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GREETINGS

Whereas I deem it expedient to appoint a Com-
mission to enquire into, report upon and make
recommendations on the matiers mentioned here-
inafter;

Now, therefore, by reason of the great trust1
repose in your learning, judgement and ability, I
do hereby authorise and appoint

You
* Dr Stephanus Johannes du Plessis, as chairman,
Mr Gabriel Jacobus Johannes Bothma
Mr Louis Christiaan Rudolf Bihrmann
Mr Stephanus Jansen Jacobus de Swardt
Mr De la Harpe de Villiers
+ Dr Philippus Dempsey Henning
Mr Gerrit Adriaan van Rooyen
Mr Stephanus Abraham Dirkse van Schalkwyk
Mr Francois Pieter Retief van Wyk

as members of a commission with the following
terms of reference, namely:

TO:

(a) lay down the basic principles for healthy farm-
ing systems in the Republic, both economic and
biological;

(b) determine in what respects, in what branches
and in what regions the present farming sys-
tems fall short and why;

{¢) make recommendations to eliminate such short-
comings; and

(d) specially investigate and make recommenda-
tions in respect of the reconstruction of agri-
culture in regions particularly subject to
drought conditions and to report thereon.

And I do hereby desire and require that you do,
as soon as this can be conveniently done, using all
diligence, report to me the result of your en-
quiries;

And I further direct that this Commission shall
continue in force until you have finally reported
upon the matters and carried out the duties afore-
said, or otherwise until this Commission shall by
me be revoked, and that you shall sit from time to
time at suchplaceor places as you shall find neces-
sary for the purpose aforesaid;

And in order that you may be better able and in
a position to attain the purpose of this my com-
mission I hereby give and grant you full power and
authority to interrogate such persons as you may
deem necessary or as are, in your opinion, neces-
sary to furnish you with better information on the
matter hereby submitted to you for consideration
and on any matter related to it, and also to re-

-quisition, have access to, obtain, inspect and make

extracts from any such books, documents, papers
and registers of the Government as you may con-
sider necessary and as may contain information
on the subject of this enquiry, and to conduct the
investigations into the subject matter of this
enquiry in any other authorised manner.

GIVEN under my Hand and the Seal of the Republic of South Africa at PRETORIA this seventh day of

May, One thousand Nine hundred and Sixty-six.

BY ORDER OF THE STATE PRESIDENT-IN-COUNCIL

C.R. SWART
STATE PRESIDENT

* Appointed Chairman on 11 September 1970 after Dr M.D. Marais had resigned as a member of the Com-

mission in that capacity

+ Appointed a member of the Commission on 28 December 1970 to fill the vacancy resulting from Dr

M.D. Marais' resignation
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FOREWORD

TO THE STATE PRESIDENT
OF THE REPUBLIC OF SOUTH AFRICA

MAY IT PLEASE YOU:

We, the undersigned, appointed in terms of a
commission issued by you on 7 May 1966 have the
honour to submit our Third and Final Report. This
Third Report deals mainly with economic matters
relating directly to the farming industry. The In-
terim (First) Report, which dealt exclusively with
the reconstruction of agriculture in areas severely
subject to drought conditions, was submitted in
March 1968, while the Second Report, which was
tabled in May 1970, dealt mainly with factors af-
fecting biophysical stability in agriculture.

In the execution of its terms of reference with
regard to the Third Report, the Commission adopt-
ed mainly the following procedures:

(a) Apart from memoranda submitted by various
parties at the invitation of the Commission
through the press and over the radio, theCom-
mission also studied a wide variety of relevant
documents of both local and foreign origin.

S.J. DU PLESSIS, CHAIRMAN
G.J.J. BOTHMA

L.C.R. BGHRMANN

5.J.J. DE SWARDT

DE LA H. DE VILLIERS

Pretoria, 5 November 1971

(b) The Commission undertook various tours to
hear oral evidence in various regions, namely
the Western Transvaal (Klerksdorp), the East-
ern Free State (Bethlehem), the Western Cape
(Stellenbosch and Paarl), the Eastern Province
(Port Elizabeth) and Natal {(Durbanj.

At Pretoria the Commission also heard the
evidence of Government and semi-Government
institutions such as the National Marketing
Council, the Department of Agricultural Credit
and Land Tenure and the Liand Bank, andprivate
parties such as Organised Agriculture and the
five principal commercial banks.

(©

The Commission also made use of documents
specially prepared by experts at its request.

(@

For the rest, information on agricultural fi-
nancing and related matters was obtained
through correspondence and questionnaires.

)

P.D. HENNING

G.A. VAN ROOYEN

S.A.D. VAN SCHALKWYK

F.P.R. VAN WYK

J.P.J. VAN VUREN, SECRETARY
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tion as required for the chapter on co-operation in
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CHAPTER I

THE IMPORTANCE OF AGRICULTURE IN THE
ECONOMIC PROGRESS OF SOUTH AFRICA

1.1 Nothing in nature is static; all forces tend
towards a state of equilibrium that is never
reached, The activities of all living beings are
aimed at wresting from nature their means of
existence and ensuring the survival of the species.

This necessitates an unending succession of
conflicts and adjustments between the living being
and nature. The degree to which the individual
succeeds in this struggle determines whether the
species will grow and survive, or whether it will
retrogress and become extinct. This interplay of
conflict and adjustment between man with his special
faculties and the rest of nature with its strongly
conservative tendencies is the greatest motive force
behind the eternal revolution, which causes con-
stant change in the face of the earth and man's
mode of existence.

1.1.1 Agriculture in the process of change

This process of change has accelerated
markedly since the machine, which extended man's
capabilities tremendously started the Industrial Re-
volution in the first half of the nineteenth century.
But the rate of change has become even more
rapid as science and technology have placed ever
more powerful instruments at man's disposal
during the past half-century. The changes caused
by this so-called technological revolution are now
following each other in such quick succession and
are so far-reaching, drastic and radical that man
is finding it more and more difficult to keep
pace with and adjust to the changes and their
implications.

In considering these changes one should ensure
that aspects important to the existence and sur-
vival of man are not pushed into the background
by less important but perhaps more striking
aspects, so that an imbalance is created. Gutkind
(1967)* has the following to say about this: "No
structure can grow beyond its organic size, for,
if it does, it destroys the internal coherence and
functional efficiency. Therefore, the results of
every human interference with nature should be
evaluated with relation to the entire variety of
environmental conditions, not to one condition only,"

Therefore it is important that, caught up as we
are in rapid technological developments and the
striving for ever higher growth rates inthe various
sectors of our national life, we should not lose
sight of the basic fact that man cannot live without

* Gutkind, E.A. (1967): Our World from the Air:
Conflict and Adaptation in Man's Role in Changing
the Face of the World, 7th Impression - pp
1-44, University of Chicago Press. Chicago &
London

food and water and that most of the other necessa-
ries of life still have to be drawn from our natural
resources with the aid of biological production
processes. It is in fulfilling this function that the
farmer plays a key role in ensuring the survival
of a nation. In the national economy as a whole
the farmer, through his production activities, is
playing an essential part in the interrelationship
and interaction between man and nature. In ful-
filling this role the farmer has the responsibility
of ensuring that this interaction will be con-
ducive to exploitation of the available natural
resources in such a way that, in the first instance,
man will have enough food to live and work, That
is why it has become customary to classify countries
as "developed" or "developing" according to the
extent to which they themselves can produce or
afford to buy the necessaries of life, particularly
foodstuffs which will ensure a satisfactory level
of nutrition,

1t is true that, for various reasons, agriculture
is relatively slow to adjust to change, While the
technological revolution is producing changes in
ever more rapid succession, changes which are
having an ever greater impact on man's activities,
agriculture is tending fo lag behind in the process
of economic development, even in countries that
are highly developed in the field of technology.

1.1.2 Structural changes and biophysical stability
in agriculture

According to Brand and Tomlinson¥, the crux
of the matter is how agriculture adjusts in the
course of economic growth, "If a sound policy
with regard to structure is to be formulated for
agriculture, it is important not to allow the struc-
tural problem to fade into the background while
attention is given to transient problemsoccasioned
by the vagaries of nature.”" (Translation)

1.1.2.1 Number of White farmers in South Africa

In its Interim and Second Reports the Com-
mission gave its attention to various aspects of
the conditions affecting agricultural production on
White farms,

What struck the Commission was the fact that
the data furnished by various bodies in this regard
in recent years were so divergent andhad had such
a marked influence on the results and conclusions
arrived at through analyses of economic as well
as of sociodemographic situations, The Commission

* Brand, S.S. and Tomlinson, F.R. (1966): Die
plek van die landbou in die Suid-Afrikaanse
volkshuishouding. S.A. Journal of Economics,
Vol, 34, 26~49, .




therefore considered it essential first to obtain
statistics on White farmers which would form a
reliable basis for calculations and conclusions be-
fore giving further attention to economic trends in
agricultural affairs,

To this end the Commission first had to get
a clear idea of what is meant by the term "farmer"
80 as to be able to assess the data furnished by
various bodies on the basis of the definition de-
cided upon. (The definition accepted for this
purpose after careful consideration was that laid
down for the 1959/60 Agricultural Census (No.34)
by the then Bureau of Statistics in consultation
with the Department of Agricultural Economics
and Marketing:

"A farmer or holder is the manager or any
other person operating the farming enterprise."”

Careful consideration was given to statistical
returns on Whites engaged in agriculture as
furnished by various bodies and persons. Having
taken everything in this regard into account, the
Commission came to the conclusion that the statis-
tics collected by the then Bureau of Statistics
and further processed by the Division of Ag-
ricultural Marketing Research of the Department
of Agricultural Economics and Marketing gave
the most reliable picture of the true position in
White agriculture in South Africa. These data on
the White population, White farmers and White
farms are summarised in Table 1.1,

TABLE 1.1 - Total White population, White farmers
and farming units in White areas from

1936
Total number of Whites | Farming units#
Year Population | Farmers | Year Fa.rmmg
units

1936 1017 874 132 000+ 19371 105000
1950 2 641 689 126 000* 1946 | 112 000
1960 3 080 159 106 000* 1950 1 117 000
1965 3 398 000 95 0004 1960 | 106 000
1967 3 563 000 93 0004 | 1962 | 106 000
1970 3 728 000 90 0004 1964 | 101 000

Sources: *Information obtained on 8 October 1970
from the then Bureau of Statistics in re-
gardto primary producers 16 years of age
and older.

#Estimates, Department of Statistics.
#Department of Agricultural Economics
and Marketing (1971): Abstract of Agri-
cultural Statistics, Table 6, p. 6.

It should be remembered that each completed
agricultural census form accepted by the census-
enumerators until 1954 was counted as a ''unit",
After that year census returns were deliberately
limited as far as possible to farming units, re-
gardless of the number of units with separate title
deeds.,

1.1.2.2 Structural problems

Ashasbeen mentioned, the Commission, in both
its earlier reports, studied various problems such

ag uneconomic farm sizes and environmental and
other problems experienced by the farmer on the
farm, Inthose reports various causes of biophysical
instability inagricultural productionwere laidbare,
most of which are very closely bound up with the
vagaries of nature, From these findings it was
abundantly clear how important good farm manage-
ment is and how great the need is for regional
and production planning and for guidance on sound
systems of land use. Biophysical stability in ag-
riculture can be achieved and the problem of
nature's changeability can be overcome if farming
systems are adapted to climatic conditions and
ecological conditions,

In its Second Report the Commission also gave
attention to various economic problems, particu-
larly those relating more specifically to the ac~
tivities of the farmer on the farm. Inits concluding
remarks in the Second Report, however, the Com-
mission stated that it would, in continuing its in-
vestigation, give special attention to those economic
factors which although operative mainly outside the
farm, have a direct bearing on the farmer's
financial position,

In discussing several of these matters, the
Commission will often refer to agriculture in re-
lation to the other sectors and to the financial
conditions under which the South African farmer
is obliged to carry on farming. The Commission
therefore considers it desirable first to give more
detailed information on the position of agriculture
in the South African economy, its contribution to
the economic growth of the country and the share
the farmer has in the growing economic prospe-
rity of South Africa,

1.1.3 Agriculture's contribution to the gross do-
domestic product

In. their submission to the Commission the
Departments of Agriculture pointed out that the
relative share of the agricultural sector in the
gross domestic product is declining (see Fig. 1.1).
In this connection these Departments expressed
the following view:

"There are those who feel that, since the
relative contribution of the agricultural sector
to the gross domestic product is showing a
downward trend, the agricultural sector's share
in the economic progress and prosperity of the
national economy is declining accordingly. Of
course, such a deduction is not correct, This
is characteristic of a progressive economy,
i.e. that agriculture's contribution shows a
relative downward trend, although maintaining a
steady increase in absolute terms, This is also
a feature of the trend in South African ag-
riculture's contribution to the gross domestic
product," (Translation).

Information furnished by the Department of
Agricultural Economies and Marketing shows
that agriculture's contribution to the gross domestic
product at current prices increased from R273,7
million in 1947/48 to R951,1 million in 1969/70
(i.e. it has more or less trebled in 22 years). In



spite of this, agriculture's contribution expressed
as a percentage, dropped from 10,7 per cent to
9,0 per cent over roughly the same period (1950
to 1968).

If, in the course of economic progress, due
account is not taken of certain basic facts, it
may happen that those sectors of the national
economy where technological innovations most
readily gain acceptance will attract most atten-
tion and capital, the result being that such sectors
will advance more rapidly and more spectacularly.
This may very well lead to increases inthe growth
rate, but it may, at the same time, result in a
lack of balance between sectors of the national
economy,

Nel* points out that, to maintain a relatively
high rate of economic growth over a long period,
it would be essential to bring about some "equili~
brium" between the growth rates of the various
sectors (primary, secondary and tertiary). For
example, the agricultural sector should not be
allowed to dwindle, unless it is economic for the
country concerned to import more and more of its
food requirements in exchange for manufactured
goods. Unless such a trend were justified by eco-
nomic or other considerations, a constant decline
in agriculture's contribution to the general growth
rate of the economy would eventually lead to a
position where higher food prices would be followed
by higher wages and therefore higher costs. These
factors, together with the effect which larger
imports of food requirements would have on the
balance of payments, could result in a reduction
in the general rate of economic growth.

According to the Departments of Agriculture,
the average annual growth rate of the gross
domestic product during the period 1947 to 1965,
expressed in real terms, was 4,7 per cent, The
growth rate of agriculture's real contribution to the
gross domestic product increasedby an average of
2,8 per cent per annum during this period.

1.2 The role of agriculture in our national econo-
my

South African agriculture, until as recently as
1810 firmly based on traditional ideas dating back
to the earliest years of settlement at the Cape,
bas left a lasting imprint on the country's national
life and in its pioneering stage played a most
important part in opening up the unknown interior
and preparing it for White settlement,

The Departments of Agriculture point out that
in the course of its development South Africa was
in the fortunate position of having certain agricult-
ural industries which had been built up with a
view to the export trade, and of having a mining
sector which became an important economic factor
at a very early stage. The expansion of the
mining sector acted as a strong stimulus to ag-
ricultural development, so that mining and agricult-

* Nel, L.W.A, (1968); The Importance of the Con~
tribution of the Agricultural Sector to the Rate
of Growth of the S.A. Economy. Agrekon, Vol.
7 No. 4, 14-20

ure formed the basis of almost all economic
activity until the industrial sector began to gain
importance in the early thirties,

Agriculture really only became fully commer-
cialised about the middle of this century; yet, in
spite of nature being highly eratic in spite of
several serious setbacks, in this short time it
has already succeeded admirably in fulfilling its
twofold function of supplying local requirements
economically and earning as muchforeign exchange
as possible (Van Biljon*), In fact, it has been
so successful that there is full justification for
regarding the agriculiural sector as one of the
Republic's key industries.

1.2.1 Physical volume and value of agricultural
and food production

1.2,1.1 Volume and value of production

The datagivenin Table 1.2 show that the physical
volume of agricultural food products and of non-
food products has increased considerably since
the Second World War - by an average of 4,4 per
cent and 2,3 per cent per annum, respectively -
and that agricultural production as a whole has
shown an average increase of 3,9 per cent per
annum, With this rate of progress in agricultural

TABLE 1. 2 - Indices of and percentage increase in
the physical volume of agricultural
production, and the size of and increa-
se in the population of South Africa
from 1947/48 to 1969/70

a 1
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ot — O ot & e (=3
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o B o
Base year: (mil~
1947/48 to 1949/50 = 100 lion)

1947/48 68 53 70 67 65 70 { 11,69
1952/53 74 68 86 8 76 85
1957/58 | 87| 89| 951 91 89 | %o
1962/63 | 124 | 119 | 105 115 114 | 118
1967/68 | 135 | 172 | 120 134 | 138 | 121 |18,73
1968/69 {1136 | 170 | 127 | 138 | 142 | 125
1969/70 | 157 | 166 | 131 | 147 | 151 | 137
Annual
growth
rate 4,4138,5{2,6| 3,9]4,0 3,0 2,36
(perce{l—
tage) )
Source: Division of Agricultural Marketing Re-
search of the Department of Agricultural
Economics and Marketing

* Van Biljon, F.J. (1966): The Economic Nature
of the Challenge to S,A. Agriculture, Agrekon,
Vol. 5 No, 1, 4-8



production South Africa compares favourably with
the developed countries and is head and shoulders
above the so-called developing countries,*

After analysing the real contribution of agricult~
ure (including forestry and fisheries) to the gross
domestic product since 1920, Nel* draws attention
to the great fluctuations in the agricultural sec-
tor's contributions during the twenties and the
thirties. These fluctuations have become much
smaller as a result of firmer Government policy,
better utilisation of technical aids, and financial
assistance since the Second World War, But it
has not been possible to eliminate these fluctuations,
mainly because of the effect of varying and un-
predictable weather conditions, He goes on to show
that, apart from the effect of the weather, labour
productivity and the use to which the economically
active population is put are the most important
factors on the long term. That is why it is con~
sidered to be of the greatest importance to ag-
riculture that labour productivity should be stepped
up considerably and that the rate of increase in
the employment of hired labour should decline,
These conclusions again underline the findings and
recommendations submitted by the Commission in
this connection in Chapter X of its Second Report.

1.2.1.2 Food supply

The data in Table 1.2 show that agricultural
production, including the production of foodstuffs,
has increased considerably faster than the popu-
lation, This applies particularly to horticultural
and field production which have more than trebled
and doubled, respectively, over the past two de-
cades. So far as quantities are concerned, the ag-
ricultural sector has therefore been very success-
ful in increasing production at a much faster rate
than the rate of increase in population; but most
of the products concerned are foodstuffs rich in
starch and sugar. It is striking, however, that the
percentage increase in animal products was not
much greater than the growth in population. Much
of our animal production is not food, but products
Hke wool, mohair and other fibres. Especially as
regards the supply of red meat, the agricultural
sector in South Africa has not, however, been so
successful during the past decade. If the production
of animal proteins in particular is to beincreased,
production and regional planning require careful
attention as already emphasised by the Commission
in its Second Report.

Comparison of the nutritional status of Sou
Africa's population with that of other countries
clearly shows that, as regards both quantity and

* Du Plessis, S.J. (1970): Man involved in a
Triangle of Forcea., Conf, Roy. Soc. Prom,
Health, (April 1970)

+ Nel, L.W.A. (1968): Op. cit.

¢ du Plessis, S.J. (1968): Protein Food Outlook.
Protein Symposium, Bloemfontein, April 1968

quality, ours is still far above the internationally
accepted standard, and that, as indicated by the
South African Agricultural Union in its submission*,
the Republic ranks high among the countries of
the world in this respect. Therefore the agricult-
ural sector has not only succeeded in feeding the
population fairly well, but has also made one of
its most valuable contributions in raising the
standard of health of the population by maintaining
such a good standard of nutrition,

According to information furnished by the De-
partment of Agricultural Economics and Marketing,
the daily per capita intake of protein rose from
75,8 g in 1949/50 to 87,6 g in 1967/68, The per
capita calorie intake rose from 2 659 to 3 229
a day during the same period.

In spite of great fluctuations caused by erratic
weather conditions over much of the country andin
spite of a relatively high rate of increase in the
population, the agricultural sector has therefore
been falrly successful so far in meeting the
country's most basic needs. If this is to be main-
tained, attention will have to be given in good
time to measures for adapting production systems
to environmental conditions and for making ag-
riculture less vulnerable to periodic droughts.

1.2.2 Supply of raw materials to secondary in-
dustries

The data submitted to the Commissjon by the
South African Agricultural Uniont show the size
of the secondary industries dependent on agricult-
ure for their basic raw materials, This information
is given in Table 1.3,

According to the Agricultural union¥*, the role
of agriculture as the supplier of raw materials
to secondary industries is clear fromthe following:

"(i) that industrial concerns obtaining their most
important raw materials from agriculture,
forestry and fisheries, comprise more than
32% of all industries in the country;

(if) that this group employs approximately a
quarter of a million employees who represent
approximately 32% of all employees in the
service of industry;

(1if) that the gross return of these industries
exceeds R1 000 million which is approximately
37% of the total gross returnof all industries;".

The Commigsion has other supplementary in-
formation to the effect that about 48 per cent of

* S.A. Agricultural Union (1967): Memorandum
to the Commission of Enquiry into Agriculture

*+ 8. A. Agricultural Union (1967): Op. cit.
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the total value of domestic agricultural produc~
tion is absorbed by secondary industries.,

TABLE 1.3 - 1961/62 Census returns for industries
in South Africa dependent upon raw
materials supplied by agriculture, fo~
restry and fisheries*
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Flour and grain
mills 3771 14 079] 170 342{ 24 359
Bakeries 499 | 19 153| 67470] 23467
Coffee, chicory
and tea 40 2 691f 33747 10 577
Feeds, bone-
meal, lucern 60 2 995] 32 225 5290
Wool and cotton
works 20 2 130 5130 2 660
Distilleries and
wineries 108 5800 61 095( 17 623
Bantu beer bre~
weries 58 3 787] 23 567 12 2138

Butter and cheese 95 3 810 45 265 8 873
Condensed milk
and milk powder 17 1639] 14 343 7013
Ice~cream 51 1963 6 858 3 442
Tobacco, cigars,
cigarettes, snuff 37 4 591
Sugar mills and

42 102 18 161

refineries 18 12 078 90 519 26 367
Sweets and

chocolates 54 7761} 28 760 12 946
Preservation of

fruit 96 14 614 | 62 224 | 23 295
Tanneries and

fellmongering 28 2 5291 13 919 3 823
Harnesses sadd-

lery 67 2 1901 6 038 2 964
Preservation of

meat, sausage

casings, lard 93 4 2081 24 108 6 315
Tartar, vinegar,

jelly 60 | 4034| 25394 11865
Beverages 321 15 6051103 284 | 39 715

Spinning, wea-
ving and fini~-
shing of other

woollen products 15 5179 | 21 159 8 858

Footwear 97 | 17694 | 52 841} 25 668

Repairs of

footwear 393 2 005 2 861 1912

Tanning extract 8 1067 7775 1976
Total 2 557 |151 702 |941 006 |299 382

* Submitted by the South African Agricultural Union

TABLE 1.3 (Continued)
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Sawmills, car-
pentry and joine-
ry works 489 28 185 | 45 683] 20 877
Plywood, cork
works and wood
products 156 5206 | 13 833} 7 551
Furniture and
cabinet making 5641 16 966 | 48 267| 25404
Paper and paper-
board 14 8 648 | 49 209| 28 816
Paperbags, etc, 621 17458 | 43 208} 16 772
Stationery 201 1690 7774] 3 563
Other paper pro-
ducts 46| 24271 13 057 5450
Total 1 351] 70 580 {221 031108 433

*Submitted by the South African Agricultural Union

INDUSTRIAL CENSUSES ~ 1961/62 (FISHERIES)

Fish 93 4 208 24 108 6 315
Total of above

~mentioned

groups 4 001{226 490 |1 186 145{ 414 130
All industries{12 428706 602 /3 213 008{1 324 784

As regards agricultural products in particular,
more than 40 per cent of the total quantities
of vegetables and fruit produced annually bv the
agricultural sector is processed by canrerice,
Although factory processing of agricultural
products (with the exception of a few small grain
mills and dairy factories) was negligible in 1910,
the total value of agricultural products (at farm
prices) absorbed by various industries in 1962
was said by Burger* to be R275 million, and the
gross value of all agricultural products marketed
that year was put at about R650 million,

According to Du Plessis*, agriculture's contri~
bution to the development of these industries
is impressive, not only as regards its direct

* Burger, O, E. (1965): Socio-economic Develop-
ment in South African Agriculture. Agrekon,
Vol, 2 No, 3, 31-37

+ Du Plessis, 8.J. (1965): ""Groei en leef: Vooruit-
gang in die Republiek van Suid-Afrika op die
gebied van die landbou, bosbou en visserye,"
Paper. S.A. Akademie vir Wetenskap en Kuns,
47-81



supply of raw materials for processing, but also
as regards its participation in the establishment
and maintenance of several of these industries,
inter alia, factories for vegetable and fruit canning,
for the processing of tobacco, sugar cane, dairy
products and parts of cereal products, and for
wine-making, The activities of the secondary
industries situated in rural areas in furn have
an important effect on the progress and prosperity
of those areas,

1.2.3 Agriculture's contiribution to the wholesale
and reail trades

It is often not realised to what extent the flow
of agricultural products from, and of means
of production and consumer goods to, the farms
keeps the wheels of transport and industry turning
to provide a livelihood for the thousands of workers
in those sectors. The differences between the
prices paid for commodities at the farm gate
and at the consumer's doorstep give one an
idea of the share which commerce, industry
and services are taking for their contribution
towards the handling of agricultural products.
Detailed studies in this field have not yet been
undertaken in South Africa, but data for the United
States* indicate that:

"The American farmer receives:

41 cents of each #1 spent for food,

2,6 cents for the corn in a 31l-cent box of
cornflakes,

65 cents of each #1 spent for choice beef,
2,6 cents for the wheat in a 23-cent loaf
of white bread,

27,6 cents from a half-gallon of milk sold
in stores for 55 cents."”

In this regard, too, agriculture continues to
be the source of fresh supplies, creates earning
opportunities and supplies the whole population
with the essentials of life,

The value of intermediate goods and services
as well as of capitalgoods purchased by agriculture
over the past two decades is shown in Table 1.4.

On the assumption that the farmers' support
of businesses in the cities and industrial areas
compensates for the support that country businesses
do not receive from agriculture (directly or
indirectly}, the South African Agricultural Union,
on the basis of data obtained for 1960-61 from
the then Bureau of Census and Statistics, drew
the Commission's attention to the following:

"(i) that 449%, or more than 18 000, of the total
wholesale and retail concerns are established
in the rural areas;

(ii) that these concerns offer employment to
more than 100 000 people, representing 34%
of total employment in this type of concern;

(iii) that these rural’ concerns earn a trade
income exceeding RI1 000 million which

¥ Office of Information, U,S. Department of
Agriculture, Washington D.C., April 1968

TABLE 1.4 -~ The principal intermediate goods,
services and capital goods purchased
byagriculture during the period 1949
/50 to 1969/70
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1949/50 | 10,8( 21,1 [15,0(16,8] 2,0[38,8 |11,1
1954/55'| 17,91 31,2 | 21,1 (27,0} 3,8|58,8 |23,7
1959/60 | 21,9149,033,9(41,9] 8,5(60,3 |32,8
1964/65 | 25,9(41,1 147,8]48,3{11,4|71,0 |42,4
1968/69 | 34,2146,6 | 63,2{76,0}|14,8]85,0 |52,5
1969/70 | 34,5148,1168,1{85,8!15,4189,6 [54,5

Source: Division of Agricultural Marketing Research
of the Department of Agricultural Economics
and Marketing

represents 28% of the total, whilst their
net profit approximates R40 million which is
less than 25% of the total net profit of all
commercial concerns,"

To this should be added the trading activities
of the co-operative organisations, with which
the agricultural sector is closely connected and
which had a turnover of about Rl 266 million
in 1968/69, i.e. R987 million in agricultural
products, R256 million in farming requisites and
R23 million in services.

This means that agriculture, forestry and
fisheries, indirectly through secondary industry,
commerce and services -

(a) provide employment for about 340 000 people,
which is about one~third of the total employment
in this type of undertaking, and

(b) grossed more than R2 000 million and netted
about R450 million in the early sixties.

So the agricultural sector is not only important
as a supplier of food and clothing materials,
but also exerts a very strong influence on the
country's commerce and industries,

1.2.4 Exports of agricultural products

Since the earliest years exports of agri-
cultural products have played an important part
in the development of South Africa. These exports,
at first mainly of products in unprocessed form,
and in recent years more and more in processed
form, have been one of the most important earners
of foreign exchange, and have thus created
possibilities for the importation of capital goods
and intermediate goods.

The data in Table 1.5, as supplied by the
Departments of Agriculture, point to a sustained



TABLE 1. 5 - Value of exports and imports: Total for South Africa and for agriculture

Agricultural exports Imports
Agriculture
Year :Z;ii'ts * gsggfjtzed ;I:;);::tesssed Total as % of to- Total Agriculture
tal exports
R million R million
1957 802,6 133,2 224 .4 357,6 44,6 1099,7 37,4
1959 787,1 142,8 173,38 316,1 40,2 973,6 50,4
1961 849,8 137,7 212,4 350,1 41,2 993, 8 45,1
1963 917,17 163,4 280,9 444 .3 48,4 1202,9 62,6
19656 964,5 165,5 207,0 372,5 38,6 1 752,5 37,3
1967 1244,7 186,8 266,5 453,383 36,4 1913,9 68,9
1968 1 387,9 179,9 322,6 502,5 36,2 1 876,8 40,0
1969 1403,6 190,5 241,5 432,0 30,8 2 128,0 53,9
1970 1,421,8 202,0 229,9 431,9 30,4 2,540,1 60,5

Source: Division of Agricultural Marketing Research of the Department of Agricultural Economics and Mar-

keting
*Excluding gold bullion

increase in the earning of foreign exchange with
agricultural exports since 1950, an increase which
was interrupted only in 1965 by the adverse effects
of severe droughts on crops in large parts of the
Republic,

It is clear from these data that agricultural
exports form an important part of the country's
total exports. The value of our agricultural exports
in creating a favourable balance of trade is obvious
if these exports are compared with the imports
required by the agricultural sector for its
production. After analysing the data for 1956/57,
Du Plessis (1962)* shows that imported inputs to
the value of 13c went into every Rl's worth of
production in agriculture, forestry and fisheries,
as against 46c in the mechanical industrial sector
and 73c¢ in the textile industry. There are further
indications that agriculture is becoming less and
less dependent on imported inputs.

These data show that the agricultural sector,
through its export activities, is playing a very
important role in the economy as a whole, People
often fail to appreciate this fully when they talk
about agriculture's relative contribution to the
gross domestic product. After the gold mining
industry, agriculture is the largest net earner
of foreign exchange and is therefore playing an
essential part in maintaining a favourable balance
of trade, thereby making the purchase of capital
goods and other goods abroad possible.

As regards future developments in South Africa,
the Departments of Agriculture point out -

"that it may be expected that certain mineral
deposits, which have up to now made an extre-
mely important contribution towards economic
development, will become exhausted. If econo-
mic growth is to be maintained, their place will
have to be filled by industrial expansion with
a view to the local and export markets. The
establishment of such industries will also

* Du Plessis, T.A. (1962): An Analysis of Certain
Structural Aspects of the South African Economy.
Finance and Trade Review, Vol. 5, No. 3

to some extent depend on agricuiture,” (Trans-
lation)

The necessity of expanding exports as far
as possible cannot be emphasised too strongly.
Without considerable improvement in its export
performance the Republic will find it difficult
to afford the tremendous volume of essential
imports in the long run.

In this connection certain problems have
recently arisen which tend to have a dampening
effect on all exports. Some of these problems
have stemmed from local conditions, whereas
others are bound up with developments abroad.
Certain of these problems have already assumed
such proportions that they will have to be given
urgent attention,

For the Republic's agricultural exports, there
are two aspects whichareof particular importance:
in the first place, Britain's entry into the European
Common Market (E.E.C.), which at this stage
appears to be a foregone conclusion, and, secondly,
the question of ever-increasing production and
export costs.

The Commission does not consider it necessary
to go into detail about the possible effects of
Britain's entry into the Common Market on the
Republicts various export industries. Not all will
be affected to the same extent. However, the
fact of the matter is that the Republic will not only
have to prepare itself for a decrease in its
tariff preferences on the British market, but
will also have to reckon with the payment of
the common import tariffs of the Common Market,
This is something which can be expected to have
a marked effect on the competitiveness of the
fruit and canning industries.

In addition, costs have riseninvarious respects,
Freight rates have, for example, been raised
three times in a single year, the increases being
as follows:

1 October 1970 - 73 per cent
15 March 1971 - 6 per cent
23 August 1971 - 124 per cent

These increases are claimed to have been
necessitated by sharp rises in fuel costs, wage



increases, delays due to congestion in harbours,
the higher cost of vehicle repairs and maintenance,

as well as by increased freight handling costs
and harbour dues.

There can be no doubt that the agricultural
industries concerned will be hard hit by these
increases, The Citrus Board estimates, for
example, that the three increases in freight rates
will cost the citrus industry over R2,8 million
per annum,

In view of the important role played by exports
of agricultural products in South Africa's economy,
the Commission is disturbed about the adverse
effects which ever-increasing costs could have on
the agricultural export industries,

All things considered, it would appear that
South Africa is now entering a difficult period
as regards its ability fo compete successfully
on foreign markets and to push up its export
earnings to higher levels, In fact, it will be
difficult for certain export industries to remain
in production unless steps are taken by the
authorities to obtain relief for them from the
restrictive influences to which their export drives
are at present subject.

The Commission therefore welcomes the recent
decision by the Government to appoint a commission
to investigate thoroughly and report on all the
matters and factors adversely affecting the export
trade and also to make recommendations on how
these factors can be combated in order to promote
a sustained increase in the Republic's exporttrade,

1,2.5 Capital investment in agriculture

Agriculture can also play an important part
in economic development by making capital
available to other sectors, Traditionally, however,
the South African farmer tends to reinvest in
agriculture. Table 1.6 reflects the extent of capital
investment in agriculture,

On studying developments in regard to capital
formation since Union, Brand (1969)* came to
the conclusion that it was unlikely that the agri-
cultural sector played as important a role as a
source of capital development in South Africa
as it did in several other countries, It appears
that since 1910

""rather than having developed in a capital~-
saving manner which would have increased
its ability to provide other sectors withcapital,
the agricultural sector in South Africa has
developed in a capital-using manner compared
to other sectors of the economy (p.147). At
least part of this net inflow consisted of
government transfers in various forms."”
(p. 159.)

Among other things, the following may be
inferred from these data and studies:

* Brand, S,A. {1969): The Contributions of Agri-
culture to the Economic Development of South
Africa since 1910. D.Sc. Agric. Thesis,
University of Pretoria

TABLE 1. 6 ~ Thevalue of capital assets in agricul-
ture from 1955 to 1970
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1955 {2 103,6 | 792,9! 473,3| 746,2{4 116,0
1956 |2 072,0| 821,4| 482,4] 840,8}4 216,6
1957 |2 162,1| 848,7| 492,4 893,714 396,9
1958 {2 191,0] 876,3| 501,4 891,3{4 460,0
1959 12 469,8{ 904,3} 508,1 889,714 771,9
1960 |2 495,41 930,4| 514,5]{ 908,8]|4 849,1
1961 |2 524,81 960,4} 515,1 896,7{4 897,0
1962 2 679,21 991,7] 515,1 923,415 109,4
1963 |2 815,31 021,3} 523,4 978,35 338,3
1964 |2 960,0 {1 052,6| 539,91 006,0}5 558,5
1965 |3 100,0 {1 082,3| 554,41 013,65 750,3
1966 |3 260,0 {1 110,3} 570,31 040,5{5 981,1
1967 |3 357,8 {1 141,81 593,81 116,16 509,5
1968 {3 458,511 179,5| 619,11 163,1]6 420,2
*1969 {3 545,0 {1 216,4 | 644,5}1 146,7]6 552,6
*1970 13 633,611 253,61 674,61 129,16 690,9

Source: Division of Agricultural Marketing Research
of the Department of Agricultural Economics
and Marketing

*Provisional

TABLE 1.7 - Gross Capital Formation in Agricul~-
ture 1955-1970
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1955 48,4 59,1 + 4,4 111, 9
1956 44,4 56,4 +12,1 112,9
1957 43,17 58,2 + 7,9 109, 8
1958 44,6 58, 2 + 2,8 105, 6
1959 45,5 56,8 +10,5 112,8
1960 44,2 57,2 + 6,5 107,9
1961 48,6 52,0 + 4,9 105,56
1962 50,5 51,5 + 4,8 106, 8
1963 49,4 59,8 - 3,5 105,7
1964 51,7 68,8 ~-45,2 75,3
1965 | 50,9 68,5 -47,5 71,9
1966 | 49,7 71,3 -21,2 99,8
1967 53,7 80,5 - 4,3 129,9
1968 | 60,5 84,7 +20,9 166, 1
1969 60,5 87,3 + 0,4 148,2
1970 61,5 94,6 - 9,2 146, 9

Source: Division of Agricultural Marketing Research

(a) Capital formation in the agricultural sector
has tended to be relatively poor for several
decades now. This tendency is, therefore,



in all probability not due to new circumstances
which arose or policies which were adopted
during the past two or three decades. The
initial causes of this weakness will obviously
have to be traced much further back in the
history of the agricultural sector's development
than the Second World War or the post-war
years. The search will have to go far beyond
recent events,

(b) According to the data on investment in agri-
culture as such, the amount of capital invested
up to 1970 seems to be remarkably large,
viz R6 691 million, This may be the case,
but the S.A, Agricultural Union nevertheless
feels that the annual growth rate of capital
investment in agriculture compares very
unfavourably with capital investment in the
rest of the national economy.

The South African Agricultural Union is also
concerned that the low growth rate in capital
formation may result in an absolute decrease
in the total net income of the agriculturalindustry,

{¢) The data in Table 1,6 show that more than
half the increase in capital during the past
15 years (1955 to 1970) was invested in land.
One might well ask what proportion of this
capital was spent unproductively to bridge
the widening gap between the production value
and the market price of agricultural land.
Tomlinson and Van Wyk (1966)* refer in this
connection to the far stronger trend in South
Africa towards private ownership of land agri-
culture than in most other Western countries,
and continue:

"In this young country of ours capital continues
to be one of the most limiting factors of
production, and the limited amount of capital
{available) is largely tied up in fixed capital
by the farmer, the result heing a perpetual
shortage of operating capital." (Translation)

This again underlines the findings of the
Commission as given in Chapter VII of its
Second Report, especially in paragraphs 7.8.7
to 7.8.7.3.1.4, where attention was drawn to
the magnitude of the problem of high market
prices for agricultural land and the adverse
effects of these conditions. The Report re-
commended that a special study be made of
this problem.

(d) 1t is accepted that investment of capital in
machinery, farm implements and tractors has
become essential in modern farming; neverthe-
less, on the basis of the available data, the
Commission, in Chapter X of its Second Report,
came to the conclusion that the productivity
of labour had not increased to the same
extent as South African agriculture had become

* Tomlinson, F,R. and Van Wyk, S,P. (1966):
Identifikasie vandie kernprobleme inons landbou.
Annual congress of the Agricultural Economics
Society of South Africa

mechanised. It was shown in that report how
the agricultural sector is adversely affected
in various ways by this state of affairs.

(e) Consideration of various aspects of the creation
and use of capital in agriculture again high~
lighted various shortcomings in the structural
pattern of agriculture in South Africa, several
of the most important of which the Commission
has already discussed in its two previous
reports.

1.2.6 Agriculture as employer

According to the returns of the then Bureau
of Census and Statistics, about 114 000 Whites
and 1 522 000 non-Whites were economically active
in agriculture in 1960, About 659 000 of these
non-Whites were working on White farms in 1966,
when wages totalling more than RS0 million were
paid out in cashto Whites and non~-Whites combined.
In addition, many of these workers received
fringe benefits e,g. rations, housing and grazing
rights.

According to Groenewald* the number of Whites
engaged in agriculture has declined in recent
times, whereas the number of Bantu labourers
on farms has increased. This increase is ascribed
to a natural increase in population rather than to
the migration of workers from Bantu areas.

The conditions in regard to the relatively
high percentage of uneconomic farming units as
described in Chapter IV of the Commission's
Second Report are such that vigorous steps will
have to be taken to form bigger farms by con-
solidating units that are too small, Such a process
of consolidation of uneconomic farms, regardless
of whether it is allowed to proceed without
Government intervention or whether it is carried
out under the direction of the Government, will
inevitably mean that many families now trying
to eke out a living on undersized farms will
have to give up their farms and make a living
elsewhere,

As regards non-White labourers on farms, it
has already been pointed out that, if, in the national
interest, the productivity of labour is to be raised
far above the present level, the number of non-
White labourers engaged in agriculture will have
to be reduced sharply.

This discussion of agriculture's contributions
to the Republic’s economic growth shows that this
sector has been highly successful in two important
functions: that of supplying food and other
necessaries of life to the population, and that of
earning foreign exchange on the export market.

