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For the greater part of the 17805, agriculture in South Africa
has been in crisin, Arguably this crisis is likely to be the most
prolonged and the accompanying restructuring the most fundamental
since the Marketing Act of 1937 and the Land Acts of 1913 and
1934 laid down the foundations of the present structure. For a
sector that is still the second largest employer of black labour,
that is the mource of the most essential of wage goods, and that
provides the backbone of the rural economy, the potential
importance of this crisis not only for agriculture, but the
structure, level and distribution of activity in the etonomy as a
whole, needs no streasing,

This article explores

- the sywptoms {and nature} of the crisis

- the causes, immediate and underlying

- and the implications for agriculture itself and for the
ecangmy at large .

The +fotus is on commercial agriculture - referred tg sSinply as
fagriculture’ unless atherwice indicated.

i. [ 0 N -]

The ability to accumulate capital depends on a number of factors.
In the #irst instance, it is a function at profitability. Buk
this is not all that matters: to be able to 'stay in business’
and continue to accumulate, +irms need beth to remain ‘liguid’,
i.e. able to meet their short-term obligations, and, wltimately,
to remain ’solvent®, 1i.e. able to cover all their liabilities to
outside parties pn the sale pf their assets.

Failure to -make praofits can be sustained, in the short run, by a
reduction in the owners’ capital {(or ‘equity’® as it is sometimes

called) and/or by an increase ih borrowed capital, i.e. debt.
Consistent failure to make profits will generally result in
insolvency and the winding up of a firm. Failure to remain

sufficiently liquid can also be suatained, for a period, by
increasing borrawings, but this makes a firm vulnerable tp being
wound up at ‘any moment at the discretion of its creditors,
whether ar not it is insolvent.

The degree to which capital i5 being accumulated by a firm is
measured by the growth or decline in the value of its capital
assets, while the degree to which its owners are atcumulating
capital is gauged by the change in ths 'riet worth’ of the +firm,
i.e. total assets minus total debt. Both measures need to be
adjusted to eliminate the effects nf inflation 1f =2 true or
'real’ indication of the rate of accumulation is to be cbtained.

Though Marx’s naotion of profit may differ $rom conventional
accounting weasures, it is in terwms of the latter that one is
usually obliged to assess the process of accumulation of
caplitatist #irms - the data needed to do it by any aother method
are not often available, Likewise, the ideal in assgs¢ssing the
performance of an entire economiec sector, such as agriculture,



would be to break it down by sub-sector and region, but the data
are seidom available. Table 1 sets out the essentiol imforwmation
for a conventlional analysis of accumulation in agriculture as a
whole in South Africa between [970 and 1988. Where available,
additional fragmentary findings are referred to, to 4give Lthe
overall picture some regional and sub-sectoral flavour. '

1.1 Profitability

The profitability of farming can be asseszed in varibus ways, the
most basic of which ia 'net tarming profit'._ The data in Table |
{col.8) show a rising trend through the 1970s wntil 1991,
followed by & decline in 1982 and 1983, and then a gradual
recovery until the 1981 peak was passed in 1986.

However, this measure does not take into account the resources
applied to achieve these returns. A more comprehensive measure
which reftlacts the latter is:

net return on assets {investment) = pnet farming income
value of capital assets
Line 1 in Table 2 records the net return on assets batween 1970
and 19868. The pattern is very similar to that of net farming
profit: from 2 5,5% starting point in 1970, the return climbed to
11,4% in 1781, +ell to a low of 5,3% in 1983, and then rose
steadily to a new peak of £Z,1% in 1988.

The valuation ot capital - on which the calculation af the net
return on assets depends - is no simple task. Analysis of the
estimates of the stock of agricultural capital made by the RSA
Department of Agricultural Economics and Marketing, shows that
the basis of the calculation was revised in a number of ways
between 1978 and 1982. Each of these revisjions had the effect of
understating the value of capital assets in the later periad
“relative to the earlier period, though it is hard to say which
part of the szeriezs is the more reliable. Appendix A elaborates.
In respect of the net return on assets, this suggests that the
data in Table 2 (line i) are relative overestimates for the 1980s
rates of returh that were achieved in the late 70s, while the
"trough’ reached in 1%83 is likely tp haue been a ogood deal
lower than the rates of return in the 70s .

Perhaps the most refined indicator is.

net return on awners® equity = pet_farming profit
capital assets - total debt

(gee Table 2, line 3.) This most accurately reflects the return
ta farmers on the capital they have invested. Though bath the
trend and the fevel are very similar to that of net return on
agssets up to 1981, the low to which net return on owners'
equity fell in 1983 was considerably lawer (2,7% as against
5,3%), and the recovery thereafter was slower. The immediate
reasons for this divergence - the increased reliance on  borrowed
capital and the rise in the interest rate payable on borrowings -
are discussed below., The gualifications made in respect of the
estimatezs of the rate of return an asseta apply equally to the
rate of return on owners' equity, and the conclusions that follaw



TABLE 1:

INCOME AND EXPENDITURE,

ASSETS AND LIABILITIES OF AGRICULTURE.

year

1970
1975
1980
1981
1982
1983
1984
1985
1986
1987
1388

Sources and Notes:

1

grosa
farming
income

1265
2833
5882
7104
7496
7122
8533
9270
11513
13696
15366

SOUTH AFRICA, 1970-198B8.
2 3
expend. on expend. on
intermed. salaries
goods wages, rent
services depreciation
418 337
906 458
2213 aa?7
2658 1075
3192 1352
3410 1791
3575 2012
4144 1661
3775 2185
5242 .2456
6028 2728

Appendix B

4
net
farming
income
1-(2+3)

510
1469
2782
3371
2952

1921 °

2946
3465
4553
5998
6610

5
interest
payments

74
134
323
545
785

1074
1344
1698
1585
1650
1700

6

net
farming
profit
4-5

436
1335
2459
2826
2167

847
1602
1767
2968
4348
4910

7

value of
capital
assets

2202
16974
28579
29574
33053
36259
38709
42067

- 45879
49783
54463

short
term
debt

395

702
1668
2184
2967
4034
5202
6069
6517

6980

N.a.

total
debt

1402
2004
3839
4839
5786
7409
9495
11118
12431
13286
{14000}



TABLE 2: AGRICULTURAL FINANCIAL INDICATORS, 1970-~1988,
indicator Table 1} 1970 1975 1980 1981
col.ref
1 net nominal return
on assets (%) 4/7 5:5% 8,7 9,7 11,4
2 net real return '
on agaets (%) note 1 0,2 -4,8 -3,4 -3,8
3 net nominal return
on ownera eguity(%) 6/7-9 5,6 7.4 9,9 11,4
4 net real return
on owners equity{%)} note 2 0,3 -6,1 - =3,2 ~3,8°
5 net worth {Rm) 7-9 7800 14970 24740 24735
& C,P.X. note 3 36,1 56,6 100,0 115,2
7 inflation rate (%)} note 4 5,3 13,5 13,1 15,2
8 real net worth (Rm) note 5 21814 22985 24740 20604
9 real capital : ’
stock (Rm} note 6 25698 26526 28579 24805
10 debt burden (%) 9/7 15,2 11,8 13,4 16,3
11 short-term debt {%) 8/9 28,2 35,0 43,4 45,1
12 average nominal
interest rate (%) 5/9 5,3 6,7 8,4 11,3
13 average real
intereat rate (%) note 7 0,0 -6,8 -4,7 -3,9
14 net farm profit:
short-term debt 6/8
15 capital:output
ratio 7/1

Sources and Wotes: Appendix B

1982

8,9
”5:5
7.9
-6,8
27267
132,1
14,7
20752
25132
17,5
51,3
13,6

"‘lpl

1983

5,3
“'7 ;0
2,9
-9.4
28850
148,4
12,3
19826
24829
20,4
54,4
14,5

-2,2

1984

76
-9,1
5:,4
~11,3
29214
165,7
16,7
18962
24692
24,5
54,8
14,2

-2,5

1985

8,2
"8}0
.7
-10,5
30949
192,6
16,2
19656
25429
26,4
54,6
15,3

-0,9

1986

9.9
-8,7
8.8
-9,8
33448
228,5
18,6
19927
25367
27,1
52,4
12,8

-5,8

1987

12.0
-4,1
11,9
-4,2
36497
265,3
16,1
20219
25227
26,7
52,5
12,4

-3,7

1,10:1 1,90:1 1,47:1 1,29:1-0;73=1 0,21:1 0,31:1 0,29:1 0,46:1 ©0,62:1

7:27:1 5,99:1 4,86:1 4,16:1 4,41:1 5.09:1 4,54:1 4,54:1 3,98:1 3153{1

19z .

12,1
_qu
(12,1)
(‘ol")
(40463)
298,5
12,5
h.a.
n,a.
(25,7
N.a,
(12,1)
(0,4)

n.a.

3,54:1



are similiar.

At +irst glance, these rates of return, though clearly low in

'bad' years such as 1983, do not seem to represent an
unsatisfactory record Ffrom the point of view of farmers and
indirect investors, even taking into acceount the relative

overstatement in the 1980s. However, they conceal at least two

important sets of indicatars, namely, vartations by sub-sectar

and region, and returns net of infiation. Information by sub-

gsector and region is npt readiiy available, but from the negative

net farming income received by field-crop farmers in the Transvaal
and Orange Free State and by meat-producers in the Transvaal in

1983, it can be seen that important sub-sectors and regions have,

at times, actually experjenced negative nominal rates of return
whiie the return to agriculture as & whoie has still been positive
(SA Agricultural Union, 1984: 317.

