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1. Introduction

The global economic recession that started late in 2008/09 has left major economies in a fragile state. A fall in the demand for goods and services that resulted from the recession led to a sharp drop in commodity prices (United States Department of Agriculture (USDA), 2010). Agriculture was no exception, as consumers tend to change their consumption from high-priced items to low-priced substitutes when incomes are low. The dairy industries globally and locally were severely affected by the global slowdown, which resulted in most dairy producers taking their animals to the abattoir because of competitive prices offered in meat sales (Joubert, 2009). Protectionist measures were taken in most countries, which sought to support their struggling agricultural industries. The European Union and the United States government intervened in the market by buying local dairy products (USDA, 2010). Most forecasts of the global economy are showing a modest recovery in 2010. Global growth is projected at about 4,25% in 2010 and 2011 while growth in both the emerging and developing economies is expected to be over 6,25% during 2010/11, following a modest 2,5% in 2009 (International Monetary Fund, 2010). However, the Organisation for Economic Co-operation and Development (OECD) has stated that high unemployment is still expected in advanced economies (OECD, 2010). This article assesses the economic performance of the South African agricultural sector
 during a period when the global and domestic economies were still in their early stages of recovery.

2. Impact of the economic recession on agriculture

The global economic crisis in 2008/09 resulted in a change in the labour markets. A decline in employment caused by the recession resulted in a drop in income, lowering consumption and causing aggregate demand to stagnate. Food and Agriculture Organization (FAO) data show that the oil price declined by an annual average rate of 33,5% in 2009, after it had risen by 42,1% between 2007 and 2008. This resulted in a halt in biofuel plants in certain countries. Biofuel prices tracked the fall in crude oil prices and this resulted in a sharp decline in crop prices, as corn (maize) and other crops are important raw materials for biofuels. The FAO’s food price index (Fig. 1) shows that food prices have come down in 2009, declining by 20% in 2009 compared to a rise of 24,25% between 2007 and 2008. However, the FAO predicts food prices and the oil price to rise by average rates of 10% and 14,4% respectively in 2010, after their 2009 lows. A decline in food prices has resulted in a decline in farm profits globally.
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Fig. 1: Trends in the food price inflation and oil price inflation
Source:  FAO

South Africa did not escape the effect of the world economic crisis. In 2009, real private expenditure declined sharply by an annual rate of 3,1%, the first decline in 25 years (Bureau for Economic Research, 2010). The South African agriculture, forestry and fisheries sector recorded four successive contractions in 2009, with a yearly average contraction of 10,1%. The value of agricultural production also declined from 2008 to 2009 (see Fig. 2). There was price competition during the recession as people were buying substitutes. Luxury food items were the hardest hit with people cutting down on eating at restaurants, suspending the purchases of certain food items and buying lower-priced meat items like poultry meat (Henderson, 2009)
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Fig. 2: Trends in the value of agricultural production

Source: DAFF

Farm income declined by 14,7% (comparing 2009 with 2008), after rising by approximately 33% between 2008 and 2007. Fig. 3 shows that both net and gross farm income decreased between 2008 and 2009.
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Fig. 3: Trends in gross farm income and net farm income

Source: DAFF

Total employment has been declining since the first quarter of 2009 and only during the fourth quarter of 2009 did employment improve (by 0,7%). Employment in the agricultural sector declined by a quarterly average rate of 3,6% between the second quarter of 2008 and the fourth quarter of 2009. The decline in employment meant people changed their consumption patterns, turning to low-priced substitutes. Consumption data of the Department of Agriculture, Forestry and Fisheries (DAFF) show that high-priced meat items like beef, mutton, goat’s meat and lamb were replaced by products like chicken and pork. Because of weaknesses in international markets plus a stronger Rand, the value of agricultural exports also declined by 2% from 2008 to 2009. 
Fig. 4 depicts a sharp rise in farm debt between June 2009 and December 2009. This is probably because of a decrease in farm profits, which made farm debt repayment difficult. 
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Fig. 4: Trends in farm debt
Source: DAFF
3. Post-economic recession state of the agricultural sector
Growth

Fig. 5 shows that the South African economy recorded its first GDP growth (0,9%) in the third quarter of 2009 and the economy has been on a positive growth path since then, recording 3,6% and 4,6% growth respectively in the fourth quarter of 2009 and the first quarter of 2010. Value added to the GDP by the agriculture, fisheries and forestry sector improved by 3% in the first quarter of 2010 after the 2009 lows. 
Production 