According to De Swardt*, it has become -

* Groenewald, J.A, (1969): "Die Suid-Afrikaanse
landbou: Ontwikkeling en beleidsimplikasies,"
Paper. S,A., Akademie vir Wetenskap en Kuns

+ De Swardt, S.J.J. (1969): Achievements of and
Challenges to South African Agriculture.
Agrekon, Vol, 8 , No, 1, 14~17



"the most important function of agriculture
to provide food and fibre as efficiently and
economically as possible for the population
and the manufacturing industries in general,
80 as to maintain the South African economy
in a healthy competivie position vig~a-vis
its competitors in international trade.”

This review has also revealed that several
basic reforms are desirable in agriculture to

ensure that is will not lag behind the eco-
nomy.,

From the foregoing it is clear that agriculture
in South Africa is an important part of the national
economy and is interlinked in a multitude of ways
with the other sectors of the economy. There are,
however, indications that this fact is not always
fully appreciated, so that agriculture is often
pushed into the background when development
is contemplated, attention being given mainly
to industrial development,
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CHAPTERI

THE SOUTHAFRICANFARMER'S FINANCIAL PO~
SITION AND THE CONDITIONSINFLUENCINGIT

The Commission accepts that the general aim
should be to maintain the per capita income in
agriculture at parity with that in the rest of the
national economy. However, since farming units
are very seldom completely specialised in one
branch of production, it is difficult to lay down
this aim, as such, for any particular branch of
production. For this reasonthe Commissionprefers
to take as a general aim the maintenance in the
agricultural sector of a rate of growth in terms
of real prosperity equal to that in the national
economy in general,

This statement must, however, be qualifiedim-
mediately. The farming community would only be
entitled to share in the real prosperity of the
community if it made a proper contribution to~
wards increasing that prosperity. By this is meant
that the long-term increase in the farmer's pro-
ductivity per unit of production factor must keep
pace with that of the rest of the community.

2.1 The relative position of agriculture to be seen
in the right perspective

In Chapter I the agricultural sector's achieve-
ments were shown to be phenomenal. These achieve-
ments are even more significant if it is borne in
mind that the number of farmers involved is re-
latively small and that their production was subject
to highly variable climatic conditions and therefore
to a high degree of risk. Because agriculture is of
such value to the national economy, it is of car-
dinal importance that the relative position of agri-
culture should be maintained and that its impor-
tance should always be assessed at its true value.
It is unquestionably in the national interest that a
balance should be maintained between the various
sectors of the economy.

In studying the information on this matter, the
Commission found that no data were readily
available fo indicate simply but conclusively the
extent to which the farmer is sharing in the pros-
perity of the country. The Commission therefore
found it necessary to subject data on various
aspects of income from agriculture to further
analysis so that an idea could be gained of the in-
come position of the South African farmer.

2.2 The question of prices in agriculture

Prices of agricultural products are a matter in
which producers in particular are, understandably,
intensely interested as one of the most important
factors determining their prosperity andprogress.
This accounts for the tendency shown by certain
groups of producers to press continually for higher
prices.

Agriculture, like any other enterprise, canpro-
mote its economic prosperity mainly by increasing
the prices of its products or by ensuring greater
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efficiency in the enterprise itself, i.e. a bigger
yield per unit of primary resource employed, or
by reducing the prices of its inputs, including
capital goods.

2.2.1 Post-war price trends

In their submission to the Commission the De-
partments of Agriculture briefly outlined some of
the more important developmentsinthe economy
since the end of thé Second World War. Those
Departments then pointed out how important it is
that the base year taken for the compilation of
a series or the determination of growth rates
should be a period when fairly normal economic
conditions prevailed, since deciding on a base
year or years in a boom or slump phase can lead
one to the wrongconclusions, unless this is con-
stantly guarded against. In dealing with economic
and agro-economic trends since the Second World
War, the Departments of Agriculture in their sub-
mission to the Commission put the matter briefly
as follows:

"The period just after the Second World War
was characterised by a rise in the price of
goods and services which was stimulated further
by devaluation in 1949. At the time of these
inflationary conditions the outbreak of the
Korean War gave economic activities a further
stimulus, In reviewing this period it is im-
portant, so far as theagricultural sectoriscon~-
cerned, to note the high wool prices obtained
from 1951 to 1953. After the Korean War the
rate of economic activity declined, tailing off
to a marked downward trend in about 1958.
Since thenthe economy has again shown a gradual
trend which was interrupted by events in 1961.
On the other hand, the value of the agricultural
sector’s output rose fairly rapidly at the be-
ginning of the fifties, the rise thereafter being
more gradual, with 1956/57 as a relatively
good season. The rapid increase in the years
immediately after the war may be ascribed for
the most part to rises in producer prices which
had been kept low during the war yearsin order
to combat inflation ...

"In contrast with the economy which has shown
sustained growth since 1962, agriculture has
been hard hit by droughts since that date -
resulting in disastrous conditions in certain
parts.' {(Translation)

The good rains of 1966/67, on the other hand,
brought record summer crops in1967. Unfortunate-
ly this was followed shortly afterwards by yet
another drought in various areas, which again
reduced the yields in those areas.



2.2.2 Price formation and price stability

Price formation in South African agriculture
is, as will be explained further below, characterised
by a considerable measure of Government inter-
vention. Primary agricultural products, represen-
ting nearly 90 per cent of the value of total agri-
cultural production, are handled inaccordancewith
statutory marketing regulations. The remaining
products, such as vegetables, certainkinds of fruit,
table poultry, fresh milk in certain parts of the
country and various less important products, are
still marketed without any direct intervention by
statutory bodies.

As had been intended, controlled marketing
resulted in a reasonable degree of price stability
during the past decades and did much to make the
rational planning of farming possible. The De-
partments of Agriculture point out, however, that
stable prices do not offer a complete solution to
the problem of variable income in agriculture
since the size of the farmer's crop may vary
appreciably.

"The adverse effects of droughts and other
natural phenomena cannot be offset effectively
by means of price adjustments since, usually
such phenomena do not occur uniformly through-
out the couniry or even within particular re-
gions. A solution to the problem of varying
farm incomes should rather be sought in other
measures, such as the further improvement of
financial facilities ...

"Although there are various respects in which
agricultural prices formed in a free market do
not give the desired results, supply and demand
cannot be left out of accountinthe determination
of prices., On the one hand, the product has to
be sold and one cannot dictate to the consumer
that he must buy certain quantities of a pro-
duct at a particular price or the same quanti-
ties at higher prices. On the contrary, the con-
sumer will be inclined to cut down his pur-
chases of particular products as their prices
rise, On the other hand, the price must pro-
vide sufficient incentive for the producer, so
that the quantities required will be produced.
For certain products, however, an outlet has to
be sought on foreign markets, their prices being
formed on an international basis,

"The use of price adjustments to regulateagri-
cultural production has certain snags, but this
is still virtually the only effective measure,
Use of such adjustments can hardly be avoided
if an economically sound agricultural structure
is to be maintained.

"For sound reasons the process of price for-
mation in agricultural products does not depend
entirely on the operation of the free market
mechanism. Intervention in this process natu-
rally regquires special knowledge, insight and
information to stabilise prices and production
in such a way that the agricultural sector will
get its rightful share in times of economic
prosperity but that it will also make its proper
contribution when economic conditions are less
favourable." (Translation)

12

Groenewald (1970)* mentions that the prices of
agricultural products rose by an average of more
than 2 per cent per annum over the 20-year
period 1947/48 to 1967/68, while the prices of
agricultural requisites advanced at the same time
by 2,35 per cent per annum, i.e. more rapidly
than the producer prices.

The Commission considers it essential that,
apart from the economic considerations that should
apply to price formation, the price policy followed
should be conducive to the successful operation of
farming systems, optimally adjusted fo environ-
mental conditions and geared to conservationprin-
ciples,

2.2.3 Price parity

By "price parity" is meant the ratio between
the prices farmers have to pay for their requisites
and the prices they get for their products. Lombard
et. al.t have calculated this ratio in regard to
South Africa by comparing producer price indices
and a combination of (a) the consumer price
index (farmers' cost of living), (b) the indices
for intermediate inputs (cost of farming requisites
such as seed, fertiliser and other means of pro-
duction), and (¢) the index of other costs, par-
ticularly wages and interest on capital.

In Fig. 2.1 the indices of producer prices,
prices of intermediate inputs, wage levels and
consumer prices since 1947/48 are shown in
separate graphs. Fig. 2.2 is a graph of the cal-
culated ratio between the producer price index
range and the composite price index range of the
abovementioned cost items since 1947/48,

These graphs show that the price parity index
rose very sharply to the advantage of the South
African farmer until the early fifties, but subse-
quently showed a sharp downward trend for a full
decade until 1960/61. It will be seen that the
price parity index reached the lowest point in
1961/62 and continued virtually unchanged until
1963/64. Post-war developments in South African
agriculture, as indicated in these graphs, show
that the price parity ratio between sales of farm
products and expenditure by farmers (farming
purchases) at the beginning of the seventies was
nowhere near the level at which it had stood in
the first decade after the Second World War.

As indicated by the graphs in Fig. 2.1, this is
largely due to the following:

(a) In contrast with consumer prices and farm
wages, the producer price level remained
virtually constant during the late fifties.

(b) On the other hand, in the sixties (excluding
1967/68) producer prices rose steadily andap-
preciably, this increase being proportionately
larger than that in the various cost items
separately and combined.

* Groenewald, J.A. (1970) : The State of South
African Agriculture, Annual Congress. Agricul-
tural Economics Society of S.A.

+ Lombard, J.A. et al. (1969): Die aandeel vandie
landbou~entrepreneurs in die groeiende ekono~
miese welvaart van Suid-~Afrika. Special report:
Bureau for Economic Policy and Analysis. Uni-
versity of Pretoria
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2.3 Volume of agriculiural production and inputs

Although the information given above throws
considerable light on the course of affairs since
the Second World War as regards the prices of
agricultural products in relation to the prices of
inputs and other agricultural requisites, it is
realised that price rations by themselves are
really an inadequate yard stock prossessing the
farmers' share inthe country's economic progress,
The position can be greatly influenced by changes
in the physical volume of production and of farming
requisites or inputs such as machinery, fuel,
seed, fertiliser and so forth.

A review has already been given in paragraphs
1.2.1.1 and 1.2.1.2 of the rise in the physical
volume of agricultural production and, separately,
of agricultural food products produced after the
Second World War, as well as of the value of this
contribution to the national economy. It is also
important, however, to investigate how efficiently
the factors of production are employed in South
African agriculture in order to keep the supply
of agricultural products at reasonable prices in
step with the expansion in the demand for such
products.

The studies of Groenewald* + on how inputs of
primary factors of production have changed in re-
spect of field crop production (area of land under
field crops), horticultural production (number of
fruit trees in production) and animal production
(oumber of animals used), have shown that the in-
puts of these primary resources roseconsiderably
from 1945 to 1963 and thatinthis period increasing
yields were obtained per unit of primary resource.
The rise was more marked in horticulture than
in field husbandry, but showed a clear tendency to
lag in animal production. These analyses strongly
suggest that the overall structure of South African
agriculture is beginning to change.

Du Plessis? pointed out quite recently that
South Africa was falling behind in the production
of animal proteins and particularly of red meat.
In a subsequent article, however, he expressed
concern about the way in which the resources,
soil and water, are being affected by production
practices and are deteriorating to an alarming
extent. It is striking that the major partofthearea to
which Du Plessis refers in this regard is that
part of the Republic which is most closely involved
in animal production.

Fig. 2.3 reflects the trends in the physical
quantifies produced by the agricultural sector since
1947/48, as well as the trends in intermediate in-
puts and labour used by agriculture. It is evident
from Fig. 2.3 that intermediate inputs rose ap-
preciably during thefifties and sixties inparticular.
This rise must be seen in relation to the increase
in physical volume if an idea is to be gained of
the productivity of agricultural technology. As
indicated in Fig. 2.4, this productivity ratio was
very much against the farmer in the late fifties,
?ut was considerably more favourable in the six~
ies.

* Groenewald, J.A. (1964): Changes in Primary Re-~
sources in South African Agriculture. Agrekon,
Vol. 3 No. 3, 22-29

+ Groenewald, J.A. (1965): Differences in the
Growth in Three Sectors of S.A. Agriculture,
Agrekon, Vol. 4 No. 1, 27-34

¢ Du Plessis, S.J. (1970): Op. cit.
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It is important, furthermore, to note that the
trends in the physical ratios (i.e. production to
inputs) correspond to a large extent to the price
parity trend.(Compare Fig. 2.2 with Fig. 2.4)
This shows that the economic climate for agricul-
ture deteriorated greatly during the late fifties,
but that the position improved appreciably in the
sixties, In considering these developments, the
tremendous fluctuation in productivity ratios from
1964/65 to 1968/69 must be borne in mind, a fluc~
tuation which may be expected to have a very
marked effect on agriculture,

2.4 Net farm income of White farmers

According to the Departments of Agriculture*
the net farm income of White farmers in South
Africa rose from R149,7 million in 1947 to R549,7
million in 1970. I, on the basis of the data in
Table 1.1, it is accepted that there were about
127 000 White farmers in South Africa in 1947 and
an estimated 90 000 in 1970, then the net farm
income rose from an average of R1 179 per
White farmer in 1947 to R6 108 in 1970,

The statistical series on net farm income are
a good gauge of the prosperity of the farming
community. According to these data it would appear
that during this period farmers, on the basis of
average real net farm income, fared reasonably
well. The relative prosperity of the White farming
community may be determined by comparing this
progress with that in the rest of the national
economy. Since the only data available on personal
income are those in the Reserve Bank series,
which include South West Africa, Botswana, Le-
sotho and Swaziland, they are not considered
suitable for the purposes of such comparisons.

Further information submitfted to the Commis-
sion by the Division of Agricultural Marketing
Research of the Department of Agricultural Eco~
nomics and Marketing indicates that interest as a
cost factor expressed as a percentage of total
farm expenditure amounts to approximately 9 per
cent.

Lombard et al¥ also went into the question
of net farm income and in this connectionfurnished
the following information:

2.5 Personal farm income

In order to obtain a more precise indication
of the level of economic prosperity in agriculture,
attention was given to personal farm income, i.e.
the difference between the gross value of produc-
tion and the sum of the various costs attached
to farming.

The trend in the indices for personal farm
income, the production index and the cost indices
(intermediate inputs, labour andinterestoncapital)
is indicated in a graph in Fig. 2.5, According to

* Departments of Agriculture (1968) : Submission
to Commission : Part 1 : Landbou-agtergrond,
p. 1/30

*+ Lombard, J.A. et al. (1969): Loc. cit.
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these data, personal farm income during the period
concerned averaged 53 per cent of the gross value
of production, while costs averaged 47 per cent.

It is also evident from Fig. 2.5 that personal
income grew at a slower rate in the fifties (an
average of 4,4 per cent per annum) thanin the six-
ties (7.2 per cenit per annum). The slower rate
of growth in the first post-war decade was ap-
parently due to the sharper rise in the cost of
wages and of intermediate inputs.

The trend in personal income (convertedto real
values in accordance with the rise in the consumer
price index to compensate for the decrease in the
value of money}, shown in the graph in Fig. 2.6,
very clearly reflects the extremely poor period
from the mid-fifties to the mid-gixties. It may be
assumed that the economic conditions prevailing in
agriculture during those years must have had very
adverse effects on South African Agriculture and
particularly on the less well-to-do farmer. It may
be noted that it was during this period that urgent
representations for the appointment of a com-
mission of inquiry into agricultural matters reached
a peak.

These graphs and the data summarisedin Table
2.1 also show, however, that the trend in personal
income during the sixties as a whole points in real
terms to a rise of 4,8 per cent per annum, which
does not compare unfavourably with the trend in
real personal income outside agriculture. Although
it might seem that this could also have been the
case with per capita income, such aninferencecan-
not be made with absolute certainty since there
are no reliable data for calculating the personal
income of the White population employed in other
sectors and no significant results can be obtained
for purposes of comparison.

The data on the real contribution of agriculture
to the gross domestic product (see paragraph
1.1.3), as well as the rise in real net farm income
from 1947 onwards, show that on the whole the
economic progress of the agricultural secfor since
1947/48 has kept pace fairly well with that of the
rest of the national economy. While stating this
conclusion, however, the Commission, is fully
aware that such a generalisation basedonaverages
for agriculture is probably an over-simplification
of the actual state of affairs and does not reveal
the extent and nature of the actual underlying
deviations.

2.6 Instability and uneven distribution of agri-
cultural income

2.6.1 The problem of instability

The information furnished in the foregoing para-
graphs on growth trends in South Africa in regard
to agricultural production, producer prices and
prices of consumer goods and inputs since the
Second World War leaves little doubt that the ave-
rage growth trends in economic prosperity among
farmers have been reasonably favourable, par-
ticularly during the past decade. There are in-
dications, however, that developments in the eco-
nomic sphere were much less favourable to the

South African farmer in the late fifties. The Com-
mission suspects, furthermore, that the adverse
effects of the serious difficulties experienced have
not yet been wiped out completely.

It is accepted that these effects are heightened
by the very marked fluctuations from year to year
to which South African agriculture is subject.
Although these fluctuations are evident from the
preceding graphs showing long-term trends, they
are (as appears from the graphs in Fig. 2.7)
strikingly wide and persistent in the case of per-
sonal income in particular. These flucfuations in-
dicate serious instability in physical output, inputs
and real income, an instability which is reflected
in almost exactly the same way in the monetary
values of production, costs and income.

2.6.2 Uneven distribution of income

Groenewald (1970)* and Lombard et.al. (1969)+
made a study of the returns of the taxable income
of persons {(with their income classified in groups
according to source of income) for the tax years
1958 to 1960 and 1964 to 1965, as furnished in the
annual reports of the Secretary for Inland Revenue
(see Table 2.2), They found that these incomes
were distributed very unevenly among individual
farmers and very much more so than those of
persons employed in other groups. Lombard et.al
point out that the more uneven distribution of in-
come among farmers places their economic position
in a worse light than ordinary arithmetic averages
do. They found that the average income of farmers
actually increased more rapidly than that persons
outside agriculture. They consider that the reason
why farming is overtaking the rest of the economy
is that the number of farmers is decreasing,
whereas the number of economically active per-
sons outside agriculture is increasing.

As regards the above-mentioned returns of
taxable income from farming it should be borne in
mind, however, that thecircumstances surrounding
these returns and calculations are such that the
phenomenon of uneven distribution of incomecsnbe
accepted as significant, but that the giver {sxable
incomes cannot simply be taken as an indicalion
of net personal income, owing to various permis-
sible deductions.

Data furnished by the Department of Agricultural
Economics and Marketing on the value of farm
products sold in 1961/62, classified according to
the size of the farms on which they were produced
(see Table 2.3), reveal some unevenness in the
distribution of income, but not to the same extent
as would appear from the data of the Secretary
for Inland Revenue.

There is therefore good reason to suppose that
average income in agriculture, in real terms,
was at a relatively high level during the past two
decades, that the average rate of growth in such
income kept pace to a reasonable extent with the

* Groenewald (1970): The State of South African
Agriculture. Annual Congress. Agricultural Eco-
nomics Society of S.A.

© Lombard, J.A. et _al.(1969): Op. cit.



TABLE 2.1 : Average changes in rates in South African Agriculture during the two decades from 1951

Production growth rate Growth rate of primary inputs | Growth rate of personal income
ercentage) percentage ercentage)
Consu-
Period Cost of R::;s nﬁie Hel valus
Physical | Price Gross Quan~ Price |interme-|® P of perso-
Ths . value of |trend .
volume trend value tities trend diate nal in-
. personal | what the
inputs : come
income | farmer
pays
1951/52 -
1,5 \ 1, 2, 4,4
1959 /60 3,8 1,2 5,2 7,3 , 8,8 5 9
1959/60 -
1 4,7 25 7,2
1968./69 2,9 2,4 5.3 3,3 <2 4,6 3

Source: Lombard, J, A, etal. (1969): Die Aandeel van die landbou~-entrepreneurs in die groeiende ekonomiese

welvaart van Suid-Afrika. Special report: Bureau for Economic Policy and Analysis, University of
Pretoria.

TABLE 2.2 : Average frequency distributions of taxable incomes of persons in receipt of farm incomes,
classified in groups according to source of income. Republic of South Africa, 1958 to 1960 and

L

1964 to 1965
1958 - 1960 1964 - 1965
Income Group Interval Number of | Percentage Number of Percentage
Persons of Total Persons of Total
R R 1 000 % 1 000 %
TLoss - 12,8 11,8 3,6 4,7
0~ 599 600 27,0 25,1 14,2 18,7
600- 999 400 14,0 13,0 9,5 12,5

1000~ 1 199 200 6,0 5,6 4,3 5,6

1200~ 1 599 400 10,3 9,5 7,4 9,8

1600~ 1999 400 8,0 7,4 6,0 7,9

2 000~ 3 799 1 800 - - 16,6 21,6

2 000~ 3 999 2 000 19,0 17,6 - -

3 800~ 5 999 2 200 - = 7,8 10,2
44 000~ 5 999 2 000 5,9 5,4 - -

6 000~ 9 999 4 000 3,3 3,1 4,5 6,0
10 000-13 999 4 000 1,0 0,9 1,3 1,7
14 000-17 999 4 000 0,3 0,3 0,5 0,7
Over 17 999 - 0,3 0,3 0,4 0,5
Total - 107,9 100 76,1 100

Source: Annual reports of the Secretary for Inland Revenue

general rate of growth in the economy as a whole, -

and that personal per capita income calculated
for farmers apparently did not lag behind that of
the rest of the population either. Various experts
point out, however, that, notwithstanding this re-
latively favourable impression regarding the gene-
ral share of agricultureinthecountry's prosperity,
the instability and particularly the unevenness in
the distribution of income in agriculture point to
serious income problems for certain farmers -
problems which are presumed to be closely asso-
ciated in certain respects with the occurrence of
rural poverty in South Africa.

2.6.3 Production and structural situations inagri-
culture

According to certain experts, the instability
and unevenness in the distribution of income in
agriculture must be ascribed to one or more
situations closely connected with production and
structural agricultural matters in South Africa.

oo
)

2.6.3.1 Annual fluctuations

In its Interim and Second Reports the Commission
repeatedly stressed the high degree of variability
in climatic conditions, particurly rainfall, the re-
gularity with which fairly swere droughts occur
in large parts of the country and the high degree
of risks to which agricultural production in South
Africa is subject.

In its Interim Report on the drought problem the
Commission pointed out inescapable obligations
regarding the adjustment of grazing systems and
stocking rates to the productive and carrying
capacity of agricultural land under all conditions
which are characteristic of each area, the timely
and effective provision of reserves of feed on the
farms concerned, and conservation farming.

In its Second Report the Commission indicated,
inter alia, that biophysical stability is a pre-
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requisite for economic stability in agriculture.
In following up its findings stated in the Interim
Report, the Commission analysed a number of
factors contributing to biophysical instability in
South African agriculture and made numerous re-
commendations on how certain shortcomings in
agricultural production should be remedied. These
recommendations relate particularly to the devising
and application of farming systems optimally ad-~
justed to environmental conditions (particularly as
regards soil and climate) in the area concerned,
the planning of agriculiural productionona regional
as well as on a national basis, the rationalisation
of mechanisation and labour in agriculture, and
equipping the farmer in both the technical field
and the business field to achieve the best possible
success in his farming operations.

Although the analyses in the foregoing para-
graphs have again turned the spotlight on the in-
stability of, and thereby on the riskiness of South
African agriculture, the Commission wishes again
to stress the importance of its findings and re-
commendations as presented in the above-men-
tioned reports. The Commissionisfirmly convinced
that attempts to remedy the instability in agri-
culture by financial measures alone have little
chance of success if the basic causes of bio-
physical instability in agricultural production are
not removed on the farm itself,

2.6.3.2 Regional incomes, farming systems andun-
economic farming units

In 1967 the Division of Agricultural Marketing
Research of the Department of Agricultural Eco-
nomics and Marketing started work on geographic
classifications and the collection and study of statis-
tical series on a regional basis. The regional
totals were for the most part based on the totals
for the various magisterial districts, but data on
net farm income and capital formation or invest-
ment are still collected and presentedona regional
basis. A summary of data collected in this manner
appears in Table 2.4.

Wissing (1965)* points out, before analysing the
contribution of various agro-economic regions to
the gross domestic product, that income per
farming unit cannot simply be deduced from the
net value of production per morgen. The data
furnished by him show that in 1959/60 -

"the average net value of agricultural produc-
tion on 26,5 million morgen (21 per cent of
the total area in the Republic utilised for agri-
culture) was less than R1 per morgen. On 78,9
million morgen (64 per cent of the areautilised
for agriculture) it amounted to R4 and less,
whereas on only 5 million morgen (4 per cent
of the area utilised for agriculture) the net
value exceeded R16 per morgen."

According to these data, the major part of the
Republic is used for extensive farming.

* Wissing, G.J. (1965): The Regional Contribution
of Agriculture to the Republic's Gross Domestic
Product. Agrekon, Vol. 4 No. 2, 19-27

24

According to Kotzé (1969)*, economic develop-
ment has not taken place at the same rate every-
where either. He considers that there are agri-
cultural areas where the level of prosperity is
such that they may be described as economically
developed, and other areas which have to contend
with problems of retarded development. Each of
these areas has its own specific problems, but he
considers that the problems in areas with retarded
economic development are far more difficult. To
get to know more about the nature and extent of
this phenomenon of subnational differential eco-
nomic development would require morepenetrating
studies of the prevailing conditions and factors
underlying the differential rates of growth, likethe
studies already carried out by Kotzé and his col-
laborators in regard to the Upper Orange Region and
Griqualand East. In those studies account was
taken not only of the development of the areas in
regard to agriculture with its characteristically
slower growth rate, but also in regard to industry
and other spheres showing more rapid growth
trends. It was found that in the Upper Orange
Region the gross value of agricultural output per
rand of intermediate goods and services (taken at

1954/55 prices) decreased from R3,2 to R2,6 from
1954/55 to 1959/60. This raised the question -
“"whether the decrease in productivity is the
result of delayed technological development or

whether it has not produced the desired re-
sults".

In contrast with the Upper Orange Region,
Griqualand East is still at a stage of constant
returns according to the scale of the enterprise.
After analysing shortcomings that would have to
be remedied in order to improve the prospects
of development in each of the areas, Kotze* came
to the conclusion -

"that the adjustments required by the local
communities in the two areas differ widely.
A uniform development policy is thus decidedly
unsuitable.”

According to Lombard et al. (1969)¢‘, the data
show that a generalisation based on averages to
indicate the progress and prosperity of thefarming
community does not reflect the true state of
affairs. They point out that, according to the data
on regional incomes, the position of grain farmers
is actually better than that of cattle and sheep
farmers. Fairly comprehensive data on yield and
costs for grain farmers show that their position
as regards prosperity is reflected more or less
correctly by the overall figures, Although there
has been a long-term deterioration in the ratio
between price per bag and cost per morgen, this
has been more than offset by the increase in the
physical yield per morgen.

In his findings inthis regard Groenewald (197 0)8
arrived at the conclusion that the problem is

* Kotzé, H.A. (1969): Features of the Economic
Growth and Development of Rural Areas. Ag-
rekon, Vol. 8 No. 2, 27 - 39

+ Kotzé, H.A. (1969) : Loc. cit.
¢ Lombard, J.A. et al. (1969): Op. cit.
8 Groenewald, J.A. et al, (1969): Op. cit.
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more serious in the extensive grazing areas and
in certain other areas where crops involving a high
degree of risk are cultivated, in particular, than
in the more stable grain, horticultural and irrigation
areas, -

On the subject of how the problem of rural
areas that are lagging behind should be dealt with,
Kotzé * states as his considered opinion that the
present and growing tendency to determine the
value of the platteland in the national economy
and to select the methods of planning its develop-
ment merely in terms of economic farming units
is one-sided and even holds great dangers for
the future. In this connection he subscribes to the
view expressed by the late Professor J. de W.
Keyter that the development of the urban areas
and the countryside surrounding them (i.e. the
farms) should be approached in terms of an in-
tegrated community and should be organised and
planned in terms of the total potential of that
larger community and not merely in terms of
economic farming units.

Kotzé* adds that the complex problems caused
by uneconomic farming units make it essential to
have a very comprehensive programme of deve-
lopment. This would have to provide for a variety
of measures complementing each other in such a
way as to cover every aspect of the problem. The
problem of uneven distribution of farm income
should then be seen as one of the elements of
retarded economic development of the platteland
with agriculture as the most important operative
sector. The problems of such an area cannot be
solved by ad hoc measures since there is every
indication that such measures do not pay and
would not be of any lasting value.

Kotz& concludes his article on the economic
growth and development of rural areas by 'puttlng
forward the following views:

"A regional development programme must
firstly be founded on those basic values which
are indispensable for the maintenance of a
mature community in the true sense of the
word. Secondly such a programme must be
drafted and based on an intimate knowledge
of all the activities of the local community
in their separate and combined context. Thirdly
it will be necessary to evaluate the function
of a particular region in its wider nationai
context. Finally such a development programme
must be carried out with the full collaboration
of the local community and under co~ordinated
and expert guidance.,"

During a recent study tour of Western and
Southern Europe+ it was found in some of the
countries visited that this was also the approach
to the problem of the uneven distribution of income
in the agricultural sector, in particular, and rural
poverty in its wider regional and nationsl contexts,
and to the drawing up and carrying out of rural
development programmes.

* Kotzé, H.A. (1969): Op. cit.

+ Du Plessis, S.J. (1970): Verslag oor studiereis
na Wes- en Suld-Europa gedurende Mei tot Junie
1970. Pretoria. pp. 1-103.
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Consideration of the economic position of cer-
tain farmers on certain farms, in certainbranches
of farming and in certain regions in South Africa
again focused attention, although from a different
angle on the problem of farming units on which -
for various reasons - income is too small and
even less able to advance at a rate more or less
in step with the economic progress of the country.
On the strength of these findings the Commission
considers the matter to be of such importance that
the conclusions arrived at in Chapter IV of its
Second Report should be repeated here:

"The Commission has become convinced that
(a) this (i.e. the question of uneconomic farm-
ing units) is not only a matter that concerns
retired farmers and their families but in fact
whole communities in specific rural areas,
(b) in addition to certain agricultural matters,
a considerable number of other aspects {among
others annuities for the aged, housing, health,
education, community facilities, labour supply,
etc.) are of practical concern in this respect,
and (c) because of the manifold aspects of the
matter, various Government departments and
local authorities also have an interest in it."

2.6.3.3 Income_distributed unevenly among indivi-
dual farmers

In regard to the question of unevenness in
agricultural incomes, Lombard et al. (1969)*
have drawn attention to an important fact, namely
that incomes are often distributed very unevenly
among individual farmers.

The differences in the means of individual
farmers are apparent from the data in Table 2.3,
which indicate that there are some farmers who,
on small areas of agricultural land (i.e. on units
of, for example, less than 10 morgen each), achieve
an output with a very high gross value. On the
other hand, there are also quite a number of
farmers who in 1961/62 apparently grossed less
than R1 000 on farms even higger than 5 000
morgen each.

Hattingh (1969)+ quotes illuminating data col-
lected by the Department of Agricultural Economics
and Marketing in surveys of various areas and
various branches of farming, which show the
differences in the financial results obtained by
the best third and the poorest third of farmers
farming under comparable conditions in certain
areas., These data are reflected in Tables 2.6,
2.7 and 2.8.

The data in Table 2.6 show that over a period
of four years the net farm income per R100 of
capital investment achieved by the best third of
the farmers in all the areas mentioned was two
to five times greater than that of the poorest
third of the farmers.

* Lombard, J.A. et al. (1969): Op. cit.

+ Hattingh, H.S. (1969): Farm Management - A
Prerequisite for Sound Agricultural Development.
Agrekon, Vol. 8 No. 2, 54-59



TABLE 2.6 - A comparison of the net farm income per R100 of capital investment of farmers who showed
the best financial results with that of the farmers who showed the poorest results

Net income

r R100 of capital investment

Area Group’ 1961/62 1962/63 1963/64 1964 /65 Average
R R R R R
Bethal /Standerton Best third 13,62 11,49 17,07 16,55 14,868
Poorest third 2,14 1,47 3,66 5,04 3,03
Frankfort/Villiers Best third 12,45 22,24 20, 56 22,15 19,33
Poorest third 3.52 6,77 8,48 9,07 6,96
Bethlehem /Reitz Best third 16,43 17,94 16,99 26,20 19,39
Poorest third 4.51 3,41 4,99 8,31 5,32
N.W./O.F.S. Best third 21,82 15,56 13,68 18,95 17,50
Poorest third 6,99 4,19 4,39 3,11 4,66
Western Transvaal Best third 19,83 20,43 11,34 5;12 13,93
Poorest third 7,08 6,68 0,82 -1,27 3,33

Source: Hattingh, H.S. (1989} ~ loc,cit.

TABLE 2.7 - Efficiency of maize production for
the bhest third and the poorest third
of the producers andfor the average
of all farms in the sample Bethlehem/
Reitz, 1962/63

TABLE 2.8 ~ Efficiency of sheep farming of the
best third and the poorest third of
the farms in the sample in the Elliot/
Maclear area, 1966/67

Maize producers
Average
Best Poorest |ofallpro-
third third ducersin
sample
Gross income per
morgen R| 86,40 34,56 52,95
Yield per morgen
bags|{ 380,00 12,00 18,40
Seed costs per
morgen R 1,14 0,78 1,08
Fuel costs per
morgen R 4,22 2,95 3,70
Fertiliser cost
per morgen R| 11,34 3,63 6,33
Kinds of fertili-
ser per morgen
(a) Nitrogen,1b N 55 il 24
(b) Phosphates,1b
P05 85 40 56
{c) Potash, 1bK20 | 18 5 10

Source: Hattingh, H.S. (1969} - loc, cit.

These findings are borne out by results col-
lected in various other areas of the Republic,
including the Elliot/Maclear area, in regard to
which further analyses of income and expenditure,
similar to those in Table 2.7, are given in Table
2.8,

Hattingh emphasisesthatto raise theefficiency
of agricultural production three requirements must
be met in regard to farm management and tech-
nical expertise namely:

(a) the farmer must know and be able to do aill
the practical work required in the enterprise
concerned;
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Elliot/Maclear,
It 1966/67
em Best Poorest
third third
Gross income per LSU R| 43,03 23,63
Wool per sheep b 9,91 6,70
Price per 1b of wool c| 36,88 35,26
Ewes in flock %} 56,86 51,78
Lambing percentage %] 84,50 69,63
Feed costs per LSU R 13,74 8,57
Gross income less feed
cost per LSU R 29,29 15,06
Moralities and other
losses % 3,06 3,71
Costs of veterinary ser-
vices and remedies per
LSU R 1,39 0,85

Source: Hattingh, H.S. (1969) ~ loc, cit,

(b) the farmer must be familiar with the scien-
tific principles of crop and animal production
and

(c) he must know the basic principles of business
and be able to apply them judiciously in
accordance with common farmingpractices and
scientific principles.

The analyses given in Tables 2.7 and 2.8
show that higher productivity in stock farming and
cash crop production in the cases in question was
due to higher inputs, both as regards quality and
quantity, and to a more judicious and advantageous
dovetailing of production operations resulting not
only in higher yields but also in lower production
costs per unit.

According to Hattingh* it is much more diffi-
cult for the successful farmer of today to tell

* Hattingh, H.S. (1969): Op. cit.



what his highest income could be. His view is
that the enterprising farmer who wants to make
a success of farming under modern conditions
should not only have greater managerial ability
and technical expertise than ever before, but should
also have more capital to be able to achieve the
highest possible net income. This is in fact,
very clear from the data in Tables 2.7 and 2.8.
Even an enterprising farmer would be seriously
handicapped if he had to do without a scientific
and technical knowledge of agricultural matters,
and without credit facilities. His problems would
also be much greater if he had to regulate his
production in isolation according to the demand
for the various agricultural products, particularly
food, in respect of which the income elasticity
of demand at the farm gate is so low. That is
why the system of controlled marketing through
the marketing boards is such a valuable aid
also, in fact particularly, to the more successful
farmers.

2.7 Dual nature of problems in South African
agriculture

Closer examination of the problems in South
African agriculture therefore reveals that they
are basically twofold, i.e. there are certain pro-
blems experienced by the less successful farmers
and others with which the more successful farm-
ers have to contend.

Although virtually all farmers have problems
of a structural nature, it is problems relating to
defects in agricultural structure and personal
shortcomings that are of decisive importance in
the case of the less successful farmers. The
problems hampering the more successful farm-
ers who have succeeded better in rectifying the
structural defects in their enterprises are, how-
ever, mostly economic ones.

2.7.1 Structural problems in agriculture

These problems stem from defects in the foun~
dations underlying the agricultural industry. It
is impossible to have a solid, permanent building
on defective foundations: it is equally impossible
for a sound and flourishing agricultural industry
to develop- and stand up to - all the vicissitudes
over the years if it is based on a poor production
structure.

2.7.1.1 Weaknesses in agricultural production sys-
tems and practices

In its Interim and Second Reports the Com-
mission dealt with a number of matters considered
to be of decisive importance in ensuring greater
stability in agricultural production. In those re-
ports many important recommendations were made
on various aspects of the matter, particularly the
following:

The drought problem which, in the first in-
stance, every farmer has to solve for himself
on his own farm by using properly adapted pro-
duction systems and practising conservationfarm-
ing, by adjusting grazing practices to the nature
and carrying capacity of the pastures on his farm,
and by producing and storing adequate supplies of
fodder on his farm as a form of insurance against
droughts,

Production planning which must be tackled on
a national basis to determine the main fields of
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production according to needs and marketing possi-
bilities, and on a regional basis in order fo tailor
production as far as possible to local conditions
and the potential of the natural resources.

Rationalisation in the application of production
resources, aids, mechanisation and labour inorder
to achieve optimal productivity.

Guidance to farmers andraising their standards
of efficiency by research, training and extension
in regard to both the technical and business as-
pects of modern farming.

The Commission is convinced that the extent
to which the recommendations made and fully sub~
stantiated in the previous two reports are imple-
mented successfully will be the extent to which
their beneficial effects will be felt by the agri-
cultural community, their influence making itself
felt on the bhiophysical as well as on the economic
instability and unevenness of income distribution
in agriculture.

2.7.1.2 Farming units foo small

Tomlinson and Van Wyk (1966)* draw attention
to the depressive effect on agriculture of farming
units that are too small:

"in that technological development and general
economic growth are inevitably retarded, hu-
man material does not move away from ag-
riculture, the land is ravaged and income is
forced down. What is more, on units that are
too small it is usually impossible to apply
the farming system dictated by natural limi-
tations with any economic success, the resuilt
being that the worst soil destructionoftentakes
place on such units,” (Translation)

On the subject of the exploitation of resources
Tomlinson and Van Wyk have further expressed
the opinion that the South African farmer isactual-
ly oriented towards extensive farming and that
this is probably a basic reason why the prices
of agricultural land arecomparatively high. Accor-
ding to these authors, there is an unaccountable
disproportion between the level of exploitation in
intensive regions and that in extensive regions.
The potential of extensive regions is exploited to
a relatively greater degree than the potential of
the more intensive regions, where the marginal
productivity of inputs ought to be much higher.
The result of this is disproportionate capitali-
sation, i.e, in terms of inherent production po-
tential, capitalisation in the extensive regions is
generally disproportionately heavy. Effective iden-
tification of potential is lacking and this causes
the imbalance found so generally between farming
and the climatology of the area concerned, par-
ticularly in areas with a lower and more erratic
rainfall pattern,

In Chapter IV of its Second Report the Com~
mission has already given special attention to the
problem of uneconomic farmingunits and has shown
how essential it has become in South Africa that
this matter should be the subject of special further
investigation. Such an investigation is urgently

* Tomlinson, F.R. and Van Wyk, S.P. (1966):
Identifikasie van die kernprobleem in ons land-
bou. Annual Congress, Agricultural Economics
Society of S.A.



needed so that socio-economic and other meausres
can be devised to overcome this problem which
is having such a harmful effect on agriculture
and therefore the platteland as well,

2.7.1.2.1 Economic relief measures

In his review of the economic growth and de-
velopment of rural areas Kotzé (1969)* shows
that the downward trend in agricultural income in
the Upper Orange Region has resulted in a de-
crease in the income per unit of area. H, there-
fore, the number of farmers in that region were
to remain constant, income per farmer would also
decrease. The basic adjustment indicated in this
instance in order to improve trends in income is
to enlarge the farming units and reduce the number
of farmers. There are also a number of other areas
in South Africa where conditions in agriculture
are such that the consolidation of farms is of
primary importance. According to Kotzé the
process has already started, but should be accele-
rated in various ways because at present it is so
slow that the position is becoming more and more
serious since there are farmers who cannot keep
pace with the overall economic development.

On the other hand, in the case of Griqualand
East, where the agricultural sector has made re-
latively good progress, the indications are that
for this region programmes should preferably be
drawn up to enable agriculture to exploit the exist~-
ing growth possibilities to the full,

Kotzé is also firmly convinced that the problem
of uneven distribution of farm incomes is one
of the hidden elements in the retarded develop-
ment of the platteland. In his view a comprehen-
sive development programme is called for to
solve the complex problems arising from uneco-
nomic farming units,

So long as the unit farmed is so small that
investment in it and the factors of production applied
to it cannot provide afarmer of average managerial
ability with a decent net income, it remains inde-
fensible to keep an enterprise in operation by
artificial means when its continued existenceisnot
justified. It is therefore doubtful whether it would
be possible to solve the problem of such farming
units by ad hoc measures, such as the extension
of credit facilities, or more generous subsidisa~
tion, or similar financial relief measures.