The rates of return in lines I and 3 of Table 2 are expressed in
nominal terms. When calculated in real terms - net of inflation
- with the exception of 1970, they are all found tp be negative,
the more so when the estimates are adjusted for the reliative
undervaluation of capital in the 1980s., Lines 2 and 4 set out the
detzils. Were net real return on owners' eguity the sole
eriterion, the average farmer would have been well advised to
sell up and reinvest in the another sector. In practice, +or
mpst, hidden returns in the form of salaries received ocut of
carrent income, lifestyls and the nominal appreciation of capital
assets accompanying inflation, were sufficient attraction to
retain their investment in agriculture,

Perhaps the most important impact of these trends has been on the
real steck of capital in agriculture. The series in Table 2 (line
2) shows a significant rise {(of about 11%) during the L9708
befare a sharp drop in 1781 followed by narrow fluctuation during
the rest of 1980s. However, the analysis in Appendix A suggests
that wmuch of the rige in the 70 should be discounted if all of
the data are to be compared on a consistent basis. It therefore
appears- that the total real capital stock in agriculture has
remained substantially the same for most of the past two decades.

Horepver, to maintain this level of the cepital stock, farmers in
the 1980s have had top rely increasingly on borrowed capital.
Line 10 of Teble 2 shows the extent of the increase in the burden
of farmers’ debt: whereas in 1975, debt constituted 11,8 % of the
value of $arming assels, by 1986 this had risen to 27,1%. Though
part of this increase must be discounted because bf the relative
undervaluation of capital in the 19808, the escalating dependence
on loang +from gutside parties ie cliear. Farmers have become
elther unwWilling or onable to retain the proportion of the
capital stock that they owned in previous years.

There is some evidence that farmers have become less willing te
maintain the relative level of their involvement in agriculture.
Data callected by the SAAU in 1984 showed that the proportion

at farmers' assets held in non-agricultural investments increased
from 2,8% in 1970 to 13,9%, valued at Ré441 m, in 1983 (1984:
34). The average annuwal growmth rate of investments oOutside
agriculture during this peripd was 16,7% as against 12,5% for
investments in farming. Though this could have been caused merely
by a more rapid rate of appreciation of non-farming investments,



the SAAU concluded that it was largely the result of an increase
in the number of part-time farmers, 45% of whose assets were
located ocutside agriculture in (983 (1984 3JI9-371. Some active
diveraification has theretocre taken place. :

But other factors have also played a role. Fiske (1988, personal
communication) points put that credit has, until recently, been
readily awvaillable to farmers at lower than market rates, while
the returns to be had on investments in agriculture have
generally been below thoze obtainable elsewhere. It has theretfare
paid farmers to borrow cheaply and invest in beach-cottages,
town-houges, insurance policies, share portfolios and 50 an - not
directly with borrowed $unds,. but with internal funds which could
etherwise have been- used for farming purposes. ’

A second more powerful argument suggesting that farmers may have
become less willing to retain as large a share of the
agricultural capital stock, could bhe mounted around the
surprisingly steep decline in the capitali:output ratio, which'
measures +the value of capital required tp produce esach rand's
worth of output. From 7,27:1 in 1970, the capitalioutput ratio
{calculated at the current values recorded by the Departmant of
Agricultural Economics and Marketing) fell tao 4,16:1 in 1981, and
then rose somewhat before finishing at 3,34:1 in 1988 - less than
half the starting ratio at the beginning of the 1970s (see Table
2, line 15). This would indicate a declining need for capital in
farming. Together with the poor rates pf return on agricultural
capital described above, it would theretore appear to have been
rational +far farmers to transfer capital from agricultural to
non-agricultural investments.

In fact, it is probable that the capitalioutput ratipo did not
+all as rapidly as the figures in Table 2 inditate. There are tuwo
main strands to the explanation. The first is the relative
undervaluation of capital starting in L?78 and growing in
disproportion until 1982, when the procedure +or valuation
resumed some stabilty. {Appendix A gives details.) This accounts
to some degree for the considerable drop in the capitalioutput
ratio In the late 70s, Thereafter, the greater part of
fluctuations {in the ratio can be explained by caﬁrespunding
$luctuations in weather patterns.

The second strand concerns the repid increase in the application
of intermediate inputs. Real expenditure on fertilizers, seeds,
pesticides, herbicides, fuel, etc. rose by abput S50% between (970
and 1982, when the drought began. Real output, between 1970
and 1981, grew just a little more than commensurately. During the
80s, the relationship between the two has remained close, though
modified by the drought.

Together, the twn explanationsz suggest that the substantial +all
in the capital:putput ratio is more apparent than real - accounted
4or, on the one hand, by statistical ‘aberation, and on the other,
by the omission of growing inputs of working capital.lf so, the
argument that +farmers became 1less willing to invest in
agriculture because of the declining requirement +for capital,
should not be overemphasized.

Conversely, there is a wealth of evidence to suggest that grawing



financial presgures wnapped the ability of most farmers to fund
capital needs #from internal sources, making it difficult to avoid
the accumulation of debt. The evidence is provided by an analysis
af debt and liquidity trends in agriculture.

1.2 Liguidity

The particularly rapid build-up of debt in 1983 and 1989 <focuses
attention an ligqujdity as &8 measurs of financial health.
Liquidity, it will be recalled, is the capacity to repay short-
term debt at short notice. The two most common measures of
liguidity are: : :

'current ratia’ ! current agsets
current liabiljties

and,

'liquidity ratio’ :gash, marketable securities, receivabies
current liabilities

The rule of thumb in general use [Helfert, 1947: S5%) and adopted
by the SAAU {1984: ?9) is that these ratios should not be below
2:1 and 1:1 respectively. 0+ the two, the SAAU conziders the
liquidity ratioc -« popularly referred to as the Tacid test’™ - to
retlect the true position of farmers mare accurately (L9847 €0),

Data that would make the annual calculation of thesze ratios
posaible are hard to came by. The best appnroximation of the
trend, though not of the level, af the liquidity ratio is:

Net farm rofi (See Tablg 1; line 135
short~term debt

This is, in practice, the liquidity ratio, omitting the non-
farming liquid asaets (cash and marketable securities) in the
numerator, since by far the largest ‘receivable” is net +farming
profit, Table 2 shaws a marked deterioration in this ratio
between 1975 and 1980, which becomes quite dramatic thereafter,
reaching a low peint of Q0,215 in 1983.

The +inancial survey conducted by the SAAU in 1983 allows  the
accurate calculation of both the liquidity ratio and the current
ratip for that year. WMWhile the average current ratioc for farmers
as a whole stood at 4,70:41 -l!significantly Jless than the
acceptable level - the liguidity ratin was on average only 0,32:1%
- lesa than ohe third of what is satisfactory (SAAU, 1984: 80}.
Just one region, the Eastern Cape, was able to show a ligquidity
ratip above the safe minimam. Dthers, including the key
Transvaal and Orange Free State regions, were 83 low as 0,17:1.
This indicates an acute degree of illiguidity. Farmers with
strong cash and marketable security reserves might have been able
to meet their short-term opbligations by drawing on these
reserves. But by 1983, +few farmers had such reserves. (To some

extent, this has been encauraged, at least in the major grain
sectors, by the ready availability of Land Bank finance for short
term needs through cooperatives.) Consequently, most farmers were



obliged to borraw further to honour their short-term debts. In
most instances, this borrowing took the form of the
‘cansolidation’ of existing short-term debt, that s, an
extension, normally by a year oaor more, of the geriod +for
repayment Oof such debt, Thiz effectively converts short-term
debt to medium or long-term. By 1984, more than a guarter of the
total debt of crop farmers ih the summer rainfall region
congisted of ‘hard-core’, normally short~term, debts of thig
nature (Potgieter, 1987: S},

Perhaps the greatest problem created by this form of financing is
that it increases the burden nf interest payments, making it more
difficult +or farmers to generate sufficient income to cover
their shart-term costs and repay loans. It is $or this reason
that the threshholid of insolvency is reckoned to be much lower
than the actual level of debt which signifies insalvency (see
belowt.

Acute illiguidity in the period from 1982 onwards, Iis thus a
substantial - though by no means the only - ceuse of the rapid
movement of many farmers towards insolvency. Furthermore, the
combination af increased debt and high interest rates has helped
turn illiquidity into a chronic problem, prevalent even in years
of relatively good returns (see results for 1986 and 1587 in
Table 20. It will take not one hut several years of high net
income to reestablish an acceptabie level ot ligquidity.

1.3 Salvency
In terms of the ultimate debt criterion, solvency, the overall
position af the agricultural sector is still sound,. The rule of
thumh far Financial health in this respect is that total debt
should not exceed half of the value of total assets (SAAL
i?Ba: ?2). As line 10 of Table 2 shows, the average debt burden
{total debt / total assets), which has been rising continususly
since 1973, still stond at about 27% in 1986 and 1997, although
some part of this rise should be discounted because of the
relative undervaluation of capital in the 1980s, Nevertheless,
as +far back as 1983, when the average debt bhurden was
considerably lower {(18,9%), many farmers were st or bayond the
critical level., The SAAU records that the average debt burden of
the 13200 farmers most seriously in debt in that year was exactly
SO% (1984: 78). Assuming a normal distribution, this would have
place at least 11% of farmers in iwmmediate danger ot insolvency,
And, as 'is pointed out belaow, the situation appeara to have
deteriprated substantially since then.

