been established as a regular feature in the Directorate’s work plan. Since
the beginning of 2004 the report has also been published for outside consumption to add value to a
number of existing regular economic publications on the agriculture sector. It is our vision to main-

tain it as indispensable reading for every serious student of the SA agriculture sector.

This issue looks at the developments and expected economic trends in the SA agriculture sector
given the slowdown in the domestic economy triggered by the global economic slowdown.

Any new comments on the content of this quarterly report series are most welcome.

Dr Simphiwe Nggangweni
Directorate: Economic Services
October 2009

Pretoria

Compiled by Economic Research Unit
In consultation with the Director

Directorate Economic Services
2" Floor — Sefala Building
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All correspondence can be addressed to:
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1. WORLD ECONOMY

According to the International Monetary Fund,
World Economic Outlook Update, July 2009
(IMF WEO, July 2009), the world economy is
stabilizing, helped by unprecedented macro-
economic and financial policy support. How-
ever, the recession is not over yet and the re-
covery is likely to be sluggish. Following a
disappointing first quarter, during which the
global economy contracted almost as fast as
during the fourth quarter of 2008, data point to
a return to modest growth at the global level.
However, the advanced economies as a
group are still projected not to show a sus-
tained pickup in activity until the second half of
2010, consistent with the April 2009 WEO
forecast. Some indicators are presented in
Table 1 below.

Accordingly, global activity is forecast to con-
tract by 1.4% in 2009 and to expand by 2.5%
in 2010, which is 0.6% higher than envisaged
in the April 2009 WEO. The higher annual av-
erage growth rate for 2010 largely reflects
carryover from a mark-up in growth during the
final half of 2009. The downward drag exerted
by the financial shock, the sharp fall of global
trade, general increase in uncertainty and col-
lapse of confidence is gradually diminishing.
However, supportive forces are still weak.
Many housing markets have yet to bottom out.
Importantly, financial markets remain impaired
and bank balance sheets still need to be
cleaned and institutions restructured. Cuts in
policy interest rates, continued provision of

ample liquidity, credit easing, public guaran-
tees, and bank recapitalization have appre-
ciably lowered concerns about systemic fail-
ure. Consistent with these developments, fi-
nancial stress indexes for advanced and
emerging economies have receded since the
beginning of 2009. However, the improve-
ments are far from uniform across markets
and countries. In particular, bank lending con-
ditions are expected to remain tight and exter-
nal financing conditions constrained for a con-
siderable time. At the same time, commodity
prices have rebounded ahead of the recovery.
The recent rally in commodity prices has been
strong and broad-based, reflecting improved
market sentiment, U.S. dollar depreciation,
and commodity-specific factors.

In the oil market, prices have responded
strongly to perceptions that market dynamics
are shifting from significant oversupply to
more balanced conditions. This is in part due
to improving demand prospects, and the Or-
ganization of Petroleum Exporting Countries
(OPEC) members’ strict observance of lower
production quotas. Oil prices are expected to
average $74.50 for 2010, not much above cur-
rent levels, with high excess capacity ex-
pected to buffer growing demand. In this set-
ting, activity and credit growth are likely to re-
main subdued in many economies. Currently,
expansionary macroeconomic policies and an
inventory adjustment are supporting global
activity but these are temporary forces.

GDP in the advanced economies is expected
to contract by 3.8% in 2009 before growing by
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0.6% in 2010. Although the projections are
0.6% higher than in the April WEO forecast,
growth in 2010 would still fall short of potential
until late in the year, implying continuing in-
creases in unemployment. Among the major
economies, growth rates have been marked
up mainly for the United States and Japan. In
the United States, indicators point to a dimin-
ishing rate of deterioration, including in the
labour and housing markets. Industrial pro-
duction may be close to bottoming out, the
inventory cycle turning, while business and
consumer confidence has improved. These
developments are consistent with stabilization
of output during the second half of 2009 and
with a gradual recovery emerging in 2010.

Meanwhile in the Euro Area, consumer and
business survey indicators have been recov-
ering, but data on real activity show few signs
of stabilization, and thus activity is expected to
strengthen more slowly than elsewhere. Mac-
roeconomic policies are providing support but
much of the adjustment in the labour market
still lies ahead. Rising unemployment will
weigh on consumption and activity, as will the
economy’s heavy dependence on a still-ailing
banking sector. The Euro area trade surplus
posted a big increase in July, from -€3.5 billion
in July 2008 to +€12.6 billion in July 2009.
This indicates that the euro area GDP number

received a big contribution from net exports.
With indicators of domestic demand also
stabilizing, this will almost certainly mean that
third quarter Euro area GDP will increase
significantly compared to the previous quarter
though it will remain down compared to four

quarters earlier.