Currently there are positive developments within the agricultural subsector, as confidence within the sector has improved. The Agribusiness Confidence Index was 9,4% higher in the first quarter of 2010 than in the fourth quarter of 2009 (Stroebel, 2010). Investment on production by farmers is due, inter alia, to confidence in economic growth prospects for the year ahead. Real expenditure on intermediate goods and services rose by 6,2% from the first quarter of 2009 to the first quarter of 2010. The summer crop production in 2009/10 is expected to be 7,1% higher than in the 2008/09 season (refer to Appendix A).
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Fig. 5: Trends in GDP and value added by the agriculture, forestry and fisheries sector
Source: Statistics SA
The intended winter cereal planting is expected to be lower in 2010 (refer to Appendix B) because of the lower acreage allocated to wheat planting than in the previous years. Wheat prices have been uncompetitive in South Africa, with the result that South Africa’s International Trade Administration Commission (ITAC) increased the tariff on wheat by 40%, beginning in May 2010 (Zunckel, 2010). The international price of wheat price is also low because of ample stocks globally, among other things (FAO, 2010).
Prices
Consumer price inflation is still within the target band, i.e. 4,6% in May 2010. The food and non-alcoholic beverages index increased by 0,5% between April 2010 and May 2010. The PPI inflation for dom-estic output shows an annual rate increase of 6,8% in May 2010. The PPI for agriculture rose by 0,3% between May 2009 and May 2010, although the monthly index declined by 0,2% in May 2010 from a zero contribution in April 2010 (see Fig. 6).
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Fig. 6: Trends in the inflation of the Producer Price Index (PPI) for agriculture
Source: Statistics SA

The price received by farmers was 6% lower in the first quarter of 2010 than in the first quarter of 2009, with field crop producers experiencing an 11,2% decline in prices. During the same period, the summer and winter grain prices declined by 18% and 20% respectively. International prices of all cereals are low in view of good prospects for the new season and weakening crude oil prices, which were among the major drivers towards high agricultural commodity prices in 2008 (FAO, 2010).
Slaughtered animals and poultry prices received by producers declined by 3,6% and 2,5% respectively between the first quarter of 2009 and the first quarter of 2010. The price received for dairy products increased by 7% during the same period. Dairy producers experienced tough times towards the end of 2009 but now prices are starting to firm because of lower production, while demand is moderating. According to the Milk Producers’ Organisation (MPO), a milk shortage of 72 million litres is expected in South Africa in 2010.

Farm income

Net farm income has declined by 25,8% in the first quarter of 2010 from the first quarter of 2009, while gross farm income increased by 0,8% during the same period. The biggest increase in gross income came from field crops, with barley and grain sorghum showing the biggest increase between the first quarter of 2009 and the first quarter of 2010. 
Trade 
The value and quantity of agricultural exports have not shown improvement in terms of a quarter-on-quarter comparison as both continue to decline (see Fig. 9). The value and quantity of agricultural exports declined by 14,4% and 39,8% respectively from the first quarter of 2009 to the first quarter of 2010. The export value and quantity of maize, the most important crop in South Africa, declined by 68,7% and 62,9% respectively during the same period. The decline in value and quantity of agricultural exports is due, inter alia, to the low global demand and the lower producer prices received for exported commodities. The PPI for exported commodities contracted by a year-on-year average rate of 3% between January 2010 and May 2010. However, it showed the first year-on-year increase (of 1,7%) in May 2010. 
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Fig.7: Trends in export and import values
Source: DAFF

The Baltic freight index and the grain freight index declined sharply in late 2008. Fig. 8 below shows a decline in the International Grain Council (IGC) freight indices as a result of a fallen demand for goods and services during 2008/09. In 2010 the indices are starting to show slight improvements, showing that demand is moderating. 
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Fig. 8: International Grain Council freight indices

Source: SAGIS
Table 1 below provides a forecast of the Rand movement in 2010 by the Bureau for Economic Research. .The Rand is expected to depreciate in 2010 against major trading partners; this bodes well for the country’s agricultural exports. The depreciation of the Rand in the forecasted periods will boost the exports of South African agricultural products by lowering the price of agricultural products in comparison with appreciated currencies in the major countries importing South African agricultural products.

Table 1: Forecast of the exchange rate

	
	2010

Q1
	2010 Q2
	2010 Q3
	2010 Q4

	R/$
	7,50
	7,40
	7,3
	7,85

	R/Euro
	10,43
	9,92
	10,63
	10,68


Source: BER

Consumption

Private consumption expenditure is expected to improve in 2010 (BER, 2010). The 550 basis cut interest rates and more relaxed credit standards will boost spending. Consumption of agricultural products declined by 0,8% and 6,2% in the first quarter of 2010 from the first quarter and the fourth quarter of 2009 respectively. Domestic consumption of sugar showed the biggest decline (25,1%). The drop in South African consumption in the first quarter of 2010 can be explained, inter alia, by the decline in employment in the first quarter of 2010 as construction in preparation for the 2010 Soccer World Cup ended. 
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Fig. 9: Trend in private consumption expenditure on agricultural products
Source: DAFF

Employment 

Total employment in South Africa declined by 1,3% after preparations for the 2010 World Cup ended. The agricultural sector is one of the few sectors which recorded an improvement in employment in the first quarter of 2010. The sector employment increased by 5,7% during the first quarter of 2010, the first increase between 2008 and 2010. Fig. 10 shows quarterly changes in total employment, unemployment and agricultural employment. 
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Fig. 10: Change in employment and unemployment
Source: Statistics SA