The continued existance of suchunremunerative
units is only hampering progress in agriculture.
What is more, so long as the position remains
unchanged, the farmer will lose assets that could
still be realised if he sells out soon enough.
Furthermore, the spending of funds from private
or public sources on a farming unit which leaves
so much to be desired as regards its structure
is as fatile as pouring money down a bottomless
pit.

2.7.1.2.2 Price policy

On the possibility of solving the problems of
uneconomic units and other rural questions by
means of price adjustments, the Departments of
Agriculture have the following views:

* Kotzé, H.A. (1969): Op,cit.
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"Stable and even higherprices are nopermanent
solution to the problem of farm income, par-
ticularly where the problem arises from farm-
ing units being too small, production systems
not being adjusted optimally to local conditions,
or natural resources being overtaxed or im=-
paired. Any increase in producer prices above
a level justified under prevailing conditions can-
not in the long run ensure ahigher income level
for the farmer. Such an increase would lead
to a higher cost structure and a rise in land
values and would create marketing problems
which might in the long run result in lower
incomes, unless recourse were had to drastic
measures such as the introductionof production
and marketing quotas and control of land prices,
measures which, because they constitute a
greater degree of interference with the freedom
of the farmer as an independent entrepreneur,
cannot be supported.” (Translation)

Groenewald (1970)* also points out that the
problems of uneven distribution of income and
rural poverty in South African agriculture cannot
be solved by means of price policy. In hig view
most of the benefits of a very generous price
policy will inevitably go to persons already getting
a good income from farming under the existing
price system.

Lombard et al., (1969)* are of the opinion that
even South Africa's present policy of fixing the
prices of agricultural products cannot, for various
reasons, eliminate the problems of instability and
unevenness in the distribution of agricultural in-
comes., They suggest that more attention-should
be given to price measures to remedy these weak-
nesses and promote structural adjustments.

It is therefore clear that the mere fixing of
prices for agricultural products cannot solve the
problem of uneven incomes in agriculture so long
as the basic structural weaknesses, inter alia,
uneconomic farming units, continue to exist in
agriculture.

Prices which are unrealistic, particularly
viewed in the light of conditions prevailing in
farming enterprises operated at an average level
of efficiency, have the effect of keeping farmers
on units which are too small or are badly run,
This does not solve the problems of unevenness
in incomes and low farm incomes; rather, it helps
to perpetuate and even aggravate them. As a
result, these units are keeping a great deal of
manpower tied up which should actually have been
released for other sectors.

A system of differentiation in producer prices
favouring farming units with low incomes, i.e.
uneconomic farming units, cannot be supported
either, It would cause dissatisfaction and dis-
courage the farmers concerned from making essen-
tial adjustments and improvements, thereby only
perpetuating uneconomic production on such farms.
Once differentiation has been introduced, even as
a temporary measure, it will not be easy to
abolish and, in any case, it is doubtful whether
it would serve any useful purpose. A system of

* Groenewald, J.A. (1970): Op. cit.

*+ Lombard, J.A. et al. (1969): Op. cit,



supporting prices on a uniform basis would, in
the opinion of the experts quoted above, offer only
limited benefits to the farmer with a low income;
it is the farmer with a high income who would
derive the greatest benefit from such a scheme.

It is accepted that provision for price certainty
to a moderate degree may be necessary and de-
sirable to support programmes of rural reform.
In some cases price differentiation may be de-
sirable for certain areas or branches of farming,
but it is doubted whether this would be feasible in
all cases,

2.7.1,2.3 Increasing personal farm income by en-
larging farming units

In their submission the Departments of Agri-
culture indicate that with few exceptions it is
agreed in the economic literature on agriculture
and its development that a prerequisite for econo-
mic expansion is for numbers in agriculture (i.e.
farmers and labourers to be reduced and produc-
tivity to be increased in order to enable the re-
maining farmers to make a better living on larger
farming units.

In fact, almost all the free countries in the
Western world are at present deeply concerned
about the problem of uneconomic units, the extent
of the concomitant rural poverty and the way in
which this hampers the economic progress of
agriculture and the marketing of agricultural pro-
ducts,

In the United States of America and in Canada
extensive programmes toovercome these problems
by means of far-reaching agrarian reform have
been in operation for some time now. The countries
of the European Community, however, have only
recently begun to realise that a common economic
policy would have little chanceofsuccess unless
certain structural improvements are made in
agriculture, The growing difficulties which the
E.E.C. countries have encountered in recent years
in regard to marketing planning have shown up
various basic weaknesses in agricultural structure
and the urgent need for agricultural reform, The
proposals for this reform or structural improve-
ment are concerned particularly with reducing the
number of farmers and enlarging operating or
farming units {(Du Plessis, 1970)*.

Lombard et al. (1969)% point out that con-
siderable technological progress in agricultural
production has made it possible for ever larger
quantities of food to be produced by an ever
smaller number of workers, This, together with
the tendency for a smaller percentage of income
{o be spent on food as income rises in the rest
of the national economy, makes a decrease in the
number of persons engaged in agriculture inevit-
able, For this very reason it is also inevitable
that, if the per capita income of agricultural en-
trepreneurs is to be raised or even maintained,
a considerable number of farmers wiil have to
leave agriculture, quite apart from the improve-

* Du Plessis, S.J. (1970): Op. cit.

+ Lombard, J.A. et al. (1969): Op. cit.
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ments to be effected in the production and market-
ing of agricultural products., They point out, how-
ever, that even if this is accepted as a natural
migratory trend, it is not a solution which would
not entail problems of its own.

Groenewald (1970)* is also of the opinion that
the income problem, the problem of uneconomic
farm sizes, technological problems, soil erosion
problems, etc. (all of these being problems which
have a bearing on agricultural structure), make
it essential that a group of agricultural producers
should withdraw from agriculture.

Hattingh (1969)* also refers to the new tech-
nology, saying that it demands much more of a
farmer in the way of managerial ability and tech-
nical expertise than a generation ago and that it
is the farmer with special aptifudes and abilities
who has the best chance of measuring up to these
high standards and making a success of farming.
The other less competent farmers will inevitably
have to withdraw from agriculture sooner or later.

2.7.1.2.4 Withdrawal of White famers from ag-
riculture

In this regard it should be borne in mind
that, when uneconomic farms have to be enlarged
physically by consolidation into economic units,
two or more small farms will have to be joined
together to form one economic farm. This can
only be done if one or more owners relinquish
their uneconomic farming units to find some other
place to live and work, Agricultural reform through
consolidation is therefore not possible unless
certain farmers in the areas concerned give up
farming, except in cases where special conditions
are created, for example, by large-scale irrigation
schemes, but the possibilities of creating such
conditions are naturally limited.

In regard to farming conditions in South Africa,
Brand and Tomlinson (1966)% refer to the earlier
attitude that everything possible should be done fo
curb the decrease in the White rural population
(actually White farmers), and the newer attitude
which accepts that, owingto economic development,
it has become inevitable and even essential that
the White rural population should drop.

The Commission is aware that efforts to stop
the White depopulation of the platteland are actuated
by a desire to prevent the platteland from being
populated solely by non-Whites or the ratio of White
to non-White in the rural areas, and particularly
on White farms, from swinging too far against
the Whites., The Commission is equally anxious
to see this aim achieved, but has the following
views on the subject:;

(a) The White depopulation of the platteland must
be seen not as a phenomenon affecting Whitefarms
only but as part of a complex set of conditions
involving many communities, particularly incertain
rural areas.

* Groenewald, J.A. et al, (1969): Op. cit.
+ Hattingh, H.S. (1969): Op. cit.

¢ Brand, S.S. and Tomlinson, F.R. (1966): Op. cit.



(b) The tendency of some White farmers to give

up their farms is due to three factors: In the first

place, the demands made on the entrepreneur by
technological progress in agricultural production
are becoming so high that those lacking the ne-
cessary know-how, capital, managerial ability and
business sense are forced to give up farming;
secondly, the farmer who finds it impossible to
make a living on a farm which is much too small
is eventually forced to give up farming - often,
unfortunately, only after he has been reduced to
poverty by mounting debts; and thirdly, the ex-
ceptionally high market value of agricultural land
is a very strong inducement to farmers to sell
their farms, even if many of them are farming on
economic units,

At present, however, the rate of withdrawal
is very slow and the process is fraught with many
hardships for the families involved, hardships
which could greatly be alleviated if more planning
went into the process,

{¢c} This withdrawal of those farmers who are
trying without supplementary earnings to eke out
a living on farm units which are much too small
must be seen as one of the most essential pro-
cesses in the programme of structural reform in
agriculture, This is one of the hest ways of
promoting more efficient agricultural productionon
economic units, of increasing personal agricultural
income, of keeping progress in agriculture in step
with that of the rest of the national economy and
of ensuring the balanced progress of the country
as a whole on the basis of optimum utilisation of
all the available resources and means., These
farmers should not be forced to withdraw, but,
if the process is to be successful, efforts should
be made to ensure that it is not too slow.

(d) Such a voluntary but selective and planned
withdrawal of White farmers and their families
from their farms could be very beneficial to them
as well as to agriculture and the country as a
whole. The need for skilled and semi-skilled White
manpower in certain sectors of the country is at
present so great and employment opportunitiesare
so favourable that there are now excellent chances
for anyone who is reasonably employable to make
a good living outside agriculture - in most cases
a much better one than he could ever have hoped
to wrest from an uneconomic farm.

(e) As regards the concern about the possibility
that the movement of White farmers away from
agriculture will result in a widening of the nume-
rical ratio of White to non-White, particularly on
the farms, the indications are that this trend
will continue, no matter what financial relief
measures may be devised to keep farmers and
their families on the farms, particularly those on
uneconomic farms. What is more, data furnished
by the Commission in Chapter X of its Second
Report indicate that the ratio of the non-White
labour force on White farms to Whites is al-
ready, in spite of mechanisation, very wide and
is widening to an alarming extent.

(f}  Apart from the hopes held out hy the Stock
Reduction Scheme introduced on 1 October 1969
as a result of the recommendations made by the
Commission in paragraphs 7.3.6 and 8.3.2.5 of its
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Interim Report, the Commission has information
which indicates that, when the Scheme is carried
through to the stage of complete withdrawal of
stock, owners of uneconomic units in particular
will be eager to offer themselves for employment
elsewhere and to withdraw from farming for shorter
or longer periods,

In the opinion of the Commission such a situation
would present a golden opportunity for the autho-
rities discreetly to encourage owners once they
have left their farms, to give up farming for good
so that such farms could be consolidated with
other neighbouring or nearby uneconomic units
and converted into truly economic farming units.

The Commission therefore recommends that the
Departments concerned in this matter should make
a deliberate effort to make it easier for owners
of uneconomic farms, in particular, to give up
farming. Special attention must also be given to
methods of financing to assist farmers who remain
on uneconomic farms and merit consideration for
special assistance. Assistance of this kind should
be such as to enable such farmers to enlarge
their own uneconomic farms to form economic
units by purchasing other uneconomic farms which
hecome available when vacated in these circum-
stances.

2.7.1.2.5 Assistance to farming enterprises that
have fundamental weaknesses

After due consideration of the conditions re-
sponsible for the instability in agriculture and the
unevenness in the distribution of agricultural in-
comes, it was found that these problems could
not be solved by more generous provision of credit
or subsidisation, nor by price concessions bene-
fiting farm enterprises run below subsistence
level. Such measures can do little to remove the
causes of these evils and can do virtually nothing
to reform the structural pattern or the defective
foundations on which such agricultural enterprises
are based. The information obtained in this regard
leads the Commission to the conclusion that what
the application of funds for such cases wherethere
is virtually no possibility of any lasting rural
reform really amounts to is the futile pouring
of public funds down a bottomless pit. Financial
relief measures cannot be successful so long as
there are such serious structural defects in the
agricultural pattern of these farming units. Rural
reform, particularly when it comes to farm sizes,
farming systems, the standard of entrepreneurship
and precautionary measures, must therefore be
seen as a prerequisite for the application of any
policy in regard to financing and marketing. Such
policies must be founded on economicC principles
which ought to be valid for farming enterprises
run on an acceptable structural basis and managed
at a level of at least average efficiency.

The Commission considers that when certain
farmers' prospects of making a living have fallen
below the level at which there is still a reasonable



chance of recovery, such cases actually no longer
fall in the category of a normal agricultural enter-
prise to which measures can be applied according
to accepted principles of agriculfural economics.
Such cases verge more closely on "rural poverty",
for which financial relief measures should be de-
vised and applied with a predominantly sociological
approach.

The Commission considers that the percentage
of uneconomic farming units in South Africa is
high at present, that rural reform, so far as this
matter is concerned, will take many yearstocarry
into effect, and that many families will not yet,
particularly at this stage, be willing to give up
their small uneconomic farms for the sake of
consolidation. Such cases will therefore have to be
taken into account for some considerable time, and
their interests should, for understandable reasons,
be looked after in the mean while. Such relief
measures as may be taken should, however, be
planned as interim measures to assist such cases
until a favourable opportunity arises for them to
give up their farms,

It is known, however, that there are at present
also many cases where farmers are trying to
make a living on farms which, with the present
approach or the present level of management or
under the existing systems of farming, have to be
classified as uneconomic, but which, with proper
planning and good management, could be converted
into economic units. In view of this possibility it
would therefore be desirable for the Departments of
Agriculture to identify such borderline cases in
good time and to employ every means in regard
to planning, training, extension, co-operationand fi-
nancial relief measures for the purpose of con-
verting uneconomic farm units into economic units
as soon as possible. Such assistance and finan-
cial relief measures should, however, be provided
on the express understanding that they are subject
to certain conditions and that, within a specific
time, the farmer must convert his enterprise into
self-sufficient concern, so that what was an un-
economic farming unit will be a truly economic
enterprise,

The Commission is convinced that the question
of uneconomic units and the related question of
rural development are so important that these
matters should receive the urgent attention of
the authorities as soonas possible, The Commission
is therefore pleased to note that, in pursuance of
its recommendation in paragraph 4.15.3 of its
Second Report, the Minister of Agriculture on 12
March 1971 announced the appointment of aninter-
departmental committee to inquire into and re-
port on rural reform in South Africa, with spe-
cial reference to the matters mentioned by the
Commission in paragraphs 4.15.3.1 to 4.15.3.10
of the above~-mentioned report.

2.7.2 Agro-economic policy

The progress made by South Africanagriculture
during the post-war years in the production of food
and other commodities., as well as in regard to
productivity and net farm income, is striking even
considered on the basis of averages. In view of
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this, there should be no doubt about the value
of agriculture's contribution to the economic pro-
gress of the country, nor about the fact that this
sector has proved itself to be one of the main
butteresses of our national economy.

However, South Africanagriculturehas achieved
what it has in the force of certain conditions
which merit special consideration:

(a) Instability in agricultural income, which re-
flects the tremendous variations in environ-
mental conditions and particularly the im-
portant effect of droughts of shorter or longer
duration on South African agriculture;

(b) unevenness in the distribution of personal farm
income, owing to differencesinregional income,
farming systems and personal shortcomings;
and

(c) the great number of uneconomic farming en-
terprises.

Careful consideration of these circumstances
forces one to the conclusion that theprogress made
by the more successful farmers in South Africa
on economic farming units during the post-war
years has been phenomenal., As stated in para-
graph 3.4.2.1.7 of Chapter III of the Commission's
Second Report, 20 per cent of the farmers were,
according to the 1962/63 Agricultural Census,
responsible for 70 per cent of agricultural pro-
duction and well over 90 per cent of the output
was accounted for by the approximately 60 per
cent of the farmers on economic units. That these
more successful farmers were, in spite of the
seriously restrictive factors mentioned above, able
to raise the average long-term rates of growth
to such a high level that the agricultural growth
rate compares so favourably with that for the
rest of the national economy was a notable achieve-
ment, The contributions of this section of our
farming community alone justify the conclusion that
our agriculture is, if properly planned, optimally
adapted and well managed, basically sound in spite
of the country's highly variable climatic conditions,
and that there is not so much wrong with it, nor
with present agricultural policy, as is sometimes
alleged.

The impression has beengainedinrecentyears,
however, that the problems of that section of
South African agriculture where the worsy struc-
tural defects occur have been given such prominence
and have so widely been claimed to be repre-
sentative of the broader agricultural sector that
the true nature and the importance of theproblems
with which the most valuable group in the agricult-
ural sector actually have to contend have seldom
received enough attention.

It is a known fact that many of these farmers
are also faced with fundamental farming and eco-
nomic problems of a greater or lesser nature.
Depending on the circumstances in each individual
case, these farmers may be presumed to be
more in need of preventive assistance. These
measures should enable them to rectify such de-
fects as may still hamper their enterprises so
that they can steadily increase productivity in
their farming operations and, through timely adjust-



ments, be better able to keep pace with the effects
which technology has on agriculture,

In the interests of agriculture andof the country
as a whole it is important that the problems of
this section of the farming community should be
diagnosed correctly. Effective measures (both
biophysical and economic) must be devised and
applied in good time for these deserving farmers,
in particular, to prevent their progress frombeing
hampered to such an extent by defects in systems
of production, financing and marketing that their
farming enterprises cannot stay the pace and so
fail to meet the increasing demands of a rapidly
growing economy. Unless this is done, there is a
very real danger that many of them will founder
and get bogged down in the weaknesses of their
production systems, sinking down to that category
where remedial measures, instead of preventive
measures, are imperative.

In its inquiry into economic matters reported
on in the following chapters the Commission has
therefore considered it necessary to give close
consideration to farming conditions, as prevailing
at present, where enterprises are operated on a
structurally sound basis and where optimal bio-
physical stability is possible. It is against this
background, therefore, that the Commission has
studied and weighed the information placed at its
disposal on credit facilities and other methods of
financial assistance, the marketing of agricultural
products and price policy, and crop insurance and
co-operation in agriculture, In this inquiry the
Commission has endeavoured to make its recom-
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mendations with the above in mind and to formu-
late them in such a way that the measures recom-
mended will promote structural reform in agricult-
ure and permanently improve the White farmers'
chances of making a living. The recommendations
in this report were decided upon in the conviction
that the measures suggested in them will achieve
the desired end only if, and insofar as, they serve
to promote sound farming systems and practices
which are optimally adapted to the potential of our
natural resources, environmental conditions,
marketing possibilities and financial circumstan-
ces, It is only in this way that these measures
will succeed in ensuring the biophysical stability
of agricultural production units and a full share in
the country's prosperity for the farming community.

In this regard it is not the infention of the
Commission that the circumstances and needs of
that section of the farming community dealt with
in paragraphs 2.7,1 to 2.7.1.2,5 of this chapter
should be left entirely out of account. In dealing
with each of these matters the Commission never
lost sight of the position of these farmers and,
where compatible with the important principles
underlying its approach, has tried to formulate
recommendations in such a way that they can also
be applied to very deserving cases among less
successful farming enterprises of that kind. In
the main these would include cases where there
seems to be a good chance of converting farming
enterprises from uneconomic into fully economic
farming units through the necessary adjustments,
improvement of farming systems, precautionary
measures and management techniques.

&
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CHAPTER III

THE PROVISION OF AGRICULTURAL CREDIT
ABROAD AND IN THE REPUBLIC OF
SOUTH AFRICA

3.1 INTRODUCTION

During the past few decades the agricultural
industry underwent vrevolutionary changes, It
changed from a primarily self-sufficient industry
where the farmer was largely able to meet his
own capital requirements o one which became
progressively more specialised and assumed the
character of a business enterprise, What charac-
terises agriculture today are the large amounts
of capital invested in the industry and a sharply
increasing need for credit.

Adequate capital and special credit facilities,
as well as judicious expendifure of capital and
the necessary managerial ability and technical
and economic know-how on the part of the entre~
preneur, have become prerequisites for the success
of any farming enterprise. If these requirements
are not satisfied and the farmer is unable to
adjust to the changed circumstances, there is
little hope of success,

3.2 SPECIAL CIRCUMSTANCES IN AGRICUL-~
TURE OF IMPORTANCE TO AGRICULTURAL
FINANCING

The Study Group which conducted an inquiry
into agriculfural credit* pointedout various special
circumstances in agriculture which distinguish it
from other sectors of the national economy.
Owing to these special circumstances, agricultural
financing is complicated and the agricultural sector
finds it difficult to compete with the other sectors
for the available credit. To ensure that adequate
finance becomes available to agriculture and is
used as advantageously as possible, it is desirable
that in the planning and use of the available
financing facilities careful consideration should
be given to the various factors of importance in
this regard, particularly the following:

3.2.1 Agricultural production subject to the
vicissitudes of nature

The varying weather conditions to which agri-
culture is subject make production unstable and
agricultural financing highly risky and in certain
cases even speculative. Factors such as droughts,
hailstorms, unseasonable frosts, stock and crop
diseases and pests give rise to so muchuncertainty
that only limited provision can be made against
them,

* De Swardt, S.J.J. etal, (1961): Report of the
Study Group for Inquiry into Agricultural Credit,
U.G. 16/1961

"In the financing of agriculfure the credit
supplier must therefore take into consideration
the fact that the debtor will possibly not bein
a position to meet his commitments on due date,
but even that he will have to be given further
assistance for making good damages and/or
producing the next crop,"*

Often, however, many farmers and those who
lend them large sums of money lose sight of
two important facts, i.e. the fact that financial
losses resulting fromunfavourable climatic factors
can be heavy at any stage in farming and, further-
more, the fact that economic trends in agriculture
are never stable, The importance of these two
facts is often underestimated, particularly during
periods favourable to the farmer. Many farmers,
optimistically assuming that good production and
favourable price ratios will continue, are inclined
to take on excessive financial responsibilities.,
This is the cause of many of the cases of financial
embarrassment which have become so acute in
agriculture over the past ten to fifteen years.

3.2.2 Low elasticity of demand for agriculfural

products

1t is generally accepted that the elasticity
of the demand for most agricultural products
is slight, "Generally speaking, the consumption
of foodstuffs in normal times will increase only
slightly in the event of a considerable drop in
prices; conversely, the consumers must pay high
prices for food in times of scarcity."*

But in most cases agriculture, unlike commerce
and industry, is unable to pass on any increase
in its cost structure to the end consumer. What
is more, an important consideration is to keep
food prices as low as possible in order to curb
the rise in the cost of living as far as possible.

3.2.3 To what extent agricultural production can
be adjusted to demand*

Agricultural production cannot easily be ad-
justed to demand. "If the price level is low,
farmers will try to maintain their production,
since curtailment results in only a very small
saving in costs. A rapid expansion of production
is hampered by biological factors and rising
marginal costs on a limited area.

"As a result of the small price elasticity
of both the demand for and the supply of most
agricultural products there is a tendency fo an
unstable balance in market prices. Great price
fluctuations can therefore occur and in the absence
of stabilising measures on the part of the Govern-
ment, agriculture is to be regardedas a speculative
field of investment.”

* De Swardt, S.J.J. et al. (1961): Loc, cit.



3.2.4 Structural changes in agriculture fake time

If a switch is made from one type of farming
to another, or even if major internal changes
are made in farming systems, income from the
enterprises concerned often, even with good
management, tends to be relatively low for the
next year or so, before rising to or above the
level at which it had stood before the changes
were made, A similar lag in income is often
experienced when new farming operations are
started.

It is important that these peculiarities of
agriculture be taken into account in agricultural
financing and that terms for credit be adjusted
accordingly in deciding on rates of inferest and
the arrangements that should be made for the
payment of interest or instalments.

3.2.5 Periodicity of agricultural production*

In agriculture there is no continuous turnover
of products as, for example, in commerce,
secondary industry and mining., "This fact is of
importance to a credit supplier who must maintain
the liquidity of his own funds. A continuous stream
of transactions may also serve as a criterion
to a credit supplier of his debtor's activities, but
in agriculture the transactions are for the most
part sporadic and seasonal.”

3.2.6 Numerous small production units*

Agriculture is characterised by a large number
of relatively small production units spread over
a large area. The credit supplier in agriculture
therefore has to make special arrangements to
keep in touch with his debtors in view of the
possibility of a deterioration in his security.
This is of particular importance when arrangements
are made with debtors for the riskier type of
credit and, especially, shorter-term credit.

3.2.7 Land: The most important capital asset in
agriculture*

in agricultural financing it should be borne
ir ~ind that the purchase price of land is often
dewe ained  subjectively. Apart from this, land
is ¢ :mething in which people invest and speculate.
Consequently the purchase price of agricultural
land is inmostcases much higher thanits estimated
value for agricultural production.

3.2.8 Movable assets and products of agriculture:
Non~durable and dispersed*

Assets are often mobile, difficult to identify
and liable to be handled by unskilled labourers,
These factors are of direct importance in the
financing of agriculture, especially if the assets
have to serve as security. In this regard, the
personal qualities of the entrepreneur, such as
his integrity and managerial ability, are very
important and it is essential that the credit
supplier should know the debtor personally and
keep in fairly close touch with him,

* De Swardt, S.J.J. et al. (1961): Loc. cit.
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3.2.9 Structural shortcomings in agriculture

As indicated in Chapter 1V of theCommission's
Second Report and in Chapter II of this report,
it is thought that on an average over 30 per cent
of the farming units are so small that, given
normal conditions, farming on them cannot be
economically successful. Therearealsoindications
that the percentage of uneconomic units is much
higher in certain regions than in others. These
factors should exert a strong influence on the
credit-worthiness of entrepreneurs in agriculture
in the areas concerned and therefore also on the
extent to which credit suppliers should help such
entrepreneurs with their financing needs if the
long-term interests of the entrepreneur are also
taken into account.

3.2.10 Intensity of investment in agriculture

Studies of the economics of agricultural pro-
duction in different regions of the Republic indicate
that investment in relation to output potential
is significantly higher in livestock production
than in crop production, and higher in dryland
farming than in irrigation farming, What is of
particular importance in agricultural financing
is that the intensity of investment in stock farming
under the riskier conditions in the arid extensive
livestock regions is clearly higher than the level
of investment in stock farming in the areas with
a higher and more regular rainfall. Factors
like these are by no means unimportant when it
comes to financing the various types of farming
in the respective regions.

The above-mentioned special conditionsinagri-
cultural production therefore merit serious con-
sideration where agricultural financing is being
contemplated, particularly when some of these
special conditions coincide with other events of
national importance which might influence the
financial position of agricuiture. In recent years,
for example, many agricultural regions on several
occasions had serious setbacks in the form of
recurring droughts, high feed costs, big stock
losses and crop failures. Unfortunately, these
setbacks coincided with a high rate of growth
in total domestic spending and inflationary trends
of such magnitude that the Government was obliged
to introduce restrictive monetary measures and
to permit appreciable increases in interest rates,
Clearly, such a combination of evenis poses
such a serious threat to the financial position
in agriculture that certain branches of agriculture
and farming areas may be faced with financial
ruin, if this is not averted timeously by effective
corrective measures,

3.3 CAPITAL INVESTMENT AND MORTAGE BUR~-
DENS IN AGRICULTURE

According to the Division of Agricultural
Marketing Research of the Department of Agricul-
tural Economics and Marketing, the value of
capital assets in agriculture increased as follows
over the period 1950 to 1970:

* Division of Agricultural Marketing Research
(1971): Abstract of Agricultural Statistics



TABLE 3.1 - Valueof capital assets in agriculture
in 1950 and 1970

Mechanical
Land and i
SRDE 6 equipment.| oo | Total
fixed im~ | vehicles .
Year stock {(Rmil-
iprovements and trac- Rmilli li
(Rmillion) [tors (r [ illion) lion)
million)
1950 2 065,5 318,2 517,1 {2 900,8
1970 4 887,2 674,4 1129,7 16 690,9

The value of capital assets has therefore
more than doubled over twenty years. According
to an estimate by the South African Agricultural
Union, capital assets at present stand at R7 661,4
million,

In the U.S.A.* capital investment per farm
and per worker also rose phenomenally from
1950 to 1967. Over the period concerned capital
investment per farm and that per worker increased
from £17 400 to £74 000 and from M9 500 to
#41 500, respectively. These increases were due
mainly to appreciation in land, the enlargement
of farming units, the rise in the price of other
capital goods, and a reduction in the number of
farm workers.

J.P. Campbell, Undersecretary of Agriculture
in the U.S.A., put investment per worker at$46 000
in 1969, stating replacement of labour by mechani-
sation to be one of the important reasons for the
high level of capital investment per worker.

According to a survey+ by the European Econo-
mic Community, the working capital per active
person required in agriculture averaged less than
15 000 French francs in 1960. In 1967 the figure
gtood at 25 000 francs, representing a rise of
about 75 per cent over seven years. To this
figure must be added the capital invested in
land per worker,

The foregoing data underline how important
it is to use labour rationally if farming is to be
economic and profitable -~ an aspect which, as
pointed out by the Commission in a previous
report,# leaves much room for improvement in
the Republic and to which special attention must
be given.

According to the 1957/58 Agricultural Census,
the total debt burden of farmers amounted to
about R430 million, of which R305 million was
mortgage debts. Preliminary data obtained from
the 1968/69 Agricultural Census show that the
total debt burden of farmers in the year concerned

* Financing the Changing Structure of Agriculture
in the United States and the Resulting Debt
Situation of Farmers - R.B. Tootell

+ International Study Meeting on Farm Credit
Problems, 1969. The problems of agricultural
financing in Euorpe - M.L, Gayraud

¢4 Second Report of the Commission of Enquiry
into Agriculture (1970), Chapter 10
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rose to R982 million, of which R659,2 million
was morigage debts. Mortgage debts therefore
more than doubled from 1958 to 1969.

The rise in the debt burden of farmers is a
world-wide phenomenon. In the U.S,A.*¥ it rose
from £12,4 billion to $45,8 billion from 1950
to 1967. In 1969% the total mortgage burden
was #£52,0 billion, of which #27,1 billion was
mortgages on land and the rest other debtis.

In the U.S.A. mortgages constituted about 52
per cent of the total debt burden, whereas in the
Republic they amount to about 67 per cent of the
total debt burden. It appears furthermore that
agricultural debts in the U.S.A. are rising faster
rate than in this country,

3.4 FORMS OF AGRICULTURAL CREDIT

Farmers may require credit for various pur-
poses for shorter or longer periods. Accordingly,
a distinction is usually drawn between three types
of credit, namely long-term credit, medium-term
credit (or intermediate credit) and shorti-term
credit. The need for and availability of these
forms of credit were dealt with in detail by the
Agricultural Credit Study Groupd. These forms of
credit may, with specific reference to situations
in South Africa, be briefly described as follows:

3.4.1 Long-term credit is required and used
for the purchase of land and for the erection of
fixed improvements. The period for which such
credit is granted is usually between twenty and
sixty years. Such loans are normally secured by
mortgages on fixed property.

Before the Agricultural Credit Act, Act 28 of
1966, came into operation Government loans for
fixed improvements in soil conservation and irri-
gation were secured by charge loans which enjoyed
preference over mortgage debts. With the coming
into operation of the said Act, this form of
security fall away and ordinary non-preferential
mortgage debts took its place.

3.4.2 Medium-term credit is required mainly
for purchasing stock, implements, tractors and
certain farming requisites. Such creditis normally
provided against security of hypothecs on movable
property. Occasionally, however, morigages are
required as security. The period for repayment
ranges from five to ten years.

3.4.3 Short-term credit is required for the
defrayal of seasonal expenditure in connection
with the production, harvesting, processing and
marketing of crops. Such credit is usually granted
for one or two years and is covered by a lien
on the crops concerned,

* Farm Credit Facilities in the United States -
Specialized Functions of Private and Public
Sources of Credit - Norman J, Wall

+ Agricultural Review, Vol. 30, United States

Dept. of Agric.

¢ De Swardt, S.J.J. et al. (1961): Loc. cit.



3.5 SOURCES OF AGRICULTURAL CREDIT

Agriculture can meet its credit requirements
from various non-organised and organised financial
sources.

Credit facilities on a non-organised basis are
for the most part provided intheform of long-term
credit by sellers of land, private money-lenders
and sometimes the farmer's relatives. The credit
supplied by merchants (and here only credit for
production requirements is referred to} is, in
the nature of things, short-term credit which
might sometimes be extended to medium-term
credit by force of circumstances. Unfortunately,
there are no data on the amount of credit obtained
from non-organised sources.

According to data obtained by the South African
Agricultural Union in a survey of farmers' debts
farmers at the beginning of 1970 owed R65,3
million to practising farmers and other private
persons and R36,7 million to general dealers,
garages, doctors, dentists and other parties, It
is not known, however, how much of the lafter
amount was incurred for factors of production
and how much for ordinary necessaries of life.

There are, however, various organised financial
institutions which have for many years played
a major role as suppliers of credit and have made
important contributions to agricultural financing.
In this regard special mention may be made
of the commercial banks and institutional bodies.

Although commercial banks usually play a
minor role in the provision of long-term credit,
they do play a very important role, as will be
indicated below, in the provision of short-term
credit for agriculture. Such credit is normally
given on current account and is often secured
by cession of life insurance policies, security
bonds and even mortgages.

Owing to the instability of operating income and
the comparatively low profitability of investments
in agriculture, there is an increasing tendency
for credit to be transferred from agriculture to
the more stable and remunerative sectors of
the national economy.

Institutional bodies such as insurance com-
panies, boards of executors and trust companies
also play an important part in supplying credit
to farmers. This credit is usually secured against
mortgages or hypothecs.

The role played by these bodies varies in
importance from country to country. In Austria
and Finland such institutions provide 41 per
cent and 28 per cent, respectively, of the credit
in agriculture, whereas in the Netherlands they
meet only about 10 per cent of the agricultural
credit needed. For the most part they play a
minor role in countries where there are well-
organised agricultural credit institutions.

3.6 APPROACHES TO AGRICULTURAL FINAN-
CING, AND AGRICULTURAL CREDIT INSTI-~
TUTIONS ABROAD

In many countries special credit institutions
have come into being to provide suitable credit
for agriculture. these institutions were created

40

on the initiative of both the Govermment and
private parties - with or without Government
support. The result is that in the various countries
there is a tremendous variety of agricultural
credit institutions differing in form of enterprise
and structure.

3.6.1 The Netherlands*

In the Netherlands there is no overall statutory
control of banking. Conseguently, the agricultural
credit banks are not subject to any restrictions
as regards their organisation and method of
operating., These banks obtain their funds mainly
from savings accounts entrusted to them, Unlike
the commercial banks, they provide mainly long-
term and medium-~term credit.

A feature of banking in the Netherlands is
that competition between the various bankinginsti-
tutions is keen, which has the advantage of making
interest rates competitive, Like the other banks,
the agricultural credit banks grant credit at the
ruling rates of interest, The Government does not
grant interest subsidies to borrowers in agricul-
ture, nor does it make funds available to the
agricultural credit institutions,

The agricultural credit banks consist of two
rural organisations, namely the Codlperatieve
Centrale Boerenleenbank and the Colperatieve
Centrale Raiffeisen Bank.

The share of the variousinstitutions inproviding
credit to agriculture is shown in Table 3.2,

According to the data in Table 3.2, aborrower's
relatives are the most important source of long-
term credit, followed by the agricultural credit
banks. In 1965 these two sources supplied 73 per
cent of the long-term credit to farmers, It would
appear, however, that the role played by the
agricultural credit banks in this regard is growing
in importance,

There is no distinction between shori-term
and medium-term credit in the available sources
of information, but, as already mentioned, the
agricultural credit banks play virtually no part
in providing agriculture with shori-term credit,
In the Netherlands, merchants and undifferentiated
suppliers of credit provided farmers with almost
90 per cent of the short-term credit in 1965.
This is in sharp contrast with other countries
where commercial banks play a major role in
regard to short-term credit. With money made
available from the United States of America under
the Marshall Plan +, a loan guarantee fund was
created in the Netherlands in 1951 to aid agri-
cultural development by means of credit guarantees
for borrowers lacking the required security. The
fund itself is not used as a source of loans but

* Landbouwkredietwezen in Nederland.
Published by the Cobperatieve Centrale Boeren~
leenbank and the CoUperatieve Centrale Raiffei-
sen Bank

+ Landbouwkredietwezen in Nederland: l.oc. cit.



TABLE 3.2 - Capitallentto agriculture by the va-
ricus financing institutions in the

Netherlands
Percentage Percen~
Financing distribution tage con-
institutionsg tribution
1957 1965 {in 1965

Long-term loans
Farmer's relatives] 33,8 30,6 39,6
Agricultural cre-

dit banks 13,8 25,6 33,1
Other banks and

institutional in-

vestors 8,0 10,9 14,1
Other long-term

loans 14,2 10,2 13.2
Total long-term
loans - 69,8 7,3 160
Short and medium-

term loans
Agricultural credit

banks 3,6 3,1 13,7
Other banks 0,9 0,9 4,0
Merchants 13,3 13,5 59,4
Other short-

term loans 12,4 5,2 22,9
Total short-term o
loans 30,2 22,7 100

Source: Adaptation of data furnished in OECD Ag-
ricultural Policy Reports. Capital and Fi-
nance in Agriculture, Vol. II, 1970

is limited to guaranteeing them. Money is therefore
made avallable only if the borrower cannot meet
his obligations under the countract of guarantee.
The granting of such guarantees is subject, however,
to the findings of a business economics investigation
of the enterprise which is conducted by the Govern-
ment Information Service,

As appears from the data given above, the
Government plays no direct role in the provision
of agricultural credit in the Netherlands.

A study group in the Netherlands recently
recommended the establishment of a land bank*
to assist the so-called skilled farmers with the
purchase of farming enterprises.

The land bank would grant financial assistance
to the following:

(a) Young farmers wishing to set themselves
up as independent entrepreneurs (usually taking
over enterprises from "parents or parents-
in~-law};

{b} entrepreneurs holding agricultural land under

lease;

{¢) entrepreneurs wishing to enlarge to a con-
siderable extent the land on which they farm.

3.6.2 The United Kingdom

Table 3,3 shows the nature and extent of the
loans granted to farmers by various money-
lenders in the United Kingdom in 1966.

* Rapport van de werkgroep grondfinanciering:
Nieuwe financieringsvormen voor landbouw-
gronden, March 19689
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TABLE 3.3 - Estimated loans to farmers in the
United Kingdom, November 1966

Type of loan Amount [Percentage
£ (millionjfof total
Long-~term loans
Private mortgages 300,0 52,0
Commercial banks 150,0 26,0
Agricultural Mortgage Cor-
poration 78,5 13,6
Scottish Agricultural Se-
curities Corporation 6,5 1,1
Lands Improvement Com-
pany 2,0 0,3
Insurance companies 25,0 4,3
Building societies 15,0 2,6
Industrial and Commercial
Finance Corporation 0,5 0,1
Total 577,51 100,0
Medium-term loans
Commercial banks 100,0 69,0
Co-~operatives 30,0 20,7
Hire purchase 15,0 10,3
Total 145,04} 100,0
Short-term loans
Commercial banks 250 62,0
Merchants, auctioneers and
others 153 38,0
Total 403 100,0
Grand total £1 125,5

Source: Adaptation of data from Agricultural Poli-
cy Reports: Capital and Finance in Agri-
culture. Volume II, 1970

Of the total amount granted in loans 51,3 per
cent, 12,9 per cent and 35,8 per cent were long-
term, medium~-term and short-term loans, re-
spectively.

In 1929 the Agricultural Mortgage Corporation
(A.M.C.) was established under the Agricultural
Credits Act with a capital of £650 000 subscribed
by the Bank of England. Since its establishment
this institution has received advances amounting
to £1,7 million and £10 million in the form of
interest-free loans from the Treasury. All these
moneys are, however, repayable. The Corporation
raises the funds which it lends by issuing
debentures, The funds are borrowed on long~term
loan at a fixed rate of interest and are then lent
to farmers at a rate about } per cent higher.
From 1944 to 1949 loans were granted to farmers
at a rate of interest of 3,5 per cent, Since then,
however, the rate of interest has been increased
considerably, so that in February 1969 it stood
at 10,25 per cent.

Two types of loans are available from the
Corporation*, one of them being first~mortgage
loans on immovable property for a period not
exceeding sixty years. The rate of interest is
pegged for the currency of the loans. These loans

* Finance for Farmers and Growers - Martins
.Bank Ltd, 1966



cannot be called up so long as the conditions of
the loan are complied with, Loans are restricted
in size to two-thirds of the long-term agricultural
value of the property, as determined by the
Corporation's valuers.

Then there are loans for financing fixed
improvements on the farm which are granted
to landowners for a period not exceeding forty
years., These loans are normally not secured
by mortgages but by a so-called rent-charge
which takes priority over any other charge or
encumbrance,

The Lands Improvement Company grants loans
for farm improvements on more or less the same
basis as the A.M.C. As maybe seenfrom Table 3.3,
however, this body has a very minor role in this
regard., From the data given above it is clear
that the official and semi-official bodies play a
very subordinate part in providing credit loans
for farmers. The financial contribution of the
latter amounts to only about 15 per cent of the
long~term loans granted, while they make very
small contributions in regard to medium-term and
short-term loans. The last-mentioned forms of
credit are provided chiefly by commercial banks
and merchants and, to a lesser extent, by
corporations,

In the United Kingdom the Government's con-
tribution towards financial assistance for farmers
consists mainly of donations, subsidies and similar
aids and incentives aimed at promoting sound
agricultural practices and in this way helping
the agricultural industry,

3.6.3 The United States of America

Table 3.4 shows the extent to which various
financing institutions in the U.S.A. participate
in agricultural financing.