However, salventy aon its awn is no guarantee of Ffinancial
stability. As the level of debt grows, it becomes increasingly
dif+ficult +or farmers to caver their interest payments and repay
leoan capitai. Beyond a certain point - usually much lower than
the critical level 4pr solvency - it is reckoned to become
effectively impossible to farm without a progressive increase in
debt, Of course, what is tritical at any mpment depends not only
on the burden ot deht, but also on the rate of interest, expected
crop yields, input and output prices, asset structure and so an.
In the circumstances prevailing in 1?83, the SAAU calculated the
critical debt burden for several of the largest sub-sectors as @
14,7% for summer cropsi  34,1% for winter cropsj 10,2% for red



meat; 17,2% for milki; and 14,2% for wool (19841 56).Though this
level rises by about hal¥ if non-farming income is included, the
broad standards adopted by the Union are that farmers in the
summer crop and meat sub-sectors with a debt-burden in excess of
20% should be regarded as being financially unsound, and that for
all other producers the critical burden should be 30% (19B4: 358).

Against these criteria, no {fewer than 15200 farmers - 22,4% of
the total - were assessed to be critical in 1983, concentrated
chietfly in the Transvaal and Orange Free State, particulariy
vyaunger farmers. The sub-sectors worst affected were summer
crope, where 52% were beyond the critical level, followed at a
distance by winter crops {22,6%). By the end of 1984,  these
estimates were expected to have grown to 22700 farmers (33% of
the totall), &5% (summer craps) and 38% (winter crops (1984: 358-
&6, 86).,

Since then the position would appear to have worsened: while the
average Interest rate has changed little, the debt burden has
grown signiticantly (see Table 2,)ine 10}, and it will be shown

that input prices have grown faster than ocutput prices. Only
total output has improved. Estimates of the number of maite
tarmers who wWould not survive, given conditions prevailing in
1987, put the t+igure at around 4000, or more than half of those
invalved (Farmer’s UWeekly, 8 May 1987: 753 Potgieter, 1987: 3),

Confirmation of these trends is to be found in tourt records.

Though relatively 4ew farms that change hands under financial

duress are actually sold on sequestration, the number ot farmers

sequestrated for insolvency has risen sharply in the last three

vyears? whereas between 1980 and §984 the average number of

agricultural sequestrations per year was 75, between 1?85 and

1987 the average jumped to 232. In 19872, it was 313 (Central

Statistical Services, 1984: 15.23j 1988b! 10.47} and recent
reports suggest that the rate has not receded (Maize News,

September 1988: 7).

The number of sequestrations would have been far greater had it
. npt been for extensive state aid. Quite apart from the -'normal’
forms of financial assistance, state aid designed specifically to
alleviate the extraordinary financial pressures of the 1980s has
included subsidies on:

- the consolidation of debt (R344 m between 1781 and 17387)
- crop production loans (R470 m between 1981 and 1987)

- interest on consolidated debt and production leoans (R0 mn
between 1981 and 1987 with a further ‘interest subsidy
equivalent to 10% of the Land Bank's interest rate on cash
credit loans tm agricultural cooperatives in respect of
carry-pver debts' approved for 1788-89)

- stock feed loans
- input ecosts faor farmers in drought-stricken areas

(RI20 m ‘paid to creditors of Farmers to help clear
production debts incurred in the 1987-88 season’)



- the conversion of sub-marginal crop-lands to planted
pasture (RZ80 m budgetted for L787/88-19%1/92)

- expart losses far summer grains, chiefly maize f{up to
R200 m per annum available +rom 1988).

In addition, the State stands as guarantor of consolidated debts

to the value of RP00 m. Direct State aid tp tarmers in its
various Ffarms -~ bult excluding the indirect effects of tariff
protection, impert control, etc. - Bmounted to more than R2,27

billian between 1?81 and 1997, About 25000 o the 59000 +armers
on the land during this period were beneficiaries - an average of
more than Rl m per recipient. The National Maize Producers’
Organisation (NAMPO) estimated ¢that 'at least 40% o0of South
Africa’s grain producers would be forced into liguidation...if
State ald to farmers was summarily withdrawn’® (Farmer’s Weekly,
11 September 1987 83-B4y 5§ February 1988: 753 15 April 1988:
75-755 5 August 19881 7é).

0# the various indicators discussed in this section, arguably the

single, most comprehensive ls the burden of debt, or the ratio of

total debt to total assets f{see Table 2, line 10), =since this

reflects not simply the year-to-year fluctuations in liquidity

and return on investment, but the cumulative results of these

fluctuations over an extended period. Perhaps more important,

it provides a reough inverse idea of the capacity of the

agricultural seetor to accumulate capital. The higher the debt

burden, the lower the capacity to accumulate, both because of the

increased interest and loan capital repayment drain on net

farming income, and because banks and other creditors as effective
part-owners of farms are unlikely to want to ‘plough back’

profits inte +farms, Even mitigated by the relative undervaluation
of capital! in the 80s, the steady rize in the burden of debt over

the last decade indicates a prpgressive weakening pf the capacity

of agricultural capital to accumulate. Unqualified by

undervaluation,the present debt burden of 27% wpbuld indicate that

the average Ffarmer is clogse te the threshhold of sliding into

insplvency - that is, total cescation of the capacity to

accumuliate.

The analysis of the causes of the crisis in Section Z focuses on
the processes that have brought the burden of debt to its current
high level, and examines the likelihood ¥ these prucesses - and
hence of the crisis in agriculture - persisting.

2. CAUSES, IMMEDIATE AND UNDERLYING
2.1 Drpought

The causes of the crisis can be grouped into three broad
categories! droughtj monetary policy, or more specifically, the
structure and movement of interest ratesj and the deterioration
of agriculture’s terms of trade with industry. It is iwmportant to
identify not only the degree to which each has been responsible
for the crigic and the mechanisms by which this has occurred, but
also the proximity of each to the cyclical or structural end of
the spectrum.

Mearest the cyclical end is the prolonged drought 0f [782-85 in



the summer rainfall region. Rainfall has improved since 1986 and
is expected ta be mare favourable in the 1990s (Tysan and Dyer,
1983: &3 Farmer's Weekly, 21 November 1986: 19-21), but the
t+inancial legacy of the drought is likely to be felt +for sone
years yet.

The most immediate effect of drought is on farming income and
hence on liguidityt +#or arable farmers, crop failure reduces
liquidity in the current year, while for pastoral farmers the
effect 1is usually delayed for a year or so by the slaughter or
sale of stock. Either way, adverse weather conditions call for
cash to build up current assets. Far farmers without cash
reserves, this means additional debt. The onset of drought,
which was at its mpst severe in 1983 and 1994, accountz for a
substantial part of the steep rise of agricultural debt in those
YEears. However, the State President’s Economic Advisaory Council
has estimated that only 22% of the increase in farming debt
between 1980 and 1985 rcan be directly ascribed teo drought
{Economic Advisory Council of the State President, 1984: 103).

2.2 JInterest rates

Interest rates are most often expressed in "nominal® terms, that
is, at current prices, or the rate guoted by the institution

concerned. An alternative, which hag particular significance in

economic  analysis, is to express them in ‘real’ terms;, net of

inflatian: the real rate of interest is therefore calculated by

deducting the current rate of inflation +rom the (gurrent}

‘nominal’® rate of interest.

2.2.1 Irends in npminal interest rates

The second major contributor to the growth vf the debt burden is
the rate pf interest. Line 13 pof Table 2 shows steady rise in
the average effective nominal rate, f.e. net of state subsidies,
paid by the farming sector. Though the most rapid increase
cccurred between 1990 and 1782, prior to the drought, nominal
intereat rates have remained on a high plateau, at or above the
1992 level, since then. The period of historically high nominal
rates therefore coincides with the prolonged drought and its
financial aftermath. Bearing in mind that the drought made it
necessary to 'consolidate’ much of the sector’s short-term debt,
the effect ot high interest rates was to compound the growth of
farming debts at a particularly rapid rate. The State
President”s Economic Advisory Council attributes 31% of the
increase in the agricultural debt burden between 1980 and 19835 to
interest rate mavements (1784 105!,

Until +airly recently, one would have had little hesitation in
placing high interest rates, with drought, at the cyclical end of
the spectrum. But with high rates of inflation and a tight
balance of payments cfonstraint expected to be more permanent
features of the economy in the foreseeable future, high nominal
interest rates may be more structural than cyclical. The
decision by the State to phase out various policies which reduced
the rate of interest payable by farmers to the Land Bank and co-
operatives, will add ta this, although the practical effects of
this decision have not yet been felt. And the present high level
of direct interest subsidies paid to farmers by the State t{see



Sertion 1), is unlikely to be maintained indefinitely. High
nominal interest rates have therefore contributed materially to
the growth of farming debts, at least in the 1980s, and seem
likely tp do 1ittle to ease this burden iIin the foreseeable
future,

2.2.2 Irends in real interest raies

However, there iz a further, less obvious, but more fundamental
mechanism by which interesat rates have intludnced the debt
structure and the capacity of agriculture to accumulate capital.
The rize in nominal interest rates was accompani®d in most years
by & still more rapid rise in the rate of inflation (sece Table 2,
line 7)1, which meant that, in real terms, the rate of interest
payable by farmers was negative. As line 14 of Table 2 shows,
only in 1983 did the real rate of interest, net of State
subsidies, rise to a positive value. For most of the past two
decades, many +4armers have therefore +elt it sensible +to
increase, rather than reduce, borrowing.Thia has been encouraged
further by the ready availabilty of credit +rom banks and
copperatives and the basis on which income tax for farmers has
been calculated (see below), and by the relatively low cost of
credit available toc +armers (see above).