Emerging and developing economies are
expected to regain growth momentum during
the third half of 2009, with notable regional
differences. Low-income countries are facing
important challenges of their own because
official aid has fallen and these economies are
particularly vulnerable to swings in commodity
prices. Growth projections in emerging Asia
have been revised upward to 5.5% in 2009
and 7.0% in 2010 (IMF WEO, July 2009). The
upgrade owes to improved prospects in China
and India, in part reflecting substantial macro-
economic stimulus, and a faster than ex-
pected turnaround in capital flows. However,
the recent acceleration in growth is likely to
diminish unless there is a recovery in ad-

vanced economies.

Inflation pressures have continued to ease
with the continued weakness of the global
economy. Between December 2008 and
August 2009, the seasonally unadjusted U.S.
consumer price index increased by 2.7% at an

TABLE 1: The World Economic Outlook-Real GDP growth %

Countries 2008 2009 2010 Countries 2008 2009 2010
World! 3.0 -1.1 3.1 China 2.0 8.5 2.0
USA 0.4 2.7 1.5 India 7.3 5.4 6.4
Japan -0.7 -5.4 1.7 Latin America 4.6 3.2 7.9
Euroland? 0.7 -4.2 0.3 East-central Europe 3.0 -5.0 1.8
ASEAN-53 4.8 0.7 4.0 Sub-Saharan Africa 5.5 1.3 4.1

Source: IMF 1 PPP  ?The 11 Euro countries Indonesia, Thailand, Philippines and Malaysia
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annualized rate. Yet the yearly change was
still -1.5%, due to a drop in the CPI of more
than 4% between August 2008 and December
2008. A similar trend can also be seen in the
Euro area, where the inflation rate rose from -
0.7% in July to -0.2% in August. This trend will
likely also be seen in other countries, though
less dramatically (or in some cases not at all)
as some countries saw their currencies
plummet in value late last year, only to rise
dramatically in value this year. The Euro area
saw its inflation rate rise from -0.7% in July to
0.2% in August. Unemployment rates will
reach double digits in some countries, holding
back wages and household spending and pre-
senting significant policy challenges. In the
emerging economies, stronger disinflationary
forces in some regions have prompted modest
markdowns to the April projections for infla-
tion, notwithstanding the upward revisions to
output growth.

The U.S. trade deficit increased more than
expected in July, from an upwardly revised
$27.5 billion in June to $32 billion in July. The
main causes were higher oil prices and in-
creased imports of car and car parts — the lat-
ter being a result of the “cash for clunkers”
scheme and the way it particularly benefits
buyers of Japanese and Korean cars (G8
Summit, July 2009).

According to IMF’s July 2009 Global Financial
Stability Report (IMF GFSR, July 2009), while
policies still have a long way to go in dealing
with the crisis, there will also be a need to in-
creasingly shift from providing short-term sup-
port to laying the foundations for a return to

strong medium-run growth. This will depend
crucially on fostering stronger potential output
growth, particularly in advanced economies,
and rebalancing global demand. Financial,
monetary, fiscal, and structural policies all
have a role to play in this regard. The G8
Summit held in July 2009 concluded that $20
billion will be invested by countries which in-
clude the G8 and G5, as well as international
organisations, including the World Bank,
within three years to encourage rural devel-
opment of poor countries. The money for agri-
cultural development is designed to advance
the fight against hunger, according to officials.
The food security part of the G8 communiqué
points out that, while the prices of food com-
modities have decreased since their peak of
2008, they remain high in historical terms and
volatile. However the G8’s solutions rest on
liberalizing trade and announcing some extra
money. Markets must remain open, protec-
tionism rejected and factors potentially affect-
ing commodity price volatility, including specu-
lation, monitored and analysed further.

Through the $20 billion funding initiative, the
G8 group will partner with vulnerable countries
and regions to help them develop and imple-
ment their own food security strategies, and
together substantially increase sustained
commitments of financial and technical assis-
tance to invest in those strategies. This is
supposed to be done via effective coordina-
tion, support for country-owned processes and
plans as well as by the use of multilateral insti-
tutions whenever appropriate.
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2. SUB-SAHARAN ECON(

Many countries in Africa have been severely

hit by the global economic downturn, but there
are emerging signs that the worst is over in
many economies, with leading indicators such
as economic activity as well as consumer and
business confidence registering less sharp
falls in the last two months than earlier in the
year. Commodity-exporting countries have
benefited from China’s massive fiscal stimulus
and high level of bank lending, which have
helped to sustain demand for African exports
(thereby boosting a vital source of foreign ex-
change) and appear to be promoting a more
rapid rebound than previously envisaged.
Some key indicators are presented in Table 2
below.

TABLE 2: Sub-Saharan Africa - Economic Outlook

2007 | 2008 | 2009 | 2010
Growth 6.5 55 0.6 4.1
Consumer Inflation 6.4 12.6 8.8 6.7
External Debt' 168.7 | 175.3 | 180.7 | 190.9
Current Account’ 231 -19.1 415 | -33.2

Source: EIU TUSS$ Billion

Recent data indicate that demand for African
minerals is rising again after a sharp fall at the
start of the global slowdown. Although China-
Africa trade fell to $37.1 billion for the first half
of 2009 (compared with $48 billion for the
same period last year), China’s investment in
Africa increased by 81% to $552 million for
the first half of the year. Reflecting these
changing conditions, forecasts have been up-
graded for regional real GDP in 2009 and
2010 over the course of the last three months.