TABLE 3.4 - Mortgage loans and non-mortgage
loans {(non-real estate debts)during
1966 in the United States of America

Mortgage | Non-real
loans estate
Source of credit ParGent- |debts
age con- | Percent-
tribution |age con-
tribution
Individuals (sellers, rela-
tives, merchants) 40 41
Insurance companies 23 -
Commercial banks 14 41
Federal land banks {(co-
operative credit) 20 -
Production Credit Associa-
tions (P,C.A.) {Co-ope-
rative credit) - 14
Farmers Home Administra-
‘tion {(F.H.A.) (Government
controlled) 3 4

Source: Tootell, R.B.(1967): Financing the changing
structure of agriculture in the United States
and the resulting debt situation of farmers
4th Congres Mondial du Credit Agricole -
Zurich
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These data indicate that about 40 per cent
of the long-term credit, as well as of the medium~
ferm and short-term credit, is provided for
agriculture in the United States of America
by private individuals who, in the case of non-real
estate debts, are chiefly merchants,

The insurance companies were responsible
for 23 per cent of the mortgage loans and the
commercial banks for 14 per cent, although the
figure for the latter is 41 per cent in the case
of non-real estate debts, The merchants and the
commercial banks together provided 82 per cent
of the medium-term and shori-term credit. Of
the 41 per cent of this credit made available by
the commercial banks, 44,3 per cent was used
to finance current expenses in agriculture and
32,3 per cent for the purchase of livestock,
machinery, vehicles and other production require-
ments,

The Federal Land Banks, which areco-operative
credit institutions, were established in 1916 under
the Farm Credit Act. The central unit of this
institution (the Federal Intermediate Credit Bank)
provides 20 per cent of the mortgage loans for
farmers through a Farm Credit System. Asregards
medium~term and short-term credit, the Inter-
mediate Credit Bank does not grantloans tofarmers
direct but supplies funds to the Production Credit
Associations which were also established on a co-
operative basis and which for the most part grant
short-term loans to farmers. The Federal Land
Banks moreover contribute 58 per cent to the
short-term credit required by agricultural co-
operatives.,

All the capital initially needed by the Federal
Intermediate Credit Bank was provided by the
Government. When the Bank was established it
was laid down, however, that any farmer borrowing
from the Bank had to plough back a part of his
capital (5 per cent of his loan) into the Bank, The
idea behind this was that the farmers' capital
should in due course replace the Government's
contribution, meeting all the capital requirements
of the Bank. This aim was achieved in 1968 when
the Bank's capital was in fact held exclusively
by farmers.

This Bank and its subsidiaries may not receive
deposits but have to depend on capital and funds
generated internally and collected through the sale
of their securities to the public. Although the
transactions of these banks are under Federal
Government supervision, control is vested chiefly
in the farmers elected to serve on their control
boards and county committees.

By law, credit may be grantedunder the financing
scheme of the Farmers Home Administration (FHA)
only to farmers unable to obtainfinancial assistance
elsewhere. This scheme is therefore similar in
certain respects to that instituted in the Republic
of South Africa under the Agricultural Credit
Amendment Act, Act 45 of 1968.

It is accepted in the United States that the
applicant who approaches the Farmers Home Ad-
ministration for credit is lacking in some aspect
of managerial ability or is in financial difficulties
owing to circumstances beyond his control. Such



an applicant would therefore be in need of hoth
credit and guidance, Consequently, after a person
has applied for financial assistance, his farm is
visited, problems are discussed and a plan is
drawn up for his enterprise. The application is
granted only if the plan indicates that income will
exceed expenditure and that if will be possible
for the farmer to repay the loan in due course.
Depending on circumstances, the credit granted
may be a short-term, medium-term or long-
term loan.

After the loan has been granted, the applicant
is visited as often as necessary by a specially
trained officer of the Administration and is helped
to solve any problems that may arise and, if neces-
sary, to make adjustments for any contingencies.
The progress made is taken into account and
the enterprise further planned so that provision
can be made timeously for any further finan-
cing, if this is justified. Supervision benefits
both the lender and the borrower. It creates
possibilities for the borrower to improve his
managerial ability and knowledge, while it gives
the lender the assurance that his money is used
advantageously and will be paid back, Through
its county offices, which number about 1 600,
the Farmers Home Administration keeps in very
close contact with the farmers to whom credit
is granted in order to ensure that the credit is
used effectively.

During the 1969 financial year this credit
institution made $275 million available for such
loans, as well as a further amount of £120 mil-
lion for emergency loans at 3 per cent interest
for farmers suffering serious losses as a result
of droughts, floods, hailstorms or other disasters.
It is stated, however, that the amounts requested
in FHA loans are much larger than the funds
available for this purpose.

The suppliers of agricultural credit in the
United States insist furthermore that farmers
being considered for credit should draw up an
operating plan, since they consider it to be of
cardinal importance that sound business princi-
ples should be followed consistently when credit
is made available to agriculture. Even commer-
cial banks, urban as well as rural, have created
so-calledfarm departments to help farmers with
farm accounting and good managerial practices.
Experience has shown that banks with agricultural
credit specialists on their staff have the fewest
problems. As money-lenders, they are aware
that farmers cannot keep going for long by sub-
stituting regular credit for normal income.

It is also striking that in the United States
of America the Government itself plays a very
minor role in agricultural financing.*

* Agricultural Financing in the United States,
the Operations of the Cotperative Farm Credit
System - Glenn G. Browne - International Study
Meeting on Farm Credit Problems in the U,S8.A.,
April 1969.
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3.6.4 Canada

A large number of institutions are involved
in extending credit to Canadian farmers.* The
Federal Government provides credit through the
following:

(a) The Farm Credit Corporation operating under
the jurisdiction of the Department of Agricul-
ture;

the Veterans' Land Administrationfallingunder
the Department of Veterans' Affairs;

(b}

the Farm Improvement Loans Act administered
by the Department of Finance;

©

the Prairie Grain Advance Payments Act ad-
ministered through the Canadian Wheat Board
under the jurisdiction of the Department of
Trade and Commerce;

(@

the Industrial Development Bank, a subsidiary
of the Bank of Canada;

(e

(f) the ARDA-FRED programmes undertaken by
the Department of Regional Economic Ex-
pansion,

In addition to the above-mentioned Federal
institutions, the ten different provincial bodies
are also involved in providing credit for farmers.
As in other countries, ordinary commercial banks,
statutory institutions, merchants and other private
parties also play an important part in providing
credit for farmers.

It should be noted that the agricultural credit
provided for farmers in 1967 was as follows: long~
term {over 10 years) 17,1 per cent, medium~term
(18 months to 10 years) 23,0 per cent and short~
term (up to 18 months) 59,8 per cent.

The Farm Credit Corporation is the most im-
portant supplier of long-term credit in Canada.
The maximum loangrantedis/#55 000 per individual
and #100 000 for two or more persons farming to-
gether, The loans are secured against land, live~
stock and machinery, and their use is supervised.
Preference is given, however, to mortgage loans
on land.

This Corporation also administers the Farm
Machinery Syndicates Credit Act. Under this Act
three or more farmers may be granted a loan for
the purchase of machinery for co-operative use,
The maximum amount granted is £15 000 per
member, with a total maximum of £100 000 for the
co-operative unit regardless of the number of
members.

The Farm Improvement Loans Act permits
commercial banks to grant medium-~term and short-
term loans to farmers, subject to a guarantee by

* Canadian Agriculiure in the Seventies, Report
of the Federal Task Force on Agriculture,
Dec., 1969,



the Government to bear 10 per cent of the losses
on loans granted under the Act. The maximum
amount granted is £25 000 per farmer, From the
coming into operation of the Act in 1945 up to
1967 more than two-thirds of these loans were
made to the Prairie Provinces and about 80 per
cent of these were used for the purchase of machi-
nery, 8 per cent for the purchase of livestock,
8 per cent for the construction, repairs or altera-
tion of buildings, and the rest for other improve-
ments,

In 1967 . official sources of credit provided
about 92 per cent of the long-term credit for far-
mers., As regards medium-term credit, these
bodies played a very subordinate role. The most
important were commercial banks which (under
the Farm Improvement Loans Act) supplied 40
per cent of the credit, private individuals about
25 per cent and the Credit Unions about 18 per
cent; various other minor bodies accounted for
about 17 per cent.

As regards short-term loans, banks (non-FILA)
provided approximately 56 per cent, Supply Com-
pany Finance 26 per cent, merchants about 8
per cent and private individuals and other minor
bodies about 10 per cent.

Official bodies in Canada therefore concentrate
mainly on long-term credit to farmers and play
a minor role in providing medium-term and short-
term credit. The commercial banks, on the other
hand, are by far the most important suppliers
of these forms of credit to farmers. It is note-
worthy that until 1967 banks were not allowed,
under the Canadian Bank Act, to grant mortgage
loans on farms. In that year, however, the Act
was amended, and at present banks are able to
secure loans by mortgages,

Until recently, commercial banks in Canada
made no attempt to provide specialised credit fa~-
cilities for farmers. Recently, however, various
banks created agricultural departments because

the need to make provision for specialised credit
for farmers is being realised to an increasing
extent,

3.7 THE PRESENT SITUATION IN AGRICUL-
TURAL FINANCING IN THE REPUBLIC OF
SOUTH AFRICA

According to the data collected in the 1968/69
Agricultural Census, agricultural indebtedness as
at 30 June 1969 was as shown in Table 3.5,

3.7.1 Share of various bodies in agricultural fi-
nancing

So little information is available on the nature
of the financial assistance given to agriculture
by non-official bodies that only a brief review
can be given here.

3.7.1,1 Banking institutions

As appears from Table 3.5, banking insti-
tutions or commercial banks indubitably play
a very important role, especially as a source
of medium-term and short-term credit for farm-
ers,

As commercial banks have to maintain their
position and comply with certain monetary regu-
lations and control requirements in terms of
the Banks Act, they are primarily suited to
providing short-term credit, In the provision of
such credit an important part is played by sub-
jective factors such as the bank manager's abi-
lity to judge character and the integrity of the
farmer, Banks greatly prefer to give credit to
clients regarded as good business risks.

In the case of new clients, particular atiention
is given to the asset position of the applicant,
The asset position of old clients applying for ad-
ditional credit facilities is reconsidered and due
account is taken of their past credit record.

TABLE 3.5 - Total debt burden of farmers as at 30 June 1969

Mortgages on land Other loans and debts Total debts
; s Percentage Percentage
Source of financing Rand of total Rand of tial Rand Percentage
U rys 3% of total
(million) |[mortgage (million) | other loans {million)
debt burden
burdens and debts
Land Bank 180,2 28,9 15,6 4.8 205,8 20,9
Government departments 61,6 9,3 19,0 5,9 80,6 8,2
Insurance companies 68,4 10,4 8,9 2,8 77,3 7,9
Agricultural co-operatives 14,8 22,2 38,9 12.4 53,7 5,5
Banking institutions 101,8 15,4 116,6 36,1 218,4 22,3
Other financial institutions 89,3 13,6 31,6 9,8 120,9 12,3
Private persons

{a) Active farmers 37,0 5,6 19,8 6,1 56,8 5,8
{) Other persons 85,4 13,0 44,5 13,8 129,9 13,2
Other 10,7 1,6 27,9 8,6 38,6 3,9
Total 659,2 100,0 322,8 100,0 982,0 100,0

Source: 1968/69 agricultural census



Banks often require short-term loans granted
by them to be secured by the cession of life
policies or by security bonds. Owing to the short-
term nature of the credit, banks furthermore
expect the seasonal settlement of the debt burden.
If short-term obligations are not met, the over-
drawn accounts are secured, where possible, by
the registration of mortgages.

During periods when restrictions are placed
on credit certain credit institutions tend to dis-
criminate against agriculture. Preference is then
given particularly to the older, financially stronger
clients. At such times banks also tend to help
clients already on their books rather than to
open new accounts. According to the available
information, banks are usually accommodating in
their attitude towards the applications of deserving
clients. According to certain banks, no less than
25 per cent of the total amount available for
loans was channelled into the agricultural sector.

The rate of interest at which short-term loans
are granted is fairly high, with a prime rate fixed
at about 9 per cent in 1971,

Medium-~term credit is provided by hire~
purchase banks. The term of redemption varies
from two to five years., The rate of interest for
such loans is excessively high, The so-called fi-
nance charges, of which the rate of interest is
one component, vary between 12 and 22 per cent
according to the amount and the type of loan.
Bonds for such loans are secured by a lienon
the articles purchased with the money borrowed.

According to Table 3.5, banking institutions in
1969 held 15,4 per cent of the total mortgage burden
and 36,1 per cent of loans and debts. The commer-
cial banks are therefore adapted particularly to
providing short-term credit. Presumably, many
of the mortgages held by them originate in the
initial provision of short-term credit, probably be-
cause overdrawn and arrear accounts are secured
by mortgages if farmer clients cannot meet their
short-term obligations.

3.7.1.2 Insurance companies

Unlike banking institutions, insurance com-
panies concentrate mainly on long~term loans, the
duration of which varies from 20 to 40 years.
About 10 per cent of the debt burden covered by
mortgages is carried by insurance companies.
As suppliers of short~-term credit they play a minor
role, their contribution in this regard amounting
to only about 2 per cent of the total short-term
and medium-term debt burden of farmers.

Insurance companies tend to be more careful
and selective in negotiating mortgages; one company
describes its policy as follows:

"Not only do we look at security but we also
take into account the applicant's moral risk
and his ability to pay. It does not pay to have
to foreclose on mortgages even if the security
is adequate. That would be bad publicity.”
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3.7.1.3 Private persons

These include active farmers as well as other
private persons. According to Table 3.5, the mort-
gages held by this group in 1969 were R122,4
million or 18,6 per cent of the total mortgage
debt of farmers; in that year active farmers
contributed R37,0 million of the R122,4 million
in agricultural credit.

Next to the Land Bank, private persons are
therefore the most important source of mortgage
loans, Unfortunately, there are no data available
about the term over which and the rate of interest
at which such loans are granted. It is known,
however, that some of these loans are granted
over a relatively short term.

Private persons play an equally important
role in granting short-term and medium-term
credit, the figures being (see Table 3.5) about
R64,3 million or approximately 20 per cent of this
type of debt burden in 1969.

3.7.1.4 Other financial institutions

According to Table 3.5, the contribution of
this group, which includes boards of executors,
trust companies and others, was R120,9 million
or 12,2 per cent in 1969. Further particulars
of the investment policy applied by these bodies
are not available, According to the Study Group
for Inquiry into Agricultural Credit*, the vast
majority of the loans granted by them are secured
by mortgages on fixed property. Loans are also
sometimes granted against securities such as
security bonds, the cession of life policies, crops,
shares and fixed deposits. Since the funds of
these bodies consist chiefly of private invest-
ments, a cautious financing policy is followed
and loans are granted selectively.

3.7.1.5 The Land Bank

Upon Union in 1910 the Land Bank was esta-
blished through the consolidation of the existing
colonial land banks. It is a financial institution
created to meet the need for financing specially
adapted to agriculture,

Initially, the Land Bank grantedlong-termloans
only. In 1938, however, statutory provision was
made for the granting of short-term credit and
in 1959 for medium-term credit. The Land Bank
is therefore functionally organised toprovide long-
term, medium~term and short-term credit.

The role played by the Land Bank in the five-
year period 1965 to 1969 in both the direct and
the indirect financing of farmers appears from
the data furnished in Tables 3.6 to 3.8 below,

3.7.1.5.1 Long-term loans

From the data given above it appears that
the number of mortgage loans granted during the
five years concerned increased only during the

* De Swardt, S.J.J. et al. (1961); Loc. cit.



last two years of the period. The total annual
amount granted has, however, increased so sharply
since that time that in 1969 it stood at over
R69 million.’ This is more than double the amount
granted in 1965. ‘

TABLE 3.6 - Long-term mortgage loans granted
by the Land Bank from 1965 to 1969

Average

b .

Year 1Num e Amount (R} | amount per

oans

, , loan (R)
1965 2 986 33 371 775 11 178
1966 2 746 29 783 524 10 846
1967 2 274 31 141 736 13 694
1968 2 715 45 376 713 16 713
1969 3 538 69 333 450 19 596

Source: 1969 Annual Report of the Land Bank

TABLE 3.7 - Charge loans* granted by the Land
Bank from 1865 to 1969

Average
Year ::::er of Amount (R} | amount per

loan (R)
1965 151 145 225 962
1966 235 288 330 1 227
1967 98 201 810 2 059
1968 78 179 050 2 295
1969 97 286 520 2 953

Source: 1969 Annual Report of the Land Bank

* A preferential charge infavour of the Land Bank
noted againstthe possessions of the borrower

Over the five years the Land Bank granted
an average of 81,7 per cent of the mortgage loans
applied for. The amount granted per application
averaged 60,1 per cent of the amount requested.

The considerable riseinthe total amount granted
in mortgage loans is ascribed chiefly to the fact
that the number of applications for the purchase
of land increased and that larger amounts were
granted per application. In addition, owing to
droughts and rising rates of interest on mort-
gages, farmers sometimes found it difficult to
meet their mortgage obligations to other bodies,

When these mortgages were called in or this was
threatened by the mortgagor, the farmers turned
to the Land Bank for help.

Charge loans are of minor importance and
applications for them have decreased in the past
three years. The amount granted per application
more or less doubled over this period.

As regards long-term loans secured by
mortgages and charges on fixed property, farmers
owed a total amount of R259 881 721 at the end
of 1969, At that date arrear payments and in-
terest amounted to R2 951 887 (1,14 per cent)
and R4 663 361 (1,79 per cent), respectively.

More than half of the total amount granted
in mortgage loans was intended for the purchase
of land; about a quarter was granted for the
repayment of bonds; approximately 16 per cent
was spent on the consolidation of debts; and less
than 5 per cent of the total amount for which mort-
gage loans were granted was for fixed improvements
and the purchase of stock and equipment. This
is what can normally be expected because the
last-mentioned form of financingisusually effected
through medium-term and short-term loans.

The purposes for which the mortgage loans
were granted are shown in Table 3.8.

3.7.1.5.2 Medium~-term loans

Medium-~term credit against security of movable
property has been granted by the Land Bank to
farmers since 1959. Initially, this credit was
granted only for the purchase of livestock, imple-
ments and tractors. In recent years the assistance
has been extended to include the financing of the
purchase of other farming requisites, such as
bulk-cooling tanks and appurtenances for farms,
light trucks and weighing scales for cattle. Funds
have similarly been made available under the
hypothec scheme for the purchase of spray pumps,
to combat downy mildew in vineyards.

Farmers in the grain-producing areas of the
country often find themselves in urgent need of
credit to purchase tractors, implements and other
farm machinery. In order to make loan facilities
available for this purpose with the least possible
delay, certain co~operatives have made the ne-
cessary arrangements with the Land Bank. Under
the scheme, a co-operative assist members in the
completion and transmission to the Land Bank

TABLE 3.8 - Purposes for which mortgage loans were granted by the Land Bank

Puivclage sEland Repayment of Consclidation of Fixed Purchase of stock
Year o7 bonds Z debts improvements and equipment

Amount t:;t(; 1 Amount tgt(; fl Amount ZG) ; fI Amount Z’;;; t; Amount ‘%&fl
1965 | 18493 088 55,2 | 6 864 349 {20,5 |7 053 852 | 21,0 375449 1,6 585 037 1,7
1966 | 14 825 688 49,8 7 839 820 126,3 |5 505653 | 18,5 580 893 1,9 1 031 470 3,5
1967 | 18217 877| 58,5 | 7116686 {22,9 |4 475245 | 14,3 371831 1,2 960 097 3,1
1968 | 24 072 274 53,0 | 11 991 487 {26,4 |7 474 464 | 16,5 528 865§ 1,2 1 309 625 2,9
1969 | 41 355 921 59,7 | 15 907 996 {22,9 |9 128689 | 13,2 1051983 1,5 1 888 881 2.7

Source: Adapted from data in the 1969 Annual Report of the Land Bank
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of applications for hypothec loans on goods pur-
chased at the co-operative.

A basic requirement for the granting of medium-~
term credit is that the applicant should make a
cash contribution towards the purchase price.
Depending on the purchase, the contribution re-
quired varies from 15 per cent to 25 per cent.
The security pledged to the Land Bank normally
consists solely of the assets purchased with the
advance.

Under an amendment to the Land Bank Act
in 1959, the Bank may make anadvanceto a farmer
against the security of a hypothec over any movable
property of which he is the owner. The hypothe-
cated property may not be attached by another
creditor in execution of a judgement,

Owing to the vulnerability of the securities for
this type of loan, the financial standing and cha-
racter of the debtor are of the greatestimportance,
For this reason such loans are usually granted
only to established farmers. The period for which
such loans are granted varies according to the
purposes for which the money is required.

Particulars of hypothec loans granted during
the period 1965 to 1969 are given in Tables 3.9
and 3.10.

TABLE 3.9 - Hypothec loans granted by the Land
Bank during 1965-1969

Numbex Amount Average
Year of loans
granted amount
granted
(R) (R)
1965 697 1 060 099 1 529
1966 941 1 699 047 1 805
1967 1 058 2 325 340 2 197
1968 1210 2 910 037 2 405
1969 2 188 6 687 972 3 056

Source: 1969 Annual Report of the Land Bank

The data in Table 3.9 reflect a progressive
increase in the number of hypothec loans, as well
as in the average amount granted per loan. The
total amount granted rose more than sixfold from
1965 to 1969, This increase is ascribed partly
to the expansion of the scheme and partly to the
fact that medium-term financing through the co-
operatives was gaining popularity with the farmers.

The purposes for which the above-mentioned
hypothec loans were granted are shown in Table
3.10.

The totals for 1965 and 1967 include R4 831
and R2 638, respectively, which were amounts
granted for the redemption of debts under hire-
purchase agreements for the purchase of stock
and implements. Since 1968 the granting of loans
for the redemption of hire-purchase debishasbeen
discontinued. Over the five years concerned the
amount granted for hypothec purposes increased
from just over R1 million to about R6,9 million,
The biggest rise in the granting of hypothec loans
was in respect of beef cattle, tractors and other
implements. In comparison with 1965, the amounts
granted in 1969 increased almost tenfold for beef
cattle and iractors, while the increase for other
implements was almost a hundredfold.

The total amount applied for in 1969 was
R7 770 590. Of this, as already indicated, R6 687 972
or 86,1 per cent was granted, which must be re~
garded as favourable.

As at 31 October 1970 farmers owed the Land
Bank R8 408 655 in capital on medium~{erm loans,
while at the said date interest arrears and capital
arrears were R63 650(0,76%) and R371 338 (4,42%),
respectively.

3.7.1.5.3 Short-term loans to farmers

Short-term loans are granted to farmers by the
Land Bank for defraying seasonal expenses in-
cidental to the production, cultivation, gathering,
processing and marketing of certain crops.

Initially (1938) loans of this kind were granted
only to sugar-cane growers under section 34 of
the Land Bank Act. Since that time these loans
have also been made available to fruit and wine
farmers in recognised fruit and wine producing
areas in the Cape, towattle growers in the Republic
and also to citrus growers for the purchase of
packing material, waxing plants and bulk-handling
equipment. Such loans are secured by a lien on
the crops growing or to be grown, provided that
the rights of the holder of a prior bond over such
crops are not affected without his consentin writing.
Financing under this scheme was expanded as the
need arose and where the crops concerned were
marketed on a controlled and organised basis.

The extent to which farmers made use of these
loans over the past five years is shown in Table
3.11,

TABLE 3.10 - Purposes for which the Land Bank granted hypothec loans from 1965 to 1969

Purchase of cattle for Purchase | Purchase Purchase
Year Purchase | Fresh Industrial | Meat cfother |of of other Total
of sheep | milk pro- | milk pro~ | produc- | .. imple-
duction duction tion livestock |tractors ments
R R R R R R R R
1965 274 624 121 133 222 310 128 751 23 730 273 745 16 975 1 066 099
1966 354 576 186 150 137 574 142 839 9 890 127 450 140 568 1 699 047
1967 362 780 176 872 127 000 249 244 16 251 891 236 390 113 2 325 340
1968 405 885 106 610 356 983 399 231 2 000 947 582 619 746 2 910 037
1969 387 318 356 629 614 006 1 055 590 2 900 2 688 904 | 1 581 625 6 687 972
Source: Adapted from data in the 1969 Annual Report of the Land Bank
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TABLE 3. 11 - Short-term loans granted to farmers by the Land Bank from 1965 to 1969

Sugar-cane growers Fruit and wine farmers Citrus growers Wattle g‘rcwe;; T
Amount Ballance Amount Bal.ance Amount quance Amount Ba%ancc
Year . owing at owing at . owing at . owing at
drawn in drawn in drawn in drawn in
end of end of end of end of
the year the year the year the year
year year year year
R} ®) (R} R) - (B ®) R {7}
1965 136 010 109 394 337 310 239 646 1048 017 208 502 - -
1866 256 479 108 144 259 334 212 478 1176 935 330 052 - -
1967 367 761 112 659 245 556 194 121 1 220 581 318 545 3 600 1 600
1968 276 068 120 936 280 842 209 629 1 538 186 187 831 1 300 1300
1969 | 335 696 138 362 355 638 | 184 070 | 1365343 | 203 163 2 000 3231

Source: Adapted from data in the 1969 Annual Report of the Land Bank

With the exception of wattle growers, farmers
have made reasonable use of these loan facilities.
No upward or downward trends are, however, ob-
servable in the use of theseloanfacilities. Seasonal
conditions apparently determine the extent to which
use is made of these loans each year,

3.7.1,5.4 Financing of farmersthrough agricultural
co-operatives and of the co-operatives
themselves

Short-term credit is granted fo co-operatives
for primary production purposes, such as the pur-
chase of seed, fertiliser, fuel and bags, and for
hail insurance premiums, No reasonable requests
for loans for these purposes are refused by the
Land Bank, so there is no reason why there should
be any shortage of credit for these purposes where
farmers are organised in co-operatives.*

Apart from the usual seasonal facilities under
cash credit accounts, the Land Bank also extends
special credit to agricultural co-operatives in
exceptional circumstances to enable them to grant
special assistance to their members, for example,
for the purchase of stock feed and factors of
production when droughts and crop failures have
made this necessary. Sometimes the term for
repayment of existing cash credit accounts is
extended so that co-operatives can, in turn, grant
members extensions for amounts owing on factors
of production,

These loans are supplementary f{o the co-
operative's own funds which consist of contributions
by members in the form of paid-up share capital
and levies from reserves built up annually from
surpluses.

The extent of the loan facilities offered by the
Land Bank depends on the members' own cash
contributions and the ability of a co-operative to
meet its liabilities.

The Land Bank is the chief source from which
the agriculiural co-operatives can draw the fi~
nances they need. Under the provisions of the
Land Bank Act, the Land Bank provides long-term

* Memorandum to the Agriculture Commission by
the Land Bank. 16 November 19686,
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credit in the form of instalment loans and sezsonal
facilities (short-term credit} in the form of cash
creait accounts,

Further details of the nature and size of the
above-mentioned loans are as follows:

Instalment loans are of two kinds, i.e. -

{(a) Instalment loans for normal capital expenditure
are granted to co-operatives for the acquisi-
tion of fixed property, the erectionof buildings,
the installation of machinery and the finan-
cing of other capital expenditure. However,
the Board of the Land Bank has to be satis-
fied as to the co-operative's own contribution
towards the cost and of the necessity and pay-
ability of the project. In the course of 1969
co-operatives applied for R5 896 450 for the
financing of normal capital expenditure. Of
this total, R5 621 250 was granted.

(b) Instalment loans in respect of facilities for
the bulk handling and storage of grain. With
the approval of the Government, a start was
made in 1952 with the financing of schemes
for the bulk handling and storage of grain.
Initially there was some reluctancetousethese
facilities, Gradually, however, the position
changed and applications for loans increased
so that from 1970 an amount of R8 million
is being made available annually for a period
of five years for the expansion of the above-
mentioned facilities.

The adoption of modern methods of handling
grain in bulk have made the erection of such fa-
cilities essential, More and more grain farmers
are switching to bulk handling and delivery of
grain, Similarly, millers are also chenging over
to taking delivery of their grain requirements
in bulk., What is more, virtually all the maize
and grain sorghum exported is handled in bulk.
The erection of grain elevators requires high
capital expenditure, and co-operatives are obliged
to make extensive use of loan funds,

The size of loans already made available and
to be made available to co-operatives for the
bulk handling of grain is shown in Table 3.12:



TABLE 3.12 - Loans for bulk handling projects
granted to co-operatives by the

Land Bank
Amount Loans Capacity

Period allocated granted {200 1b

{R) {R) bags)
1952-60 1 10 000,000 7 397 055 4 143 000
1960-65 | 10 000,000 9 963 536 6 037 000
1965-70 | 11 500,000 {11 050 209 5 583 000
196775 |49 500,000 [17 203 473 | 10 946 076

Source: 1969 Annual Report of the Land Bank

Particulars of instalment loans granted by the
L.and Bank to co-~operatives for normal expen~
diture and for bulk bandling and storage facilities
over the past five years, as well as the amounts
still owing at the end of each of the years con~
cerned, are summarised in Table 3.13.

TABLE 3.13 ~ Instalmentloans granted by the Land
Bank to co-operatives and amounts
still owing at the end of the year

concerned
Normal capital ex~ | Bulk handling and
penditure storage
Year | Amount An.xount Amount Arrfount
oranted owing at " owing at
g grante
(R) end of ®) end of

year (R) year (R)
1965 6 707 00020 288 344{2 424 000|11 119 734
1966 6 129 245{25 375 600]2 941 000]13 360 369
1967 3 322 011 |27 920 5486 205 896117 703 248
1968 4 368 700 |28 904 92214 288 489121 279 029
1969 5 621 250 [29 802 783|4 444 82325 726 371

Source: 1869 Annual Report of the Land Bank

The amounts owing at the end of each of the
years concerned show a progressive rise over
those in the previous year.

3.7.1.5.4.2 Cash credit loans

Cash credit or seasonal loans are granted by
the Land Bank to co-operatives on a seasonal basis
for terms which normally vary from twelve to
eighteen months. Apart from marketing their
members’ products, co~operatives often also supply
members with factors of production, implements
and other operating requisites. These short-term
loans are made available from the so-called cash
credit accounts, Co-operatives may withdraw
money from these cash credit accounts to make
advances to producers,

The amounts granted annually under cashceredit
accounts to co-operatives over the past five
years, as well as the amounts still owing at the
end of each year, are shown in Table 3.14.

There is direct correlation between the amount
of the seasonal loan debt on the one hand and the
size of the crops and rate of marketing on the
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other hand, The debt increases as products are
delivered to co~operatives and advances are made
to producers. It decreases when products are
marketed and payments are made fo the Land
Bank by the control boards.

TABLE 3.14 - Seasonal loans granted by the Land
Bank to co-operatives and the amount
owing at the end of theyearcon-

cerned
Amount granted Balance owing at
Yeur during the year the end of the year
concerned concerned
(R) (R)
1965 325 820 600 129 342 415
1966 349 642 300 167 020 909
1967 507 844 500 324 283 011
1968 502 526 700 251 072 277
1969 520 763 000 259 228 787

Source: 1969 Annual Report of the Land Bank

According to the purposes for which they ace
used, seasonal loans may be grouped as follows:

(a) Handling of products,

{b) production and packing material,

(c) purchase of implements and farming requisites,

{d) processing of agricultural products on a co-
operative basis, and

(e) special loans,

There is no further discussion of loans in
categories (d) and (e).

3.7.1.5.4.2.1 Loans for the handling of products

The Land Bank pays co-operatives the ad-
vances on producer prices fixed by the control
boards. For this purpose co-operatives furnishthe
control boards with an irrevocable authority topay
the full advances on producer prices, plus any re~
muneration which the control board may owe the
co-operatives for handling and storing the pro-
ducts, to the Land Bapk when the products are
sold. Table 3,15 shows the amounts of the loans
drawn on the Land Bank for the various agricul-
tural products during the past five years.

3.7.1.5.4.2.2. Loans for production and packing

Through the co-operatives the Land Bank also
finances a good deal of the farmer's primary
requirements for the production and packing of
products. Particulars of loans granted in this
connection over the period 1965 to 1969 are
given in Table 3.16.

3.7.1.5.4.2.3 Loans for the purchase of implements
and farming requisites

The Land Bank normally restricts loans for
this purpose to a reasonable percentage of the value
of the stocks carried by co-operatives in the or-
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dinary course of business, The loans granted
under this head over the past five years are
shown in Table 3.17.

TABLE 3. 17 - Loans granted by the Land Bank to

co~-operatives for the purchase of
implements and farming requisites

Average monthly | Balance owing at
Year indebteduers end of year
(R) R)
1965 16 105 669 10 860 439
1966 13 154 270 13 318 560
1967 14 953 993 14 560 869
1968 17 717 920 21 034 974
1969 21423 933 22 601 594
Source: 1969 Annual Report of the Land Bank

The demand for this type of financingincreased
progressively over the period concerned, This is
ascribed mainly to the continued intensification
of farming, which means that co-operatives have
to carry larger and more expensive stocks to
meet members' needs.

Apart from the above-mentioned loans, the
Land Bank finances various co-operative manufac-
turing enterprises which convert primary products
into consumer goods, e.g. the milling industry and
the canning industry. In addition, the Land Bank
also grants the control boards short-term loans
for any purpose for which control boards may
borrow money under the Marketing Act.

3.7.1.5.5. Principles according to which the Land
Bank finances farmers*

Personal requirements: Present policy is that
loans are granted only to persons engagedinfarm-
ing full time and not to persons engaged in any
other trade or profession. A further requirement
is that the applicant must have sufficient security
and must normally live and work on his farm per-
sonally and on a full-time basis.

Financial policy: There are no statutory pro-
visions restricting the Board of the Land Bank
regarding the amount granted andtheform of loans.
Owing to the setbacks experienced in the agricul~
tural sector, especially during the past decade,
as a result of unfavourable climatic conditions and
rising rates of interest and production costs, the
need for a suitable system of financing in agriculture
became more urgent. The Land Bank takes due
accounts of this and of the fact that proportiona-
tely, large farmers have to contend with the same
problems as the average smaller type of farmer,
so that it would be wrong to regard the Bank as
an institution that only caters for the smaller
farmer,

For the purchase of land, loans are granted
only if the applicant is not already a landowner,
or if it is necessary to increase the size of the

* Letter to the Agricultural Commission from
the Acting Managing Director of the Land Bank,
7 January 1971
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unit to economic proportions. An applicant is,
furthermore, expected to contribute 20 per cent
of the purchase price in cash from his own funds
and to have sufficient factors of production (stock
and implements) to ensure  the .success of his
enterprise.

Taking over of debts: As it wouldbeimpossible
to try and take over all the mortgage debts of
farmers who apply to the Bank for this, "a
system of selectivity is applied" and assistance
is given, in the first place, to the farmer whose
mortgage bond has been called in in writing
and who is therefore in danger of being excussed.

In view of curreni monetary policy, the Bank
is also not prepared to take over covering bonds
in respect of overdrawn bank accounts on a large
scale, but, depending on circumstances, the Bank
would be prepared to consider taking over not
more than 40 per cent of the bank overdraft
for farming, provided that, through circumstances
beyond his control, the farmer cannot meet his
obligations the commercial bank and has been
called upon by the bank concerned to reduce
his overdraft.

Valuation of security: Interms of the provisions
of the Land Bank Act, the Board is authorised
to advance up to 80 per cent of its valuation of
the security offered for a loan for crop farming
and stock farming purposes.

Only the Board of the Land Bank may grant
loans: Loans may be granted only by the Board
of the Land Bank which has its headquarters in
Pretoria. Branch offices only process the appli-
cations they receive and then sendthem to Pretoria
for consideration.

Credit-worthiness of applicants: Personsap-
plying for a loan must be credit-worthy. There
is no restriction on the debt ratio in so far as
the various kinds of farming are concerned. Full
particulars of the applicant’s assets and liabilities
are, however, available to the Board and each
application is considered on merit.

Guidance: The Bank gives farmers no direct
guidance. The farmer is expected to approach
the official extension service for advice. On
being granted a loan for the purchase of livestock,
the applicant is expected to purchase healthy and,
if necessary, immunised animals.

Inspection services: Officers of the Bank
inspect the farm from time to time to ascertain
whether the loan is being used for the purpose
for which it was granted and whether the terms
and conditions concerned are being complied with,

As indicated in the foregoing paragraphs, credit
of various types is made available by the Land
Bank to the farmers direct or through the co-
operatives. The credit facilities include long-term
credit in the form of mortgageloans, medium-term
credit chiefly in the form of hypothec loans made
available to farmers direct and short-term loans
granted from cash credit loans through the agri-
cultural co-operatives and in a few special cases
to farmers direct.



The Land Bank is also by far the most
important source of short-term loans for the
cash credit accounts with which agricultural co-
operatives can finance the purchase of supplies,
and of long~term credit in the form of instalment
loans for the purchase or erection of fixed assets
by co-operatives,

Short-term loans from cash credit accounts
are also made available through the Land Bank
to co-operatives to enable them to pay farmers
upon receipt, on behalf of the control boards
concerned, of certain agricultural products under
the system of controlled marketing.

In 1969 the Land Bank provided 28,5 per cent
of the farmers' long-term credit and 4,8 per
cent of medium-term and short-term credit and
in the same year granted loans from cash credit
accounts amounting to a total of R520 763 000
to agricultural co-operatives for the financing
of farmers, the co-operatives themselves and
the intake and handling of the crops that were
controlled at that time, about R250 million of
this total being for the last-mentioned purpose.

From the data given above, it appears that
the Land Bank is an institution whose financing
services are specially tailored to the needs of
agriculture. The Managing Director of the Land
Bank* describes the Land Bank's functions as
follows: "Judging by its functional organisation,
the Land Bank in actual fact consists of two
separate departments, One department operates
mainly in the long-term capital market, while
the other is in effect a short-term institution
falling in the monetary banking sector. In the
shori-term department cash credit advances are
for the most part furnished on a self-liquidating
basis to agricultural co-operatives for the intake
of the members' products and to provide them
with factors of production. In addition, short-term
loans are furnished to control boards established
under the Marketing Act for the purposesfor which
such boards may lend money under the Marketing
Act." (Translation). According to the Annual Report
of the Land Bank for 1969, the Bank has always
succeeded in finding sufficient fundsfor short-term
financing at a pattern of interest rates determined
to a large extent by the official bank rate, but, as
a result of the prevailing conditions in the long-
term capital market, the Bank is finding it more
and more difficult to keep pace with the growing
demand for long-term financing without increasing
the rates of interest in this department of its
financing.

3.7.1.6 Financing through the Agricultural Credit
Board

With the coming into operation of the Agricul-
tural Credit Act (Act 28 of 1966) various Acts
were repealed, including the State Advances
Recoveries Act, 1935, the Farmers' Assistance
Act, 1935, and the Land Settlement Act, 1956.
The provisions and operation of these Acts were
consolidated in the new Act. The credit facilities
provided by various Government bodies were co~

* Smit, J.M.C. (1971): Landbank speel groot rol -
Landbou-~oorsig, Die Transvaler, 10 May 1971
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ordinated and placed under the administration of
a single department, namely the Department of
Agricultural Credit and Land Tenure, In addition,
the new Act considerably expanded the field of
financing.

Under the provisions of the Act the Minister
of Agriculture appoints the members of the Agri-
cultural Credit Board which is anautonomous body.
The Board determines whether or not an applicant
should receive assistance. If assistance is given,
the Board also determines the nature and extent
of such assistance, In its decisions the Board
is bound solely by the broad principles of policy
laid down in consultation with the Minister of
Agriculture,

An agricultural credit committee of three to
four farmers under the chairmanship of the local
magistrate is appointed for each magisterial
district. The function of the committee is to
advise the Minister or the Board, The committee
has to report and make recommendations on
any investigation or matter referred to it by the
Minister or the Board and has to perform the
functions or exercise the powers delegated to it
by the Board.

An applicant applies for assistance by
completing a comprehensive questionnaire inwhich
he must, among other things, furnish particulars
of his assets and liabilities, indicate why debts
were incurred and when, and the amount and
nature of the assistance he desires, and give
details of the land on which he farms or which
he wishes to purchase and his production over
the past three seasons. Applications have to be
made through the magistrate concerned, The com-
mittee then further investigates the potential of
the farm and checks the data furnished by the
applicant. A personal report is then prepared
and forwarded with the necessary recommendations
to the Board for consideration.

3.7.1.6.1 Basis for the rendering of financial

assistance

Certain basic principles are adhered to in
considering applications for financial assistance.
In this connection, particular attention is given
to the following aspects, and action is taken
accordingly.