Capital inveéstment in agriculture can be divided intoc three main
cotegories: in descending order of overall magnitudeé, land and
fixed improvements, livestpck and machinery and implements. Iin
respect o©f the +first and third of these, the effect of
persistently negative real interest rates on debt and the process
of capital accumulation can be clearly discerned.

Thé borrowing encouraged by very low positive or nedative real
interest rates has puthed land prices up, well beyohd a level
commensurate with the productive capacity o+ land in most
regions. One of the main determinants uf the price of land is the
value of the expected stream of net income From that land
discounted at a certain rate of interest, The lower the rate of
gdiscount, the higher the valuée of the income stream and the price
of the land. Persistently low real intereat rates have led most
farmers to use an equally low discount rate, angd hence to value
land at an inardinately high price - inordinate, that is,
relative to the real profitability of production bn that tract of
land, In other words, most of the profitability of farming, at
least over the last descade and a hal$; has come From an
appreciation of the capital value of land, brought abput not so
much by physical improvements to the land agt by increases in  the
prlce that +armers have been prepared to pay for land f(of a
constant productive caparity). Put still more simply, 1t is
specylation in land rather than the fundamental profitability of
agricultural production that haz been the main Source of profit
in farming. To & large extent this has been brought about by very
low real interest rates {Janse van Rensburg, 1984).

In the present context, two consequences are worth noting.
First, the level of debt ig higher than it would otherwise have
been, And second; much af the nominal gapital accumulation that
has opccurred is o©f a precarious nature. With higher real
interest rates, the financial pressures on farming intense and
the number of sequestrations rising, land prices and nominal
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capital values must be wvulnerable tao significant falls.
Paradoxically, what 1is probably shielding f{armers mest at
present, is the wvery degree of their indebtedness. A3
substantial part-owners of farwms, banks are wary of precipitating
a slide in land values by accelerating the pace of legal action
agalnst insplvent farmers. They are, to a degree, ‘locked in’.
Indeed, the threat of substantial capital losses, and the range
of disruptive effects that these could have, has held up the
entire process of reconstituting the accumulation process in
agriculture.

Low real interest rates have also encouraged the purchase of

machinery and implements. Broadly speaking, mechanisation on

+arms seems to have been labour-complementing prior to 1970, Few

analysts have guestioned the productiveness of capiltal investment

of this nature. Post-1970, it seems by and large to have been

labopur-substituting (Fenyes et al, 1988: 189}, and there is more
doubt about its productivehess. Though the indications are not

all wuniform, 1t seems more than probable that there has been a

degree of over-mechanisation. The Marais Commission drew

attention to this tendency in 1970 (RSA Commission of Enguiry

into Agriculture, 1970: 145); there are numerous local studies of
.over-mechanisation (Fenyes et al, 1¥688: 1%0ij the SAAU'gs survey
of +farm finances in 1983 showed that those farmers wost deeply

in debt had invested twice as large a proportion of their capital

in machinery and implements as those least in debt (1984:

30), although there is scome ambiguity in this; and the stock of

machinery and implewments has remained more or less constant in

real terms since 1982.

Assembling the evidence, it would appear that, though there is
littie direct connection between negative real interest rates and
the rapid rise of agricultural debt in the 1980s, such low. real
rates have brought about a higher level of borrowihg than
would otherwise have pecurred. More important, they have helped
induce relatively unstable and unproductive forms of investment
which, along with changes in the terms of trade (see Section
2.3), have erpded the fundamental profitability of agricultural
production and, with it, the sector’'s capacity to generate a
surplus for accumulation. It is reasonable to contlude that
this, as much as any other consideration, is why the State has
"begun to shift away from policies which reduce the cost of
investment in agriculture, and can be expected to pursue this
line =~ short-term measures notwithstanding - in the foreseeable
future.

Finally, @& nqguestion arises as to why capital! was so cheaply and
readily avalliable for relatively unproductive +arms of

investment, The various Fforms ot direct interest subsidy -
which, 1t must be remembered, are very recent - and indirect
subsidy through favoured treatment by the Land Bank and co-
operatives, have already been discussed. A thange in tax
legislation in 1977 had the effect of making it still cheaper to
borrow +for some purpaoses: tarmers were granted pernission to

write off the #$ull cost of machinery and impleoments against
taxable income in the year of purchaze {compared tp a three-year
period +for all other businesses). The lure of short-term tax
savings musts have outweighed the burden of longer-term debt
repayment +or more than a few undiscerning farmers - before the
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weather changed in 1982. Following the Margo Commission’'s
recommnendation, this provision is now ta be scrapped.

Perhaps most important is the basis on which banks have granted

credit. Splvency, not liguidity, has been the main criterion.

In other words, loans have heen granted fairly freely against the

security of &8 farmer's net assets, rather than Bgainst his

capacity to fund interest charges and capital repayments ocut of

turrent I{ncome. Egpecially with nominal land values rising

rapidly, many +armers have been allowed to borrow beyond this

rapacity {Potgieter, 1987: 9-10), With banks now partly the
prigsoners of their own policies, this too is starting to change,

But whatever the changes, the financial damage of past policies
seems likely to remain with the agricultural sector for many
years to come.

2.3 JYerms of trade

2.3.1 Trends in the terms of trade

The most enduring cause of the deterioration in farm finances has
been the gradual but consistent adverze movement in
agriculture’'s terms nf trade, that is, in the rate at which
agricultural gopds exchange for those of other sectors, primarily
manufacturing.The Economic Advisory Council’se calculations also
suggest that 1t was the most significant single cause of the
increase in farming debt between 1980 and 1985, atcounting for as
much an 47% ot the rise {19867 105).

There are several ways in which this rate of exchange maniteszts

itself. The mpost immediate is the domestic terms pf  trade, or
the ratlo ot farm input prices to farm gutput prices in South
Atrica. In keeping with international trade {(see Table 3,

column 8), this ratio improved mignificantly from farmers' point
of view at about the time of the first oil erisis in 1973, Since

then it has deteriorated almost unbrokeniy. I4 the terms of
trade were at parity, or i, in 975, by 1984 they would have
reached a ratioc of 1,37:1 (see Table 3, column I). In other

words, i+ the average South African 4armer had had to exchange
1000 bags ot maize for, say, a tractor in 1975, by 1986 he wauld
have had to part with an additional 370 bags.

Agricultural output can, of course, also be =2o0ld abroad. Mo
composite index of the ratio of domestic input to export output
prices is publizhed, but rough calculations for two of the
country’s most important agricultural exports, maize and wool,
show similar trends. For wool, the ratio fell ¢rom 1:1 in 19735
te 1,32:1 in 1986 - close to the domestic average - whereas +for
maize the drop was considerably greater, from 1i1 in 1973 to
2,0%:1 in 19B6, in spite of the large boost to the Rand price of
farm exports provided by the depreclation of the Rend i{mee Table
3, columns 3,4,9). By 1786, maize farmers would therefore have
had to export mare than twice as many bags to pay for a tractor
as they would have in 1975. So, regardless of whether farm cutput
has been sold domestically or abroad, the terms of trade have
moved steadily against South African farmers for the last decade
and a hal+f.
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2,3.2 Determinants nf the terms of trade

Farmers attempted to offset the negative effects of this trend on
praofits by simply producing more. This was made possible by the
extended period of favourable climatic conditions lasting until
1981, and was encouraged by the basis on which the prices of
several of the most important agricultural products - notably
maize and wheat - were determined, Far many years hnow, the
pricez of these commpdities have been fixed annually  on what
would appear to be essentially a ‘'cost-plus® basis by the
marketina boards concerned - althpugh the precise method of
calculation is never disclosed. This has had two important
ConsSeqQUences? first, it has allowed the domestic producers’
price tn escalate in line more with the rate of inflation in
South Africa than with supply and demand conditions locally and
internationally. And secondly, by placing the emphasis en a
'$8ir return' +or +armers whatever their input costs and by
guarsanteeing a fixed price whatever the size pf the crop, it has
created incentives for farmers to produce mpre rather than more
efflciently,

At the same time that agricultural producer prices determined by
Marketing Bpards have risen rapidly in South Africa, they have
tended, after the boom that accompanied the first oil crisis, to
stagnate or +fall on international markets, both asbsolutely and
relative to the price of manufactured gsopd=. Only recently have
they turned wupward materially. The cost-advantage of . Sauth
African a&agricultural exports has therefore been eroded, and in
most cases eliminated. A survey in . 1983 showed that of
tradeable. agricultural goods that South Africa produced in
significant quantities, only the various categnries of +Fruit,
wine, wool, mohair, karakul pelts and ostrich feathers could be
exported at a profit (Stadler et al, 1983: 14-23), Thaugh the
subsequent sharp +all in the Rand offered temporary relief ¢to
exporters af some other farm products, the rate of inflation in
South Africa soon counteracted that, and the pnsition at present
is probably much as it was in 1983. It is about 10 years since
South Africa was last able tp export maize at a pro#it.