In a June report, a modest growth of 0.4% in
2009 and a rebound of 4.1% in 2010 were ex-
pected. Currently, a slightly higher growth of
0.6% in 2009 is expected (Economist Intelli-
gence Unit (EIU), September 2009). This
marks the first time that GDP forecasts have
not been downgraded since the end of 2008.
This partly reflects improved expectations
about global growth, which is now expected to
contract by 1.4% in 2009 and to grow by 2.7%
in 2010, compared with 1.8% and 2.1% re-
spectively at the time of our June report. In
spite of the modest upgrade to regional pro-
jections, Africa’s performance in 2009 will re-
main extremely disappointing. A downturn in
domestic demand and trade will account for
much of the contraction, reflecting rising un-
employment and falling real earnings. In some
economies private consumption will also be
hard hit by weakening inflows of worker remit-
tances from the US and the EU. This not only
reflects the slowdown in the US and EU
economies, but also the fading of reporting
gains and tighter immigration control in the US
and EU.

Gross fixed investment is also set to fall sig-
nificantly, reflecting much scarcer credit. Much
lower export orders will be offset by a signifi-
cant fall in import volumes, on the back of
weaker domestic demand. This will result in a
positive contribution to GDP by the external
sector. The expectation of a gradual recovery
in regional GDP growth in 2010 is based on
the assumption that monetary easing under-
taken in 2010 will help boost private consump-
tion, while more supportive credit conditions
will help investment to stage a partial recov-
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ery. Higher commodity prices are expected to
underpin growth in government spending
(EIU, September 2009). According to EIU,
growth will be lowest in Southern Africa, at -
1.9% in 2009, recovering to 3.7% in 2010. The
global downturn continued to weigh on the
South African economy in the first half of
2009, real GDP shrank by a sharp 6.4%. The
immediate outlook remains fairly bleak for the
region’s largest economy, South Africa. The
performance of the key financial sector will
clearly have a major impact on overall eco-
nomic activity. The economy is now forecast
to contract by 2.2% in 2009, before posting a
recovery in 2010 as the global economy be-
gins to recover and the soccer World Cup is
held. A sharp deterioration in consumer and
business confidence means that there is a
high risk that the South African economy may
enter a deeper than forecast recession.

Meanwhile in the Central and West Africa,
sub regional growth is expect to remain low, at
3% in 2009, rising to 4.4% in 2010. The much
weaker growth in 2009 will be driven largely
by the modest growth in the Nigerian econ-
omy. The troubles in the Niger Delta, which
have continued to intensify in recent months,
are likely to depress oil production throughout
the forecast period. In addition, the OPEC
quota cut introduced in December 2008 will
put pressure on the authorities to reduce pro-
duction. Given the expected trends in the oil
sector, overall economic growth in Nigeria will
depend on the performance of the non-oil sec-
tor, as has been the case in the past three
years. Although growth in the sector should
remain positive, largely owing to the continued

strong performance of the agricultural sector,
it is likely to slow markedly in 2009 as Nigeria
suffers from the global financial crisis. Growth
is expected to be strongest in East Africa.
Sub-regional growth is expected to dip from
6.5% in 2008 to 3.8% in 2009 and to rise to
4.9% in 2010. This reflects an expected slow-
down in the largest economy in the region,
Kenya, where real GDP growth is set to slow
further in 2009, to 1.8% (previous forecast
was 2%), as a result of the global downturn
and weak commodity prices. The economy
grew by 3.9% year-on-year in the first quarter
of 2009, but came off a low base, while agri-
culture continued to decline, falling by 0.8%
year-on-year. Export growth will also be down,
reflecting lower global demand and weak
commodity prices continuing to take their toll,
although a concurrent downturn in import
growth will offset this to some extent. The
Kenyan economy is expected to post a small
recovery in 2010 (assuming average rainfall),
helped by a modest global rebound, which will
push up real GDP growth to 2.7%. However,
the global turnaround will be no better than
patchy in 2010, which will constrain growth in
tourism, trade, remittances and foreign in-

vestment.

In the Franc Zone growth is expected to re-
main low at 1.6% in 2009 and 3.8% in 2010.
In part, this reflects the ongoing economic
malaise in the largest economy in the region,
Céte d’lvoire, which in turn reflects the con-
tinuing political crisis in the country. Added to
this is the fact that growth in Cameroon and
Gabon, the other two large economies in the
region, is forecast to be relatively low. Oil out-
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put is forecast to increase marginally in
2009/10, as declining production at the large,
mature oilfields will be offset by the coming-
on-stream of smaller, marginal fields. Given
the size of these three economies, they ac-
count for around 45% of the Franc Zone’s
GDP and their poor performance more than
offsets strong growth in other economies in
the region (EIU, September 2009).