3.7.1.6.1.1 Government financing of agriculture
not a substitute for credit from other
sources

This assistance is intended particularly for
applicants who, in the views of the Agricultural
Credit Board, are still credit-worthy and de-
serving and whose financial position is such,
owing to factors beyond their control, that they
will not normally be assisted by other credit
institutions such as the Land Bank, commercial
banks, boards of executors, etc. Persons classi-
fied in the report of the Study Group for Inquiry
into Agricultural Credit as Category LI farmers
qualify for such assistance. Persons who have
paid too much for land and are therefore over-
capitalised or who have conducted other unprofit-
able transactions or operations do not qualify
for assistance through the Agricultural Credit
Board, irrespective of whether other bodies can
or will assist them.
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The Agricultural Credit Board has pointed
out that it was not established to find solutions
to the problems created by credit restrictions
and rising rates of interest.

3.7.1.6.1.2 Financial assistance to be economi-

cally justified

Briefly, this implies that given the assistance
an applicant who is in difficulties should stand
a reasonable chance of meeting his obligations
in due course, so that he would eventually he
on his feet again, In practice this means that
the assistance given should enable him to cover
his current farm expenditure, meet his interest
and redemption liabilities and, further, maintain
at least a reasonable standard of living for himself
and his family.

3.7.1.6.1.3 The merits of the applicant

In this regard the Board would not only be
interested in the personal qualities, characteris-
tics and knowledge the applicant would need in
order to make a success of farming, buf it
would also have to satisfy itself of the applicant's
sound judgement and insight when it comes to
land transactions and other agricultural dealings.

3.7.1.1.6.2 Manner in which assistance is given

Before being considered by the Agricultural
Credit Board, loans for soil conservation works
and for the construction of water works as provided
for in the Water Act must first be recommended
by the Minister concerned or his depuly. Apart
from such assistance, the Agricultural Credit
Board may also grant assistance to any White
person who carries on or undertakes to carry
on farming operations, on the terms and conditions
determined by the Board. Such financial assistance
is given in the following ways:

3.7.1.6.2.1 By granting a loan for a purpose
tending to safeguard or stimulate the farming
industry.

3.7.1.8.2.2 By selling or letting to such person
immovable or movable property of the State,
which in the opinion of the Board is suitable
for farming purposes,

3.7.1.,6.2.3 By endeavouring to bring about a
compromise with creditors,

3.7.1.6.2.4 As a rule assistance takes the form
of credit or a compromise with creditors, There
is no supervision of the farmer nor is he advised
on farming practices.

3.7.1.6.3 Nature of assistance
3.7.1.6.3.1 Consolidation of debts

Deserving applicants are assisted in the con-
solidation of debts against security of immovable
and/or movable assets., Debts resulting from
injudicious and irresponsible actions are not con-
solidated.

3.7.1.6.3.2 Purchase of private land

The farmer qualifies for financial assistance
for the purchase of private land, if the following
requirements have been met:

[
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(a) The land to be purchased must form an
economic unit; where an applicant owns an un-
economic unit, additional land may be purchased
provided the transaction results in his own un-
economic unit being enlarged to form an economic
unit, If an applicant already owns an economic
unit, he does not qualify for financial assistance
for the purchase of more land, unless adjoining
or in the vicinity of such economic unit there
is an uneconomic unit, in which case the Board
will consider financial assistance for the con-
solidation of the units concerned. There is at
present a great disparity between the market
prices and agricultural values of land; in fact,
there is often absolutely no relation between
the two values, As will be indicated below, this
is a factor which hampers the granting of such
assistance,

(b) Applicants must have a certain minimum
amount of capital at their disposal in the form
of cash and/or movable and/or fixed assets. The
reasons for this requirement will be discussed
in detail below.

In the case of extensive forms of farming,
which are capital intensive, such as cattlefarming,
proportionately larger capital contributions are
required than for intensive farming, for example,
irrigation farming which is capital extensive.

3.7.1.6.3.3 Purchase of State land

From time to time the State has land at
its disposal which is made available to farmers.
Depending on circumstances, such land is either
used to convert neighbouring uneconomic units
into economic units, or, particularly if large
contiguous pieces of land are available, it is
subdivided into economic units and granted to
deserving applicants.

In all cases such land is granted to the appli-
cants concerned at its productive value, The
land is advertised and those applying are then
selected on merit as farmers and according to
the capital at their disposal. As in the case
of private persons for whom land is purchased.
applicants have to have a minimum amount of
capital, Applicants with ample capital resources
and those lacking the minimum amount of capital
required do not qualify. Similarly, persons who
already have economic farming units do not qualify.

Both private and State land purchased with
the assistance of the Agricultural Credit Board
may not be subdivided without the Minister's
consent. Similarly, an applicant to whom State
land has been sold may not sell the land within
ten years of its being granted o him.

3.7.1.6.3.4 Purchase of livestock and implements

Where an applicant requires supplementary
operating capital for the purchase of implements
and/or livestock to be able to make effective
and economic use of the potential of his land,
favourable consideration will be given to the
granting of such capital in deserving cases,



3.7.1,6.3.5 Loans for soil conservation works

As mentioned above, only those loans which
have been recommended by the Minister of Agri-
culture or his deputy are considered, This
assistance was introduced primarily to conserve
the soil -and combat erosion. For this reason
the financial position of the applicant is dis-
regarded in considering the assistance requested.
In exceptional cases a negative means test is
applied and the assistance requested is refused
if the applicant's financial position is so hopeless
that he would not be able to comply with the
prescribed measures or construct the prescribed
works without an intolerable financial burdenbeing
placed on him,. Suchloans are granted to landowners
as well as to companies.

3.7.1.6.3.6 Loans for irrigation works

Applications for loans for irrigation works are
considered by the Agricultural Credit Board only
if they have been recommended by the Minister
of Water Affairs or his deputy.

Except in the case of sprinkler irrigation
loans and irrigation loans over R9 000, no means
tests are applied in the granting of loans. Irrigation
loans over R9 000 are, however, subject to a
means test. Nevertheless such loans are granted,
but the Agricultural Credit Board may, in its
discretion, decide whether the loan should be
granted at 5 per cent interest or at the current
Reserve Bank discount rate on long-term stocks
(at present 8} per cent). Applicants who have
the means are expected to pay the higher rate
of interest,

In considering loans, the Agricultural Credit
Board must in every case be satisfied that the
assistance recommended is essential and economi-
cally justified and that it would not place
unjustified capital burdens on the applicant. Such
loans are available to landowners and company
farmers.

3.7.1.6.3.7 Loans for the housing of non-White
labourers

Loans for the housing of non-White labourers
have been available from the Agricultural Credit
Board since 1969, The maximum number of houses
for which financial assistance may be granted
is ten per applicant. The applicant has the option
of erecting three-roomed and/or four-roomed
dwellings. Loans not exceeding R500 and R600,
respectively, are granted for the erection of
each of the above-mentioned dwellings. Inaddition,
R40 per unit is granted for laying on water.

The plans of the houses must conform to the
minimum standards laid down for non-White
labourers’ dwellings and bhe approved by the local
authority concerned. Such loans are also available
 only to landowners and company farmers,

3.7.1.6.3.8 Production loans

Production loans for the purchase of means
of production for the next season's crop :' ¢

granted on 'revoling-credit" basis and were
introduced to provide financial assistance for
deserving farmers who, owing to factors beyond
their control, do not have adequate funds and
cannot get assistance from other quarters,

The Agricultural Credit Board grants loans
up to a maximum of R4 000 for the purchase
of seed, fertiliser, fuel (not petrol), lubricants,
sprays for the control of pests, parts for tractors
and implements and for repairs. Of the R4 000
not more than R1 000 may beusedfor the production
of feed.

The number of applications for this kind of
assistance is determined chiefly by the extent
to which crops failed in the previous season. The
vast majority emanate - often repeatedly - from
the marginal field cropping areas of the Cape,
Transvaal and O.F.S.

3.7.1.6.3.9 Distress relief loans

Distress relief loans are granted on an ad hoc
basis and are provided locally whenever farmers
are hard hit by natural disasters such as droughts,
hail and floods. The following distress relief
schemes were in operation recently in certain
areas:

3.7.1.6.3.9.1 Stock feed loans

The stock feed loan scheme was introduced
under the Agricultural Credit Act to give farmers
financial assistance in scheduled grazing distress
areas for the purchase of feed, the lease of
grazing and the transportation of feed andlivestock.
Applications for loans can be considered under
the following relief measures:

1. The purchase of stock feed to a maximum of -

(a) R2,50 per head of large stock per month

(b) 50 cents per month per head of small stock
older than six months, and 20 cents per head
of small stock between the ages of three
and six months

{¢) R1,00 per ostrich per month.

2. The lease of grazing at a maximum amount
of 50 cents per head of large stock per month
and 20 cents per head of small stock per month,

3. The payment of the cost of transporting
stock feed or livestock to other grazing and
back. Where rail and railway bus services are
not available, private contractors can be used.

4, The purchase of fuel for the applicant’s
own vehicle for the transportation of feed to his
farm or for the transportation of his livestock
to other grazing and back, in cases where the
farmer does not have any funds of his ownto
purchase the necessary fuel for this purpose.

Normally the loans are limited to the actual
amount required for one month, the need for the
loan and its size being determined from month
to month. Particular emergencies and the problems
experienced in purchasing supplies of feed on
a monthly basis sometimes justify the granting
of stock feed loans on a tow-monthly basis.

(a) Stock feed loans and veld reclamation areas

If an applicant participates in theveld reclama-
tion scheme of the Department of Agricultural
Technical Services, a loan may be granted for not
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more than the number of livestock laid down
for that part of the farm which has not been
withdrawn from grazing., No loan is granted for
stock which should be withdrawn from the farm
under the provisions of the scheme,

If an applicant lives in an area where the veld
reclamation scheme applies but does not participate
in it, he may make use of the loan facilities
under the stock feed loan scheme provided that
the number of stock kept does not exceed the
carrying capacity laid down for the area concerned.

(b) Stock feed loans in other areas

If the applicant lives in an area where the
veld reclamation scheme does not apply, stock
feed loans may be granted to him under the
terms and conditions applicable to an applicant
living in a veld reclamation area but not partici-
pating in the scheme,

(c) Stock feed loans and participation in the stock
reduction scheme

If an applicant participates in the stock reduction
scheme introduced by the Department of Agri-
cultural Technical Services, a stock feed loan
may be granted to him for not more than the
number of stock which he has undertaken to keep
under the above~mentioned scheme,

Since the primary object of the scheme is to
save the stock in drought-stricken areas, a means
test is not applicable. Any White bona fide farmer
in the areas concerned may, in the specific
circumstances, apply for financial assistanceunder
the stock feed loan scheme provided he complies
with the prescribed requirements.

Since the number of loans applied for indistress
areas in so large and it is essential that they be
granted timeously, the Agricultural Credit Board
has authorised its local committees to grant loans
themselves within the prescribed limits, If there
is any doubt about whether an applicant qualifies
for such a loan, the application must be referred
to the Agricultural Credit Board.

As may be expected, the number of loans
and the amounts involved vary from year to year
and from monthto month according to the
occurrence and seriousness of droughts. In 1969
the loans granted each month varied from about
R19 000 to about R175 000. In that year about
R1 091 700 was paid out in feed loans. In 1970,
when there were severe, prolonged droughts over
large parts of the Republic, the monthly amount
of feed loans granted varied from about R268 600
to over R1 142 000, During four months of that
year more than R1 000 000 was made available
in loans each month. The total amount granted
in feed loans for 1970 was over R8 000 000 or
almost eight times as much as in 1969. In four
particular months of 1970 the amount paid out in
feed loans each month was as much as or more
than in the whole of 1969,

(%))

N

3.7.1.6.3.9.2 Flood relief schemes

Such relief is sporadic. Whenever floods occur
conditions are investigated locally and the nature
and extent of the assistance are decided upon,
In the course of 1967/68 loans amounting to
R1 057 815 were granted for the repair of flood
damage and water works inthe Lower Orange River.

3.7.1.6.3.9.3 Miscellaneous: Extension of agricul-

tural credit in Western Cape earth-
quake disaster area

(1) For the rebuilding of non-Whitefarm labourers'
houses

Credit was provided for the replacement of
all houses destroyed. In this instance the normal
maximum of ten houses per applicant was not
applied in the disaster area and the maximum
loan per dwelling was increased temporarily from
R600 to R900 per four-roomed dwelling, No means
test was applied. Any benefit obtained by a farmer
in this area as regards farm labourers' houses
through an ex gratia grant by the Central Boland
Earthquake Disaster Committee must be paid
in to reduce the loan debt.

(2) For the provision of farm outhuildings

Credit was provided for the erection of farm
buildings to take the place of buildings destroyed
by the earthquake. Grants covered replacements
of a nature and to an extent deemed necessary
for the farm concerned by the Department of
Agricultural Technical Services. Only a negative
means test was applied. Any ex gratia amount
received by the applicant from the Disaster Com~
mittee for the farm buildings destroyed must
be set off against his loan debt in this regard.

(3) For farm dwellings for Whites (excluding
the farmer's own dwelling)

Credit was provided for the replacement of
houses which had been destroyed, only a negative
means test being applied. The maximum amount
advanced per dwelling was the estimated building
cost of a dwelling providing reasonable accommo-
dation for a White family in the area. Any ex
gratia grant accruing to the applicant for the
dwellings destroyed must be used to reduce the
loan debt.

(4) A dwelling for the farmer himself

Credit was provided for the building of a
reasonable dwelling for the farmer himseld as
a replacement for the house destroyed. The Board's
customary means test was applied in this case,
The maximum amount advanced was the estimated
cost of reasonable accommodation for a White
family in the area.

3.7.1.6.4 Redemption of loans

The period within which loans under the Agricul-
tural Credit Act mustbe redeemed variesaccording
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to the purpose, nature and amount of the loan.
In collecting debts the Department follows a
sympathetic policy. If, owing to circumstances
beyond his control, the applicant is unable, to
meet his obligations at the set date, a reasonable
extension of time is given for the payment or
part payment of his debts.

The period for which short-term loans are
granted varies from one to five years. Production
loans must, however, be paid back within one
year of being granted. Medium-term loans must
be paid off within five to ten years, while long-
term loans are granted for ten years or longer.
Loans for irrigation purposes must be paid within
ten years, those for soil conservation and housing
within twenty years and those for the purchase
of land and consolidation within twenty-five years.
The longer periods of grace may be shortened
or extended as circumstances dictate,

The rate of interest at which loans are granted
is fixed in the Agricultural Credit Act at 5 per
cent per annum, and redemption at 2} per cent
per annum,

The Board may, if it considers it necessary,
determine that the applicant only pay interest
for the first one to three years. This concession
has often been made by the Board in the case
of deserving persons who, having been granted
financial assistance, have a relatively high debt
ratio.

3.7.1.6.5 Extent of financial assistance granted
by the Agricultural Credit Board

The extent of the various kinds of financial
assistance granted to farmers since the Board's
establishment on 1 October 1966 up to 31 March
1970, i.e. for a period of 3} years, is shownin
Table 3.18.

According to the data inTable 3. 18, the Agri-
cultural Credit Board financed farmers in the
amount of R78 415 143 in the 3}~year period fo
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which the data relate. Of this total, R11 067 331
was granted in the form of distress relief.

About 51,4 per cent of the total amount (ex-
cluding distress relief loans) made available was
granted for the purchase of private land and State
land. In the process, 1 709 farmers were enabled
to obtain economic units.

It is important to note in this connection that
over the period concerned the Land Bank also
granted 59,7 per cent of its mortgage loans
for the purchase of land,

In the period concerned the Land Bank granted
36,1 per cent of the mortgage loans for the
redemption of mortgages and the consolidation
of debts. The Agricultural Credit Board, on its
part, used about 30,3 per cent (excluding distress
relief loans) for this purpose,

Next in importance to the consolidation of
debts, is the financing of production loans. About
7,7 per cent (excluding distress loans) of the
money made available by the Agriculfural Credit
Board was used for this purpose,

As regards distress relief loans, R9 757 041
or 89,9 per cent of the total amount made available
was used for feed purchases, the lease of grazing
and transportation of livestock.

In paragraph 3.6.3 it was pointed out that the
Farmers Home Administration of the U.S.A,
annually grants a limited amount for the financing
of farmers and for distress relief, with the result
that when the available funds of that organisation
are exhausted, no further distress reliefis granted.

Since its inception, however, the Agricultural
Credit Board has never refused a single application
on the grounds that it lacked funds. Applications
for distress relief are refusedonly if the applicants
have not complied with the basic regquirements
laid down by the Board for financing.



CHAPTER IV

READJUSTMENT OF AGRICULTURAL CREDIT
IN SOUTH AFRICA

4,1 FINANCING PROBLEMS IN AGRICULTURE

The South African Agricultural Union empha-
sised, in its written submissions* and during
various interviews with the Commission, that the
main problems in the agricultural sector revolve
round financing* and that the general pattern of
agricultural financing should receive the Govern-
ment's serious attention. In this regard, reference
was made to the credit problems of beginners and
established farmers, problems that are due mainly
to the fact that there are not enough specialised
institutions for short-term and medium-~term cre-
dit.

In its written submission to the Commission*
the S,A, Agricultural Union made various recom-
mendations on how agricultural financing should
be adjusted to meet the current needs of the
agricultural sector, These recommendations in-
cluded the following:

(a) Financial assistance by the Government
should not be given unconditionally.

(b) Financial assistance should be granted by
the Government only if there is reasonbale cer-
tainty that the borrower will be able to make a
success of his farming operations; should this not
be so, the Government should rather help such
a person to find some other occupation,

(c) The Land Bank, as the only specialised
institution in the field of long-term agricultural
financing, should be more streamlined so that its
role in the provision of credit can be expanded,

(d)  Prospective young farmers should be granted
credit on favourable terms, and favourable rates
of interest should be granted on loans required
for enlarging farming units.

Before drawing any conclusions on these recom-
mendations and related matters, the Commission
considered it important first to obtain as much
information as possible on the progress made in
the granting of agricultural credit and the adequacy
and effectiveness of such credit in South Africa,
It was considered to be of particular importance
to find out whether assistance in the form of long-
term, medium-term or short-term credit was
adequate, or whether it wasavailable to agriculture
in such limited amounts that production and pro-
gress were being seriously hampered, or whether

* S.A, Agricultural Union: (a) 1967 ~ Memorandum
to the Commission of Enquiry into Agriculture,
May 1967 (b) 1971 -~ The Financing Problem
in South African Agriculture, Doc, 1/71

"Agricultural financial assistance" as referred
to by the S.A. Agricultural Union in its sub-~
missions concerns "agricultural credit”,
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credit was perhaps so freely obtainable that
agriculture was being adverselv affected by anover-
supply of credit, The Commission also found it
necessary to ascertain the circumstances under
which credit in its various forms was being
granted and used.

4.2 PRINCIPLES UNDERLYING THE COMMIS-
SION'S APPROACH TO AGRICULTURAL FI-
NANCING

The Commission has already stated that farming
has become a business and that relatively large
amounts of capital, for which credit facilities are
needed, are invested in the industry. If must be
pointed out, however, that it is only fair to expect
the farmer to make a contribution to the financing
of his enterprise from his own savings. The larger
this contribution, the greater the benefit to the
farmer concerned. Any amount that has to be ob-
tained for other sources must be raised in as~
cordance with business principles, due allowance
being made for problems peculiar to agriculture.

This cannot be over-emphasised, especially in
times such as the present when high rates of
interest are demanded. When rates of interest on
borrowed money were relatively low, as was the
case after the Second World War when agriculture
was entering a period of tremendous development
and rising prices, big profits were made with
borrowed money, During the sixties, however, con-
ditions changed fundamentally, and it became very
risky to undertake expansions with a high debt-
to-asset ratio.

In the granting of credit, therefore, there are
various basic principles that must be carefully
observed, namely:

4,2.1 The rational granting of credit

Agricultural problems cannot be solved merely
by granting credit on easier terms,Onthecontrary,
granting credit injudiciously or excessively canag~
gravate an applicant's financial problems and help
him from the frying-pan into the fire,

Often, a lack of capital is not the main draw~
back in farming. There are many farmers who are
fully conversant with the practical aspects of their
enterprise and are able to maintain a reasonable
output; even so it often happens than one or more
factors are present which eventually give rise to
financial problems. Personal shortcomings may
play a part: for example, an imperfect under-
standing of economics, insufficient technical know-
how, poor managerial ability, injudicious spending ~
all of them factors which are often at the root of
economic problems, Besides these, there are the
various structural defects infarming practices (see
Chapters IV, V, VII and X of the Commission's
Second Report and Chapter II of this report),
for instance, undersized non-viable farming units,



production system that are not properly adapted
to the soil and climatic conditions peculiar to an
area, inadequate provision against time of scar-
city, unsatisfactory conservation practices, over-
cropping and the disadvantageous use of machinery
and labour. These defects are the cause of so
much instability in production that such farming
enterprises are subject to a high degree of economic
instability and risk,

The rational granting of credit calls foracare-
ful study of the above~mentioned inherent weakness~
es and shortcomings, and, wherever advisable,
an applicant whose farming operations show these
defects should be discriminated against or some
other form of action should be taken, Unless this
is done, it would not be possible to strike at the
root of the problem and the help given would
serve merely as a temporary measure which
would not solve the problem but often have the effect
rather of hiding its true causes.

4.2.4 Recoverabhility of credit

Financial assistance should not be granted
unless there is a reasonable chance of the debts
incurred being paid back within a reasonable time,
The questions which the borrower as well as the
lender should answer before application is made for
a loan and before the loan is granted are whether
the income which, due allowance being made for
the expected production risks, canbe expectedover
a particular period would be sufficient to enable
the borrower to pay back the loan plus interest
thereon, whether his income adequately remune-
rates him for the risk he has taken and whether
he will have enough left to make a reasonable
living,

The Commission wishes to sound a warning
against attempts at stabilising or putting things
right in farming enterprises by granting further
credit on easier terms. In practice, the approach
should rather be on the following lines:

4,2,2,1  Agriculture must be financed on an eco~

nomic basis, in other words, the financial assis~
tance granted should be such that it can be used
to enable the applicant to place his farming enter-
prise on a sound footing and build it up into a
selfsupporting unit.

4.2,2,2 The applicant's debt ratio should, depen~
ding on the type of farming and his managerial
ability and knowledge, be within definite and reason~
able limits if favourable consideration is to be
given to his application for financial assistance.
The debt ratio should, after credit has been granted,
leave reasonable latitude for the formation of the
applicants own means and capital, This is absolutely
essential for the development and continued exis-
tence of any farming enterprise.

4,2,2,3 Land values being a key factor in the
assessment of a farmer's debt burden, the pro-
ductive value of the land should be the main
determinant when it comes to deciding on a
realistic debt ratio.

4,2,.2,4 The merits of the borrower are of
decisive importance because the optimalutilisation
of a farming unit's potential and the profitability
of the undertaking depend very much on the
farmer's experience, managerial ability, know-
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ledge, judgement and spirit of enterprise. These
qualities should therefore turn the scales indeciding
on the merits of a case and the nature and extent
of the credit that can be granted.

4.,2.3 Farm-enterprise planning

A farming plan and an analysis of the long-
term prospects of the farm are considered es-
sential for rational agricultural financing. Such an
analysis should therefore accompany every ap-
plication for credit.

Preparing and submitting a farming plan pro-
motes good farm management and helps the ap-
plicant to conduct his affairs systematically and
with a definite purpose in view, It also enables
the lender to tell whether the applicant's pro-
positions are realistic, whether there is a good
chance that the financial assistance applied for
will be used judiciously and effectively, whether
the farmer will keep abreast of technical develop~
ments, whether the farming system envisaged is
suited to the natural conditions and whether the
asgistance applied for will be conducive to the
optimal and effective exploitation of the resources
concerned,

4,24 The granting of agricultural credit to be
conditional

The granting of financial assistance should be
conditional and made subject to the keeping of
proper farming records, the conservation and
judicious use of the natural resources, the use
of farming systems suited to the natural con-
ditions concerned and the regular submission of
reports on the progress made in the enterprise.

4,3 PROGRESS IN THE GRANTING OF AGRI-
CULTURAL CREDIT

The data furnished in paragraphs 3.7.1.5 to
3.7.1.5.4.2.3. of Chapter III of this report indicate
the extent to which the Land Bank has granted
credit to farmers as well as to the agricultural
co~operatives and control boards,

The data on the activities of the Land Bank
summarised in Table 4.1 show how remarkably
this Bank has expanded its role of advancing
money to and in the interests of agriculture since
1948, This is also very evident from information*
given recently by the Managing Director of the
Bank on the expansion of the credit facilities for
agriculture in recent years, In order better to
fulfil its credit function, the Land Bank increased
its branch officers from ten to twenty-one over
this period. Furtherroore, the Land Bank has from
time to time made adjustments in its credit
system as justifiable needs arose.

* Smit, J.M.C. (1971): Landbank speel groot rol.
Landbou~oorsig, Die Transvaler - 10 May 1971



TABLE 4.1 - Long-term, medium-term and short-term loan moneys owed to the Land Bank by farmers and
agricultural co-operatives in the Republic of South Africa in 1948, 1965 and 1969*

Type of loan 1948 1965 1969
R R R

By farmers:
Long-term (mortgages) ........covvevecnnnrnann . 39 155 338 152 170 769 226 854 223
Charge loans ..... W8S § R A R B SR AR W WEe IR Bl B8 B 1 039 390 634 109 873 870
Medium~term ...........cc0vuue.ns 5 % 28 e Sres - 4 300 316 8 408 655
Short-term (cash credit) ....... treesescrcnsann 27 940 557 542 528 826

Total ..ovivesivias did R L Wl e 40 222 668 157 662 738 236 665 274
By co-operatives:
Long~term ........... Seteestaecreeer e anns 5 804 112 31 408 079 55 171 583
Short-term (cashcredit) ..........cooviuueunnns 44 860 440 129 342 415 258 747 729

Total 50 664 552 160 750 594 313 919 312
Grand tofal owed by farmers and co-operatives. . . 65 452 609 437 954 865 550 594 586

Source:

Data furnished by the Land Bank in its Annual Reports for 1948, 1965 and 1969

* The figures do not inclued the indebtedness of agricultural control boards, statutory agricuitural institu-

tions and non-co-operative bodies

As shown by the data in Table 4,2 the Agri-
cultural Credit Board (established on 1 October
1966) has also granted agricultural long-term,
medium~term and short~term credit in various
forms (see paragraph 3.7.1.6.5. of Chapter III)
and on a much larger scale than that granted by
the former Department of Lands during the pre-
ceding years (1961 to 1965) under various Govern~
ment schemes in the form of State advances and
other loans.

The data for the 1965/66 fiscal year were left
out of account because the Agricultural Credit
Board took over the credit function of the Depart-
ment of Lands, as well as State advances, on
1 October 1966,

According to these data, the Agricultural Credit
Board in the first four fiscal years after its
establishment granted approximately 225 per cent
more credit than was granted by the Department
of Lands and in the form of State advances. As
stated in paragraph 3.7.1.6.5 of this report, 51,4
per cent of the total amount granted by the Agri-

cultural Credit Board (excluding distress relief
loans) was in the form of long-term loans for the
purchase of private and State land.

The above summary of data on the credit
granted by the Land Bank and the Agricultural
Credit Board shows the extent to which Govern-
ment loans have been made available throughthose
bodies to or in the interest of agriculture, par-
ticularly during the past few years.

What is of special importance in this regard
is that during the past few years neither of these
credit institutions has refused a single application
for a loan on the grounds that funds were lacking.
According to the evidence of these bodies, it was
only where the applicants could not satisfy all
the requirements set for the granting of credit
that applications were turned down.

It was not possible to obtain detailed infor-
mation on the expansion of credit facilities pro-
vided for the agricultural sector by all the private
sources of credit together during the past two

TABLE 4.2 - Credit granted underthe State Advances Recoveries Act andbythe former Department of Lands

for purchases and allotments of land in the period 1961/62 to 1965/66 andby the Agricultural
Credif Board for the period 1966/67 to 1969/70

Allotments by the Total of State ad-
. . Assistance under UEpETermens o.f vances and allot- | Agricultural Credit
Financial year Lands for the pur-
the Act . ments for pur- Board
chase of agricult~
chases of land
ural land
R R R R
1961 /62 3 219 387 2 893 477 6 112 864
1962/63 3 021 803 2 219 790 5 241 593
1963 /64 3 556 928 2 481 389 6 058 316
1964 /65 6 297 309 8 857 311 15 154 620
Totaal ....o0ss 32 567 393
1966/6T ... .t i pist v wne e 8 o 18 #58 I @ 8 S # SHe G8 Sna e e ee 87 e 19 276 408
BOBTSOE s s wus s i 5 wvs 516 1 5 v s o5 419 SiE #E S8 A6 SR Gl R s, e 958 0O B Bl & 3T s 6§ BN § BE e 20 748 436
1968/69 .............. vim svel e Wi we & % Sie # SE G S 76 N 18 e i@ we W - T IT 20 890 495
1969/70 ...... da e B A B G S 6B S0 win i sseessssnavess o ese oves 3o 39 Suw mes s t e s eaieses 17 868 954
Totaal :s:u.5:555 78 602 293

Source: Department of Agricultural Credit and Land Tenure
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decades, According to the data in Table 3.5,
however, the share of these private bodies in
agricultural financing was considerable, i.e, R392,6
million in the form of mortgages and R249,3
million in the form of loans and debts, which as
at 30 June 1969 represented 44,5 and 76,6 per
cent, respectively, of the total mortgage and non-
mortgage indebtedness of farmers in that year.
As will be noted below, there are good indications
that the contributions made by these bodies to
agriculture in the form of long-term and short-
term credit have also increased appreciably in
recent years,

4,4 ADEQUACY AND EFFECTIVENESS OF AGRI-
CULTURAL CREDIT

4.4.1 Consideration affecting agricultural credit

In interviews with the Commission represen-
tatives of Organised Agriculture affirmed that there
was no serious shortage of credit in the agri-
cultural sector under normal conditions, However,
it emerged from the discussionsthatthe following
considerations were important as regardsthegran-
ting of agricultural credit:

{(a)  The capital requirements of agriculture, and
therefore also the demand for credit, were rising
constantly.

(b} Interest rates were rising concurrently with
capital requirements, Interest rates had now risen
to a level above the earning capacity of even good
farmers under favourable production conditions,
The profitability of agriculture was such that,
under average conditions, these high rates of
interest could neither be met from the farmer's
income not absorbed by agriculture.

(c)  These high capital requirements and rates of
interest had been particularly burdensome during
unfavourable seasons, of which there had been
several during the past decade, and in branches
of agriculture and areas which had to contend
with protracted droughts and price decreases,
particularly in the case of wool and mohair,

(d) Most farmers had no difficulty in getting
agricultural credit when they needed it. It was
only certain farmers who had difficulties, and in
any case for some reason or other many of them
could satisfy the basic requirements or norms set
by Government credit institutions for the granting
of credit. Representatives of the commercial banks,
which have a large share in agricultural financing
in the Republic, expressed the opinion in an inter-
view with the Commission that in actual fact there
were more private credit institutions available to
the farmer than was really necessary and that it
was therefore too easy to get open credit, This
tended to result in procedures and concessions in~

compatible with sound principles of agricultural
financing.

(e} Farmers who failed to obtain credit, parti-
cularly medium-term credit, from the Land Bank
or the Agricultural Credit Board often turned to
private bodies for expensive short-term credit,
sometimes without even enquiring beforehand about
the cost of such credit or entering into negotiations
about it. This way of getting expensive short-
term credit for the purposes of long-term and
medium~-term financing in agriculture soon landed
many farmers in financial difficulties.
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(f) Farmers often purchased means of produc~
tion, particularly the more durable items such as
vehicles and implements, on the ordinary hire-
purchase system, The rates of interest charged
by private dealers or private credit institutions
for this kind of credit were relatively high - so
far above what agricultural production could yield
that buying means of production on such a system
was not desirable in agricultural financing, (For
further particulars see paragraph 4.6.2.2.5.2.)

(g0 In agriculture it was not at all unusual to
find casual debts with commercial concernes
gradually infiltrating the agricultural credit pat-
tern, first in the form of short-term credit with
commercial banks, and then long-term credit with
commercial banks or even with Government and
semi-Government credit institutions, The fact that
casual debts were undermining the farmer's per-
manent-credit structure was causing concern, even
if such debts were incurred for agricultural pro-
duction. But there were also cases where such
debts arose from the purchase of the ordinary
necessaries of life and sometimes purchases to
maintain standards of living which were above
the net income potential of the farming unit under
prevailing conditions, The commercial banks' re-
presentative with whom discussions were held also
felt that the financial situations resulting fromthis
practice had such a bad effect on farming enter-
prises that it should be discouraged and counter-
acted in every possible way.

4,4.2 Overcapitalisation in agriculture

It must be admitted that the agricultural sector
is not really experiencing a dire shortage of credit.
On the contrary, the position is rather that too
much credit has been granted to agriculture by
too many private lenders - often the wrong kind
of credit at the wrong time (particularly when
money is plentiful) and credit that is too dear
in times of credit restrictions,

It would appear that overcapitalisation is oneof
the major causes of many of the financial pro-
blems in agriculture., Overcapitalisation arises,
in the first instance, when the prices paid for
agricultural land are out of proportion totheland's
productive potential,

Land is one of the most important factors of
production and its agricultural value should be
based on its yield under average management over
a certain period and under certain conditions. In
this regard it should not be forgotten that about
54 per cent of the capital expended on a farming
unit is tied up in land.

In Chapter VII of its Second Report the Com-
mission stated that there was no relation between
the market price of the land and its productive
value, pointing out that this had an adverse effect
on agriculture,

Admittedly the rise inland values does, however,
increase the solvency of farmers, I does not
create any real difficulties for the farmer with
ample capital resources who wishes to purchase
additional land at ruling market prices eitherasan
investment or to expand his existing farming ope-
rations, provided that he has an amount of cash
with which he can pay off part of the purchase



price and that he also has the necessary operating
capital to be able to exploit the potential of the
land: he- is buying to the full, Such a transaction
should not, however, have the effect of pushing
up his debt ratio to an unfavourable level,

~ The position is quite different for persons who
want to convert their existinguneconomic units into
economic units and for beginners lacking the
necessary minimum amount of capital in cash and/
or movable and immovable assets. The purchase of
land at its current market value would cause serious
financial problems for such persons, To meet
their commitments and make a living, such persons
would be dependent on the income they are going
to make on the piece of land they intend to buy.
If the price of the land is much higher than its
productive value, the net return on the capital
invested in the land may be lower than the interest
the farmer has to pay or in any case not enough
for him to meet his commitments from the income
the land yields. If, on top of this, such a person
were also to suffer setbacks as a result of un-
favourable natural conditions, for example
droughts, his financial position might become s0
critical that it would not be easy for him to
surmount his difficulties, which would then continue
to weigh him down for the rest of his life, This
would definitely not be conducive to the establish~
ment of a permanent, solid and thriving farming
community on the platteland,

It is striking how often the problems of persons
who approach the Agricultural Credit Board for
financial assistance can be traced back to the fact
that they started farming with insufficient capital
or none at all,

In the U.S.A* attempts were made through
the agency of the Farmers Home Administration
to set up as farmers young men who wished to enter
the industry and had a farming background but
lacked the capital. They were given all the credit
_they needed to buy land and means of production,
In spite of the assistance and guidance given to

them and the high level of efficiency they main~
tained, they could not make a go of it and meet
their commitments under the prevailing costprice
ratios., This again bears out the contention that a
prospective farmer should not start farming or
buy land unless he has a certain minimum amount
of capital at his disposal,

The disparity between the market price of land
and its productive value notonly makes the granting
of credit riskier but also makes it difficult to
finance young beginners or farmers with un-
economic farms to enable them to buy additional
land for the consolidation of existing uneconomic
units,

But the present disparity in land prices is also
creating problems for other farmers. There are
several cases where established farmers whoused
to make a good living have bought land adjacent
to or in the vicinity of their farms at market
prices in order to increase their acreage and who
have thereby brought insurmountable financial
trouble on themselves.

Hattingh* gives an illuminating explanation of
how the amount of capital invested in stock-
farming affects its profitability. He points out that
stock-farming is capitalintensive, i.e. it demands
relatively large amounts of capital and yields a
low income per unit of capital invested, It is
therefore advisable for farmers to take careful
note of the amount of capital they are investing
in land, fixed improvements and stock, before
deciding to buy land, With things as they are at
present, it is also very important to realise that
the more extensive the type of farming, the bigger
the difference between the productive value and
the market value of the land, In wool farming,
for instance, rates of interest on land, improve-
ments and stock constitute over half the costs.

Comparisons of net income per sheep in a few
areas in the Republic and in Australia are given
in Table 4.3.

TABLE 4.3 - Net income per sheep in a few areas in South Africa and in Australia*

Total expen~
Period co~ | Gross in- | diture {(exclu- :
< i Net income
vered by come per | ding interest
Area per sheep
study sheep costs) per .
unit
sheep
R R R

Extensive sheep areas of South Africa
Pofadder - Kenhardt ........cocvenneeeonnn.. 1960 ~ 61 4,64 1,68 2,96
Carnarvon ~ Williston ........c.. vt innnvnnns 1960 - 61 5,33 2,19 3,14
Eastern Karoo .. ... v v suusnsueennasaneesas . 1961 - 62 5,96 2,67 3,29
Drakensberg crazing areas
Ermelo - Volksrust .......... .. ... ..coiv..n. 1361 -~ 63 4,18 2,62 1,56
South~Eastern Free State .. .. .......ccvrvnnun.. 1962 -~ 64 4,75 2,48 2,27
Elliot -~ Maclear . .... o K W B S GBS A 1961 ~ 67 4,65 2,65 2,00
Bossieslaagte (Lady Grev) .. ..o ... 1965 - 66 4,86 2,47 2,39
Summenr: rainfall cropping areas of South Africa
Eastern summer rainfall cropping areas ........ 1961 ~ 65 4,04 2,10 1,94
North-Western Free State .. ................... 1961 - 65 3,94 1,78 2,16
Australia
Extensive grazing areas ...................... 1962 - 63 4,72 2,74 1,98
High rainfall areas ................. .. ........ 1962 ~ 63 6,99 4,35 2,63

* Hattingh, H.S. (1968): Loc. cit.
+ Retief, J.C. (1962): Financing of "Category III"
Farmers in the U.S. A,
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* Hattingh, H.S, (1968): Woolled-sheep Farming -
Is it Profitable? Farming in South Africa. Novem~
ber 1968, p. 53, 565~57,



Net income per sheep in South Africa compares
favourably with Australian results, But the South
African farmer invests far more in land than his
Australian counterpart, with the result that the
South African farmer's higher net income is swal-
lowed up by the higher rates of interest which
he has to pay if he buys land. In the extensive
farming areas, the South African farmer's invest-
ment varies between R50 and R70 per sheep.
The farmer in the extensive farming areas of
Australia invests only R30 to R40 per sheep.

It should be borne in mind, however, that Hattingh
carried out his investigation from the early sixties
to the midsixties, Since then land prices have
risen steeply, whereas wool prices have declined
and grazing has deteriorated. Therefore the net
income per sheep unit would be considerably lower
at present than reflected by the figures given
above,

The calculated productive investment per sheep
per farmer of average managerial ability with a
net income of R10 per R100 of capital invested
is shown in Table 4.4,

According to the data in Table 4.4, a capital
investment of R20,92 per sheep in land and fixed
improvements would be justified in South Africa's
extensive grazing areas, At a carrying capacity
averaging 2 morgen per sheep, this means that
R10,46 per morgen can be justified as an average
price for the country as a whole. In the areas
concerned, however, the market value is appreciably
higher than this calculated productive value.

Like wool-growing, beef production is also
capital~intensive. According to Van Wyk* a typical
ranch in the Molopo or the Bushveld in 1967
required an investment of about R2 000 in land,
cattle, and implements and machinery for a net
income yield of R100, With a capital investment of
R200 per LSU and an expected net income of R10,
a cattle farmer could only expect a return of 5 per
cent on capital and management, The capital of
R200 per L.SU was made up as follows:

Land ~ 6 morgen per LSU @ R20/morgen = R120
1LSUcattle ..,,............... 4w B .= R 70

Implements and machinery (vehicles,
tractors, etc.) ............c......, = R_10
R200

The capitalisation of R200 per LSU given above
was, it will be realised, very conservative even
for 1967, Today's figure would be much higher,
It is not at all unusual at present to find that
investment in land and improvements comes to
over R150 per animal. The investments of R70
per LSU is equally conservative; at present the
figure would probably be closer to R80 per LSU,
Owing tothe capital-intensity and overcapitalisation
of meat production the return on capital in the
industry is among the lowest of all the main
branches of agriculture in the Republic,

As in the past, the amount of land on offer
will be an important factor in determining land
prices in the future and, so far ascan be foreseen,
will not be sufficient to bring prices down. In the
U.S,A. the post-war rise in land prices was ac-
companied by a drop in the number of farmers,
and there was a steady rise of about 6 per cent
per annum in the price of farm land,

Persons concentrating primarily on maintaining
or increasing their real assets will probably
continue to invest in land, with the result that
financial problems will increase for those wishing
to purchase land to earn their living on it as their
sole source of income,

As pointed out in Chapter VI of the Com-
missionts Second Report, it is hard to find a
solution to the problem of rising land prices.
If things go on the way they are at present, it
will become impossible to finance beginners or
other persons whose capital is insufficient for the
purchase of farm land. As an alternative, such
persons will have to try to rent land, Land which
is to let is, however, fairly hard to come by and
rentals have in most cases risen to a high level.
So, while things remain as they are, this would
not be a solution either, The Government should
therefore consider letting land at its disposal to
deserving persons on a long-term basis on
reasonable terms,

Furthermore, attention must be given to the
dilemama that the pressure of high land prices on
a particular farmer can largely be offset by in-
creasing his efficiency but that in the community
as a whole it is precisely increased efficiency,
accompanied by higher profits per morgen, that con-
tributes to the rise in land prices.