The losses on exports engendered by this process and exacerbated
by rising output and export volumes have slowed the rise of
domestic producer prices, but not that of input prices,
Particularly in the 80s, this has been an important cause of the
widening gap in the terms of trade, .

The most important contributor to the sustained rise in . input
prices has undoubtedly been the general rate of inflation in
South Africa. The establishment and protection of import
substitution industries has added to this! it was estimated in
1982 that the c¢ost bpf intermediate inputs (cattle teed,
fertilizer, fuel, etc.} was &6,9% higher than it would have been
under tariff-free international trade (Stadler et al, 1983: 6).
The effect on the cpsts of capital lnputs, whose " life extends
over several years, is more difficult to assess, but the sane
study estimated that over the 10 year ‘phasing-in periocd’ of
Atlantis Diesel Engines from 1¥82;, the ‘tractor bill’' would be
1&4% higher than it would otherwise have been (Stadler et al,
1983 12-13).



It is rather surprising then, that, an balance, agriculture has
probably gained rather than lost from industrial protection. The
reason is the gqrowing degree of protection afforded to
agricultural outputs. Without taritfs and import controls but
including transport costs, Stadler et al estimated that consumers
would have paid R?1&6 m less for the same volume of agricultural
output than they actually did in 1982, a3 against an additional
cost to farmers ot R223 m #rom the protection of intermediate
inputs i(plus a small additional amount on capital ‘inputa). This
increased .the wvalue added by agriculture by 19,4%. Most
significantly, Stadler et al point ocut how the degree of net
protection of agriculture has grown as the competitiveness of
South African farmers has declined {1983: 24-25). Without State
intervention to protect industries, the adverse wmovement in
agriculture's termz of trade would therefore have been still
greater.

The overall impact of State intervention on the terms of trade
can be summed up as follows: the manner in which key output
prices have been fixed and the net protection of oputputs have
brought about a more rapid increase in domestic producer prices
than would atherwise have occurred. Intentionally or not, this
has helped slow the deterjoration in agriculture’s terms of
trade. But the export losses induced in the process have, at
least for the present, placed a ceiling on the capacity of these
policies tp limit the rate of deterioration.

The most Ffundamental determinants of the terms of trade in  the
long term are the relative rates of change of supply and demand
for different categories of goods. In relation to manufactured

goods, the international supply of agrictultural goods has

expanded more rapidly than demand over the last decade and a
hat$, 1leading tao a fall in the relative price ¥ the latter.

With =mome gualifications, s=imilar trends can be identifled in

South Africa, The details are werth examining briefly because of

their implications for future trends.

The global supply of agricultural commodities has expanded
comparatively rapldly in the 70s and 80s for a number of reasons,
the two most important of whith are technological advance and the
increased emphasis on agricultural self-sufficiency in many

countries (Schuh, 198B&). The former has been 8 significant
enabling factor +or the latter, particularly in less
industrialised countries, but other, primarily ~ economic,

mechanisms have also been employed to achieve self-sutficiency.

These include the protection of domestic agriculture by tarifts
and import controls and the use of price incentives, notably
export subsidies, +to stimulate production behind these barriers.

The result has been that countries which for many years have been

substantial impprters opf agricultural commodities, chiefly

grains, have now become either marginal importers or exporters.

India, China and the Eurgpean Community are the most important

examples (Groenewald, 1987a! 200-201% 1987b: 226-228). And of
the present major importers, only Japan appears certain 4o remain

& major importer (van der VUyver, 1988: 303-304).

On the demand side, several developments have acted to slow the

growth of consumption. The populatian growth rate is fal!ing in
wost parts of the world except Africa. The demand for
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agricultural goods iz, in general, income-inelastic: that is, as
incaomes rise, the propertion spent on food tends to fall  {even
though tptal spending on #ood may increase!., And the industrial
demand +pr agricultural raw materials appears tD be weakening
(Groenewald, 1987b: 226).

The combined effect of these forces has been to lower the
relative price of farm outputs, as the rough index in Table 3
fcolumn 9) shDws. It is chiefly the depreciation ot the Rand
that has kept the Rand price of exported maize increasing {(Table
3, ctolumn 3), and, to lesser degree, the same iz true Of
exported wpal too.

Though commodity markets are notoriously unstable - the price of
grains has increased dramatically with the current American
drought - most indicators suggest a continuation of the decline
in the terms of trade of agricultural goods on world markets in
the medium to long term. There is no shortage of technological
capability; population growth rates are unlikely to risej the
‘hijerarchy b+ needs’® which makes the demand +or +fopd income-
inelastic is unlikely to changei and countries which have gained
or regained agricultural self-sufficiency will, #or the most
part, be reluctant to lose this capacity, especially if they have
balance bt payments problems. Only a significant movement
towards freer international trade in agricultural commodities,
involving less competitive subsidization b+ farm prodyction,
appears capable of reversing the trend, environmental calamities
excepted.

Within South Africa, the supply-demand relationship is more
ambiguous and is complicated by foreign trade. A very rough
approximation {pr the growth of domestic demand for agricultural
commodities can be abtained by multiplying the rate of growth of
real national income by the income-elasticity pf demand for food
(since no estimate of the latter for agricultural commodities as
a whole is available, and food, in any case, makes up the bulk of
agricultural! output). The resulting average annual growth rate
o+ demand for the period LP?0~1985 varies between 0,79% and
1,74%, depending on one's choice of elasticity estimate.
(Groenewald, 1987b: 231 § SA Reserve Bank, September 1%78: 572 3§
March 1980: S?75 ; March 1985:! 578 § June 198! 583). The latter
is the more likely, given the high population grpwth rate. Over
the same period, the physical index of food production grew at
an average annual rate of 2,19% (RSA Department of Agriculture,
198%: 82). These are really only the crudest of indicators, but
the results do lend support to the argument that supply has
tended to grow faster than demand.

A conclusioh to-this effect needs gqualifying at least by the fact
that the market for domestically-produced agricultural goods is
hot closed. While agricultural imports make up anly a small
proportion ot domestic consumption, exports 4orm a VETY
significant component of demand. Much the most important export
commodities in & typical year are maize, +Fruit, sugar and wool.
As noted earlier, wmaize has been exported at a loss for the last
ten or more years, sb domestic supply cannot have been increased
+ar the export market. A similar conclusion must be arrived at
¢or sugar, whose export price has been well below the domwmestic
price +or an extended peripd. In the case of fruit and wool,
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domestic supply responds largely to international demand, only a
small portion of output being marketed localiy. So +or these
commadities, it cannot be argued that a domestic nvgr-supply
situation has arisen, although, as with all exports, this could
change radically if trade sanctions were effectively imposed.

With some qualtifications, therefore, it would appear that ~ the
strong grouth of agricultural supply relative to demand has been
an important underlying coause of the steady shift nf the terms of
trade against agriculture in South Africa for the past 135 years,
With the outlook for exports generally less than favourable and
limited scope for import substitution, a sustained improvement in
agriculture’s terms of trade is unlikely in the medium term, nnt
only internationally but also within the domestic econamy - the
counter-trend of 1988 notwithstanding.

This finding puts the adverse trend in the terms ot trade nearer
the satructural end of the spectrum o+ causes of the build-up of
farming debt. - N

To sum up: it appears that of the three major sets of causes of
the current crisis, only one - drought ~ is likely to be af short
duration. The higher current ingomes from improvements in the
weather and the short~run terms of trade will sertainly help to
stabilire the burden of debt, and there are indications that this
ia already occurring. But there is reason to believe that the
unfavourable trends of the other two - interest rates and the
terms of trade - will resume or persist for some years, “which

makes a rapid reduction of the burden ot debt wunlikely. The
capacity of agriculture to accumulate will therefore probably
remain at low levels, Indeed, the prolonged relative decline in

agricultural commodity prices is a strong signal to shift
respurces out of agriculture. Some far-sighted farmers have been
willing to do this on their own. But for most less-efficient
producers, the processe - which now appears well-established in
South Africa - has been and will continue to be both involuntary
and painful.

Ultimately, it 1is to State policy to keep white farmers an the
land - in its many forms - that much of the cause of the present
crisis must be ascribed. It is beyond the scope of this article
to investigate the motives for this policy, but party-~political
and 'security’ interests come immediately to mind., And, needless
to say, farmers themselves have been the most vociferous
supporting lobby. For more than just the period of this study,
the level of investment in agriculture has exceeded what is
justifiable on purely economic grounds. But it has taken the
events of the ?70s and 80s to raise the costs - both economic and
political - to the level at which the policy has hecome
unsustainable., Seen 1In these terms, the crisis through which
agriculture is now passing should be regarded a2z a healthy
development, where 'crisis’ should be itdentified more closely
with ‘restructuring® than with "cetastrophe’ - though large parts
of the farming community might not perceive it In this light.

Section 3 explores the implications.

3., IMPLICATIONS FOR AGRICULTURE AND WIDER _ECONOMY
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A wWide range of implications follows from the present crisis.

