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1. Introduction
Much debate has surfaced on the declining importance of agriculture to economic growth, as a consequence of a secular decline in agriculture’s contribution to GDP dating back from 1978. However, most studies conducted have shown that it is a global phenomenon that as a country develops a shift from primary industries such as mining and agriculture to one dominated by secondary and tertiary industries takes place. Thus, a healthy development is the one in which the declining relative contribution of the sector to the GDP, is coupled with an increase in output, even if it will still be outpaced by a much higher growth in other sectors.  
The United State’s agriculture contribution to GDP is only about 1% despite its huge production of agricultural commodities and large exports of agricultural produce. In common with most developed countries, services is the key sector of the United State’s economy. In 2007, services made up 78.5% of GDP, industry 20.5% and agriculture about 1% (Economic Watch, 2009). 
South African agriculture is self-sufficient in all-major agricultural products and has always been a net exporter of agricultural products. Agricultural production has also more than doubled since 1960 because of the use of modern technology and improved farm management. Although this sector plays an important role in the development of the South African economy, its gross domestic product has declined from an average of 10% in the 1960’s to about 2% in 2009. The main objective of this report is to investigate growth trends in the agricultural sector, and observe the role of agriculture in the South African economy in the light of the decline in its contribution to GDP.
2. GDP Trends

In monetary terms, the growth in the contribution of agriculture to value added has remained relatively flat over the past eight years, remaining at just below 3% of total value added to the economy. However, it is important to note that even during the worst economic meltdown in 2008, the agricultural sector remained resilient, with its contribution to total value added remaining virtually unchanged at 2.2% while other sectors of the economy experienced sharp declines. This is mainly due to the fact that the demand for food is relatively insensitive to the business cycle compared to other commodities. Table 1 below shows agriculture’s contribution to total value added over the past nine years. 
Table 1: Agriculture contribution to total value added
	Year
	Total value added (s.a.a.)
R’ million
	Contribution of agriculture to value added

R’ million
	Agriculture as a % of total value added

%

	2001
	1 336 962
	33 639
	2.5

	2002
	1 386 435
	35 826
	2.6

	2003
	1 427 322
	36 070
	2.5

	2004
	1 492 330
	36 380
	2.4

	2005
	1 571 082
	37 402
	6.5

	2006
	1 659 122
	35 359
	2.1

	2007
	1 750 139
	36 610
	2.1

	2008
	1 814 521
	40 590
	2.2

	2009
	1 782 060
	39 290
	2.2


Source: Stats SA

The relative size of agriculture to value added have shown long term steep declines followed by short-term acceleration. Over the past 13 years the economy saw a shift from the primary sector industries such as mining and agriculture to one dominated by secondary and tertiary sectors.