TABLE 4.4 The calculated productive investment per sheep per farmer of average managerial ability, at a

net income of 10 per cent per unit of capital

Total justifiable] : Justifiable in-
5 § Investment in 3
. capital invest- |, vestment in
Net income livestock and )
Area ment per sheep . land and fixed
per sheep equipment per |.
for a 10% net i improvements
: sheep unit
income per sheep
R R R R
Extensive grazing areas .............. 3,13 31,30 10,38 20,92
Drakensberg grazing areas ........... 2,06 20,60 8,60 12,00
Summer rainfall cropping areas ....... 2,05 20, 50 8,05 12,45

Source: Hatting, H.S. (1968): Loc. cit.

* Van Wyk, S.P. (1968): Beef Production, Farming
in South Africa, November 1968, p. 59-63



In this regard the Commission must againdraw
attention to overcapitalisation resulting fromover-
expenditure on mechanisation and labour, In Chapter
X of its Second Report the Commission pointed out
the serious problems that are weighing down South
African agriculture in this regard., The situation
is further aggravated by the effects of over~
capitalisation on agricultural financing. For ex~
ample, applications received by the Agricultural
Credit Board for the purchase of tractors and
implements include many for purchases which are
unnecessary because the applicant already has
enough of these items or because the amount of
work to be done does not warrant expenditure
on such purchases, Often there are also applications
for the replacement of tractors which, having been
used for only a few years, should still be in good
repair but which have become unserviceable be-
cause of poor maintenance,

Many irrigation plots are only about 10 to 12
morgen in extent, With farming units of this size
it would not pay to buy expensive tractors and
implements for each plot whenever the farmer
presses for them, his contention usually being
that the shortage of labour has forced him to use
a tractor instead of draught animals to till his
land. The fact of the matter is, however, that in
such circumstances mechanisationcanincreasethe
debt burden of the entrepreneur considerably. The
cost of a tractor of the required size, plus a
set of implements for it, tobeusedon an irrigation
plot would be about R3 000, This would mean in~
creasing the debt burden on a ten-morgen plot
by about R300 per morgen. Under such circum-
stances it would be impossgible to employ the
purchased machinery economically because it would
be in use for short periods only.

The Commission is of the opinion that there is

no sound financing policy that can be devised and
put into operation effectively to place farming
enterprises with such serious defects on a sound
economic footing. This further underlines the im-
portance of the Commission's findings and recom~
mendations recorded in Chapter X of its Second
Report on extension services for farmers in con~
nection with the maintenance and use of machinery
and the expansion of systems for greater communal
use of machinery,

4,4.3 Types of credit for agriculture

During the interviews conducted by the Com-
mission the opinion was expressed that, although
agriculture was not hampered unduly by the inade~
quate provision of credit, the distribution of credit
merited consideration. The ratio of capital made
available in the form of long-term mortgage loans
on agricultural land to the capital which wasavail-
able in the form of medium-term credit specifical~-
ly for agricultural production left much to be de-
sired. In support of this view it was asserted
that the amount of agricultural land available was
not increasing and that the tendency to make
mortgage loans fairly easy to get (often even at
an unrealistic level of creditworthiness based on
the market value of land) helped to push up land
prices. Agriculture would stand to benefit more if
mortgage loanswere not so freely available and if,
instead, more ample provision were to be made for
medium~term credit specially designed for the pro~
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duction of, say, commodities with long production
cycles, such as fruit, wine, pineapples, meat,
etc. (see also paragraph 4,6.2.2.5.3.1.3.)

What the agricultural sector needed most, it
was contended, was not more long-term or short-
term credit but greater participation by state and
State-aided credit institutions in agricultural
financing aimed specifically at agricultural pro-
duction,

This kind of credit should be granted to the
agricultural sector judiciously and according to
procedures adapted to the peculiarities of agricul-
tural production, and should be aimed at achieving
optimal utilisation of resources atarate of interest
more in proportion to the profitability of agricul-
ture under prevailing conditions, In view of the
special needs of agricultural production the Com~
mission came to the conclusion that a system of
financing designed to meet these needs had the best
chance of success if the periods involved were
more closely adjusted to the production processes
for which the credit facilities were intended, The
Commisgsion is of the opinion that what agriculture
really needs is better-adjusted medium~term credit
and that the granting of medium-term credit by
the Land Bank and the Agricultural Credit Board
merits special consideration. Special attention will
be given to this matter in paragraphs 4.6.2.2.5
to 4.6.2.2.5.3.2.6,

4,5 FACTORS OF IMPORTANCE IN THE GRANT-
ING OF AGRICULTURAL CREDIT

4,5.1 Basic approach

Agricultural financing, particularly the granting
of credit to the farmer, should help the farmer to
become more independent and creditworthy and
should promote agricultural production on the
basis of the conservational utilisation of the natural
resources, How effective the granting of credit to
agriculture will be, will actually depend on the
extent to which these goals are achieved through
such financial assistance. And, as is evident from
the information furnished particularly in this
chapter, there is, apart from the question of
whether agricultural credit is adequate, good cause
for concern about the effectiveness of the credit
that is being granted to farmers, especially by
private sources,

The various factors which are really important
and merit consideration in the granting of credit
to agriculture concern the borrower (for the most
part the farmer who has to use the credit); the
farming enterprise for which the loan granted is
intended to be used productively; and the necessary
security which has to be given to the lender for
his risk in making such an investment.

4.5.2 The borrower

The question of whether farmers are deserving,
particularly when it comes to how much they know
about the economics and technology of farming and
how capable they are as managers, isof paramount
importance in the granting of agricultural credit,
A high standard of such knowledge and competence,
together with practical experience, makes for



efficiency in farming and is a prime consideration
in rational financing.

In agriculture, as in other industries, the ability
of the entrepreneurs varies considerably -~ a varia~
tion which will therefore also determine their suc~
cess in farming, even under the same production
conditions, However, the extent to which credit con~
cessions are sometimes made to farmers of les~
ser ability or those on farming units with a
rather low productive potentialcreates the impres-
sion that State-aided credit institutions, in parti-
cular, are too much inclined to assist less deserv-
ing farmers with credit, whereas many of the good
farmers are handicapped through not being able
to get enough capital for expansion that merits
credit,

In assessing the personal qualities of an ap~-
plicant for agricultural credit it is considered
essential to note his integrity, his age, the history
of his enterprises, his knowledge of both the tech~
nical and the business aspects of farming, his
judgement and his managerial ability.

In his studies of the economics of agricultural
production Hattingh* came to the conclusion that,
if the net farm income realised by the best third
of farmers was capitalised at a rate of 10 per
cent, the market value of land did not differ much
from its productive value. Land in intensive or
semi-intensive areas could still be bought by
farmers whose managerial practices were sound,
Managerial ability considerably above the average
was, however, a prerequisite.

The potential of the above-average farmer could
not, however, serve as a norm in the valuation of
land, Hattingh's views nevertheless serve to em-
phasise the importance of good managerial ability.

The data furnished in Table 4.5 relate to an
investigation conducted by the Department of Agri-
cultural Economics and Marketing into the eco-
nomics of mutton production (Dorpers) in 1968-
1969, These figures clearly show the important
influence of superior managerial ability and know-
ledge on the profitability of this type of farming.

These figures speak for themselves and show
how good management can mean the difference be-
tween completely uneconomic results and a highly
remunerative undertaking. It should also be noted
that the poorest farmers with the highest stocking
rate and relatively smaller farms kept more sheep
per farm than the group of good farmers, This
probably resulted in trampling of the veld and poor
pasture management and therefore did much to
make the poorest group's performance an extreme-
ly bad one.

The data in Table 4.6 (furnished by Van Wyk)
further illustrate the importance of good manage-~
ment - in this instance to the profitability of beef
production,

* Hattingh, H.S. (1970): Markwaarde teenoor pro-
duktiewe waarde van landbougrond en moontlike
maniere om die gaping te oorbrug. Department
of Agricultural Economics and Marketing,
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TABLE 4.5 -~ Investigation into production of mut-
ton sheep (Dorpers) in the Northern
Cape, 1968 to 1969 - Comparison of
the achievements of the best and
poorest farmers

|Poorest group l Best group
Farm size 4 038 morgen {5 407 morgen
Stocking rate 1,68 morgen/ {2, 54 morgen/
sheep sheep

Net profit - R0, 65/sheepR5, 86 /sheep
Lambing percentage | 60 per cent  [149 per cent
Ewes per ram 62 32
Average age at whic

lambs were mark-~

eted 7 months 5,14 months
Mortality among
__adult sheep 2,64 per cent {1,50 per cent

Data furnished personally by Mr H.S, Hattingh,
Department of Agricultural Economics and Mar-
keting

TABLE 4. 6 -The influence of calving percentage and
weaning weight on the total cost (plus
interest) per pound of weaner produced
in the North-Western Transvaal Bush-
veld, 1965/66, with an investment of

R100 per LSU
Calving |Cost (plus interest) per It live weight *
percent- | per weaner at a weaning weight of ~
age 375 1b 400 1b 425 1b
% Cents Cents Cents

80 7,47 7,00 6,59

60 9,13 8,56 8,06

50 10,92 10,24 9,64

Source: Van Wyk, S.P. (1968): Beef production,
Farming in South Africa, November 1968,
page 61

It is known that the average calving percentage
in the area concerned is about 60 per cent and
that with good management and care a calving
percentage of 80 per cent or more is by no
means impossible, The results show what can be
achieved by 'improving the farmer's ability and
knowledge.

The difference in the net farm income of the
best third and the average third of the farmers
in the areas concerned is also evident from the
data in Table 4.7.

According to the data given above, the profit
per pound of beef produced rises by over 3 cents
per pound if the calving percentage rises from 50
to 80 per cent.

These data also serve to highlight the fact
that under the same environmental conditions there
are big differences between the net income of good
farmers and that of the average and poorer farmers,
irrespective of the area or the type of farming.



TABLE 4.7 - Netfarm income of the best third of
the farmers as compared with ave-
rage income of farmers in the areas

concerned
N.F.I per| N.F.I. per
R100 of |R100 of
Area capital in-|capital in-
vestment {vestment
(average |(best third
third of |of farmers
farmers) jin sample)
R R
Griqualand East (beef cattle) 7,30 12,37
Northern Natal (beef cattle) 4,27 8,45
Natal Midlands (beef cattle) 4,05 8,60
Zululand (beef cattle) 1,48 5,09
Northern Cape (mutton sheep) 4,76 8,28
Western Transvaal 8,10 13,93
Frankfort - Villiers 12,30 19,38
North-Western Free State 10,80 17,50
Bethlehem - Reitz 11,40 19,39
Bethal ~ Standerton 9,00 14,68
Kokstad 8, 81 12,11
Cedarville 8,54 12,11

Source: Hatting, H.S. (1970): Markwaarde teenoor
die produktiewe waarde van die landbou-
grond en moontlike maniere om die gaping
te oorbrug (extract from Table 1)

In Document 161/70 of the S.A.A.U.* it is
stated that the distribution of the debt burden of
farmers might possibly be uneven. The Union's
impression is that 38 per cent of the farmers
with investments outside agriculture have relatively
little debt and that the remaining 62 per cent
are saddled with the major part of the debt burden.

In Chapter II (paragraph 2.6,2) of this report,
reference is made to the uneven distribution of
the income of farmers, as shown by Groenewald*
and Lombard$ et al, There is possibly more than
one reason for the uneven distribution of income,
In the said chapter the idea is put forward that
in at least some of the cases the uneven distribution
of income can be attributed to poor managerial
ability and defective knowledge. It is clear that
the financial position of farmers with such short-
comings cannot be improved merely throughfinan~
cing. Financing without the necessary advice and
guidance, especially in farming business, could
land such farmers in even worse straits.

However that may be, the data in the tables
given above underline the tremendous differences
between the net farm income of the best farmers
and that of the average and poor farmers, This
is found to be the case throughout the Republic,
irrespective of the particular region or type of

* S,A, Agricultural Union (1970): Die finansierings-
patroon van die Suid-Afrikaanse boer, Doc, 161/
70,

¥ Groenewalt, J.A. (1970): Loc, cit.

# Lombard, J.A. et al. (1969): Loc. cit.

farming. The financial position of many of the
farmers of poor managerial ability and business~-
sense can obviously not be improved by granting
them more credit, If is essential in such cases
to try to improve managerial ability and know-
ledge and to link this with the provision of better
credit facilities,

The data given above stress to what extent
managerial ability, expertise and other personal
attributes determine the effectiveness with which
capital is used. They show how important it is,
in striving for more realism in the granting of
agricultural credit, to take due account of the
applicant's merits in considering his application.
Although the Commission is aware that the State-
aided credit institutions do try toassess applicants
on these lines, there does seem to be much room
for improvement in this regard.

The Comunission therefore wishes to recom-
mend that, in order to ensure healthy conditions
in agriculture, all parties granting agricultural
credit should sift applicants on personal merit
also and that those who do not qualify for credit
on such a basis should be encouraged to seek em-
ployment elsewhere,

4.5.3 Farming enterprises

4.5.3.1 Evaluation of farming potential

It is remarkable how many farmers overrate
the potential of a farm or a farming unit. There
are several reasons for this, Farmers commonly
base the potential of a farm or enterprise on the
results attained during relatively favourable,
above-average or even outstanding years, They
fail to take due account of the vagaries of nature,
with the result that their assessment rests on
false values,

The lack of reliable norms is a problem not
only for the farmer but also for the money~
lender. Thus, for example, the Land Bank's norms
often differ from those of the Agricultural Credit
Board, while the norms used by these two bodies
often differ considerably from those of other credit
institutions. This makes things very awkward for
both the lenders and the applicants ~ a difficulty
which will have to be overcome, General norms
that would be valid for conditions in all regions
should be laid down. Moreover, the various lenders
should be persuaded to try to achieve greater uni-
formity in their norms.

The Commission's view is that, if greater
rationalisation is to be achieved in agricultural
financing, it would be important in considering ap-
plications for credit not only to take careful
note of the personal merits of the applicant and
his wife or of the solvency or profitability of
his farm at the time when he applies for credit,
but also to take into account the potential yield
of his enterprise based on farm records for pre-
vious years and on the prospects for the fore-
seeable future, assuming that farming practices
are adapted to environmental coaditions in accor-
dance with the principles of the conservational
use of production resources. To enable the lender
to ascertain whether the borrower will be suc-
cessful enough in his farming operations to meet
his interest and redemption obligations, the bor-



rower's application should be accompanied not only
by a statement of his financial position, but also
by a history of his farming operations, a farming
plan and an indication of future production program-
mes and expectations, as well as an appraisal of
the expected yield potential of the farm under the
proposed production programme,

If due account is taken of these particulars in
considering applications for credit, and if the
policy in agricultural financing were better co-
ordinated than at present, it should be possible
to curb the injudicious granting of credit and over~
capitalisation.

With a view to rationalising agricultural credit
it has become essential, in considering applications
for credit loans, to guard very strictly against the
kind of over-optimism that arises when the value
of land, stock and other assets, or production
prospects, are assessed, without taking into account
below-average seasonal fluctuations and the via-
bility of the farming unit concerned.

Although the Commission accepts that the so-
called Category III farmers have the biggest finan-
cial problems and that the Government wishes to
keep as many farmers as possible on the land
through its agricultural financing schemes, the
Government cannot be expected to help allfarmers
to stay on the land, If a rational and co-ordinated
financing policy is to be adopted it would therefore
have to be accepted that there must be careful
sifting of applications before credit is granted.
As the Government should, directly and indirectly,
give firm guidance on the policy to be followed
in agricultural financing, the Commission strongly
recommends that State or State-aided credit in-
stitutions should, in dealing with matters of agri-
cultural credit, persist as steadfastly as at present
in their policy of thorough screening of applicants.
The policy followed should ensure that agriculture
does not lose entrepreneurs and farming enter-
prises of good potential, or it should ensure that
such entrepreneurs will enter the industry, but at
the same time the inefficient entrepreneurs or
enterprises must not be allowed to remain in the
indusiry by the grace of credit injudiciously granted.

4.5.3.2 Adaptedness of the farming system

In Chapter V of its Second Report the Com-~
mission dealt at length with the difficulties en-
countered where farming systems are not adapted
to the natural conditions of the area concerned.

Problems arise in the financing of such systems.
Financing in the form of production loans to assist
farmers in the so-called marginal field-cropping
areas does not really accord with one of the most
important principles of rational financing, namely
that the farmer should, with the aid of the credit
he receives, stand a reasonable chance of being
able to meet his commitments in due course and
to do without further assistance. Financing in
these marginal field-cropping areas, where the risk
involved in the cultivation of cash crops is so
great, is nothing but a gamble,
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The data in Table 3,18 show that in the 33
years from 1 October 13966 to 31 March 1970
the Agricultural Credit Board granted an amount
of over R5 000 000 in production loans, The Board
also indicated what percentage of the total number
of applications in the Republic was for production
loans for the years 1967/68 to 1970/71 and what
percentage came from ten districts in the summer
rainfall area which are regarded as completely
or partly submarginal for cash crop production,
namely BLOEMHOF, BOSHOFF, CHRISTIANA,
HERTZOGVILLE, MAFEKING, NYLSTROOM,
PIETERSBURG, POTGIETERSRUS, SCHWEIZER~
RENEKE and VRYBURG, Over the four years
concerned the percentage was as follows:

Percentage of total num~

Financial year ber of applications for

the Republic
1967/68 26,9
1968/69 28,3
- 1969/70 25,1
1970/71 31,1

The applications for production loans from these
ten districts therefore constituted one quarter to
about one third of the total for the entire Republic,
Apparently applications for loans for cash crop
production under such risky production conditions
tend to recur year after year.

Further analysis of the applications shows that
many of these production loans were granted tothe
same applicant for two or more years in suc-
cession without his having been able to pay back
the first loan in full or even in part. There were
also cases where persons got production loans
for five years in succession or more and where
there was no indication that the loans had improved
the applicant's financial position to any extent.

The granting of production loans in this way
apparently does little to improve the prospects
for crop productionunder such conditions or on such
farms, This kind of assistance tends rather to
plunge the farmer who persists in producl. g cash
crops under such risky conditions deeper into
financial difficulties every time yet another pro-
duction loan is granted to him and in fact en-
courages him to persist in following such an un-
suitable and unsound farming system to his own
detriment and to the detriment of the production
resources of his farm, '

In practice, the problems of remedying ill-
adapted farming systems are both physical and
economic ones, But the change~over to an adapted
farming system, for example, from field cropping
to extensive stock-farming - however essential this
might be to place farming operations on a sound
footing - is also fraught with difficulties. In the
first place, it takes some years before the change-
over reaches a stage where full production can be



achieved under the new system, It is obvious that
not only will income drop during the transitional
period but there will also be a need for extra capital,

The main obstacle to the change-over is that
these problem farms are usually overcapitalised
already and that they arée so small that it is not
simply a matter of putting the necessary adjust-
ments into practice, It first has to be determined
whether the cost of effecting the necessary struc-
tural changes and enlarging the farms is within
reasonable financial limits, and to what extent it
would be possible to enhance the potential of the
farms as extensive farming units through better
management and care of livestock, If this is not
possible, there is little hope of keeping the farmers
concerned on their farms as self-supporting entre~
preneurs.

In at least some parts of these marginal areas
it would be unrealistic to continue granting pro-
duction loans for the production of cashcrops, Such
areas should therefore be clearly identified and
demarcated to separate them from the recognised
field-cropping areas. In such areas, production
loans should be granted only for the production
of forage crops. No sound credit policy can be
adopted in agriculture unless it is basedonadapted
farming systems,

In paragraph 7.8.8.2 of Chapter VII of its Second
Report the Commission recommended that financial
assistance be given on the basis of conservation
areas after acceptance by the authorities of a
development plan with all its implications, in-
cluding consolidation and programmed develop-
ment; that the present "fragmentary planning" be
stopped; and that no further financial assistance
be given on this basis.

These and other recommendations made by the
Commission in this regard in Chapters V and
VII of its Second Report stress the urgent need
for very careful attention to be given to agri-
cultural planning in accordance with production
practices that are appropriate to the various areas,
This is also considered to be of cardinal importance
in the formulation and adoption of a rational
and progressive financing policy for agriculture,

The Commission is however, also aware, of the
fact that, even if sufficient data on the possibili~
ties of land use and the climatic conditions in
the areas concerned were to become available and
be published, many farmers in the areas where
adjustments to farming systems and practices are
considered desirable would not be able to modify
or adapt their farming operations accordingly,
owing to the financial demands entailed by such
adjustments. This is particularly so where cash
crop cultivation is so risky (owing to erratic
weather conditions and, more particularly, a sub-
marginal rainfall pattern) that the farming systems
have to be switched from a predominantly crop
production pattern to a predominantly stock-
farming one. This would mean that the cultivated
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land on such farms would either have to be left
to revert to pasturage or used for fodder pro-
duction,

The introduction of such changes would, how-
ever, be seriously hampered by the fact that at
the time when the farm was bought or when
credit was granted, the cultivated land on the farm
was valued on the basis of cash crop production
(and often on its market value), the calculations
being based on yearswhenthe rainfall was average
or above average. What is more, it often happens
that the capital expenditure incurred for cash crop
production on such farms is high - farms which,
after the change~over, will therefore be less suitable
for a new and better-adapted farming system,

The Commission considers it so important to
strive for better adaptedness in farming enter-
prises for the sake of greater biophysical stability
in agriculture that the Government must provide
financial assistance in this regard in addition to
the technical auxiliary services needed to pilot
and advance the process of readjustment,

The Commission therefore recommends that, to
this end, a voluntary readjustment scheme be de-
vised for application on a regional basis, (See also
paragraph 4,6.2.2.5.3.1.2.)

4.5.3.3 Prospects of making a living, and non-
viable farming units

There is no doubt that non-viable (uneconomic)
farming units are the cause of many farmers'
financial difficulties. The chances are very slender
that farmers operating such units, particularly
very small ones will never become economically
independent and be able to maintain a reasonable
standard of living.

Where at all possible a credit policy should be
adopted which will not have the effect of prolonging
the existence of such non-viable units indefinitely,
Farmers on undersized units should rather be
helped to find some other livelihood, except where
they have the makings of excellent farmers and
deserve to be considered favourably for resettle~
ment on enlarged farming units, The problems in~
volved in getting farmers to give up uneconomic
farming units, enlarging such units and resettling
persons who have given up farming are, however,
complex and call for closer study. The Commission
is pleased to note that an Interdeparimental Com-~
mittee on Rural Reform has been appointed to in-
vestigate and make recommendations on this mat-
ter.

It should be borne in mind, however, that no
matter what is recommended or done about rural
reform and the conversion of uneconomic farming
units, a large number of these will remain in
existence for many years and in the mean time
farmers {rying to make a living on them will
urgently need credit. As stated in Chapter II of
this report, the problems of persons trying to make
a living on undersized units are not only economic
ones but also largely social ones,
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The financing of such units often gives rise to
great difficulties. There are many farmers who,
although they are farming on uneconomic units,
nevertheless have a debt ratio within the required
limits, It is hard to imagine how these people
keep body and soul together., It may be that they
are extremely frugal and content with very little,
Applications from such persons for financial assis~
tance should be given favourable consideration,
provided that the assistance granted does not make
their debt ratio so adverse that they are plunged
into worse difficulties.

Persons operating uneconomic units with so
great a debt burden that there is little hope of
improving their financial position are usually not
in a position to settle their debts, Such persons
should not be given financial assistance, but they
should be persuaded to give up farming and find
some other livelihood,

In this country there has probably never been a
better time than the present for people who are
struggling to make a living in agriculture toswitch
to a more remunerative occupation cutside agricul-
ture,

Therefore no financial assistance should be
given for the purchase of uneconomic units unless
the purchaser intends to combine the undersized
unit purchased with some other non-viable unit,
thereby creating a viable one. Whenever financing
for the purchase of non~viable farming units
comes up for consideration an attempt should be
made to prevent such units being transferred from
one person to another with the same unfavourable
prospects for a livelihood (for example, inthe case
of the aged). (See the further recommendations
of the Commission in paragraphs 4.7 to 4.7.2.3.)

The Commission also considers it very impor-
tant that a special effort should be made to achieve
better co-ordination between the various agri-
cultural credit institutions in regard to the finan-
cing of suchnon-viable, undersized units, {For re-
commendations in this connection see paragraph
4.6.2,1.3.}

4,5.3.4 Farming enterprises of financial and in-
dustrial concerns

In paragraph 3.4.2. of the Commission's Second
Report the view is expressed that in a democracy
and a free economy, such as the Republic is at
present, and from a purely economic point of view,
there is no valid reason why big land ownership
should be condemned or why there should be op-
position to big enterprises belonging to individuals

or companies.

In paragraphs 3.4.1 to 3.4.2.6 of that report the
Commission also discussed the pros and cons of
big land ownership and, dealing more particularly
with companies in paragraph 3,5.4, recommended
that when the activities of companies in the agri-
cultural field tend seriously to disturb the establish-
ed rural pattern of South African agriculture,
the judicious use of natural resources and the

balance in agricultural production, such cases be
referred to the National Advisory Council for the
Planning of Agricultural Production (the egtablish-
ment of which was recommended by the Commission
in paragraph 9.7.5) for consideration and recom-
mendations to the Government,

Recently, however, information has reached the
Commission which confirms its suspicion that the
entry of various financial and industrial concerns
into agriculture is already upsetting the balance
in agricultural production to such an extent in
certain cases that serious consideration and prompt
action have become essential,

A feature of developments over the past few
years has been that several big financial insti-
tutions, industrial concerns and other business
concerns with large amounts of capital have be-
come active in agricultural production. At present
there are signs that these concerns are expanding
their operations through direct participation or
through affiliation to or amalgamation with other
companies, their aim being to extend the chain of
their operations as far as possible in the direction
of both pre-production and post-production activi-
ties, :

Firstly, this kind of expansion reflects the
tendency on the part of powerful, influential con~
cerns with tremendous capital resources to domi-
nate certain situations in agricultural production
so that farmers, depending individually or col-
lectively on farming for their livelihood, are being
placed in an increasingly unfavourable competitive
position,

Secondly, there have been various instances
where a company set up a processing plant for
a certain product in a certain area but at the same
time starts its ownlarge~scalefarming enterprise,
ostensibly to ensure stability in the supply of raw
materials to the factory. What has happened in
several cases, however, is that once a company
has raised the production of its ownfarming entor-
prise to a sufficiently high level it makes the
position of farmers in the vicinity who supply
the same raw materials increasingly difficult
through its actions in regard to prices, guaiity
requirements and intake of crops. Where this sort
of thing has happened inthe production of commodi-
ties like timber, vegetables and tomatoes, the
effect has been extremely frustrating and ob=-
structive to the farmers, who are systematically
forced out of the industry. Meanwhile the company
concerned begins to dominate the agricultural pro-
duction scene in the area having won a position
for itself in the marketing channel and being
backed up by the necessary capital.

Thirdly, this state of affairs often seriously
upsets the balance in agricultural production, as
has happened in most of the cases referred to,
Recent events in the poultry industry, which showed
how seriously the entry of large companies can
disturb the balance in the marketing of eggs, made
it necessary for the Minister of Agriculture to be
given powers, under the Egg Production Control
Act, 1970 (Act 61 of 1970}, to check the over-
production of commercial eggs.




In view of the circumstances described above,
the Commission considers it necessary that im-
mediate attention be given fo this matfer and that
steps be taken before it is too late to prevent
further development in this direction, The Com-
mission therefore wishes fo repeat its recom-
mendation made in paragraph 3.5.4 of ifs Second
Report, as stated above,

The Commission further recommends that a
study group be charged with investigating this
matter and with making recommendations on the
steps considered necessary to remedy the situation.

4,5.4 Security for agricultural credit

As statedin paragraph4.4.1, agricultural credit,
to be effective, must make the borrower more inde-
pendent and creditworthy and promote agricultural
production on the basis of the conservational use
of natural resources, Agricultural credit policy
should accordingly be based on sound business
principles and be adapted to the peculiarities of
agriculture as a production undertaking, credit
being secured on the prospects of agricultural
production conducted on a sound footing. Agricul-
tural financing cannot serve the best interest of
the industry if the market value, as opposed to the
productive value of the undertaking, is what counts
in deciding how much credif can be granted. The
granting of credit, as seen by. the State-aided
financing institutions, by no means depends on the
possibility of recovering the borrowed amounts
through liguidation but is based squarely on sus-
tained and successful agricultural production on a
conservational basis. This is where many of the
differences inapproach between the Government and
private credit institutions should be sought, Credit-
worthiness on the basis of production should, al-
though this is regarded by some as conservative,
in all cases be the corner-stone of the credit
policy of the Government credit institutions,

4.,5.4.1 Land values

The S.A. Agricultural Union has pointed out
that, viewed from all financing angles, full owner-
ship of land - the predominant form of occupa-
tion of agricultural land in the White areas of the
Republic - makes the greatest demands on the entre-
preneur. Prices for agricultural land vary con-
siderably in different parts of the country and
between the different branches of the industry.
Owing to the high degree of security offered by
land as collateral, it is fairly easy to get credit
on land. The private lenders usually set the limit
of the credit which can be obtained on land at
75 per cent of its market value, so that the entre-
preneur has to contribute 25 per centof the market
value of the land from his own capital to finance
such a purchase, apart from the substantial further
amount of operating capital he has to find in order
to get his enterprise going. The Agricultural Union
also points out that, except for a few enterprises
and entrepreneurs, profitability in agriculture is
too low for the farmer to get a high enough net
return on his land on the basis of the market
prices of land, especially at the high rates of
interest that most private lenders are demanding
at the moment,
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In paragraph 4.4.2 of this chapter the Com-~
mission directed attention to the extent to which
overcapitalisation occurs in agriculture when
prices are paid for land which are out of propor-
tion to its productive value, In this regard, the
Commission pointed out in Chapter VII of its
Second Report that unrealistic land prices have
given rise to a situation which is threatening the
stability of the average farming enterprisein many
parts of South Africa.

The Commission feels that, in dealing with
applications for credit, credit institutions should
encourage the = adoption of sound and adapted
farming systems in the various areas by also con-
sidering the degree of adaptedness of farming en-
terprises (and therefore also their riskiness) to
the area concerned and how this affects the pro-
ductive value of the land. For example, it is com-
mon knowledge that the value of land used for
maize production is put much higher than that of
grazing, in spite of the fact that the area con-
cerned might, owing to climatic conditions, be re-
garded as submarginal for maize cultivation, The
Commission realises that direct intervention by
both Government and private credit institutions to
force farming systems in certain directions would
be unacceptable, but nevertheless considers that
the process of adaptation could be advanced by
emphasising this in the course of negotiations for
credit and by exchanging viewson the subject.

In this regard the Commission, in paragraph
7.8.7.2.2 of its Second Report, stated that. The
tendency to pay prices for land far above its
agricultural value could have several very harmful
consequences unless the purchaser could contri-
bute so much money from his own resources that
the balance owing would be within the limits of
the farm's output capacity. Where persons, es-
pecially farmers, who lacked the necessary capital
bought agricultural land far above its production
value, or where persons were so influenced by
these high prices that they made use of credit
facilities to an exceptionally high degree and beyond
their means, such transactions would be very
detrimental to the purchasers or borrowers, their
enterprises and the agricultural resources of the
properties concerned, (See paragraph 4.6,2,1,7 for
a fur.ther discussion of this subject.)

4.5.4.2 Debt ratios

All the parties consulted by the Commission con~
sidered it essential for a farmer or prospective
farmer applying for a long-term loan (particularly
a mortgage loan) to have a certain minimum of
assets at his disposal so that his debt ratio would
be within certain limits, In determining this ratio
for use as a norm in granting the farmer credit,
it is important that the productive value of the land
owned by the farmer - and not its market value -
should be taken into account in calculating his
assets,

Debt ratio and return on capital investment are
two important factors which can be decisive and
vital in meeting financial commitments. They must
therefore be taken into account when deciding
whether an applicant can be financed.



In determining the permissible debt ratio the
return on the capital invested in the farmingenter-
prise is of decisive importance, With a debt
ratio of 70 per cent, a period of redemption of
20 years and an income of 6, 8, 10 or 15 per cent,
approximately 100, 76, 61 and 41 per cent, respec~
tively, of the net income from such a farm would
have to be spent every year oninterest and redemp~
tion, So it is clear that with rational financing
the permissible debt burden can increase within
definite limits according to the rise in the return
on the investment,

Extensive farming is capital-intensive, while in~
tensive farming is more capital-extensive, As
mentioned above, this means that the returnona
given unit of capital invested will be lower in ex~
tensive farming enterprises than in intensive ones.

Van Wyk* states that in the extensive beef pro-
duction areas of the Molopo and the Bushveld
R2 000 must be invested to yield a net income of
R100; in the Highveld about R1 000 is needed for
the same results with dryland maize farming,
while an investment of R700 is required for an in-
come of R100 from irrigationfarming at Vaalharts,

These data show clearly that the return per unit
of capital invested is determined very largely
by the type and intensiveness of the farming enter-
prise, This again underlines how important it is
to take very careful account of this factor in con-
sidering applications for credit.

With the exception of the Agricultural Credit
Board, which, in considering applications for finan~
cial assistance makes allowance for a permissible
debt ratio of between 60 per cent and 80 per cent
(depending on the nature and type of the enter-~
prise), none of the credit institutions indicated
whether the question of debt ratio played a part
in decisions on the granting of credit or whether
distinctions were drawn between the variousfarm-
ing operations,

The Commission feels that, if credit is to be
granted on a rational basis, it would be imperative
to give due consideration to the ratio of debts
to assets based on agricultural values and there-
fore recommends that the Government should try
to make this standard practice for all credit in-
stitutions.

4,5,4.3 Creditworthiness

4.,5.4.3.1 Study Group for Inquiry into Agricul-
tural Credit+

This Study Group found that the competency and
financial capacity of a farmer largely determined

* Van Wyk, S.P, (1967): Some Economic Aspects
of Beef Production. Department of Agricultural
Economics and Marketing, April 1967,

+ Report of the Study Group for Inquiry into
Agricultural Credit (1961): U.G. 16/1961,
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his credit requirements - not only the amount but
also the conditions under which the credit had to
be granted if it was to be at all effective.

For the purpose of their report the Study Group
distinguished between:

(a) those farmers who had such a wide margin
between their assets and liabilities that they could
get the credit they needed from any money-lender
at any time (Category I);

(b) those farmers who could not get credit so
readily but did have the necessary creditworthiness
to meet the requirements of the Land Bank Act, 1944
(Act 13 of 1944), and whose managerial ability
and other qualities provided the necessary as-
surance of their personal merit to justify their
being granted credit specially adapted to agricul-
ture (Category IIj; and

(c) those farmers who were strictly speaking
still solvent but whose financial position whichwas
such that they could no longer be helped by a
financing institution such as the Land Bank (Cate-
gory IIj.

The Study Group found that the first two cate-
gories could get credit fairly readily from financing
institutions, private persons and the Land Bank,
but that the Category III farmers who could not
get assistance elsewhere had to turntothe Govern~
ment, The Study Group felt that some other ap-
proach was needed for financing these Category Il
farmers, that Government funds should be made
available for this purpose and that a Govenment
department should be specially adapted to under-
take such financing. These recommendations were
implemented by reorganising the former Depart-
ment of Lands into the Department of Agricultural
Credit and Land Tenure and by establishing the
Agricultural Credit Board, an autonomous body
whose function was to grant such credit,

4,5.4.3.2 Proposal for the overhauling of credit
systems

In this regard the S,A. Agricultural Union*isof
the opinion that "the principles governing the grant-
ing of credit (by the Land Bank and the Agricul-
tural Credit Board) to creditworthy and uncredit-
worthy farmers should remain the same, except
that greater security should perhaps be required
for the latter farmers." (Translation) The Union
continues: "The risk in agriculture, particularly
as regards short-term and medium-~term credit,
has always been rather high (and therefore also
the interest) and if credit could be provided risk~
free the cost could be cut considerably, the result
being decreases in interest.” (Translation) The
Union feels that farmers who are in difficulties
should be helped out by being granted credit at
a stage when a relatively smaller amount of flexible
credit would be sufficient to complete their re-
habilitation within two or three seasons. Such
credit facilities should be available for long-term
mortgage loans, for the enlargement of non-viable
units and for short-term production to enable the
farmer to cope with a poor season or a crop
failure.

* S,A, Agricultural Union (1970): Loc. cit,




To this end, it is suggested, the Department
of Agricultural Credit and Land Tenure should be
converted into a surety fund and its present
credit activities and outstanding debts transferred
to the Land Bank, The Union is of the opinion that -

"this surety fund would, with an initial allocation
of approximately R50 million from the State,
be able to stand surety for an amount of R200
million to R300 million loaned by the Land Bank
(and perhaps other financial institutions) to
creditworthy and uncreditworthy farmers ...
A premium may, depending on the extent of
suretyship, be added to the rate of interest,
but the institutions lending the money would
be able to make do with a much smaller margin
than previously, since the money loaned would
then be completely risk-free", (Translation)

In this regard the Union continues: "To baulk
at the unconventicnal and revolutionary nature of
the conversion process is tantamount to passively
accepting a deteriorating and obsolete system,
which is why this attempt at reform, which verges
on the radical but is nevertheless positive, should
be made," (Translation)

4.5.4.3.3 Aspects of revising the agricultural credit

systems

In considering this proposal that the Depart-
ment of Agricultural Credit and Land Tenure be
converted into a surety fund, the Commission gave
attention to the following important aspects:

4.5.4.3.3.1 As mentioned in paragraph 3,7.1.6,
the Department of Agricultural Credit and Land
Tenure was established under the Agricultural Cre~
dit Act, 1966 (Act 28 of 1966), to replace the
Department of Lands, The idea was to co-ordinate
the functions under the earlier Acts relating to
State advances, farmers' assistance, State settle~
ments and other credit-providing functions fulfilled
by various Government bodies, and to place the
administration of these and related activities under
the new Department, as well as to expand the
field of financing. Under the above-mentioned Act,
an autonomous Agricultural Credit Board was es-
tablished which, in consultation with the Minister of
Agriculture, decides on the policy to be followed
in granting credit and considers and decides on
applications for credit.

The credit facilities handled by this Board are
not supposed to replace those provided by other
credit institutions, but are intended particularly
for applicants who are creditworthy and deserving,
but whose financial position is such, owing to
factors beyond their control, that they cannot be
granted the necessary credit by other credit in-
stitutions, including the Land Bank, The persons
to whom credit is granted by the Agricultural Credit
Board are those referred to by the Study Group
for Inquiry into Agricultural Credit* as Category Iil
farmers.

* Study Group for Inquiry into Agricultural Credit
(1961): Loc. cit.
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4,5.4.3.3.2  As stated by the Study Groupandalso
accepted by the authorities upon the establishment
of the Department of Agricultural Credit and Land
Tenure and the Agricultural Credit Board, the basic
purpose of granting credit in this way is to enable
such farmers to become self sufficient, as farmers,
on their own land or on State land. This is why
the accent falls very strongly on rehabilitation in
the arrangements for applications, the assessment
of applicants, selection of candidates for settlement
on State land in irrigation schemes or elsewhere,
and follow-up technical auxiliary services in co-
operation with the other Departments of Agri-
culture,

4.5,4.3.3.3  After probing these aspects of credit
extension under such circumstances and subject to
such requirements, the Study Group came to the con-
clusion that the Government would still have to
grant money in exceptional circumstances or' for
special purposes., The Study Group therefore re-
commended that the Land Bank Act should not be
amended to authorise the transfer of such financing
to the Land Bank.

4,6.4.3.3.4 Since this type of financing is not
only a matter of granting credit but also very
much a matter of rehabilitation, it may be justifiable
for the Government to provide funds from the Trea-
sury for this purpose with greater leniency and
at lower rates than other creditors, who would be
guided by stricter business considerations, would
be prepared to do, Buf then circumstances would
have to warrant this and the recipients of such
credit would have to be deserving individuals,
including landowners, tenants and novice farmers.,

4,5,4.3.3.5  The information furnished by the De~
partment of Agricultural Credit and Land Tenure
indicates that the amount of credit granted by the
Agricultural Credit Board on this basis since the
new arrangement came into effect in 1968 has ex-
panded considerably, According to this information
and evidence submitted to the Commission, this
source of credit is so highly rated as an aid to
rehabilitation that any change which might in the
slightest detractfrom its effectiveness cannot be
supported. Here more emphasis is placed on the
contribution towards rehabilitation and the chances
of rehabilitation than on the granting of credit as
a means of financing the farmer,

4.5.,4.3,3.6  According to De Swardt*, by 1946
it had already been realised in the United States
that ""the problem of the Category III farmer was
of a special and continuous nature and that it was
necessary to tackle this problem with a new ap-
proach and new methods .,, It serves no useful
purpose to grant credit to a farmer who is no
longer creditworthy unless, at the same time,
he is also given personal advice and guidance
on how he can best apply the money lent to him
for the improvement of his farming enterprise and
to the benefit of his family."