External debt: Unlike in much of the devel-
oped world, financial systems in Sub-Saharan
Africa have not been heavily exposed to toxic
assets and off-balance-sheet trades. This re-
flects generally cautious management prac-
tices in the region’s financial systems. Conse-
quently, some African governments have
been able to focus their policy response to the
downturn on fiscal and monetary stimulus.
Stimulus packages will be insufficient to avert
a severe downturn, but they will help to sus-
tain activity and support a recovery once ex-
ternal and financing conditions improve. An
increasing number of African countries have
also benefited from large debt write-offs in re-
cent years.

Over the forecast period, new borrowing will
remain relatively high, especially from the mul-
tilateral lenders led by the World Bank and
new bilateral lenders such as China. The
growing influence of China as a creditor to the
region is creating unease in some quarters, in
part because it could entail a diminishing in-
fluence over policy and governance for the
World Bank and the IMF. Nevertheless, con-
cessional debt contracted from the multilater-
als is likely to continue to represent the bulk of

borrowing for most countries, especially given
the increasing difficulties in accessing financ-
ing from the global financial markets in the
light of the credit crunch. What has also be-
come clear is that, despite the debt write-offs
delivered to date, the need for further high
levels of financing for African countries will
become pressing in the coming years. Having
fallen from $221.2 billion in 2004 to $153 bil-
lion in 2006, the region’s stock of external
debt is forecast to rise to $180.7 billion in
2009 and to $190.9 billion in 2010.

Despite the different policy responses, the
rate of inflation has fallen slower than ex-
pected outside Southern Africa and the Franc
Zone. This reflects the high level of food
prices in the consumer price index, over which
central banks have only limited control. How-
ever, without another good harvest in 2010;
with growth picking up relatively quickly and
with high levels of government spending, infla-
tion is likely to bottom out in high single digits
in many Sub-Saharan African countries, and
then climb back into low double digits in 2010.
Although food price inflation will be lower in
2009 than in 2008, this will be scant comfort
for the majority of the region’s countries,
which are becoming increasingly reliant on
imported food. Agricultural productivity in Sub-
Saharan Africa is lower than anywhere else in
the world, at $337 per worker (2000 prices), or
just 39% of the global average, and below the

average for all low-income economies.

The external accounts will deteriorate sharply,
with the current-account deficit set to widen
from $19.1 billion in 2008 to $41.5 billion in
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2009. For this year, the overall deficit would
be significantly larger were it not for a fall in
the import bill as domestic demand falls and
weaker exchange rates further restrict import
capacity. The principal driver of the deteriora-
tion in the region’s external accounts is the
eradication of both Angola’s and Nigeria’s cur-
rent-account surplus. Although it is expected
that both the regional import costs and trade-
related costs will fall - in line with reduced do-
mestic activity and financial constraints - both
invisibles and transfers inflows are also fore-
cast to fall owing to reduced receipts from
tourism and remittances. (EIU, September
2009).

3. SOUTH AFRICAN ECC

As other countries are emerging out of reces-
sion, South Africa’s recovery is expected to
lag behind the rest of the world. South Africa
has been very slow to feel the impact of the
global economic downturn from its onset, with
data showing the first impact of the economic
crisis emerging only in the first quarter of
2009. Despite strong GDP figures for many
countries, South Africa’s economic growth
continued to decline in the second quarter of
2009. Similarly employment, Business and
Consumer Confidence data painted a bleak
picture. Demand has also shrunk as house-
holds battle with debt. South Africa’s output
shrank by an annualised 3% in the second
quarter of 2009 — this is the third quarterly
contraction in a row. The manufacturing sector
remained stagnant, contracting by 10,9%,
which saw the government initiating joint talks

with development finance institutions and
commercial banks to extend credit to domestic
companies that have been hit the hardest by
global recession. GDP growth trends are pre-
sented in Figure 1 below.
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Fig. 1: GDP growth of selected sectors
Source: StatsSA

According to the Reserve Bank, credit ex-
tended to companies has fallen 0.4% in the
year to June. Meanwhile, the agricultural and
financial services sectors shrank by 17.1%
and 2.4%, respectively. SA tractor sales fell by
32.4% year-on-year in July and again, by 6%
in September due to tight bank regulations in
obtaining finances for farmers, declining crop
prices and a firmer Rand. However, the R2.6
billion pledge in conditional grants by the gov-
ernment to provinces, for agriculture infra-
structure investment, is expected to boost the
overall infrastructure sales and increase
growth in the agricultural sector. Despite a
contraction in most of the sectors of the econ-
omy, the mining sector grew by 5.5% in the
second quarter on account of the rising global
commodity prices after collapsing by 32.8% in
the previous quarter. Increase in civil sum-

monses issued in the first half of 2009 is a re-
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flection of a continued difficulty in the eco-
nomic environment, where households and
businesses continue to struggle. Data re-
leased by StatsSA in August showed the total
number of civil summonses issued for debt in
June rose 11.5% year-on-year after rising
1.8% in the previous month. In the agricultural
sector for instance, more than 283 emerging
farmers owed a total of R232 million to the
Land Bank, which resulted in the Minister of
Agriculture, Forestry and Fisheries promising
to assist the farmers to find solutions to get
them out of debt.