3.1 Agriculturp} production

Perhaps the most +ar-reaching o+ these is that the rate of
growth of domestic +arm output can be expected to slow down,
posaibly even becoming negative, #or much of the coming decade.

Several decelerating influences are at work. First, there is the
strong price signal referred to in Section 2.3.2 - to shift
resources out of agriculture,  Farmers are much more aware of
this =ignal now than they were at the end of the 7?0s. More
important, State policy is now taking the long decline in the
terme o4 trade into account, Moves to discourage inefficient
forms of investment were discussed in Sectiaon 2.2.2, but the most
significant shift is in the basis on which the major grain prices
are determined. The first indications came in the early 8Os, when
maize producer price increases started to become less ‘sensitive
to input price increases. However, the fixed single-price policy
was maintained, which, as was pointed put in Section 2.3.2,
created a perfectly elastic demand curve and stiil encouraged
maximum output at the ruling price. Very recently, however, the
Wheat PBoard (Farmer’s Weekly, 1S April 1988: ?75) and the Maize
Board (Farmer's Weekly, 9 September 1988: &8} have made it known
that the producer price for next season will vary inversely with
the size of the crop, with the highest prices - still well below
the present price in the case of waize - being paid only for
deliveries that leave little or no surplus for export. Though
the price-elasticity of the Boards’' demand curves is greater than
unity, sc that the total revenue received by farmers collectively
will =stil}l increase with the size of the crop, the incentive tao
try tp beat the decline in the terms of trade by expanding output
is naw very much less than before.

The policy for the foreseeable future would appear iu be to try

to Jimit output to a little above the level of domestic consumption.

For maize, this will mean a dreop of about 20% on the average
vaar'a production (betueen 1P77 and 1987). For wheat, it will
nmean holding output levels steady at the ti-year average, which
may not be easy with many maize farmers wanting to move into
wheat production.

The wain alternative +For marginal maize farmers is to plant

pastures, and the State has affered financial assistance to those

undertaking the change. But there is little scope for import

substitution in most animal product sub-sectaors. In the red meat

market, only about 6% of local consumption has be&en imported

annually over the last 11 years. On the other hand, studies
suggest that the domestic demand 4or most sorts of meat - and

hence +for yellow maize as a stockfeed - would expand fairly

rapidly if prices were_redu:ed {Groenewald, 1987b: 232-3).

The market For wool and mohair is €ffectively wunlimited since
most of Spouth Africa’s output is exported. But the transitien
waould be costly for most farmers, and it is not clear whether
woel or wmohair production could be undertaken profitably on
planted pastures., There is also the additional wuncertainty of
trade sanctions hanging over exported commpdities, Indeed, those
sub-sectors which rely heavily on exports - wael, mohair, almost
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all types of fruits and #ruit products and, to a lesser degree,
sugar, hides and skins - would be in a far worse position than

the maize industry if trade sanctions were made effective. The
only comfort +or farmers, in the absence of a substantjal
depreciation of the Rand or an uhexpectedly sustained

strengthening of international agricultural commodity prices, is
that the State is most unlikely to risk the capacity for self-
sufficiency by lowering the protection they presently receive.

With certain gQualifications, then, the growth of agricultural
production seems likely, at most, %o be =low pver the medium
term, This, in .turn, has a number of consequences - for
employment, wages and the degeree of industrial concentration in
agriculture’ and dependent sub-sectors; and for the grnss
domestic product, the balance pf payments and population
distribution in the wider ecanomy.

3.2 Agricultural employment, wages and industrial toncentration

Employment in agriculture has been on an erratic downward trend
since the late *&40s. Reliable and comparable dazta are hard to
come by, but farm employment has fallen from about 1,6 million in
1968 tp about 1,3 million at present (RSA Department of
Agricultural ' Economics and Marketing, 198%: 4 ). Technolpgical
change and the growth in the average sire aof farming units have
probably been the main causes of the decline. It was argued in
Sectipn 2.2.2 that little further substitution of capital +or
labour can be expected in farming in the next few years. On the
other hand, there are also indications that any fall in the real
wages of Farm-workers that may occur during this period is
unlikely to 1lead to a significant substitution of labouwr +for
cepital (van Zyl, 1984: 69). But the average size of farming
units will almost certainly continue to rise with the +inancial
pressures that agriculture is curreatly experiencing. Many
smaller +arms are likely ta be incorporated into larger units in
an attempt to generate economies of scale. More often than not,
this involves the retrenchment of workers on the smaller farm.
While it was seasonal workers who bore the brunt ot
mechanization, it .1s permanent workers who are mast direcktly
affected by the process ot farm consolidation (de Klerk, 1983:
14-15}.,

Anpther negative influence on farm emplaoyment is the switch from

arable to pastoral farming in marginal arable areas. Pastaoral
farming generally employs fewer workers per hectare. All  of
these factars, alang with the slow-down anticipated in

production, will weaken the demand for agricultural labour.

For this reason most workers who remain on farms are uniikely to
see their real wages rising noticeably. Those with skills which
are readily marketable in urban areas, such as truck-drivers, may
be an exception (de Klierk, 1985: 20), and attempts to pre-empt
the growth of unions may improve the wages and worlking and living
conditions of others. But, in general, one would expect a weak
trend in real wages. This, together with a similar trend in on-
farm employment, will increase the degree to which farm residents
already rely on off-farm income (2e HKlerk, 19349: 47-433%
Selepane, 1984). I+ anti-squatter legislation is used to drive
members of extended families off farms, the result will be a
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marked +all in income +for those who are allowed to atay,
irrecpective bpf wage rates, It is also worth noting that
salaries and wages now form a comparatively small part of total
costa - about 13% in 1987 (R.S.A. Central Statistical Services,
1988c: 2) - so that lower real wage rates will probably not
reduce output prices significantly or have any material effect on
the competitiveness of exports.

Developments in agriculture will have an impact on industries
directly dependent un farming - input manufacturers and oputput
processors - and on the many small-town activities that exist
primarily to service the farming community. The agricultural
input industry is likely to remain in the doldrums as its market
contracts or grows only very slowly. Attendant developments
Wwould be a transfer of capital out o+ the industry, increasing
concentration of ownership, and weak employment and wage trends -
some 0f which have already started to pecur, in particular in
fertilizer and farm machinery manufacturing. Disinvestment by
foreign input suppliers has a sound eronomic basis. In some
instances, this has led to a rather unusual form of vertical
integration - the purchase o+ input manufacturing Ffirms by
agricultural co-operatives. Whether farmers will be any mare
suceessful in controlling rising input costs thereby remains to
be seen.

In general, with so many members in financial ill-health and
heavily indebted to co-operatives, and with the advantage of
subsidized funding by the Land Bank diminishing, one would expect
the co-operative movement to be on the retreat. Some weaker
grouwps have already merged with stronger ones, and others have
formed partnerships with firms in the private sector.

Agricultural oputput processors who are orientated towards export,
such as frult canners, are in a vulnerable position. Employment
and wages in such +irms will depend largely on the imposition
and effectiveness of trade s=sanctions. Those who produce
primarily +or the domestic market are comparatively secure, but,
like wmpat of agriculture, are limited by the rate of growth of
this market.

The widest group atfected by developments in agriculture are the
many employers and workers in the secondary and tertiary sectors
in small towns throughout the platteland whose livelihpod depends
an demand from the farming community. Industrial
decentralization and mining will make growth possible in some
instances, but in most others the outlook for employment is less
than +{avourable. In 4act;, as the comments on changes in
population distribution below suggest, there are indications af
an increaze in the rate of unemployment in rural towns, not only
amongst urban workers but also amongst thase formerly emplayed on
farms {Wilsan and Ramphele, 198%: B8&-89). In the Cape, where
the majarity of farm workers are 'coloured®, this is a well-
established phenomenon, but Iin the northern provinces, the
recent relaxation of tnflux control may be starting to increase
the number ot black work-seekers in this category too.

Paradoxically, the relatively high riskas and low profits of

agricultural production may also open up some oppprtunities which
have long-term significance. In the sugar industry, for
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instance, existing large-scale producers appear to be shifting
their emphasis towards the more stable activities of milling and
marketing and encouraging the growth of the already substantial
numbers of small part-time cane producers, who are mostly black.

Mot only input prices, but also retall food prices have moved
Well ahead of the producer prices received by farmers, empecially
in the 808, while producers’ share ot consumer value has tended
to fall - particularly in the case ot sugar {(RSA Department o+
Agricultural Economlcs and Marketing, 198%: 9%). This is the
essential reason +or a rather surprising general trend: the
increasing contentration of farm ownership evident since the
19508 has, in most sub-sectors, not been accompanied by a similar
increase in the penetration of industrial capital into farm-
pperating, ultimately because industrial cagpital has found it
mare remunerative to take its profit at other pointas in the
agricultural production chain, As was pointed outk in Section
2.2.2; the most profitable aspect of owning a farm has generaliy
not been in operating it, but in the long-term appreciation o#
the wvalue of the land. - though even this iz $ar from assured in
the foreseeable future. S8ince most firms need to show an
acceptable annual trading profit, capital appreciatiaon of this
nature is not generally a sutficient attraction, despite being
less taxable when it ig finally taken. With the number ot
sequestrations rising, banks may temporarily become the owhers of
more farms, but if farm cwnership was unattractive to industrial
capital in the past, it will, obpver the next few years, become
even more so. The age of monapoly capitalism in South African
agriculture is not an the doarstep.