* De Swardt, S.J.J. (1964): Provision of Credit to
Farmers: Aspects of the American Approach to
the "Category III Farmer", Government Printer,
Pretoria.



This gives one the impression that as regards
technical extensionservices - particularly guidance
on business management for farmers who have
been granted credit - there are still serious
shortcomings which should be remedied to ensure
greater success in raising the standard of efficiency
in any enterprise backed by such credit. (See also
paragraph 4.6,2.1.20,)

4,5.4.3.4 Conclusions on the granting of agricul-
fural credit by the Government

After studying the circumstances surrounding
the granting of credit by the Agricultural Credit
Board, the Commission came to the conclusion that
it could not support the proposal that the credit
system as applied by the Agricultural Credit Board
in co-operation with the Department of Agricultural
Credit and Land Tenure be radically changed and
that it should therefore be converted into a surety
fund. (For recommendations on this matter, see
paragraphs 4.6.3.1 to 4,6.3.3.)

4.6 AGRICULTURAL CREDIT: SOURCES, SYS-
TEMS AND PROCEDURES

The data in Table 3.5 show that in 1969 the
Land Bank and Government departments were re~
sponsible for 37,8 per cent of the total long-term
credit to agriculture, the commercial hanks being
regponsible for 15,4 per cent, insurance companies,
boards of executors, co~operatives and other finan-
cial institutions for 27,7 per cent and private
persons for 18,6 per cent,

4.6.1 Acceptability of sources and channels of credit

4.,6,1.1 The Land Bank

All the representatives of the agricultural sector
who gave evidence strongly advocated the establish~
ment of a specialised agricultural credit institution
which would be able to meet agriculture's special
requirements in regard to financing and maintain
a stable rate of interest at a conservative level in
keeping with the capacity of the industry.

All these representatives spoke with great ap-
preciation of the valuable financial services ren-
dered to agriculture by the Land Bank., The policy
and the methods followed by the Land Bank up to
the present in handling agricultural credit matters
were supported without dissent.

It was pointed out to the Commission, however,
that the Land Bank (either directly or through the
agricultural co-operatives} and the Agricultural
Credit Board had only about a 33 per cent share
in the provision of credit for agriculture; neverthe~
less the influence of the Land Bank on agricultural
financing was very considerable.

The great esteem in which the Land Bank, as an
agricultural financing institution, is held by farmers
is due particularly to -

(a) the extent to which the Land Bank's financing
policy is adapted to serving the interests of the
agricultural sector and promoting sound farming
practices and steady progress in agriculture;
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(b)y its consistentandconservative policy with re-
gard to agricultural credit, irrespective of changes
in the country's monetary position;

(c) the sympathetic manner in which the credit
requirements of the agricultural sector are dealt
with, particularly when that sector or parts of
it are in difficulties;

(dy the extent to which the policy of granting
credit is adapted to the special requirements of
agricultural financing;

(e) the relatively favourable and stable rates of
interest maintained by the Land Bank;

(f) the system of redemption which is built into
the credit system of the Land Bank; and

(g) the insurance scheme provided by the Land

Bank for long-term borrowers to cover mortgage
loans,

4,6.1.2 The Agricultural Credit Board

The South African Agricultural Union felt* that
the tremendous task of the Department of Agri-
culfural Credit and Land Tenure should never be
under-estimated and that this Department's role
should be regarded as the corner-stone of the
rehabilitation effort to relieve distress in agri-
culture,

In this connection, however, the Union expressed
doubt whether there were any farmers who had
been fully rehabilitated by such Government as-
sistance and felt that the merits of this method
of financing agriculture should be given serious
consideration, In its submission the Union express~
ed the opinion that farmers in difficulties should
be assisted at an early stage by means of long-
term credit to enlarge non-viable units and by
means of short-term production credit to tide them
over poor seasons or crop failures,

On the strength of these considerations the Union
recommended that the Department of Agricultural
Credit and Land Tenure should be converted into
a surety fund to back up applications to the Land
Bank, by farmers with a low level of credit-
worthiness and that the Government's present re-
habilitation effort through the Department of Agri-
cultural Credit and Land Tenure should be trans-
ferred to the Land Bank,

There is not the slightest intention of abolishing
the Agricultural Credit Board. On the contrary,
if it is unacceptable that the Department should
be converted into a surety fund and its direct
financing functions be transferred to the Land Bank
in the manner proposed, the Board should be enabled
to proceed with its present activities, but thenon a
larger scale and in closer liaison with the Land
Bank than at present.

All parties requested, however, that the system
of group insurance to cover mortgage loans should
be expanded to include mortgage loans granted by the
Agricultural Credit Board.

* S.A, Agricultural Union (1970): Loc, cit,




4.6.1.3 Agricultural co-operatives

As indicated above in paragraphs 3.7.,1,5.4 to
3.7.1.5,4.5, the agricultural co-operatives serve
chiefly as channels through which the Land Bank,
as the principal source of finance, makes short-
term credit available to farmers either directly
or indirectly. Through these channels long-term
credit is also granted in the form of instalment
loans and short-term credit from cash credit ac-
counts.Apart fromthe last-mentioned form of credit,
the Land Bank also provides special credit in ex-
ceptional circumstances to enable co-operativesto
help members to buy livestock and means of pro-
duction, In exceptional circumstances the Land Bank
also permits the extension of periods of redemption
for cash credit loans to enable co-operatives,
in deserving cases, to give their members ex-
tensions of time for the repayment of loans for
means of production,

The role played by the co-operatives as channels
of Agricultural credit provided by the Land Bank
is highly rated, It is felt, however, that the co-
operatives, as will be indicated below, could ful-
fil a still more valuable function in the process
of agricultural financing, particularly because of
their close contact with local farmers and their
production activities on the one hand and with
the Government credit institutions on the other.

Although the S.A., Agricultural Union initially
recommended* that a co~operative credit institution
should be established in the field of medium-term
and short-term financing, the Unionin a subsequent
submissiont said that it was necessary to review
the matter in the light of the conclusions reached
by the Commission of Inquiry into Co-operative
Affairs?, viz that there was no urgent need for
such a co~operative bank in South Africa and that,
if such a need arose, the initiative would have
to be taken by the Government.

The Commission of Inquiry into Fiscal and
Monetary Policy in South Africa also found itself
unable to support the request of the S.A. Agri-
cultural Union that the agricultural co-operatives
should be built up into a short-term agricultural
financing institution.

In the evidence it was brought to the attention
of the Commission of Enquiry into Agriculture,
furthermore, that the South African Agricultural
Union had been informed, in reply to its represen-
tations for the establishment of such a co-operative
bank, that those recommendations were not ac-
ceptable and that the Government was not prepared
to amend the Banking -Adi for such a purpose,
The S.A. Agricultural Union then concluded that
it should request the expansion of the Land Bank
into an institution which could meet all the credit
requirements of agriculture and that the agricul-
tural co-operatives should play as big a role as
possible as intermediaries between farmers ap-
plying for credit and the official credit institutions.

* S.A. Agricultural Union (1967): Loc. cit.
+ 8.A, Agricultural Union (1970): Loc, cit,
# Report of the Commission of Inquiry into Co-

operative Affairs (1967): paragraphs 530-545, p.
100-102,

4.6,1.4 Commercial banks and other private sour
ces of credit

Representatives of the agricultural sector re-
peatedly addressed strong pleas tothe Commission
for a greater measure of participation by Govern-
ment credit institutions in agricultural financing,
thereby taking over the present role of private
sources of credit. These representatives emphasi-
sed, however, that their intention was by no means
to disparage the contributions made by private
sources of credit to agricultural financing in South
Africa, nor to prejudice them. It was noted that
these sources had made tremendous contributions
in meeting the financial requirements of agricul-
ture, As regards the commercial banks, the Com-
mission was informed that a survey by the S.A.
Agricultural Union* had revealed -

"that the banks are in no way unreasonable in
granting credit to farmers and that, as regards
availability and flexibility the farmers' require-
ments are being met to a large extent, It is
unfortunately also evident, however, that the
average farmer disregards the rate of interest
he has to pay, the easy availability of credit
being the decisive factor," (Translation)

In the same document the S, A, Agricultural Union
refers to the paramount importance of personal
contact between the bank manager and the farmer
and states that these relations underlie the nume-
rous deviations from prevailing policy.

The S.A, Agricultural Union is nevertheless
of the opinion that this facet of agricultural
financing -

"is the most vulnerable element in the entire
structure of agricultural financing, a matter of
special concern to agriculture since the credit
granted by the commercial banks is notadapted
to the farming pattern. In hard times this can
create serious liquidity problems for farmers,"
(Translation)

What is more, short-term credit ~ especially
that granted by commercial banks - tends to ac-
cumulate and develop into long-term credit, This
makes the position even more difficult particularly
when high rates of interest are demanded as is the
case at present,

The Agricultural Union also has the following
views on the matter:

"On the face of it, it seems that the normal
procedure at commercial banks, namelytogrant
overdraft facilities for a period of one year at
a time, has been fully accepted, by agriculture
as well. But agriculture is subject to far greater
vicissitudes than trade or industry, and in the
event of a crop failure it is therefore essential
that such short~term credit should be available
at least until after the second season, Be-

* S,A. Agricultural Union (1970): Die finansierings-
patroon van die Suid-Afrikaanse landbou. Doc,
161/70,



cause of this it has not been possible to give
special attention to conditions peculiar to agri-
culture, for example, the nature of the risk,
the length of the term, the nature ofthe securi-
ties and the urgent necessity for loans to be
self-liquidating, nor has it been possible in
overall economic policy to discriminate in
favour of or against the agricultural sector with
its special circumstances," (Translation)

In their evidence, representatives of the major
commercial banks in the Republic convinced the
Commission of the magnitude and importance of
their contribution to agricultural financing and of
their desire to continue playing their part. In
the course of the interviews conducted with the
banks, the Commission was given the assurance that
they were trying to give sympathetic consideration
to the special requirements of agriculture, due
regard being had to the special circumstances sur-
rounding agricultural production, particularly when
less favourable conditions are experienced.

During the interviews it was evident that, when
it came to major issues, the approach of the ma~
jority of the banks to agricultural financing andthe
credit policy they followed in regard toagriculture
corresponded to a remarkable degree to the views
of the Commission put forward in this chapter.

The Commission was impressed, furthermore,
by the extent to which the commercial banks con-
cerned - which have a big share in agricultural
financing -~ keep themselves informed of each
individual farmer=-client's progress and of the gene~
ral farming conditions on the farm concerned. This
is done in the normal course of handling the
farmer's bank account and by means of personal
contact between the staff of the numerous branch
offices of the banks and the individual farmers,
It is also the declared policy of the commercial
banks to be highly selective (some more than others)
in granting credit, strict preference being given
to farmers who are recognised to be successful
entrepreneurs with a high degree of managerial
ability and business sense.

The Commission was interested to learn that
several of the commercial banks had extensive
advisory and other services of which farmer-
clients could avail themselves, It was found, how-
ever, that farmers made disappointingly little use
of the facilities provided: one of the commercial
banks said that its farmer-clients used less than
10 per cent of the available services.

In considering the memoranda submitted by the
commercial banks and the evidence given before
the Commission by their representatives, the Com-~
mission was impressed by the caution they dis-
played in agricultural financing. They also held the
view that when money was plentiful various other
private lenders, particularly commercial concerns,
tended to be rather too generous with credit, Loan
and debt concessions to the farmer were often
increased to the extent to which the farmer's
so~called "creditworthiness' had risen - credit-
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worthiness being calculated on the market value
of his land and on the income from the farming
enterprise when things were at their best,

These concerns, particularly the ones thatper-
mitted such excessive casual debts and short-term
credit, tended to become legs lenient when times
were bad in agriculture, so much so that many
of their debtors were then forced to turn to re-
cognised commercial banks and ultimately to
Government credit institutions, Therefore it was not
unusual for the level up to which casual debts
and credit were allowed by certain commercial
concerns and private lenders to be considerably
higher than what the Government institutions were
prepared to allow upon taking over such credit
burdens. The representatives of the commercial
banks interviewed were just as concerned about
this as the Government institutions and the Com-
mission,

It was because of this that the representatives
of agriculture insisted that the Land Bank should
accept very much greater responsibility for the
long~term, medium~term and short-term financing
of agriculture than it had hitherto accepted. It
was emphasised, however, that, if their represen-
tations were successful, it was not their intention
that the Government sources of credit shouldforce
the private credit institutions out of agricultural
financing altogether. It was expected that, although
these private sources might have a smaller share
in agricultural financing, they would nevertheless
still play a considerable role and continue to
make their valuable contribution to agricultural
financing, particularly if, as recommended later
in this report, the principal credit institutions
were to endeavour through better co-ordination to
follow a more agriculture oriented and effective
financing policy.

4.6.2 Readjustment of agricultural credit: policy,
procedures and institutions

The South African Agricultural Union¥* strongly
urged that the Land Bank should be developed into
a central body which would take over the financing
functions of the Department of Agriculiural Credit
and Land Tenure and which would be prepared to
take over as many morigage loans as were applied
for and were acceptable, and that the Land Bank
should enter the field of long-term, medium-~term
and short-term credit on a wide front in order to
meet the agricultural sector's requirementsinthis
regard,

A penetrating study of the available information
on the granting of credit to the agricultural sector
satisfied the Commission, however, that the sec-
tor's position as regards credit was not socritical
as to demand drastic or revolutionary changes in
the existing systems of credit or in credit policy.

* South African Agricultural Union (1971): The
Financing Problem in South African Agriculture.
Doc. 1/71.
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As indicated above, there was not normally
so great a shortage of credit that agriculture was
being hampered excessively, particularly not as
regards long-term and short-term credit. There
were definite indications that credit of this kind
was at certain times too easy to come by.

The Commission came to the conclusion, how-
ever, that, although the position in regard tocredit
in the agricultural sector was not critical, there
was nevertheless a very real need for an even
greater role to be played in agricultural develop-
ment by the specialised agricultural financing in-
stitutions, such as the Land Bank and the Agricul-
tural Credit Board, and for themtobe re-organised
for this purpose.

The Commission is convinced that the agricul-
tural sector can indeed do with several adjustments
as regards rafes of interest and the procedure
by which credit is granted. This applies parti-
cularly to medium-term credit, which should be
specially designed to provide financial assistance
on a rational basis whenever certain situations
arise in farming enterprises with long production
cycles. The Commission is convinced that the great-
est need is for more credit which isbetter adapted
to the peculiarities of agricultural financing and
which will be more conducive to sound production
practices and greater financial independence in
agriculture,

In interviews with the Commission it was emp-
hasised that, apart from the popularity of the Land
Bank and the Agricultural Credit Board on account
to their favourable terms for credit, these bodies
could, through their conservativeness in granting
agricultural credit, have so marked a beneficial
influence on agricultural financing that ways of
promoting a wider application of their policy
merited serious consideration,

For this reason the Commission considers it
desirable first to deal with its findings and recom-
mendations on readjustment of the semi-Govern-
ment and Government credit institutions, namely the
Land Bank and the Department of Agricultural
Credit and Land Tenure (and the Agricultural
Credit Board), on a general basis and then indi-
vidually, It is hoped that these findings may also
serve as broad guidelines for the other institutions
which grant agricultural credit.

4.6.2,1 Semi~Government and Government agricul-
tural credit

4.6.2,1.1 Policy on the granting of agricultural
credit

There were no objections to the way in which
the Land Bank and the Agricultural Credit Board
granted credit, In fact, as stated in paragraph
4.6,1.1, it was so acceptable that it was strongly
urged that the Land Bank should be expanded to
enable it to take on the task of also granting credit
fo those farmers whose creditworthiness was not
what it should be. There was concern, however,
about the fact that steps were hardly ever taken
to ensure that the borrower ran his farming enter-
prise according to an accepted programme, applied
sound farm business principles, kept proper books
or that he regularly submitted reports on his ope-
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rations., The Commission gained the impression
that the granting of credit by these institutions
was very seldom followed up by supervision, nor
was much use made of managerial advisory ser~
vices to ensure that such borrowers effectively
applied the credit granted {o them,

So strong is the evidence before the Com-
mission that the policy and approach of these
semi-Government and Government credit insti-
tutions are effective and acceptable, that the Com-
mission recommends that the present approach
and policy should be left unchanged, but then
credit should be granted conditionally and followed
up by proper managerial advisory services,

4,6.2.1.2 Procedures in the granting of credit

In interviews with the Commission several wit-
nesses objected to the unconscionable time takenby
the Land Bank to finalise applications for long-
term loans, particularly mortgage loans, It was
asserted that it might take up to three months
before the result of such an application was made
known, It was realised, however, that it was not
the Land Bank itself that delayed matters, but
that the delay was due to the prescribed proce-
dures which require reports and recommendations
on applications to be received before decisions can
be taken, Witnesses emphasised that many of the
applications needed to be treated with the utmost
dispatch, this being why it was considered important
that the procedures followed by such credit in-
stitutions in processing, considering and deciding
upon applications should be streamlined as far as
possible, especially if applications involved pur-
chases of agricultural land on which compara-
tively short options had been taken.

The Commission did gain the impression, how-
ever, that most of the applications (particularly
those for long-term credit and mortgage loans)
were weighty matters which depended on a great
number of factors, including legal restrictions on
the subdivision of land, and which often involved
large sums of money, It is therefore understandable
that such applications have to be studied care-
fully and that considerable time must neces-
sarily be taken over them. It would be unwise
to compel such an institution to deal with applica~
tions too hastily,

The Commission therefore recommends that the
semi-Government and Government credit insti-
tutions should consider ways of streamlining the
procedures for dealing with applications for agri-
cultural credit as far as possible, so that such
applications can be finalised with all reasonable
speed but without sacrificing thoroughness.

4.6,2,1.3 Non-viable (uneconomic} farming units

In Chapter IV of ifs Second Report the Com-
mission described the magnitude and importance
of the problem of non-viable farming units and
came to conclusions which were subsequently
underlined very strongly by consideration of the
matter from a more sirictly economic point of
view as set out in paragraphs 2.7.1.2 to 2,7.1.2.4



and paragraph 4,5.3,3. of this report. The Com-~
mission deems the recommendations on financial
pelicy for non-viable farming units made in para-
graphs 4.14.2.1 and 4.14.2,2 of its Second Report
so important that it wishes to repeat here those
relating more particularly to the granting of credit:

4,6,2.1,3.1 The Government bodies concerned
should do everything in their power to convince
all agricultural financing institutions of the neces-
sity of adopting a credit policy which will not per-
petuate the existence of units that are unquestionably
non~-viable.

4.6,2,1.3.2 Special attention must be given to
methods of financing farmers onuneconomic farms
who are deserving enough to qualify for special
assistance, Such assistance should enable these
farmers to convert their own non-viable farms
into viable units by improving their farming systems
and purchasing agricultural land, particularly other
non-viable farming units, which has become avail-
able as a result of the owner's having given up
farming. (See also paragraphs 4.7 to 4.7.2.3.)

4,6,2,1,3,3 The Departmentis of Agriculture and
all other parties involved in the granting of agri-
cultural credit should give special consideration
to the provision of extension services on the
technical and economic managerial aspects for
farmers operating units wherethere are favourable
prospects of converting non-viable enterprises into
viable units, even without enlarging farms through
the purchase of land, (See also paragraph
4.6,2,1,10.)

4,6.2.1.3.4 Where farming units are too smallto
be converted into economic units, where the farmer
is elderly, or where the managerial ability of the
occupant is such that the chances of success
are slight, the farmer concerned and the members
of his family who do not qualify for credit should
be encouraged to give up farming and take steps
to change their occupation or, if elderly, to retire.

4.6.2,1.4 Farmers on non-viable farming units who
have a sideline*

* Dr P,D. Henning made the following remarks
in this connection:

Your Commissioner cannot agree with the recom-
mendation that part-time farmers, as defined in
paragraph 4,.6.2,1,4 of Chapter IV, should receive
assistance for farming purposes from Govern-
ment and semi-Government bodies,

The part-time farmers referred to here should
not be confused with those who are normally
full-time farmers but who, as a result of dis~
asters such as protracted droughts, are forced
to find temporary employment outside agriculture
in order to augment their income from farming
and tide themselves over the critical period.

The reasons for your Commissioner's view are
the following:

(a) The necessity of sound management for
farming to be successful is emphasised through-
out the Commission's report. It is inconceivable
to your Commissioner how any person can
satisfy this requirement if he is able fo give
his attention to farming only at night and pos-
sibly at week-ends., There is no farming enter-
prise that can be run successfully without its
being necessary for the farmer to give his at-
tention to his farming all the time for at least
certain definite periods. The matter is not af-
fected materially by the requirement that the
family should be resident on the farm, With few
exceptions, non-Whites will have to carry out
and control farming operations. The possible
consequences of this need no further comment.

{b) About 30 to 40 per cent of the farming
units in the Republic are at present estimated
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to be uneconomic units where as a rule, the
farmers concerned are struggling to make a
living; this is one of the most difficult problems
with which agriculture has to contend, The Com~
mission's view is that as many of these farmers
as possible should be encouraged to give up
farming, there being all the more reason for
this since never in the history of the country
has there been a more favourable time for such
persons to switch to a more profitable oc-
cupation outside agriculture, In view of the
existence of large numbers of uneconomic units
and the fact that there are at present too many
persons actively engaged in farming, there is no
sense in assisting persons who already have
permanent jobs but who live on uneconomic
farming units to convert suchunits into economic
units with the aid of Government or semi-
Government funds., Tremendous financial de-
mands will in future be made on the State to
help deserving farmers who are eking out a
living on uneconomic farms on a full-time
basis to consolidate their units and make them
economic, Government or semi-Government
funds would therefore be used far more rational-
ly if only deserving farmers inthe last-mentioned
category are assisted,

(c) It is stated further that the part-time
system should be regarded as a temporary
arrangement and the financing as an interim
measure to enable the part-time farmer con-
cerned to convert his unit into an economic
unit within a set period. In practice however,
it is not possible to tell how long such an in-
terim arrangement should remain in force so
that the unit concerned can be raised to a
viable level, and, if the objective is not a-
chieved within the period laid down, further as-
sistance would have to be granted, which by its
very nature would have the effect of perpetuating
non~viable units,



The Commission realises that no matter whatis
done to convert or enlarge non-viable farming units
into viable units, the process of withdrawal, consoli-
dation or enlargement will at best be so slow that
many farmers and their families will for many
years be forced to try to make a living somehow on
such non-viable farming units. Here the Commis~
sion has in mind enterprises in the accepted rural
areas and not the numerous small holdings situated
in peri-urban areas.,

The Commission also realises thatthere
are farms which are too small to keep the
farmers fully occupied. Sometimes the farmer on
such a unit does not get any satisfaction out of a
part-time enterprise like this and therefore takes
up a sideline to fill in his unoccupied time and
to supplement his low income from farming, It is
frequently the enterprising and energetic man who
in this way tries to keep himself fully occupied,
to improve his prospects of making a living and
often to prepare himself to enlarge his unit through
purchasing agricultural land whenever the oppor-
tunity arises., Such a man sometimes has to be
absent from his farm for longer or shorter periods
if he has taken up a sideline, and then has to
leave his wife and family to look after the farm,

The term "farmer' is defined in the Land Bank
Act as a person who devotes his attentionto farming
in the Republic or in South West Africa, either
exclusively or together with some profession,
business or other occupation. The Commission was
informed, however, that the present policy of the
Board of the Land Bank is to finance only persons
farming on a full-time basis and that the Agri-
cultural Credit Board follows a similar policy.
The Commission is deeply impressed, however,
by the merits of several cases where farmers on
non-viable units wish to improve their prospects
of making a living in this way. The Commission
therefore recommends that the semi-Government
and Government credit institutions should give
sympathetic consideration to any deserving applica~-
tion for agricultural credit which might be sub-
mitted by a farmer who is operating a non-viable
unit but who also has a sideline which might
necessitate his periodic absence from the farm:
provided, however, that (a} his family continue to
live on the farm in order to supervise farming
operations, (b) he gives his personal attention to
such operations every evening, (c) the part-time
system isregarded asatemporary arrangement and
the financing of the farm is regarded asan interim
measure to assista deserving individual financially
so that he can, within a set period, raise or en-
large his farming enterprise to a viable level, and
(d) the financial asgistance granted for his part-

term credit facilities available to owners of viable,
or even bigger, farming units to enablethemto en-
large their farms further; if so, on what conditions;
and if not, what size limit should be set for farming
units.,

As regards the purchase, backed by the Land
Bank, of land to enlarge farming units more than
would be necessary for a reasonably acceptable
and viable unit, the Commission’s attention was
drawn to the following possibilities:

The conception of what constitutes a viable farm-
ing unit changes over the years, since, as tech-
nological innovations are introduced, as mechanisa~
tion increases and as the cost of living rises,
the minimum size of farming units might in many
cases have to be increased to make them econo-
mically viable. The Commission therefore deems
it desirable that the Land Bank should give favour-
able consideration to applications for financial as-
sistance for the purchase of land to increase
the size of farming units above what is at a parti-
cular time regarded as the minimum for a viable
unit and recommends that, with a view to the
future, the financing of purchases of land larger
than the accepted minimum for a viable unit should
qualify for favourable consideration by the Land
Bank, due account being taken of the merits of
each case, provided that the combined farming unit,
after the addition of the land purchased, should
not normally be more than twice the size acceptable
at that time as a viable size. In this regard it
should be noted that the object of purchasing
agricultural land for the enlargement of farming
units should be to create efficient rather than eco~
nomic farming units,

It is considered desirable moreover, that the
Land Bank's policy in financing purchases of land
for the enlargement of farming units should also
make provision for the succession of the parent
by his child. It should be possible for a father,
with the financial assistance of the Land Bank, to
enlarge his farming unit by purchasing enough land
to be able, before retiring from farming, to pass
on at least one viable farming unit to a child who
will succeed him in farming, the parent then being
able, at least once and not more than twice, to
keep a fair-sized farming unit on which he can
continue farming until he retires. The Commission
endorses the proposal of the South African Agri-
cultural Union that where purchases of land are
financed by the Land Bank enough latitude should
be allowed so as to encourage farmers on highly
viable farming units to make arrangements for
succession beforehand, but recommends that for

time enterprises should by no means be treated
or used in a manner tending to encourage indefinite
and unjustified occupancy of a non-viable farming
unit,

4.6,2.1.5 Viable farming units and succession ar-
rangements

The Commission further considered the question
whether State and State-aided credit institutions,
such as the Land Bank, should also make long-
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persons actively engaged in farming this should
be restricted to provision for succession of the
parent by not more than one successor,

Asg it would be difficult to determine the assets
if the successor is a minor, and as the granting
of mortgage loanswith. insurance cover to a fairly
elderly parent may be expected to impose anunfair
burden on him, parents should qualify for financial
agsistance for purchases of land only if at the
time of the transaction they are below a certain
age.



It is envisaged and accordingly recommended
that, if a successor (child) has legal capacity
and is acceptable as a buyer and borrower, the
Land Bank should finance him rather than the
parent for the purchase of a viable farming unit.
Such an arrangement would be preferable because
the successor would then be able to run his own
farm at a relatively early age, independently and
without the interference of his parent, There would
also be none of the uncertainty that surrounds
testation, nor would there be any interruption in
farming operations while the estate is being
wound up.

4,6.2.1.6 Purchasing of land by big farmers

The view is held that the Land Bank's long-term
loan facilities should not be used for the unlimited
buying of agricultural land by big farmers. In
this regard it is to be borne in mind that if big
farmers buy one farm after the other it means
that several other farmers have to leave their
farms, some of whom are capable enough of making
a good living on viable farming units which could
be passed on to a promising successor, It is felt
that the loans granted at low rates of interest
by State-aided institutions should not be used for
such purchases of land and that big farmers should
find private sources of credit if they want capital
for this purpose.

The Commission subscribes to the view of the
S.A. Agricultural Union and recommends that the
relatively favourable financing facilities provided
by State and State-aided financial institutions for
the purchase of agricultural land should not be
used for the purchase of land by persons already
owning farms exceeding the limits stated in
paragraph  4.6.2,1.5. (See also paragraph
4.6.2.2.3.1.)

4.6.2.1.7 Productive value of agricultural land as
a basis for the granting of long-term
credit

In Chapter VII of its Second Report and in
paragraph 4.5.4,1 of this report the Commission
discussed the disparity between the productive
value and the market value of agricultural land in
South Africa and the adverse effects which the
granting of credit might have on agriculture if it
is based on creditworthiness which has been cal-
culated on the market value of agricultural land.

All the experts and representatives of the
agricultural sector with whom the Commission held
discussions repeatedly stressed that the productive
value of agricultural land and not its market
value should be the main basis for a sound
credit policy for agriculture,

The Commission's previous conclusions were
therefore so strongly reaffirmed by its present
findings that it wishes to repeat here the recom-
mendations made on the granting of agricultural
credit in paragraphs 7.8.7.3.1.2 and 7.8.7.3.1.4
of its Second Report:

The Government and semi-Government credit
institutions should, when deciding whether to grant
credit to the agricultural sector, base such credit
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on the productive value of agricultural land and
not on its market value, and discourage applicants
for credit from stretching their credit in accordance
with rising land prices.

The Government should persuade private sour-
ces of credit to limit the amounts granted to
farmers to a level appropriate to the productive
value of the agricultural land concerned,

It was also pointed out to the Commission that,
although this was the policy of both the Land
Bank and the Agricultural Credit Board, there were
often considerable differences in the norms by
which these two bodies judged a piece of agricul-
tural land in cases where both were called upon
to value the same land, It was in this respect that
closer liaison was called for, not only between
Government and private credit institutions butalso
between the Land Bank and the Agricultural Credit
Board themselves, (See also paragraphs 4.7 to
4.7.2.)

The Commission was gratified to note that with
some of the commercial banks interviewed which
had an important share in agricultural financing
in the Republic it was already policy to take into
account the merits of the borrower and his ability
to repay the loan, as determined by the productive
value of the land. Although the market value was
not considered to be of decisive importance, it was
nevertheless of some importance in the consi-
deration of long~-term and short-term credit, if the
particular circumstances of a deserving borrower
necessitated special concessions, The Commission
trusts that this approach to the granting of credit
to agriculture will be adopted by all the bodies
concerned in agricultural financing,

4.6.2,1.8 Emergency financing measures: Stock
feed loans

In paragraphs 4.4.6.1 to 4.4.6.3.5, 6.1.5 to
6,1.6,2 and 6.4.4 to 6.4.5 of its Interim Report
the Commission treated of the stock feed loans
granted by the Government when drought caused
distress conditions in certain areas, It was shown
how important it is first to note conservation
practices and precautionary measures beforeareas
are scheduled for distress relief,

The Commission subsequently, however, re-
ceived information giving cause for concern, namely
that there have been cases where feed loans
amounted to more than twice the value of the animals
concerned, Such open-handedness, it might be
argued, reflects the sympathy felt in official circles
for the farming community who have to battle
through such periods of distress, In the Commis~
sion's view, however, there are various reasons
why, even under such serious conditions of distress,
the granting of credit not only imposes heavy
financial burdens on the farmer concerned but
in many cases the credit granted under the feed
loan scheme in no way helps to conserve the soil.
In fact, stock numbers have increased steadily
in spite of serious droughts, Feed loans have
indubitably helped to check stock reductionand have
therefore contributed to the over-use of the veld,



Loans granted and spent in this way are unlikely
to be paid back., This has, in fact, come to be
realised so widely that there are farmers who have
no compunction about failing to pay back these
loans, which has a detrimental effect not only
on their sense of responsgibility but also onthose who
do try to pay back the loans,

Excessive financial assistance of this kind also
militates against the timely reduction of stock on
veld grazing and, once it has rained, exposes
such veld to even worse overtaxing than before,
stock populations tending to exceed the carrying
capacity of the veld to an ever greater extent.

Since the stock feed loan scheme, as applied
lately, results in.the overspending of the available
loan funds, creates financial problems, blunts the
farmer's sense of responsibility as regards his
loan commitments and results in the veld being
overtaxed, and since this kind of agsistance merely
serves to save animals temporarily, the Com-
mission considers it essential that henceforth feed
loans be granted on a sounder and more rational
basis than at present,

The Commission therefore recommends that
cognisance again be taken of the contents of its
Interim Report in which it was pointed out how
important it is, where grazing distress areas
are scheduled and emergency loans granted, fo lay
down stricter conditions and requirements as
regards soil conservation, grazing management and
provision against drought, and that other conser-
vation measures should be adopted and purpeseful
action taken and sustained in order to promote the
recovery of the veld after droughts.

Information recently furnished by the Depart-
ment of Agricultural Technical Services revealed
that, although 72 per cent of the farms in a certain
area had been planned, effective veld management
was applied on only a few farms, A similar survey
in another area revealed that no rational grazing
was applied on 48 per cent of the farms in that
area and that only 10 per cent of the grazing was
properly rested. There were also indications that
the position in most of the other livestock areas
was equally unsatisfactory. This information must
not go unheeded, nor must such a state of affairs
be accepted as a valid basis for the granting of
credit for distress relief.

4,6.2,1.9 Group insurance cover for mortgage
loans

In 1966 the Land Bank entered into a contract
with the South African Mortgage Insurance Com-
pany whereby a mortgage is redeemed by insurance
upon the mortgagor's death, so that the mortgaged
land can be inherited by the widow or other heir
unencumbered by debts to the Land Bank. By the
end of December 1970, 25479 mortgagors were
insured under the scheme at a premium fixed
at 1,56 per cent per annum of the mortgage loan,
irrespective of the age of the mortgagor when in~
sured.
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This group insurance scheme was welcomed in
all quarters of the industry and is considered to
be so beneficial that urgent representations have
been made to the Commission for it to be ex-
panded or for negotiations to be entered into for
the introduction of a similar insurance scheme to
cover mortgage loans granted by the Agricultural
Credit Board. The Commission has satisfied itself
that this insurance scheme is most acceptable to
all parties concerned and is an important aid to
stabilising long~term agricultural financing that is
in the form of mortgage loans, (The Commission's
recommendation in this regard is given in para-
graph 4.6,3.2, of this report.)

4,6,2,1,10 Conditions attached to the granting of
credit and follow-up services

It is generally accepted today that farming is
essentially a business undertaking which has to be
run strictly according to business principles if it
is to be successful. For this, it is imperative
to keep accurate farming records. Without records
it is impossible to determine the profitability of a
farming enterprise or branches of farming, or to
tell where the weaknesses lie and how they can
be remedied.

The value of farming records has recently been
demonstrated dramatically in the results achieved
by certain study groups. Through keeping records
and analysing and discussing them with others,
the farmers concerned have been able tc pinpoint
errors and consequently introduce improvements
which have been of tremendous financial advantage
to them,

It is dismaying, however, to learn how many
farmers there are who keep no or only very
unsatisfactory farming records and how many active
and prospective farmers still fail to appreciate
that knowledge and managerial ability are two of
the cardinal factors determining success in farm-
ing, Persons applying for financial assistance to
enable them to carry onor start farming operations
frequently state as a reason for their application
that they have not been trained for any other oc-
cupation and are therefore only able to farm, It
is of vital importance to agriculture in this
country that everything possible should be done
to cure everyone concerned of this fallacious kind
of reasoning.

Keeping farming records will not only enable
the farmer to rationalise his methods, but willalso,
if a farming plan accompanies the application for
financial assistance, be of infinite value to thelen-
der when it comes to assessing the merits of the
application and deciding whether the applicant is
deserving, With records it will be possible to
grant credit judiciously and rationally, and not
haphazardly as is so often the case at present.
Unquestionable, agricultural financing will be
placed on a much sounder basis if applications
for financial assistance are accompanied by a
farming plan and records,

The Study Group for Ingquiry into Agricul-
tural Credit* considered that the history and
background of the farmers who were able to satisfy

* Loc, cit.



the requirements of the Land Bank Act and who
were designated Category II farmers should show
that they had the necessary managerial ability and
knowledge of farming to enable them to plan their
undertakings themselves and make a success of
them, but for this purpose they needed credit that
was specially adapted to agriculture.

According to the Study Group, however, the
Category I farmer "is in need of guidance not
only on the technical side but also in the organisa~
tion, financing and management of his farming
enterprise in such a way that he can work himself
up gradually to the second category."” This farmer
therefore needs special financial assistance, and
the planning of his operations should form an
integral part of such assistance. The following
are required where such assistance is given:

(a) Technical extension to enable the farmer, in
planning his farm, to adapt it in the best
possible manner to the conditions peculiar to
the ecological region concerned;

(b) production arrangements adapted in the best
possible manner to the general economic pattern
of the country and to the farmer's own ability;
and

(c) a production programme which is to be ad-
hered to and revised annually in the light of
financial guidance to be given to the farmer.

As stated in paragraph 4.5.4.3.3.6, the impres-
sion was gained that good progress had been made
with the special credit facilities created for
financing these farmers since the establishment of
the Department of Agricultural Credit and Land
Tenure and the Agricultural Credit Board. There
are still, however, serious shortcomings as re-
gards technical and economic extension services,
the planning of farms, programming of production,
and the follow~up work (after credit has been
granted) to ensure that proper farming records
are kept, that progress reports on farming opera-
tions are submitted regularly every year, and that
production plans are revised.

In the evidence placed before the Commission
it was repeatedly pointed out that the creditgranted
by the Agricultural Credit Board to Category III
farmers actually consisted of Government funds to
be used for a special purpose and therefore
obtained on very favourable terms, To ensure that
such credit would achieve its purpose, it was
considered essential that on being granted credit
these farmers should comply with the conditions
and allow themselves to be guided by expert
advice. The representatives of agriculture agreed
that, before the Agricultural Credit Board consi-
dered granting credit (especially long-term credit),
a farming plan drawn up under expert guidance
must be submitted, together with a budget and a
future production programme. Moreover, credit
should be granted on condition that an acceptable
farm book-keeping system is maintained, that
returns and reports are submitted annually by the
lender or his duly appointed representatives, and
that follow~-up contact be strictly and regularly
maintained between the borrower and an expert
unit acting on behalf of the Board.

During the interviews various ideas were put
forward on how expert assistance should be given

81

to a farmer who wants to apply for credit and how
arrangements should be made for the follow-up
contact after credit has been granted. It was felt
that successful farmers in the same area as the
applicant couldhelp andthatthe co-operatives with
their expert staffcould give valuable assistance too.
It was emphasised, however, that such contact
and auxiliary services should always be organised
in consultation and very close liaison with the local
extension officer as far as the technical aspects
were concerned, and with an economist specialising
in farm business management. The Commission
considers that the way in which guidance should
be given to these farmers in the preparation of
applications for credit and after the granting of
credit, should be. decided on in discussions be-
tween the body granting the credit (in this case
the Agricultural Credit Board}, the three Depart-
ments of Agriculture concerned and the South
African Agricultural Union, including its Co-
operative Council,

It is considered necessary that these proce-
dures for the preparation of applications, the con-
ditions on which credit is granted, the book~
keeping and the subsequent submission of returns
and reports on the application of the creditgranted
and on the progress made in agricultural pro-
duction should be extended to include farmers who
have obtained credit from the Land Bank. In view
of the shortage of expert staff to fulfil all these
functions satisfactorily, it was proposed thatatten~
tion should initially be focused on farmers who
were assisted through the Agricultural Credit
Board and that, as the staff position improved and
the preparatory and follow-up processes got under
way, these services should be extended to farmers
who had been granted credit by the Land Bank,

With further reference to the opinions expres-
sed in paragraph 4.6.2,1.1, the Commission must
again stress that it is essential that everything
possible should be done to promote the success-
ful application of credit granted to farmers by
Government and semi~Government bodies, that such
credit should be granted subject to conditions which
will have this effect, and that the granting of
credit should be followed up by a proper farm
management advisory service.

The Commission therefore recommends as fol-
lows: (a) the State and State-aided credit institu-
tions concerned should give serious consideration
to the provision of expert guidance for the farmers
to whom they grant credit, and consultations should
be held with the three Departments of Agriculture
and the South African Agriculfural Union (including
its Co-operative Council) to devise plans whereby
such contributions as can be made by the available
experts of the various institutions can best be
linked and co-ordinated to promote the effective
application by the farmers concerned of the credit
granted; and (b) the State and State-aided credit
institutions concerned should ensure that field of-
ficers are appointed whose function will be to
visit long-term and short-term borrowers per-
sonally as often as necessary to see that the re-
cords agreed upon are being kept up to date and
that the farming plans are being carried out,
and to keep in touch with the agricultural extension




officers so as to ensure that the necessary ex-
tension is given and applied properly.