Historically, agriculture accounted for approximately 15.2% of GDP in the 1950’s and 10% in the 1960’s and now accounts for less than 3% of GDP. The services and manufacturing have overtaken agriculture in terms of its contribution to GDP.  However, though the relative size of agricultural sector has been declining, the value added by the agricultural sector showed an annual average growth rate of 1.7% over the past 10 years.
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Figure 1: Agriculture GDP growth rate (Quarterly)
Source: Stats SA
3. The Role of agriculture in the South African economy 
For data and statistical purposes, the agricultural sector in South Africa is comprised of three sub-sectors, namely, agriculture, forestry and fisheries. The agriculture sub-sector is further subdivided into field crops, horticulture, and animal production. The performance of the sub-sectors has a pivotal role in the determination of food security, employment and overall performance of the manufacturing sector. Although the contribution of agriculture to GDP has declined steeply over the years, the sector nevertheless has the strong impact on the growth and development of the economy. 
The agricultural sector has traditionally been the largest employer in the economy. However, as the sector becomes more modernized and capital intensive, more labour is released to other sectors of the economy. During 1990, the sector absorbed about 10% of the labour force, however, currently it absorbs less than 3% of the total labour force. 
The agricultural sector not only has an important direct impact on the growth of the economy, but because of forward and backward linkages with other sectors it also affect the economy indirectly. The important spill over of agricultural sector into South African economy is through agro-processing. According to the Department of Trade and Industry (2008), the agro-processing’s share in national GDP and total manufacturing sales was 10%, and 16.4% respectively, making it the third largest manufacturing sector in South Africa. 
3.1) Agricultural Production and food security
Growth in agricultural production has shown a moderate annual growth rate of 1.3% from 1975 to 2009. As shown in Figure 2 below, agricultural production slowed somewhat during 2008/2009 period. 
The estimated volume of agricultural production in 2009 was 1.5 % lower than in 2008. The volume of   field crop production decreased, by 2.5 %, mainly because of a decrease in the production of summer grain and winter cereal crops. Horticultural production decreased by 3.1 %, while animal production remained virtually unchanged. The decrease in horticultural production can mainly be attributed to a decrease in the production of vegetables and subtropical fruit (Department of Agriculture, Forestry and Fisheries, 2010).
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Figure 2: Volume index of agricultural production
Source: DAFF
 It is widely known that increased food production will ensure that the growing population is food secure. Therefore, the role of the agricultural sector in alleviating poverty and ensuring food security for all precede all the other roles it has. From a food security point of view, the slack in field crop production in 2009 is a concern. However, the agricultural sector is influenced by many factors which are often beyond control such as climatic conditions, international pricing levels, the willingness by a farmer to produce, etc.  Currently, due to favourable weather conditions in summer, the government has estimated a surplus maize stock for a 2010/2011 period which will boost food security. One element of such boost can possibly be the decelerating rate of food inflation. Recent Stats SA report indicates that the annual inflation of food and non-alcoholic beverages reached 1.3 % in March 2010. 
3.2) Exports and Imports

In a normal year, South Africa is a net exporter of agricultural products in terms of both volume and value. The major export products include citrus fruits, wine, cereals, sugar and maize. Wine continued to be the main earner of foreign income, with an estimated export value of R6.01 billion in 2009, followed by citrus fruit (R5.29 billion). In 2009, the United Kingdom, Netherlands and Zimbabwe remained the largest export destinations for South African agricultural products, with export values of R4.7 billion, R4.5 billion and R3.4 billion, respectively. 
The five largest trading partners for South Africa’s imported agricultural products in 2009 were Argentina, Brazil, Thailand, China and Germany, with rice, wheat and vegetable oils being the most imported products. 
The agricultural sector maintained a positive trade balance in the three consecutive quarters of 2009 mainly due to an increase in market share of primary agricultural goods. As depicted in Figure 3 below, during the first quarter of 2009, agriculture recorded a positive trade balance of R3.5 billion, followed by a positive R4.2 billion in second quarter and R3.9 billion in third quarter of 2009.
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Figure 3: Agriculture trade balance
Source: Daff

3.3) Employment
Agriculture is an important source of employment because of the large number of benefiting dependants. In 1990, the agricultural sector generated employment for about 900 000 workers, or almost 10% of the economically active population (Mboweni, 2000). However, due to increased urbanisation, more investment in technologies and increasing demand of labour in secondary sectors of the economy, the agricultural sector failed to retain enough labour. As a result, today, agriculture absorbs only 2% of total South African labour force. Despite its declining contribution to employment, the agricultural sector has a labour multiplier that outperforms all other sectors (National Agricultural Marketing Council, 2008). Employment in the agricultural sector slacked somewhat during the third quarter of 2009, with more than 57 000 jobs shed during the same period. This has happened in almost all the sectors due to lag-on effect of the recession. However, the government estimates that over 6 million people depends on agriculture for a livelihood, that is, approximately 10% of the total South African population.  
3.4)  The role of agriculture in non-farm sectors
The agricultural sector stimulates the economy through its backward and forward linkages with other sectors. According to the calculations made by the Reserve Bank, for every R1 million of agricultural production, an additional output of about R600 000 is generated in the rest of the economy. 
3.4.1) Input and capital Industries