The growth of part-time farming is not confined only to =mall-
seale sugar producers. In ather sectors, such as grain and
livestock production, full-time +farmers are becoming or being
replaced by part-timers (SAAU, 1984 35). Though not as efficient
as full-time operating {Nel et al, 1987: 25), part-time farming
diversifies assets and incaome spurces, thereby reducing risk, and

increases liquidity. About 15% of farmers were part-timers in
1983 (SAAU, L7849 33), and in cturrent cirtumstances this
perceéntage is likely to increase. One noteworthy consequence of

this trend is the increase in the number of black farm managers,
or their equivalents, that must be orcurring, though few such
positions would invelve the acquisition of essential financial
skijls.

In this context, obDne other probable conseguence of the financiai
pressures on farmers can be identified; namely, an increase in
the occurrence of covert black tenancy on marginal and Sub-
marginal commercial farmland - as well as the need perceived by
f+inancially stronger farmers and the State for more stringent
rural anti-squatter legislatian,

What each o+ these developments have in common i3 that they

expand the core af patential - and in some cases actual - black
commercial farmers. ’

3.3 Effects on the mider economy

Far the wider ecaonomy, the crisis Iln agriculture also has both
negative and positive aspects. Dn the negative side,agriculture’s
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relative contribution to gross domestic product (GDP) cannot be
expected ta grow from the present 5 or &% and, more likely, will
continue tu wane. This will increase the economy's dependence on
urban employment and urban facilities and services -~ a pattern
observable in mast industrializing countries. The expected
decline in +oreign exchange earnings from agricultural exports
will alspo have a negative effect on GDP growth through tightening
the balance of payments constraint. I+ only commodities
presently exported at a lpss are affected and exports sre reduced
ta & very low level, total foreign exchange earnings might not
fall by more than 2 or 3%. 04 course, if trade sanctions were
effectively impozed, the impact would be far greater. Trage and
industrial classitications make it difficult to calculate the
contributian of agriculture to exports accurately, but in the
early 80s it was s5till of the order of Z20%.

There are the makings of a vicious circle in this relationship.
In the past, agriculture has relied heavily on foreign demand +or
output growth, In the fareseeable future, domestic demand will
play an increasingly important role. 6o not only will a slowdown
in agricultural production have a negative effect on GDP growth,
but the latter will also have a negative effect on the former.

On the other bhand, these developments are not without some
positive aspects, Diminishing export markets and greater
emphasis on the need to balance domestic demand and supply growth
will help reduce the rate of increase of food prices. This should
benefit the urban population and, by easing upward wage
pressures, assist the growth of urban employment.

Alse, directly or indirectly, capital is being released Ffrom

relatively unproductive useg (in agriculture) +for deployment
elsewhere. Howéver, this is a very difficult process to trace
and it iz almost impossible to tell whether more productive use
of such resources is, in fact, being made. At least some
agricultural capital is likely to move abrpad so as to bypass
sanctions, thereby nullifying any benefit to domestic employment.

One further group of effects is on population distribution. It
can be safely predicted that the substantial outflow from
'white® farms will continue, Until recently, most farm families
have had to move to the "homelands’, from which work-seekers have
had +to migrate to urban areas. This has added signiticantly,
though possibly unintentionally, to State-engineered papulation
relocation. The resulting increase in population pressure in
black rural areas is malking the prospects of raising agricultural
productivity in these areas ever mpre remote.

With the relaxation of tnflux control, an increasing proportion
of farm leavers is )ikely to mpve directly to urban areas, often
initially to rural towns. As already noted, the latter is
widespread amongst 'coloured' farmer farm-workers in the Cape and
may now be becaming so amongst black work-seekers in the other
provinces. Small-town tacilities will ovften be inadeguate to
cope with such an influx. Together with the slow or negative
graowth of white residents, this will increase the pressure to de-
segregate ar transter access to ‘whites only®™ facilities to
another 'population group’, accompanie#d in many instances by an
intrease in white conservatism,
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4. SUMMARY AND CONCLUSIONS

Commercial agriculture 1is currently under great f+inancial
pressure, prebably greater than at any time since the 19308. This
pressure 1is manjifested in low rates pf return on investment { or
low profitability ), low levels of liguidity and a steady build-
up of debt.The most significant impact of these trends has been
on the agricultural stock: despite the many +forms of state
assistance to agriculture, the real capital stock in commercial
farming appears to have risen little, i+ at all, over the past
two decades, and the proportion of this stock owned by farmers
has tended to decline. The average farmer has become less willing
or less able to increase or, in many cases, even to maintain the
real level of his investment in agriculture. Capital atcumulation
in agriculture has clearly entered a critical phase.

The roots of the crisis can be traced, on the one hand, to
tactors whieh have induced uneconamically high levels of
investment in the past, namely, state agricultural policy,
negative real interest rates over extended periods and banks
lending policies. 1In varying degrees, all three seem now tp bhe
changing, constituting less of an §inducement to invest than
before. On the other hand, a distinct.but not unrelated group of
factors - drought, high nominal interest rates and the prolonged
adverse trend in agriculture’s terms of trade - has made turther
investment more difficult by distending the burder of debt
carried by farmers. But what iz most significant about this group
of factors is that with the exception of drought, there is reason
to believe that they are less cyclical than structural. Interest
rates in the foreseeable future, are likely to remaln higher both
because of the withdrawal of most forms Of state interest subsidy
and because of shifts in macro monetary policy. And the terms of
trade will probably continue to deteriorate gradually = short
term improvements notwithstanding - ultimately because, on an
international scale, one can expect supply in the medium term to
continue to grow rather faster than demand.

The prognosis is, therefore, that commercial agriculture will
remain & comparatively unrewarding area af investment. In net
terms, capital 1is wunlikely to accumulate in, or +low into,
agriculture in significant guantities for sSome years, though
there will always be sub-sectoral exceptions.

For the rural economy, the most important projected trends are a
slower rate of growth of farm suvine- . e further consclidation
2 large +arming units and the transfer of marginal arable land

employment and keep real-wages from rising on farms and in small
towns. On smaller tarms, the increase in the number of part-time
farm-operators can be expected to continue.

For the economy as a whole, there is likely to be a continued
decline in the relative contribution of agriculture to the gross
domestic product, a loss o+ foreign exchange earnings on
agricultural exports and an unstemmed flow of rural workseeckers
and their families into urban areas. More positively, the prices
of foodstuffs ought to rise less rapidly, reducing the pressure on
urban incomes and assisting urban employment growth.
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However, all bpf this overlooks one other set o+ conseguences,
which are no mbre than nascent at present but which have the
potential to bring about <+ar-reaching changes production
structures and the composition of the +farming population. The
same market forces which are making agricultural production less
attractive to wmany existing white +armers are starting to
generate a core of actual or potential black, 'coloured’ and Asian
cowmmercial or semi-commercial farmers, through at least three
distinct channels. First, in the sugar industry large vertically
integrated producers are encouraging cmall black producers to
take over a share of the relatively high risk, low-return
operation of cane-farming. Second, in’ other sub-sectors part-time
farming' is not only spreading risk® and generating additional
cash flows for . white farmers but is also transferring
responsibilty +for day-to-day production activities to what are
etfectively black farm foremen/managers. And third - though this
is hard to trace on the ground - the logic of current
circumatances dictates that some marginal and sub-marginal
commercial farmiand is probanly being rented covertly to black
tenants,

It is also possible that a fpurth channel is opening upi: scraps
of evidence suggest that some - proubably isolated - going
commercial farms are being taken over by 'racially disqualitied’
farmers. Mechanicms for such transfers do exist in terms ot the
Group Areas Act, but it is not clear whether theae are being used
or whether there is under-the-counter circumvention of the law,
such as is widely practised in urban areas.

What is perhaps most significant about these processes 1is that
they are all being driven by market rather than political forces.
And, as was argued in section 2, the essential direction of these
forces appears to likely to remain the same in the +foreseceable
future. The core of actual and potential black, 'coloured’ and
Asian commercial farmers can therefore be expected to continue to
grow. In the absence of the repeal of the Land Acts and the Group
Arcas ALk, this will constitute the cutting edge of
deracializatian in agriculture.

I+ it is not put of order tp speculate a little, one might
suggest that, realizing the need for the emergence of a black
commercial farming class but fearful of the conservative attitude
of most of white commercial farmers, & National Party gavernment
will - as in urban areas - probably retain the main body of
legislation which presently detines land rights in racial terms,
but seek ways of accommodating the market forces which are
carrying +orward the process of deracialization - what one might
call a policy of 'managing the shift of the black-white
frontier'.

One element of such a3 policy would be for the state to purchase
parcels of land which it would demarcate for use by groups of
individual black farmers or farming communities. Depending on the
locality and potential of the land, a variety of schemes could be
trjed. But {t ia not unreaspnable to amsume that commercial
agriculture will continue to be dominated by a relatively small
group of large #farmers, who together will produce the
overwhelming bulk of output. Entry to this group will in the
future, depend leas an race classification and more on access to
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capital.

This identifies a crucial constraint:! what will initially hinder
the emergence of a class of smaller black producers most s
access to capital. For the many black potential farmers in this
positon, tenancy, in jts many forms, offers a way forward. One of
the most important tasks to which the government will have to
attend 18 the design and operationalization ot a system or
systems of tenancy which will be attractive both to land-owners
and to tenants. This will, in effect, mobilite 'white capital’
for use by black entrepreneurs - a key component in any strategy
to preserve the market hasis of the economy.