Household expenditure, the most important
component of domestic demand, which ac-
count for about two-thirds of GDP, fell sharply
in the second quarter as consumer confidence
remained weak after another contraction in
household disposable income. Household
disposable income declined by 5.7% in the
second quarter, from 4.1% in the first quarter.
As a result of a knock in household wealth,
the first quarter data showed that household
saving to income ratio stood at zero, an im-
-0.7%.

Household expenditure dropped by a season-

provement from a record low of
ally adjusted 5.8% in the second quarter,
which relates to stubbornly high levels of infla-
tion. Despite the decline in debt servicing
costs to 9.5% of disposable income along with
falling interest rates, consumers are now opt-
ing for cash purchases rather than building up
additional debt. (SARB, September 2009). In-
terest rates dropped from 15.5% in December
2008 to 10.5% in August. The 0.5% cut in in-
terest rates in August is believed to be the last
one, before the newly appointed Reserve

Bank Governor, Gill Marcus, resumes her ap-
pointment from the first of November 2009.
Figure 2 below presents household expendi-
ture and disposable income trends.

Percentage (%)

‘— Household expenditure —— Disposable income ‘

Fig. 2: Household expenditure vs dispos-

able income
Source: SARB

Meanwhile, inflation trends have been more
upbeat, although the movement was slower
than expected. The CPI inflation moderated to
6.7% year-on-year in July, down from 6.9% in
June. Higher insurance and financial services
costs as well as administered price increases
where the main culprits of the monthly rise.
Food prices fell by 0.6% - this is the second
monthly fall in a row. However, the develop-
ment of El Nino weather conditions later this
year poses a threat to food inflation, with a
range of agricultural commodity prices ex-
pected to edge up.

Over 500 000 jobs were lost in the first half of
2009, out of a total workforce of 17 million; a
further 300 000 are expected to lose their jobs
by the end of the year. According to the
Economist.com, one in every 4 people in the

formal economy is now unemployed. The
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manufacturing, wholesale as well as retall
trade and financial intermediation were the
biggest contributors to job declines. At the end
of the second quarter 2009, employment in
agriculture had declined by 28 000 quarter-on-
quarter (80 000 year-on-year). The employ-
ment situation was aggravated by a wave of
protests by trade unions across the country
which took place between July and August,
pressing businesses and government for dou-
ble-digit wage increases. The South African
Chamber of Business has warned that the
protests could dampen further business and
investor confidence and would undermine
growth prospects and job opportunities which
are already under pressure. In order to coun-
teract the effects of the economic slowdown
on employment, President Jacob Zuma has
set aside a R2.4 billion job fund to assist in the
training of workers affected by the recession.

According to UNCTAD World investment re-
port (UN, 2009), Foreign Direct Investment
(FDI) into South Africa plunged by 80% in the
first quarter due to disinvestment by transna-
tional corporations as a result of the economic
downturn. Similarly, the decline in FDI is the
latest common phenomenon in the rest of Af-
rica and the world. However, the report indi-
cates that global cross-border investment in
agriculture are increasing, which is significant
for developing countries. This increase is be-
ing driven by overall concerns about food se-
curity and increased commercial farming.
Surprisingly, South Africa recorded a third
successive trade surplus in July. This has
boosted the current account deficit which im-
proved dramatically from 7% of GDP in the

first quarter to 3.2% of GDP in the second
quarter. Exports increased by 3.1% month-on-
month while imports rose by 10.5% month-on-

month.

4. INTERACTION BE

AFRICA AND THE WC

The global economic crisis has severely af-
fected international economic relations and
development between South Africa and other
African countries. As a result, mounting re-
newed calls have been made for more em-
phasis to be placed on South-South co-
operation, in developing a fairer system of in-
ternational trade and financial management in
Africa. A South-South perspective propagates
expanding trade with economies in the South
as a growth engine. However much has been
debated on the sustainability of the co-
operation, arguing that Brazil, China and India
will have a competitive advantage over other
African countries given their ability to produce
low-cost, labour intensive goods than Africa.