4. Conclusion
The gross value added by the agricultural sector entered positive territory in the first quarter of 2010. The sector recorded a growth of 3,0% during this same quarter. However, it has not posted a return to positive growth as experienced prior to the economic recession. Based on a quarter-on-quarter comparison, employment in the sector showed a recovery in the first quarter of 2010. Gross and net farm income in the first quarter of 2010 are lower than in the first quarter of 2009. Agricultural trade and private consumption expenditure on agricultural products have not recovered yet. 
The full economic recovery of the agricultural sector will depend on how quickly a return to employment growth is converted into spending, while the speed of recovery of the country’s agricultural exports will depend on the rise in income and demand globally.
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Appendix A: 2009/10 summer crop production forecast

	2009/10 summer crop production forecast
	Area planted
2009/10
	5th forecast
2009/10
	4th forecast

2009/10
	Area planted

2008/09
	Final crop

2008/09
	Change



	
	ha
	Tons
	Tons
	ha
	Tons
	%

	
	(A)
	(B)
	(C)
	(D)
	(E)
	(B) ÷ (C)

	Commercial

	White maize
	1 719 700
	7 999 250
	7 999 250
	1 489 000
	6 775 000
	-

	Yellow maize
	1 022 700
	5 317 800
	5 317 800
	938 500
	5 275 000
	-

	Maize
	2 742 400
	13 317 050
	13 317 050
	2 427 500
	12 050 000
	-

	Sunflower seed
	397 700
	528 765
	508 715
	635 800
	801 000
	+3,94

	Soya beans
	311 450
	567 200
	587 950
	237 750
	516 000
	-3,53

	Groundnuts
	57 450
	87 880
	95 570
	54 550
	99 500
	-8,05

	Sorghum
	86 675
	241 593
	267 693
	85 500
	276 500
	-9,75

	Dry beans
	44 100
	52 255
	57 850
	43 800
	67 030
	-9,67

	TOTAL
	3 639 775
	14 794 743
	14 834 828
	3 484 900
	13 810 030
	-0,27


Source: DAFF

Appendix B: 2010 Intended plantings of winter cereals
	Winter cereals –

Intended plantings: 2010 season crop 
	Intended plantings 2010
	Area planted

2009
	Final estimate

2009
	Change

	
	ha
	ha
	Tons
	%

	Wheat 
	548 000
	642 500
	1 919 800
	-14,71

	Malting barley
	85 000
	74 760
	223 622
	+13,70

	Canola 
	37 500
	35 060
	40 310
	+6,96

	Total
	670 500
	752 320
	2 183 732
	-10,88


Source: DAFF
























EXECUTIVE SUMMARY





The global economic recession that began late in the 2008/09 financial year has left major economies in a fragile state. A drop in employment caused by the economic recession resulted in a decline in income, lowering consumption and causing aggregate demand to stagnate. Food prices came down in 2009, declining by 20% in 2009 compared to a rise of 24,25% between 2007 and 2008. The agriculture, forestry and fisheries sector (including mining) recorded four successive contractions in 2009 and a yearly average contraction of 10,1%, contributing to a decline in the agricultural sector employment, i.e. a quarterly average rate of 3,6% between the first quarter of 2008 and the fourth quarter of 2009. Farm debt increased sharply between June 2009 and December 2009 as both gross and net farm income decreased. Within the ambit of the abovementioned, this study assesses the economic performance of the agricultural sector during a period when the global and domestic economies are still in their early stages of recovery. Some of the key findings detailed in this report are these:


Value added to the Gross Domestic Product (GDP) by the agriculture, fisheries and forestry sector improved by 3% in the first quarter of 2010 after the 2009 lows. 


The Agribusiness Confidence Index was 9,4% higher in the first quarter of 2010 than in the fourth quarter of 2009.


Expenditure on intermediate goods and services by agriculture increased by 5,3%, reaching R70 918 million for the year ended 31 March 2010.


The Producer Price Index (PPI) for agriculture rose by 0,3% between May 2009 and May 2010, while the Consumer Price Index (CPI) inflation reached 0,1% during the same period.


Net farm income declined by 25,8% while gross farm income increased by 0,8% between the first quarter of 2009 and the first quarter of 2010.


The value and quantity of agricultural exports declined by 14,4% and 39,8% respectively between the first quarter of 2009 and the first quarter of 2010.


The consumption of agricultural products was 0,8% and 6,2% lower in the first quarter of 2010 than in the first quarter and the fourth quarter of 2009 respectively.


The agricultural sector employment increased by 5,7% between the fourth quarter of 2009 and the first quarter of 2010.





The full economic recovery of the agricultural sector will depend on how quickly a return to employment growth is turned into spending, while the speed of recovery of the country’s agricultural exports will depend on the rise in income and demand globally.







































































� Agricultural sector refers to agriculture, forestry and fisheries sector





PAGE  