Clearly none of this i2 imminent. Nor is the widespread collapse
p¥ commercial farming as it presently exists. I+ the term
‘crisis®* is to be correctly understood, for those individual
+armers and +farm-workers who have already beéen or who are in
immediate danger of being displared, 1t should inde¢ed convey a
eense of catastrophe. But far the agricultural sector as a whole
and for the wider economy, it describes a combination of
developments which are starting to provide the impetus +for the
restructuring, in part of sgricultural marketing, but, more
fundamentatly, of agricultural production in South Africa. The
winds of change are biowing on the platteliand.

MICHAEL DE KLERK
SCHOOL OF ECONOMICS
UMIVERSITY OF CAPE TOWN
22nd JUME 1989
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BPEENDIX A
VALUTNG THE AGRICULIURAL STOCK

There are few variobles in economic analysis as important but as
problematic to me¢acure as the capital stock. The importance, in
this instance, lies in the dependence of many of the indicators
In Table 2 on the value attached to the agricultural capital
stock. Assessment of the extent , nature and implications of the
‘crisis’ in agriculture hinges, in turn, on the values calculated
for these indicators. Some discussion of the probleas of
valuing the capital stock is therefore required. The
difticulties arise from two sources! techniques of valuation and
data.

The Department of Agricultural Economice and Marketing divides
the stock of capital on farms into four categories I land, +Fixed
improvements, machinery and implements, and livestock. In respect
of the "fixed capital’ items (fixed improvements and machinery
and implements ), the technigue of valuation adopted here -
despite some arquable shortcomings - is the ‘"perpetual inventory
method’ used by both the Department and the South African Reserve
Bank. A full description is to be found in de Jager (1%73). The
details relevant at this point are an follows:

- the rate of depreciation allaned for machinery and equipment
was 10% p.ai for +ixed {improvementas the rate was 1% p.a.
until 1982 and 2% p.a. thereafter - this ‘inflates’ the estimates
of the earlier period marginally {(by leas than 0,1% of the total
value of capital stock!,

- the real fixed capital component of the total real capital atock
({Table 2, line 9) Was calculated at constant 1980 prices, using
the price indices for the respective components calculated by
the Department.

This is the least controversial aspect of the calculation.

The current value of livestock is calculated by the Department by
multiplying the August guarterly head-count of the various
categories of livestock by the respective indices , tompiled from
auction prices. (The Reserve Bank actepts thic valuation.) Im the
absence of details for each category, the real value of livestock
{ at 1980 prices) incliuded in the real capital stock i(Table 2,
1ine %} was estimated by adjusting the total current wvalue of
livestock by the combined weighted index of the producer prices
of livestock products, published by the Department. Any bias
inherent in this method is probably small. -

More - serious is the bias generated by excluding the value of
livestock in the ' independent blark ntates’ as from 1978. The
'real wvalue of livestock®' serfies estimated azx just described,
ahows & sudden fall of 22% - or nearly Rl billion - between 1977
and 1978. At most, only & fraction of this ia likely toa have been
cauaed by destocking in 'white rural areas’. The resultant
relative ‘'inflation® of the pre-1978 total real capital stock
from this source is probsbly of the order of 3 % .

Momst difficult of the four asset categories is ‘'land’ -~ not
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strictly part of "capital’ in the neoclassical sense, but much
the largest single asset for most farmers and therefore ecuential
to include in any meaningful estimate of the capital stock.

{'Land’ makes up about two-thirds of the total asset value nf the

‘average farm'. 1 Until the late 705, when much of the
information for the annual agrlcultural'census wag collected by
individual - interview and the results were thought to be
reiatively reliable, the Department simply summed +farmers’®

estimates of the market value of their land to obtain an estimate
of the total value of land. Since the, however, census data have
been collected by mail. Predictably, the data-collection rate has
been too low to allow reasonable eatimates of the total warket
value of land to be made from this spurce.
In the absence of this input;, the Department haz fallen back on
adjusting the market value of land by the combined index of rural
land prices compiled by the Central Statistical Services on the
basis of transfers ot rural immovable property. Consequently, the
'real wvalue of land’ - as calculated by deflating the market

value by the relevant price index - has remained more or less
conatant in the 1980=, with a single downward adjustment of
exactly RS00m (at 1980 prices) ogcurring between 1982 and 1983.

However, whbat makes estimation of the real capital stock atill
more difflcult is the fall of no less than 359% in the real value
of land - ecaleulated on the basis just described - that tepk
place between 1979 and 19681. This decline of about R8 billion (at
1980 prices) shows up as a 209% reduction in the value oaof the
total real capital stock {(from R31359 million to R2480S5 million}
between 1979 and 1981. A decrease of this magnitude is too great
to. be credible, especially given that these were exceptionally
good agricutural years in most parts of South Africa. A small
part of this can be explained by the 15% fall in the area of land
under tree gnd field crops between 1974 and 1981 and the transfer
of this land to pastoral productian. This can be assumed to have
led tp the depreciation of land values in the areas concerned.
But, this apart, one cannot avoid the conclusion that there is a
major inconsistency in the measurement of the value of land.

In respect of all the categories of asset, other than machinery
and implements {which is the smallest of the four by value), it
muat therefore be concluded that there haz been & relative
undervaluation in recent years. Which part of the.series is the
more relliable, it is hard to say.

Allowing for the disjunctions that either certainly or probably
occurred shortly before or after 1980, the moat that can
reasonably be =ajd about the real capital stock (as recorded in
Table 2, line ¥} is that it has probably changed little over the
nearly two decades of the study, fluctuating narrowly around the
R23 billion level [(at 1980 prices). The apparent rise that took
place between 1974 and 197% and the subsequent sharp fall should
be regarded with taution,

In respect of the indicators in Table 2, the relative
undervaluation of capital in the 1980s implies:

- a relative overstatement o all bt the nominal and real rates

of return pn assets and owners' equity (lines 1-4} in the
1980s,
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- a relative understaotement of the nominal and real net worth of
the farmers (lines 3, 8) in the 1980s,

- A relative overstatement of the burden of debt of agriculture
{line 10) in the 1980s,

- a relative understatement of the capitalioutput ratio (line 15)
in the 1980s.

The implications of these inconsistencies are explored in the text.

Finally, Fliske (1988, personal rommunication! draws attention to
a number D+ factors which lead to a peraistent undervaluation of
agricultural capital by the Department of Agricultural Economics
and Marketing!

- although relatively little agricultural productiaon is
undertaken by large corporations in South Af+rica, a more-than-
negligible percentage of capltal assets in the farming sector
ia owned by such corporations and by =atate and semi-state
bodies. While deliveries of produce from these Sources are
included 1in ‘'gro=s tarming income', the greaatest part of
their farming assets escapes measurement.

- as members of co-operatives, +farmers own the reserves of co-
operatives, but this is not counted 85 an asset. Similarly, the
reserves held by Control Boards on behalt of farmers are not
included in farming assets.

- ecrops on the land, stored produre, stocks of intermediate
inputs and wvarious other inventory items are Iignored in the
valuation of assets. ’ ’

The indicator +or which these particular shortcomings are most
important is the burden of debt. I+ cepital is undervalued,
insolvency, +for heavily indebted <+armers, will appear more
imminent than it actually is. This gualification should be borne
in mind in the discussion of splvency in the text. There is no
immediate reason to suppose that the downward bias was more
serious in one perinpd rather than another. Trends, as opposed to
levels, are probably not significantly affected by this last
group of errors.
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APPENDIX B
Inhle A

1. Sources: RSA Department of Agricultural Economics and Marketing,
1989: 1043 personal communicationa with the Department,
April 198%.

2, Short term debt (col., 8) defined as lpans From commercial
banks and agricultural cooperatives.

3. Total debt 1939: preliminary estimate by Department of
Agricultural Economics and Marketing.

Table 2
1. Net nominal rate of return on assets lemss rate of inflation.

2. Met nominal rate of return on owners’' egqulity less rate of
inflation. .

3. Calculated from: SA Reserve Bank, 1980: S&5§ 1981: $2%) 1968
S804 Central Statistical Services, 1988a: 91 1969:6,

4. Year-on-year change of Consumer Price Index.
S. Real capital stock {(line 9) less real debt. Real capital stoeck

and real debt calculated at 1980 prices. Real debt adjusted by
Consumer Price Index. For real capital stock, see Appendix A,

&, See Appendix A.

7. Average real interest rate less rate of Inflation.

Jable 3

1. Spurces: - columns 1 and 2: RSA Department of Agricultural
Economics and Marketing, 1988: 90, 97.

-~ columng 3 and 4! calculated #rom International
Monetary Fund, 1977: 44,465 1978: 35,37; l98i:
51,537 1984: 271,73} 198B: 81,833 and from SA Reserve
Bank, 1980: S§$80. Assumed: international maize price
- current wholesale price, Chicagal international
wool price - wholesale price Australia/New Zealand,
UK &4s price.

- column 8: International Monetary Fund, 1984: 201.
Assumed: U.S. export unit values for manufactured
gonds and crude +oods. !

-~ column I S.A. Reserve Bank, 1980: S&5; 1981: 579}
1%e8: £80.
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