The EU Economic Partnership Agreement
(EPA), has in particular, been a cause for se-
rious concern for South Africa and other
SACU members. All SACU members have
already signed the interim EPA except for
South Africa and Namibia, of which, debate
over the future of SACU has been at the cen-
tre stage lately. SACU has been using the
Common External Tariff which applied to im-
ported goods coming outside SACU, there-
fore, it is feared that the EPA membership will
result in the emergence of two tariff regimes

within the Customs Union. Equally, trade be-
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tween South Africa and Africa has been sub-
stantially affected by the crisis, with value of
exports to Africa declining substantially by
12.3% year-on-year in September, and by
14% quarter-on-quarter, while imports from
Africa declined by 48% year-on-year in Sep-
tember and by 13.6% quarter-on-quarter. De-
spite the decline in export and import values
to Africa, Mozambique remained the main ex-
port destination for South Africa, followed by
Zimbabwe and Zambia. Meanwhile Nigeria
remained the main import destination for
South Africa, followed by Angola and Mozam-
bique.

The South African Rand appreciated by over
15% in the quarter under review (see Figure 3
below), from levels above R10 in the first
quarter to levels just below R8 in the second
quarter - which explains much of the drop in
value of exports to Africa. Other reasons have
been linked to the tightening of international
credit markets which made it difficult for coun-
tries to access trade finance as well as poor
flow of worker remittances from other coun-

tries owing to job cuts world-wide.
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Fig.3: Rand vs Dollar, Second Quarter 2009
Source: SARB

Asia has overtaken Europe as South Africa’s
largest export destination. The value of ex-
ports to China alone (+41.3%), were close to
exports to SADC countries combined, while
exports to the US and the UK declined by ap-
proximately 50% and 40% respectively, year-
on-year in September, respectively. South Af-
rica’s imports from China, US and UK have
declined significantly by approximately 17%,
19.6% and 40.7%, respectively as compared
to the second quarter of 2008. A drop in trade
between SA and the North is attributable to a
stagnant demand and increased protectionist
measures taken by other developed countries.

5. MACROECONOMIC VARIA

THEIR IMPACT ON AGRICULT

5.1 Inflation

Overall inflation is gradually coming down with
the August data showing inflation has moder-
ated to 6.4 % year-on-year, down from 6.7%
in July. Again, food prices, which have been
the main driver behind persistent rise in infla-
tion, are gradually declining, with recent data
showing a drop from a 7.6% year-on-year rise
in July to a 6.0% rise in August. However,
costs of production inputs, which have been
rapidly rising since late 2006, have offset the
immediate benefits of declining food prices by
consumers. Input costs increased by between
20% and 30% since 2006. Fertiliser prices
rose to historical highs of 70.6% in 2008/09,
driven by increased demand of fertilisers by
China, India and Brazil. Costs of seeds in-
creased by 21.6%, while that of feeds in-
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creased by 20.1% during 2008/2009. How-
ever, prices of major grains remained persis-
tently low in September as compared to last
year. If prices received by farmers continue to
fall, while input costs remain at current high
levels, many more farmers will find it difficult

to cover production cots.

=100

Index 2000:

Fig. 4: Input prices of selected products
Source: DAFF

Prices paid and received by farmers have
generally outpaced general inflation measures
in the South African economy. Prices paid by
farmers for all items rose by approximately
25% in 2008/09 (See Figure 4 above). This
was far greater than the producer price index
(PPI), which declined by 0.7% during the
same period. The PPl remained in the defla-
tionary territory in July 2009, falling 3.8% year-
on-year, from 4.1% in June. Prices received
by farmers have been decreasing in recent
months due to, inter alia, lower demand amid
the global economic downturn. Figure 5 below
shows the prices received by farmers for a
selected few products at the end of Septem-
ber 2009 compared to the same period in
2008.
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5.2 Growth

Following a sharp contraction of 6.4% in the
SA economy during the first quarter of 2009,
the SA economy showed some signs of re-
covery contracting by 3.0% in the second
quarter. However, this was the economy’s
third consecutive GDP contraction. Table 3
below presents GDP projections for 2009 and
2010.

TABLE 3: Annual real GDP growth rates

2008 2009 2010
BER -2.0 2.7

3.1 Standard Bank -1.5 3.0
ABSA -2.1 2.0
Average -1.9 2.6

Sources: BER, Standard Bank, ABSA

The agriculture, forestry and fishing industry
contributed -0.5 percentage points to GDP in
the second quarter 2009 — following a 17.1%
contraction in its value added during the sec-
ond quarter. This was mainly attributed to de-
clining contribution by the animal products to
the value added by agriculture.
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The estimated volume of agricultural produc-
tion in 2008/09 was only 0.7% higher than in
2007/08 (See Figure 6 below). Field crop pro-
duction declined by 31.7% in 2008/09 com-
pared to 2007/08, due to a decline in maize
production and a sharp decline in oats produc-
tion. International prices for maize were lower

due to good harvesting recorded globally.
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Fig. 6: Agricultural production
Source: DAFF

The global economy has started showing
some signs of recovery, with China's domestic
market rampant, and export-dependent
economies like South Korea, Taiwan and
Singapore also doing surprisingly well. France
and Germany also surprised many with posi-
tive results, while even Japan has posted
modest growth. If the economic recoveries are

prolonged, it might bode well for agriculture.