Agriculture has a backward linkage with the machinery, petroleum and chemical industries through its continuous purchases of its capital and production inputs. These industries depend almost exclusively on sales to farmers. If production in the agricultural sector declines because of natural disasters, e.g. drought and floods, the activities of these industries become inevitably affected.
Expenditure on intermediate goods and services has grown at an annual average rate of 15.3% since 2005.
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Figure 4: Total expenditure on agricultural intermediate goods and services
Source: DAFF
However, growth in the purchase of intermediate goods and services over the years cannot be attributed to increased farming activities, rather to inflationary pressures from input costs which have been rapidly rising since late 2006. As a result, net farm income declined by a significant 25.4% in the third quarter of 2009 as compared to a decline of 11% in the second quarter of 2009. 
3.4.2) Manufacturing
Agro-processing has strong forward linkages since it adds value to primary agricultural products. As depicted in Figure 5 below, agro-processing contributed R64.7 billion (i.e. 3.1% of total GDP and 19.0% of total manufacturing) in 2008.  
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Figure 5: Total agriculture and agro-processing contribution to GDP

Source: DTI

Agro-processing play a vital role in employment, providing jobs at a rate ranging between 2.3% and 2.5% over a period of 2006 and 2009, (Department of Trade and Industry, 2009). Even during the 2008 economic downturn, employment in the agro-processing was not adversely affected as compared to other manufacturing sectors due to a constant demand for food. However, due to increased consumption levels, heightened influx of illegal foreign nationals and lack of sufficient investment in the processing facilities, the sector has experienced a negative trade balance since 2006 to date (Department of Trade and Industry, 2009). 

Exports of processed products grew more than imports between 1998 and 2005, before it started to decline in 2006, (Department of Trade and Industry, 2009).  
4. Summary and conclusions

The change in the structure of economic sectors has been a healthy development. As a result agriculture output has experienced a healthy growth over the years despite its declining contribution to national output. In 2008, during the worst economic meltdown, agriculture posted a positive growth rate. The SA agricultural sector’s contribution to national GDP has been declining as a result of rapid growth in other sectors such as the manufacturing and services sector. It is a general global trend that as the country’s economy develops, and the economy becomes more industrialised, the agricultural sector’s contribution to GDP also shrinks. Though the relative size of agricultural sector has been declining, the value added by the agricultural sector showed an annual average growth rate of 1.7% over the past 10 years.
On the other hand, although agriculture production increased at an annual average rate of 1.3% over the past 30 years, a slack in agriculture production and a decline in net farm income over the past three years has been due to supply side shocks. The agricultural sector also stimulates growth in the rest of the economy through its backward and forward linkages with other economic sectors through its purchases of capital and inputs and a seller of raw materials for food and non-food processing. The sector is vital in ensuring the country’s general food security and in addressing poverty. It also provides employment to large number of South Africans.
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EXECUTIVE SUMMARY





In monetary terms, agriculture’s share of the South African economy has long been outstripped by those of the secondary and tertiary industries over the past 13 years. Agriculture now accounts for less than 3% of GDP. In contrast there has been a sharp increase in the contribution of the services sector to GDP which grew by an annual average rate of 6% since 2000. As a consequence of this change in economic structure, debates among politicians and the public around the declining importance of agriculture surfaced, with some advocating a high proportion of GDP for agriculture and some advocating a proper balance among the sectors. However, it is a common phenomenon that as other sectors grow as a result of economic development, the contribution of agriculture declines. Agriculture remains a vital sector in the economy through the provision of employment, foreign exchange, and raw materials. It also stimulates growth in the rest of the economy through its forward and backward linkages with other economic sectors.





The main objective of this report is to investigate growth trends in the agricultural sector, and observe the role of agriculture in economic development through its linkages with non-farm sectors. Some of the key findings detailed in this report are:-


The South African economy displays a healthy development through its shift away from primary sectors such as agriculture and mining to more industrialised sectors as reflected in a positive growth in agriculture output throughout. 


Although agriculture production increased at an annual average rate of 1,3% over the past 30 years, a slack in agriculture production and the resulting decline in net farm income over the past three years has been due to supply side shocks.


Agriculture has contributed massively to manufacturing sectors through its supply of raw materials and in other industries through its purchases of intermediate goods and services. Agriculture also stimulates growth in employment via its agro-processing sectors and in rural communities.
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