Some of the factors that may affect the
contribution of agriculture to GDP:

The total estimate for area planted for maize
in 2008/09 is 15.3% lower than the 2007/08
production season. Maize production estimate
for the 2008/09 production period is 7.6%
lower than the 2007/08 final production total,

due to inter-alia lower international prices for

maize and increased US production outlook.
According to the crop estimate committee’s
seventh forecast in 2009, the area planted for
sunflower seed increased by 12.7% com-
pared to 2007/08 production period. The in-
ternational price for oil and fats increased by
8.3% in August compared to June 2009 FAO
(2009). Sunflower seed increased due to the
tightness of global supplies. The area planted
to soybeans for the 2008/09 period is 43.7%
higher than in 2007/08 as farmers moved
away from lower maize prices to attractive
prices in oil and fats products. Production is
80.6% higher in 2008/09 compared to 2007/08
due to higher international prices for oilseeds.
Soybeans prices increased due to tight old
crop supplies and record crop shortfalls in
South America, which led to a sharp drop in
global inventories and increasing demand

from China and India.

The area estimated for wheat plantation for
the 2009 is 12.1% lower than the area planted
to wheat in 2008 and production is expected
to be 5.6% lower than in 2008. International
wheat prices are lower globally due to, inter-
alia, better than expected crop harvest results
in the US and EU. The area planted and pro-
duction forecast for malting barley is 9.5%
and 14.9% higher for 2009 compared to 2008
respectively. Dry conditions are expected in
the Southern Cape which is likely to affect
yields. Prices are expected to remain fixed
due to contracts between farmers and pro-
ducers. Animal production is increasing
slightly, after declining in the second quarter
of 2009. International meat prices returned to

the January 2009 price levels. Meat prices
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remained stable between June and August
2009. (FAO,2009).
dairy products seem to be rebounding due to

International prices for

the declining supply as most dairy producers
were probably washed-out by the global melt-
down. According to Ernst Janovsky (2009) of
ABSA agricultural division, input costs have
increased and as a result farmers will have to
increase production to counter the cost curve.
Production of agricultural products like oil-
seeds is expected to increase in the following
year. According to FAO (2009), the current
oilseeds market tightness and price firmness
could also spread into the next season, con-
sidering that, irrespective of a likely revival in
global oilseed production, 2009/10 supplies of
oils and meals will be conditioned by low
carry-in stocks. Wool production is also ex-
pected to rebound as demand improves in
China. International sugar prices have in-
creased by 21.8% in August compared to July
2009, continuing their upward trend, which
might boost production.

5.3 Exchange rates

The currency was weaker in the second quar-
ter of 2009 as risk aversion dominated in mar-
kets. However, the Rand strength accelerated
by 15% in the second quarter, but was weaker
than the same period last year, trading be-
tween R7/$ and R8/$ during the period May —
June 2008 compared to R8/$ - R9/$ in 2009.
However, Investors’ appetite for risk drove the
Rand higher in the third quarter of 2009 — fur-
ther boosted by the reduced current account
deficit (BER, 2009). The Rand is projected to
end the year at R8.46 against the US dollar in

2009, strengthening to R8.19 at end of 2010
(See Table 4 below).

TABLE 4: End of year R/$ exchange rates

2008 2009 2010
BER 8.30 8.79
8.26 | Standard Bank 8.63 8.25
Absa 8.51 7.66
Average 8.46 8.19

Source: BER, Standard Bank and ABSA

Agricultural exports increased by 37.7% in the
second quarter of 2009 compared to the cor-
responding period last year - benefiting from
the weaker Rand among other factors. Sagis
maize exports figures show that maize exports
for May to June 2009 were 539 000 tons com-
pared to 337 000 tons for the corresponding
periods last year. Figure 7 below presents the
exports and imports trends over the past few

months.
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Fig. 7: Volume of Agricultural Exports vs.
Imports

Source: DAFF

Agricultural imports declined sharply from Oc-
tober 2008 as the Rand depreciated against
major currencies and global demand subsided
due to the global economic crisis. Imports
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were 1.9% lower in quarter 2 of 2009 com-
pared to the same period last year. The Rand
volatility is expected to remain high and peri-
ods of currency strength within a broader
weaker trend are also expected (BER, 2009).
Against this background, the Rand is ex-
pected to weaken in the long run. A weaker
currency bodes well for agricultural exports,
but that will depend on the speed to which the
global recovery turn to spending in econo-

mies.

5.4 Interest rates

Real household consumption expenditure
weakened further in the second quarter of
2009 alongside declining real disposable in-
come and high levels of household debt
(SARB,2009). The Monetary Policy Commit-
tee (MPC) of the Reserve Bank left the repo
rate unchanged at 7% during their meeting in
October 2009. Consequently, commercial
banks also left their prime lending rate un-
changed at 10.5%. The Governor of the Re-
serve Bank has previously alerted markets to
the fact that SA’s interest rate cutting cycle is
nearing an end. Table 5 below presents the
projected average prime lending rates for
2009 and 2010.

TABLE 5: Average yearly Prime interest rates

2008 2009 2010
BER 11.00 11.00

15.1 Standard Bank 10.50 | 12.50
Absa 8.0 7.6
Average 9.83 10.36

Sources: BER, Standard Bank, ABSA

Farmers are under pressure to pay off their
debts as farm income decline, due to rising
input costs, lower prices and decelerated de-
mand. Net farm income is expected to decline
further in quarter 3 after declining by 11% in
quarter 2 of 2009 compared to quarter 2 of
2008. The total farming debt as at the end of
June 2009 is estimated at R47 862 million
(R44 940 million)—an

Gross investment in respect of fixed improve-

increase of 6.5%.

ments for the year ended 30 June 2009 in-
creased by 6.5% to R3.9 billion. In the case of
machinery, implements and vehicles, invest-
ment increased by 24.8% and amounted to
R7.8 billion. The livestock inventory de-
creased by R47.3 million compared to the
previous year due to, inter-alia, increased feed
costs and the projected decline in beef con-
sumption due to the economic slowdown lag
effect. Income from restaurants also declined
in the second quarter of 2009 underlining the
decline in household’s disposable income.
Consumption of products like beef, pork, mut-
ton, fruits and citrus fruits is projected to de-
cline in the 2009 season due to the declined
disposable income. Although recent interest
rate cuts have brought some level of relief,
consumers are still using the lower interest
rates to pay their debts. Most economists pro-
ject that it will take longer, before the lower
interest rates trickle to spending in the econ-
omy. On the positive, investment banks are
fairly optimistic about the global economic out-
look and are bearish on the dollar’s prospects
and vice versa (BER, 2009). A further interest
rate cut would help highly indebted consumers
and also stimulate demand.
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6. CONCLUSION

Though most economies are still in recession,
leading indicators suggest that the global
economy is stabilising. GDP growth is still pro-
jected to remain sluggish for most countries,
implying further increases in unemployment -
which in turn imply further declines in house-
hold spending. Most African countries were
severely hit by the global economic downturn,
but there are emerging signs that the worst is
over in many economies. Economic activity as
well as consumer and business confidence
have registered less sharp falls in the last two
months than earlier in the year. South Africa
has been relatively slow to feel the impact of
the global economic downturn from its onset,
and the SA economy’s recovery is expected to
lag behind the rest of the world. SA’s eco-
nomic growth continued to decline in the sec-
ond quarter of 2009; with employment, busi-
ness and consumer confidence data confirm-
ing a bleak picture. Despite lower interest
rates, consumer spending has also shrunk as
households battle with debt — which also has
negative implications for demand for agricul-
tural products. SA’s CPI inflation has been
coming down since the beginning of 2009 and
this has dual implications for farmers; on the
positive side it implies lower input costs, but
on the negative side, it implies lower food
prices which might reduce farm income. The
Rand exchange rate was weaker in the sec-
ond quarter of 2009 which saw agriculture ex-
ports increase by 37.7% in that period — but
the rand regained its strength in the third quar-

ter of 2009. The value added by the agricul-
ture, forestry and fishing industry to GDP con-
tracted by 17.1% in the second quarter of
2009 as the contribution by animal products to
value added by agriculture declined — this may
be attributed to a shift by consumers from
“luxury” food items such as meat and meat
products to cheaper substitutes. Though SA’s
economy is expected to lag behind other
countries on terms of recovery, most analysts

are optimistic that the worst is over.



Quarterly Economic Overview of the Agriculture Sector (July - September 2009)

7. MAIN EXTERNAL SOURCES

CONSULTED

IMF, World Economic outlook July 2009

Economist intelligence Unit, Sub-Saharan Af-
rica: Regional Overview, September 2009

Department of Agriculture, Forestry and Fish-
eries, Weekly Price Watch April — June 2009

G8 Summit, July 2009

Statistics South Africa, 2009.

Nedbank, 2009. Economic Commentary.

Available at: www.nedbank.co.za

Economist, 2009. Finance and Economy,
South Africa’s economy. Available at:

www.economist.com/businessfinance

South African Reserve Bank, 2009.

ABSA: Key Quarterly Forecasts, 3 Quarter
2009. Forecast, 11 August 2009.

Bureau for Economic Research (BER), 2009.
Economic Prospects, 3rd Quarter 2009.

Global Financial Stability Update, July 2009

Food and Agricultural Organization: 2009.

http://www.fao.org/worldfoodsituation/Fo

odPricesindex/en/ Assessed: 20 September
20009.

Janovsky E, (23 April 2009). ABSA Agricul-
tural Outlook. Presentation Article to DAFF.

Standard Bank: Macroeconomic Forecast, 09
September 2009.



	Agric Econom Review_cover_Oct_09 (2)
	Quarterly_Economic_Overview_Jul-Sep2009_final


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