4.6.2,1.11 The use of agricultural land under lease

4.6.2,1,11,1 Alternative means of financing

According to the 1962/63 Agricultural Census,
approximately 94 per cent of the total area of
agricultural land in White areas was owned by
private persons or partnerships, 2,8 per cent by
registered companies and 3,2 per cent by public
authorities, Information obtained by the S.A, Agri-
cultural Union shows that at present 17 per cent
of the agricultural land in White areas is held
under lease, As mentioned by the Commission in
Chapter II of its Second Report, full ownership
is still the principal form of occupation of agri-
cultural land,

In paragraph 2.6.3, however, the Commission
pointed out that various circumstances had made it
very desirable to review the system of tenure of
certain classes of agricultural land in White areas,
in spite of the deeply rooted tradition for every
farmer to have his own farm, In paragraphs 2,10
and 2,11 the Commission accordingly recommended
that leasehold of agricultural land should be strongly
encouraged and referred in this connection parti-
cularly to land which is highly susceptible to
erosion, irrigation lands and State land which
should be used to enable young prospective farmers
of promise to establish themselvesin agriculture,

In a recent submission to the Commission, the
S.A. Agricultural Union* pointed out that, viewed
from all financing angles, full ownership of land
made the greatest demands on the entrepreneur.
Next to this, leasehold as one of the alternative
forms of financing agricultural land was advocated
by the Union for the following reasons:

~ As regards the solvency position, leasehold is
an ideal form of financing. Anequally important
advantage of leasehold is that it puts a stop
to the constant outflow of capital from agri-
culture,

-~ Fromthe liquidity point of view, leaseholdis also
hard to better. There is no question of redemp~
tion.

- The only annual payment is the rent which is
made up of depreciation and maintenance which
also have to be paid in the case of full owner-
ship. Added to this is the net rental which is
the owner's return on the capital invested.

- In a period of rising land prices, a relatively
low net rental will, as against the interest on
the market value of the property, suffice since
part of the return will be covered by the ap-
preciation of the land.

* S.A, Agricultural Union (1871): Loc. cit,
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- The remunerativeness depends solely on the
level of the rental and can also be improved
if rent control or influencing is applied. If
the rent is set at too low a level (as in the
Netherlands at present), there is a danger that
outside investors will no longer regard agri-
cultural land as an attractive investment and
that the possibilities of this form of financing
would then be lost, It would seem that, if this
difficulty could be overcome, leasehold would
be the solution to the problems that beset
the financing of agricultural land.

- In the light of the above findings, it would
therefore seem desirable to promote leasehold
as a means of financing land and fixed improve~
ments,

The South African Agricultural Union wentonto
propose that a central body or land trust be
established to purchase and thenlet land to farmers
(see further paragraphs 4,7 to 4.7.2). The Union
concluded this part of its submission by stating
that it was also important that the lease should
be made attractive to prospective lessees, A first
step in this direction would be to guarantee the
lessee's right to use the land for a long period.
In the case ofalandtrust,itwould evenbe possible
to grant leasehold in perpetuity. Secondly, leasehold
could be made much more attractive if the lessee
were compensated at the end of his period of
tenancy for the fixed improvements made by him,

In giving evidence, the S.A. Agricultural Union
stated that the leasing of agricultural land as a
form of financing was on the increase, but felt
that the best way of guaranteeing the success of
the system would be to make provision for pre-
venting the lessee from exhausting the soil, and
to assure him of a long period of tenancy and that
he would be paid out for improvements.

The expansion of the leasehold system is seen
not only as a valuable alternative means of financing,
particularly for the less well~to-do farmer, but
also as an important means by which a special
institution such as a land trust could enlarge non-
viable farming units through the purchase and sub-
sequent letting or sale of small units to deserving
beginners or persons who are already farming but
who have non-viable units.

4.6.2.1.11.2 Recommendations

4,6.2,1.11.2,1 On the leasehold system as an
alternative method of financing further views were
put before the Commission, lending further support
to the recommendation in paragraph 2,11 of its
Second Report, which reads as follows: "The Com-
mission recommends that the system of hiring
and leasing agricultural land be encouraged and
that serious consideration be given to methods of
promoting this system'.

4,6.2,1,11,2,2  Since this matter calls for a high
degree of expertise and study, the Commission
wishes to recommend further that a study group
of experts be appointed as soon as possible by
the Minister of Agriculture to make recommen-




dations on the steps to be taken to encourage the
leasing of agricultural land and on the statutory
provisions considered necessary to protect the
interests of both lessees and lessors and to place
the leasehold system on a sound and well-ordered
basis.

4.6.2.11.2.3 The Commissionis also aware, how-
ever, that many farmers lean heavily on credit
(long-term, medium-term or short-term) for thefi~
nancing of agricultural production, credit which they
can obtain from time to timeonthe strength of their
creditworthiness, which is based largely onthe pro-
ductive value (and often the market value) of their
farms. It has been asserted that under the lease-
hold system the farmer would have no land of his
own which could serve as security for credit, and
that it is hard enough as it is to get sufficient
credit for production purposes. The Commission
attaches so much importance to this matter that
it recommends that if a leasehold systemis adopted
adequate facilities, particularly for adapted me-
dium-term credit for tenant farmers as well,
should be made readily available at the Land Bank,
so_that agricultural enterprises with relatively
long production cycles can be financed and so
that it will not be necessary to resort to other
forms of credit, (See paragraphs 4.6.2.2.5 to
4,6.2.2,5,3.2.6,)

4.6.2.2 The Land Bank

4.6.2.2.1 Readjustment of the Land Bank

The Land Bank's policy in granting loans to
farmers may be described as basically sound.
The Bank meets the capital needs of individual
farmers and agricultural co-operatives onterms of
interest and redemption that are, on the whole,
favourable. For the reasons given in paragraph
4.6.1.1, the Land Bank's participation in agricul-
tural financing is rated very highly, and it has
been strongly advocated that this institution should
be enabled to make a much greater contribution
to agricultural financing than at present. As men-
tioned in paragraph 4.,1{(c), the S.A. Agricultural
Union in its first submission* to the Commission
proposed that "the Land Bank, as the only
specialised establishment in the field of long-term
agricultural financing, should be reorganised and
streamlined so that its credit supply activities can
be extended.,"

As stated in paragraph4.6.2, however,the Com-
mission has come to the conclusion that the extent
to which credit has hitherto been available for
the agricultural sector has not been so critical
as to necessitate revolutionary changes in the
existing systems of credit but that various adjust-
ments are required in the granting of credit to
agriculture.

4.6.2,2,2 Expansion of credit facilities

In paragraphs 4.6.2.1 to 4.6.2.1.11.2, the Com-
mission reported on various matters brought toits
attention in regard to the Land Bank and the
Agricultural Credit Board. With respect to the re~
presentations that the Land Bank should be enabled
greatly to expand its activities in the field of
agricultural financing, there are various opinions

* S.A. Agricultural Union (1967): Loc. cit.
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and circumstances that have to be taken into
account.

4,6,2.2,2.1 Considerations

The Commissgion of Enquiry into Fiscal and
Monetary Policy in South Africa* considers it
important that in times of high and rising rates
of interest the agricultural industry should be at
least partially protected from such rates, and "be-
cause the existing private farm mortgage financing
market is shrinking while mortgage rates of interest
have already risen to high levels, the Commission
regards it as desirable that the Land Bank should
gradually take over the financing of farm mortga-
ges,'" The said Commission recommended further~
more ''that the mortgage loans of the Land Bank
for the purchase of land should be limited to the
financing of economic-size farming units only."

In a recent article* the Managing Director of
the Land and Agricultural Bank expressed the fol-
lowing views:

"As a result of current economic conditions, the
demand for special financing for the agricultural
industry may be expected to increase incoming
years and not only fo exert considerable pres-
sure on the available loan funds but also to
call for great circumspection on the part of
our financial sources in granting credit in
general, To build up and maintain a sound agri-
cultural economy, to ensure that the develop-
ment of the industry is not hampered at a time
when financial assistance for the farmer is most
indispensable and to enable the farmer to con-
tinue farming, a stable form of long-termcredit
must be constantly available to agriculture,
since with our present system the use of
short-term funds for long-term purposes creates
serious problems and embarrassment for the
farmer,

To make adeguate loan funds available to the
Land Bank as the most important single source
of long-term financing for agriculture in the
country, serious consideration will have to be
given in future to the expansion of the Bank's
capital structure. Investments in the Land Bank
by the agricultural sector should make a con-
siderable contribution towards its capital re-
quirements and could be encouraged by exempt-
ing the interest earned on such investments
from income tax. This would stimulate the flow
of surplus funds in agriculture to the La..d Bank
and make a positive contribution to the ex-
pansion of the Bank's functions and the establish~
ment of a financing system which would hold
out the prospect not only of suitable credit
facilities for all the branches of the agri-
cultural industry but also the rehabilitation of
the farmer on a basis specially adapted to his
circumstances" (Translation).

The Agricultural Commission has notedthe fact
that the Land Bank's credit facilities have ex-
panded appreciably in recent years and that up
to the present the Land Bank has always, within
the framework of its policy and procedures, been

* Loc, cit.

+ Smit, J.M.C. (1971): Landbank speel groot rol,
Landbou-oorsig, Die Transvaler, p.9, 10 May
1971



able to mobilise sufficient funds to meet the
demand for credit,

The Commission considers it important, how-
ever, to direct attention to the following aspects of
the granting of agricultural credit:

(i) The demand for special financing of the agri-
cultural industry through a specialised agri-
cultural financing institution is increasing.

(ii) It is generally accepted that, apart from the
Agricultural Credit Board, the Land Bankis,
owing to its organisation and the manner in
which it fulfils its functions, the financing
institution in the Republic best adapted to
the peculiarities of agricultural financing.
(iii) The rates of interest on Land Bank loans
correspond more or less to the earning
ability of agricultural production under pre-
vailing conditions.

(iv) The principles according to which the Land
Bank grants credit are basically sound and
promote sound production and business prac-
tices,

(v) The available funds derived from private
sources of finance particularly for farm
mortgage loans are showing a marked down-
ward trendandtherates of interest on these
funds have now risen above the earning ability
of even the most successful farmer,

(vi) The income which long-term investments can
yield in other sectors of the economy is much
better and much more secure than can be
expected from loans to the agricultural
sector.

(vii) The possibilities of getting good returns on
such investments are at present so remote in
agriculture that this sector cannot even suc-
ceed in diverting the free capital of well-to-
do farmers to the Land Bank or to the agri-
cultural sector direct. According to survey
figures furnished by the S.A. Agricultural
Union, farmers alone had about R738 million
invested outside the agricultural sector asat
28 February 1970.

(viii) The Department of Agricultural Economics
and Marketing gave the Commission the fol-
lowing information on the funds of the control
boards:

"Control boards are public bodies and have
public moneys at their disposal,Their income
is not taxable - because they are regardedas
semi-Government institutions - and derives
mainly from levies, which are actually taxes
on the controlled agricultural products,

"In terms of the provisions of section 46
of the Marketing Act, 1968 (Act 59 of 1968)
(formerly Act 26 of 1937), the control boards
may deal with their special levy funds and
reserve funds in such manner as may be ap-
proved by the Minister ..,

"In 1957 the Minister of Agriculture therefore
laid down, as a matter of policy, that for
investment purposes the control boards
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should go to the Land Bank and Government
and semi-Government investment facilities
first. But as various boards had already
invested some of their funds with financial
institutions other than the Land Bank and
Government hodies before a definite minis-
terial policy on the investment of board
funds had been laid down, the Minister at that
time authorised control boards to invest 20
per cent of their funds available for invest-
ment (but not more than R400 000) with
building societies, This policy was left un~
changed until 1968 when the Minister again
reviewed the matter, At the end of 1968
the control boards were informed that board
funds could be invested, without ministerial
approval, with the Land Bank for periods
not exceeding two years ....

"This did not preclude the possibility of in-
vesting with institutions other than the Land
Bank, but meant rather that, since the funds
concerned had been obtained from the agri-
cultural sector and since the Land Bank
was the most important financing institution
for agriculture, the Minister would prefer
the control boards gradually to switch all
their investments to the Land Bank,'" (Trans~
lation)

It was also stated that in 1969, following re-
presentations by the Association of Building So-
cieties, the Minister approved an arrangement
whereby, in view of the difficulties experienced
by the building societies, the control boards would
not be pressed to withdraw the investments which
they then had with the building societies over a
short period, The concession made in 1969 was
viewed as a temporary arrangement since the
Minister still upheld the principle that the control
boards! funds available for investment should be
invested with the Land Bank,

(ix) So beneficial is the influence of the Land
Bank that an expansion of credit facilities to
be employed by the Land Bank is considered
important owing to the beneficial effects
which this would have on agriculture and on
the country as a whole,

4.6,2.2.2.2 Recommendations

On the strength of the evidence heard and the
information at its disposal, the Commission re-
commends that the Land Bank should be enable
to expand appreciably the credit facilities which
it can make available to the agricultural secfor
and that the following steps should be taken to
obtain more capital in order to meet the expected
increased demand of the agricultural sector:

4,6,2,2,2.2,1 The Land Bank should continue issuing
Land Bank debentures as authorised by the Land
Bank Amendment Act, 1959,

4.6.,2,2,2,2,2 To encourage farmers to invest
capital with the Land Bank for the purposes of
agricultural financing, the interest earned by them
on such investments should be exempted from tax
provided that this concession is limited to funds
derived from farming.

4,6,2.2,2,2,3 Reserve funds held by agricultural
co~operatives should, if invested with the Land
Bank, also be exempted from tax,




4.6.2.2.2,2.4 The policy that the control board's
funds available for investment should be invested
with the Land Bank must be upheld,

4.6.2.2,2.2,5 If the capital at the disposal of the
Land Bank falls short of the justified demand for
such capital, the Government should, as in the
past, give favourable consideration to augmenting

the funds required by the Land Bank, particularly
where reasonable success has been achieved in
getting capital to flow from the agricultural sector
to the Land Bank as described above.

4.6.2,2.3 More generous credit concessions to
bigger farmers

The information and views given above on the
part played by and the policy of the Land Bank
(particularly from paragraph 4.6.1.1 onwards) so
convincingly illustrate the value and acceptability
of the Bank's role in agricultural financing that
there can be no doubt that its activities should
be greatly expanded. Various parties take the view
however, that, since the Land Bank is still at
time dependent on special financial assistance
from the State it should to a certain extent be
regarded as a State-aided financing institution. It
is therefore not considered justifiable for the Land
Bank to grant big farmers loans at relatively
Iow rates of interest and on fairly favourable
terms,

The Commission considers, however, thatif the
Land Bank could expand its funds so as to be able
to operate without direct State aid, this objection
should fall away and it should be acceptable for
the Land Bank to grant the various types of credit
more freely to farmers with fewer restrictions
as regards the size of the farming unit,

It is a well-known fact that the more success-
ful farmer fall into the group whose farming units
have a larger turnover. Their contribution to
agricultural production and its value to the country
are clearly evident from the data given in Table
4.8. It is striking that the gross value of the sales
of agricultural products of 38,9 per cent of the
country’s White farmers constitutes no less than
87,2 per cent of the total gross value of agri-
cultural production. It follows that the share of
these bigger farmers in the moneys which the
agricultural control boards have invested with the
Land Bank is more or less in proportion to the

TABLE 4.8 ~ Distribution of agricultural produc—
tion according to farming units, 1964/
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Percentage of farming Percentage of produc-
units tion yielded
2,2 20,8
9,0 49,1
21,6 71,7
38,9 87,2
61,83 96,5
74,3 98,8
83,6 99,6
91,5 99,9

Source: Datafromthe 1964 /65 Agricultural Census,
adapted by the Division of Agricultural
Marketing Research of the Department of
Agricultural Economics and Marketing

o]
(93]

gross value of their products as a percentage of
total agricultural production,

1t therefore appears indefensible that those
farmers who contribute most to agricultural pro~
duction, to the supply of the food and raw material
requirements of the country and to the earning
of foreign exchange should be denied the opportunity
to avail themselves of certain benefits in agri-
cultural financing. The Commission therefore feels
that, except where mortgage loans for excessive
purchases of land are concerned (as referred to
in paragraph 4.6.2,1.6), favourable rates of interest
and other benefits which the Land Bank would be
able to offer if it could obtain more capital should
be available to assist the production enterprises
of the bigger and betier farmers as well. Such
concessions would benefit not only them but the
country as a whole,

On the expansion of credit facilities by the Land
Bank the Commission therefore wishes to recom-
mend as follows:

4.6.2,2.3.1 If the Land Bank can obtain sufficient
capital from non-agricultural and agricultural
sources (as recommended in paragraphs
4.6.2.2,2.2.1 to 4.6.2.2.2.2,4) for it to be accepted
as acting relatively independently of direct State
aid, favourable consideration should be given to
making itgs credit facilities more widely available
to farmers whose means exceed the limits now
set, particularly for the granting of long-term and
medium~term credit.

4.6.2.2.3.2 I the Land Bank cannot obtain suf-
ficient capital cheaply enough to be able to grant
loans to well-to~do farmers at highly preferential
rates of interest, the possibility should be explored
of granting such loans at a rate of interest which
would cover the Land Bank's costs according to
the rate of interest at which the Bank has to pay
for loans on the open money market.

4.6.2.2.3.3- As, for various reasons, the Comimis-
sion does not consider it desirable that an agri-
cultural financing institution such as the Land Bank
should be involved in purchases of excessively
big pieces of agricultural land, a limit should be
set on the land purchases for which the Land
Bank will grant mortgage loans as recommended
in paragraph 4.6.2.1.6.

4,6.2.2,4 Long-term credit

4.6.2.2.4.,1 Taking over of long-term loans

Representatives of agricultural organisations
suggested that the Land Bank should be more ac-
commodating in taking over mortgage loans held
with private creditors and that it should even be
possible to transfer mortgage loans from the Agri-
cultural Credit Board to the Land Bank, It was
established during the hearing of evidence, however,
that the Land Bank was not expected to compro~
mise any of its principles by taking over loans
in this way. There are farmers who have mortgage
‘wans from private sources and who wish to switch



to the Land Bank so as to be able to share in the
benefits attached to Land Bank mortgages.

The evidence heard did not, however, persuade
the Commission that it had become necessary for
the Land Bank to change its policy or its attitude
as regards the taking over of mortgage loans or
other forms of long-term credit from other financ-
ing institutions,

The Commission also considers that transfer~
ring mortgage or other loans from the Agricultural

Credit Board to the Land Bank or vice versa

would unsettle farmers in their approach to credit
and would serve no useful purpose. The Commis-
sion therefore cannot support the proposal to make
such a change-over possible.

4.6.2,2,4.2 Consolidation of casual debts

In paragraph 4.4.1(g) of this chapter the Com~-
mission expressed its concern at the way in which
and the extent to which casual debts sometimes
become part of the long-term credit load of certain
farmers. Although some of the branches of agri-
culture have called for greater leniency in consoli-
dating casual debts, the Commission wishes {o re-~
commend that the Land Bank should, as inthe past,
treat applications for such consolidation with the
greatest caution and that such applications should
be granted only in highly deserving cases.

4.6.2.2.5 Medium-term credit

As already stated, representatives of agri-
culture expressed great appreciation of the contri~
bution which the Land Bank has made to long-
term financing to the benefit of the agricultural
sector. At the same time, however, considerable
expansion of the activities of the Land Bank in
the field of medium-term and short-term credit
was called for.

In this regardthe Commission directed attention
earlier in this chapter (see paragraphs 4.4 and
4.6.2} to various situations indicating that credit-
worhy anddeserving units in the agricultural sector

e not experiencing such a dire shortage of long-
terre. and short-term credit as to justify radical
changes in the existing systems of credit. The in-
dications are, however, that the agricultural sector
has an urgent need for more ample medium-term
credit facilities designed specially for certain pro-
duction processes, It is expected that if credit
of this kind were available farmers would be less
inclined to use expensive short-term credit for the
financing of perennial production cycles or to en-
cumber land and other fixed property increasingly
with mortgage and other long-term loans obtained
in a roundabout way,

The following aspects of medium-term credit
for agriculture therefore merit attention:

4,6,2.2,5.1 Hypothec loans

As indicated in paragraph 3.7.1.5.2, of Chapter
111, the number of hypothec loans and the average
amount per loan have increased progressively
since 1965 because such loans and the way in
which they are offered through the agriculturalc:-
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operatives are very popular with farmers. Loans
of this kind are granted for the purchase of,
among other things, sheep, cattle (for meat pro-
duction as well as for dairying), other livestock,
tractors and implements, There has been a very
marked rise in loans for beef cattle, tractors and
other implements, and similar loans were recently
granted for the purchase of spraying equipment
to control mildew in vineyards in the Western
Cape.

A very special situation in agricultural pro-
duction has also resulted in a call for special
medium~term credit facilities to enable private
producers of quality wines to equip their cellars,
a process involving tremendous capital expendifure.
The attention of the Commission was drawn to the
desirability of encouraging, for prestige purposes,
the manufacture of estate wines by very competent
private wine farmers and of granting them suitable
financial assistance. It was stated that the co~
operative wine cellars could get Land Bank loans
for cellar equipment but that such loans were
not available to private wine farmers producing
quality wines,

This particular type of production enterprise
is so deserving that the Commission hasno hesita-~
tion in recommending that the Land Bank should
give favourable consideration fo making medium-
term credit facilities in the form of hypothec
loans available to such private producers of
quality wines as well,

The Commission was informed, furthermore,
that when hypothec loans for the control of downy
mildew in vineyards were first granted it was
found that the old procedure for considering and
granting hypothec loans was too involved and took
too long for the emergency to be satisfactorily dealt
with. The Land Bank then agreed that the proce-
dure should be “simplified so that applications for
loans could be dealt with fairly quickly with the
aid of the local branch of the agricultural co-
operative concerned., It is understood that this
made it possible to deal with the loans so ex-~
peditiously and successfully that the procedure
might well be extended. In conjunction with its
earlier recommendation in paragraph4.6.2.1.2, the
Commission therefore wishes to recommend that
the Land Bank should give favourable consideration
to ways and means of simplifying the procedure
for dealing with other types of hypothec loans in

a similar way.

4.6.2,2,5.2 Hire-purchase systems

It is known that the Land Bank has also put
into operation a hire-purchase system on the an-
nuity basis whereby redemption and interest are
spread evenly over the whole period for which
credit is granted,

It was pointed out, however, in paragraph
4,4.1(f) that credit on the hire-purchase system
as granted fo agriculture by certain private credit
institutions is excessively expensive, It is there-
fore recommended that a hire-purchase system for
agricultural financing should be permissible only
if it is arranged on an annuity basis.

The Commission was also asked to recommend
that the Land Bank should provide hire~purchase



facilities on the annuity basis through the agri-
cultural co-operatives as well, and that the period
of repayment should be determined in accordance
with the expected operating results of the enter-
prise. If such an arrangement created administra-
tive problems, the Land Bank should grant the
money to the co-operatives at a rate of interest
of about 7 per cent, so that they could then offer
hire-purchase facilities on that basis. Such an ar-
rangement might necessitate modification of the
present hire-purchase or hypothec loan systems.

As regards the request for repayment arrange—
ments to be made in accordance with the expected
operating results of the enterprise, the Commis~
sion feels that the same principle of adapting
medium-term credit to the particular production
conditions should be adopted as has been advocated
in the recommendations on special medium-term
credit given below (see paragraphs 4.6.2.2.5.3 to
4.6.2.2.5.3.2.6).

4.6.2,2.5.3 Special medium~term ("tiding-over")
credit

4,6,2,2,5,.3,1 For special production conditions

In the course of its inquiry the Commission came
across various situations inagriculture of material
importance in agricultural financing and gained
the impression that there is a special need for a
type of medium-term credit which would assist
agriculture as effectively as possible where peren~
nial production is concerned, What is needed is a
credit system under which the terms and conditions
governing the application of the credit granted, the
repayments and the rates of interest are adapted
as closely as possible to a realistic expectation
of the yield from the undertaking assisted with such
credit,

Here the Commission has the following situa=-
tions in mind:

4,6.2.2,5.3.1.1 Production situations and term over
which credit is granted

If farmers are unable to obtain credit from the
Land Bank or the Agricultural Credit Board for
special production situations which might last for
two years or longer (sometimes as a relatively
unremunerative transitional phase}, they frequently
resort to expensive short-term credit, usually
from commercial banks or business concerns, This
sometimes means that, as the relatively unre-
munerative phase continues, the farmer is obliged
not only to renew the short-term loan but also
to increase it, These are also cases where casual
debts incurred for production purposes accumulate,
sometimes landing the farmer in financial dif-
ficulties and forcing him to resort toconsolidation
or to find some other way out of his trouble (see
also paragraphs 4.4.1(e) and (g)).

4.6,2.2,5.3.1.2 Adaptedness of farming systems

In Chapter V of its Second Report the Com-
mission pointed out that in certain areas farming
systems were not sufficiently adapted to local en~
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vironmental conditions and described the adverse
effects of such systems on stability in agricultural
production, as well as on economic stability.
Further discussion of this situation in paragraph
4,6.3.2 was followed by a recommendation that a
scheme for voluntary adaptation should be devised
and put into effect on a regionalbasis to iron out
the main problems in agriculiural production in
South Africa.

As pointed out, the difficulties - particularly
the financial ones =~ foreseen in making such
adjustments are such that no progress can be
expected unless the adjustment scheme is backed
up by a realistic financing scheme which is
geared to it and planned carefully in advance
for each farm.

Tothis end the Commission further recommends
as follows: (i) Medium-term credit facilities should

be made available to help farmers to undertake
such an adjustment scheme. (ii) Special medium-
term credit, or'tiding-over finance'" as recom-
mended by the Commigsion of Enquiry into Fiscal
and Monetary Policy*, should also be granted for
this purpose, (iii) If financial assistance of this
nature can be provided to help farmers to adapt
their farming systems in this way, it should be
non-recurring assistance for the farm concerned,
granted on such conditions as may be considered
necessary and in a way which will ensure that the
aims set for such a change-over are achieved
within a certain period and not afterwards aban~
doned.

4.6.2.2.5.3.1.3 Establishment or re-establishment
of agricultural enterprises with long
production cycles

It was put to the Commission that when vine-
yards or orchards of deciduous fruit, citrus or
other subtropical fruit, or particularly pineapple
lands, are laid out it takes quite a number of years
after the preparation of the land to produce
satisfactory yields, even under favourable condi-
tions. During those years large amounts have f{o
be spent on preparing the soil, fertilising, planting,
spraying and maintaining the plantations, although
no income worth mentioning can be expected.

A similar situation arises when vineyards,
orchards or pineapple land have to be cleared on
account of their age or disease or drought and re-
placed by new plantings., Where this is done, how-
ever, it takes even longer before full crops can be
produced because, after the removal of the old
plants, the lands have to be rested for a few
years or used for other purposes to rid them of
nematodes and other root parasites. A similar
situation was described to the Commission as re=-
gards large~stock farmers, particularly those pro-
ducing red meat. In this regard the opinion was
put forward that short-term credit was fairly
easy to get but that it was too expensive and not
really suited to such production conditions. :

* Loc, cit,



4,6.2,2,5.3.2 Recommendations on special me-
dium-term financing

The Commission has good grounds for doubting
whether it would be in the best interests of agri-
culture for short-term credit or any form of long~
term credit to be used under the production con-
ditions described above. As already mentioned,
short-term credit is too expensive, is of foo short
a duration and in many cases leads to proliferation
of casual debts if new sources of credit have to
be sought at the end of each short term; and in
the mean time the production situation would re-
main unchanged, On the other hand, the direct
or indirect encumbering of productive land (as a
permanent asset) with mortgage loans or other
long~-term loans would be undesirable if all the
farmer needed was credit to tide him over a phase
in his farming which might only last a few years -
rarely more than a decade. Credit obtained in this
way tends not to be paid off as quickly as possible
during such a phase and the liabilities incurred
in financing one phase therefore tend to be added
to those of a previous phase, the result being
that an entrepreneur is tempted to dependoncredit
based on the rise in the market value of land, which
in most cases is out of proportion to its productive
value,

The Commission is aware, however, that the
trends in obtaining production credit described
above are caused largely by the lack of medium-
term credit facilities adapted as closely as possible

to production conditions such as those referred.

to in the preceding paragraphs. Such production
conditions often arise and are experienced by
virtually all farmers irrespective of the category
of creditworthiness to which they might belong,

The Commission fully supports the recommen-
dation of the Commission of Enquiry into Fiscal
and Monetary Policy in South Africa* that special
medium-term facilities should be made available
by the Land Bank in the form of '"tiding-over
finance" and wishes to add that it considers this
proposal to be so important that it merits top
priority and urgent attention,

The Agriculture Commission further wishes to
support the recommendations made by the above-
mentioned Commission and wishes to add others,
considered necessary in the light of its further
findings, on the successful use of special medium-
term financing as proposed:

4,6.2.2,5.3.2.1 Term over which credit is granted

As stated by the Fiscal and Monetary Com-
mission*, the term for this form of financing
should be three years or more, but seldom more
than ten years, and it should inany case be adapted
to the particular production situation for which it
is intended and for which it has to be applied.

4.6.2,2.5.3.2.2. Application of such credit

Special medium-~term finance should be avail~
able to farmers when, owing to, their particular

* Loc, cit.
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production enterprises as described above, they
have to be tided over periods longer than two
seasons during which establishment and main-
tenance expenses have to be incurred but when
they can expect no or very little income, or if
they "find themselves in financial difficulties
as a result of unfavourable agricultural conditions.”

This Commission also wishes fo support the
view of the Fiscal and Monetary Commission*
that such loans should not be granted to wealthy

farmers for the purchase of land and that, in
certain circumstances, farmers owing large farms
cannot be expected to sell part of their land be-
fore they can be assisted in this way.

4.6.2,2.5.3.2,3 Terms of redemption

Since no yield can be expected during the
first few years after the establishment or re-
establishment of orchards or while similar enter-
prises with long production cycles are still in

their initial stages, the arrangements made for the

repayment of the special medium-term credit
granted must be adapted to the expected income
from the enterprise so that it will be possible
for the farmer to start paying off the loan three
or four years after starting the project for which

~ he was granted such credit.

This kind of credit should also be used to
assist young farmers during the initial stages of
their farming operations,

4.6.2,2.5.3.2.4 Rates of interest

Interest on loans of this nature should be pay-
able from the start at rates such as those at
present charged by the Land Bank and should be
related as closely as possible to the average in-
come expected from agricultural production.

4,6.2,2,5.3.2.5 Rising interest system

The Commission considers it to be in the best
interests of agriculture that a medium-termcredit
system of this kind should incorporate anincentive
for borrowers to pay back the money borrowed
as soon as possible,

During discussions held in Salisbury in Sep-
tember 1968 with members of the Rhodesian Minis~
try of Agriculture and representatives of the
Rhodesian Farmers!' Union, the Commission was
informed that a revolving loan system had been
introduced in 1966, The Commission recently re-
ceived further information indicating the tremen-
dous success of this loan system. Jordaan® de-
scribes the loan system as follows: "The major
advantage of this scheme is that it works ac-
cording to a system of rising rates of interest,
In the first place, the loan has to be paid back
over ten years, For the first two years the rate
of interest is only 21 per cent, without any ob-
ligatory redemption of capital. Even the interest
is transferable., From the third year onwards the

+ Jordaan, J.C. (1971): Gewilde leningsfonds vir
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rate of interest gradually rises, reaching 8 per
cent in the last year. Over the entire period of
the loan (10 years) the rate of interest averages
43/g per cent. Thevefore the quicker the farmer
pays back his loan, the cheaper is his borrowed
money. According to Mr Espach, this loan fund
is extremely popular with the farmers. From the
Government's point of view this is one of the most
successful financing schemes ever," (Translation)

The experience gained up to the present with
the revolving loan system in Rhodesia is there-
fore so favourable that the Commission recom-
mends that both the Land Bank and the Agri-
cultural Credit Board should seriously consider
incorporating into the special medium-term credit
scheme (initially proposed by the Commissgion of
Enquiry into Fiscal and Monetary Policy in South
Africa and endorsed in the foregoing paragraphs)
8 rising interest system at rates of interest
yielding an average rate acceptable to both bodies,
with suitable arrangements for capital redemption
as proposed in 4.6.2,2.5.3.2.,3 above.

4,6.2.2.6 Short-term credit

4.6.2,2,6.1 Cash credit accounts

In paragraph 3.7.1.,5.4.2 of Chapter III parti-
culars were given of the role played by the Land
Bank in granting short~term loans direct to farmers
from a cash credit account, long-term credit
in the form of instalment loans, and short-
to medium-term credit facilities in the form of
seasonal credit and cash credit loans for agri-
cultural co-operatives, It appears from these data
that the Land Bank is by far the most important
source of short-term credit in agriculture, both
as regards credit provided through the co-opera-
tives and that granted by the Bank to the agri-
cultural control boards, The Bank's contribution
in this regard has expanded appreciably since 19685,
As indicated above, such seasonal loans are avail-
able for the purchase of implements and means of
production such as fuel and fertilisers, as well
as for containers and packing material, the hand-
ling and processing of agricultural products on a
co-operative basis, and for special purposes. The
view of Organised Agriculture isthat credit granted
by the Land Bank in the form of cash through
the agricultural co~-operatives covers too narrowa
field, is inadequate, and should therefore be ex-
panded considerably. The following points were
made in this regard:

The cash credit facilities made available through
the Land Bank to agricultural co-operatives and
through the co-operatives to the farmers may be
used only for certain means of production -
wages, rations, repairs and other items beyond
the usual sphere of business being excluded. It
is requested that, since the last-mentioned items
may also be regarded as means of production,
cash credit should be extended in range to include
these items as well.

After considering similar proposals, the Com-
mission of Enquiry into Fiscal and Monetary Policy*
came to the conclusion that such a concession
could not be supported in view of the difficulties

* Loc. cit.
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foreseen in administering and controlling such cash
payments,

4.6.2.2.6.2 Short-term credit to be granted to
on a larger scale to farmers direct

it was pointed out in paragraph 4.6.1.4 that the
normal procedure for commercial banks of granting
overdrafts for a period of one year at a time was
completely acceptable, also in the case of agri-
culture, although it was acknowledged that such
credit, as mentioned elsewhere, was too expensive
in most cases and was often not satisfactorily
adapted to the peculiarities of agriculture.

As was also mentioned above, the Commission
was unable to support the proposal that the pro-
vision of short-term facilities should be extended
to include items over which the agricultural co-
operatives could not exercise proper control,

In a memorandum submitted to the Commission*
the S,A, Agricultural Union stated that to meet the
needs of farmers and co-operatives properly, the
Land Bank's branch system would have to be ex-
panded more rapidly and that branch offices should
be located at strategic points, i.e. at places where
the co-operatives have to exercise credit control,
It was further recommended in evidence beforethe
Commission that the branch offices should be
situated at points enabling the Land Bank to ad-
minister and control in situ the short-term credit
which it has to grant. The Land Bank stated that
it increased the number of its branch officers
from ten to twenty-one during the period 1948
to 1969, but that the aim of this expansion was not
that these branch offices should be used to en-
croach upon the preserves of the commercial
banks through direct short-term activities. The
Commission of Enquiry into Fiscal and Monetary
Policy * gave several reasons why it was unable to
support representations that the Land Bank itself
should expand its short-term financing activities
as requested,

As mentioned above in paragraph 4.6.1.4, the
Agriculture Commission also concluded in the
course of its inquiry that the commercial banks
should continue provide short-term credit for the
agricultural sector and that it was neither neces-
sary nor in the interests of the country for these
banks to be kept out of agricultural financing.

4.6.3 The Agricultural Credit Board

In paragraph 4.6,1.2 mention was made of the
great appreciation expressed by representatives
of agriculture of the role played by the Agri-
cultural Credit Board, assisted by the Department
of Agricultural Credit and Land Tenure, in financ~
ing the less creditworthy farmers and many other
farmers who have to cope with distress conditions.
Reference was made to the request submitted to
the Commission while evidence was being heard
to the effect that, if it was not acceptable for the

# S.A, Agricultural Union (1969): Uitbouing van die
Landbank. Doc. 121/69
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Agricultural Credit Board to be converted into a
surety fund as initially proposed, the Board should
be enabled- fo continue providing credit as at
present,

4.6.3.1 Recommendation

The Commission here wishes to refer to its
conclusion in paragraph 4.5.4.3.4 that the Agri-
cultural Credit Board should not be changed ashad
been proposed. The Commission recommends that
the credit facilities provided by the Government
through the Agricultural Credit Board and the
Department of Agricultural Creditand Land Tenure
should be retained and, if necessary be extended
so that, due regard being had for the matters of
policy set out in paragraphs 4.6.2 to 4.6.2.1,11.2,

the enterprises of deserving butf financially weaker
farmers (landowners, young farmers and tenants)

can be financed and guided towards independence,
asgistance also being given in the enlargement and
conversion of non-viable farming units into viable
ones.

4,6.3.2 As regards group insurance to cover
mortgage loans (see paragraph4.6.2.1.9), the Com-
missgion wishes to recommend further that the
necessary adjustments be made and administrative
steps be taken for the creation of a group in-
surance scheme, similar to that offered by the
Land Bank, to cover mortgage loans taken by
farmers with the Agricultural Credit Boardthrough

the Department of Agricultural Credit and Land
Tenure,

The Commission considers, however, that per-
miggion for borrowers to join such a group in-
surance scheme should be considered only five
yvears after the granting of a long-term loan and
that the application for such permission ‘should
be granted only if the borrower produces evidence
of his effective use of the credit granted and of his
having complied with all the condifions governing
such credit. :

4.6.4 Agricultural co-operatives and agricultural
financing

It has been pointed out that the Land Bank is
the main source of finance for co-operatives and
that, throughthe agricultural co-operatives, it plays
an important although indirect part in financing
agriculture, especially on a short-term basis,

As regards the granting of credit to the co-
operatives themselves, the Co-operative Council
affirmed that the Land Bank lent the co-operatives
virtually the entire amount applied for during the
preceding year, The Council added, however, that
there were nevertheless still co-operatives that
wished to make use of long-term loans from the
Land Bank, The Commission believes that its
request that the Land Bank should consider every
application on merit fully accords with the policy
followed by the Land Bank in dealing with all
such applications,

In presenting evidence before the Commission,
representatives of the S.A. Agricultural Union re-
quested that the Land Bank should give favourable
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consideration to applications from co-operatives
that process agricultural products for long-term
credit at a low rate of interest for the erection
of operational buildings, with the proviso, however,
that a high rate of interest should apply to such
loans if the co-operatives begintrading operations.
The Commission foresees suchadministrative pro-
blems in controlling a system of this kind, how-
ever, that it doubts whether diffirentiation on such
a basis would be feasible,

Earlier in this chapter the Commission con-
sidered and made recommendations on virtually all
the proposal regarding long-term, medium-term
and short-term credit facilities for farmers sub-
mitted by the S.A. Agricultural Union on behalf
of the Co-operative Council in Document 121/69%,

It is generally accepted that, in acting as a
channel of credit between the Land Bank and the
farmer in regard to the matters dealt with above,
the agricultural co-operatives play such an im-
portant part that there is not the slightest doubt
that they should continue in the same way.

However, the S.A, Agricultural Unionadvocated
involvement of local co-operatives in the credit
transactions between the commercial banks and the
farmer in order to back up the surety system
initially proposed, The object of this was to give
the farmers co-operative bargaining power which
would ensure the granting of this type of credit
{short-term credit with commercial banks) at the
lowest rate possible. The co-operative would take
the initiative in opening a separate account with
the bank for the member who would then be bound
contractually or otherwise to supply all his pro-
ducts to the co-operative; the co~operative would,
in turn, undertake to deposit into the farmer's
account the money realised on the products sup-
plied. After each harvest, accounts would be
settled and any amount over would be paid out to
the farmer. In this way the lender's risk would
be reduced and co-operative bargaining power could
be used to ensure that this kind of credit is granted
at the lowest possible rate of interest.

In the first place, the Commission has al-
ready (in paragraph 4.6.1.2) considered the pro-
posal for converting the Agricultural Credit Board
into a surety fund and decided that it cannot sup-
port such a proposal,

As regards the proposal concerning the in-
tervention of the co-operative in short-termcredit
arrangements between the farmer and the com-
mercial banks, as well as the exercise of co-
operative bargaining power against those banks,
it was doubted by most of the commercial banks
with which discussions were held, whether such
an arrangement would have any effect worth
mentioning on the rates of interest carried by
commercial banks on loans to farmers. In fact,
it was stated that that part of the interest rate
which is reckoned as the risk attached to a loan
was actually a compensation for the inherent
function of or service rendered by a commercial
bank and that most banks felt they would not be

* Loc.cit.



prepared to let the agricultural co-operatives,
remove this and so relinquish the rate of interest
concerned. The basis underlying credit arrange-
ments between the bank and the farmer is known
to be quite a confidential and intimate relationship
and it would not be desirable for this relationship
to be disturbed by the intervention of a fairly
impersonal agency, such as an agricultural co-
operative, between the credit institution and its
client,

As regards medium~term credit, Organised
Agriculture proposed that the agricultural co-
operatives should become actively engaged in pro-
viding security and that a surety fund should be
established from the interest, bonuses and levies
on members which originate within the co-opera-
tive, If the fund became strong enough, financing
could be undertaken, but then only for members
who qualify by virtue of their participation in the
scheme,

There can be little objection to the proposal
that members should, under the eagis of a co~
operative movement, develop a scheme and build
up a fund which would be used to make surety
facilities available to those participating in and
contributing to such a scheme.

As regards the aim of undertaking financing in
due course, the Commission has already noted (in
paragraph 4.6.1.3) various circumstances and views
which indicate that the South African banking field
is already overcrowded and that the creation of
additional banking institutions is not warranted
under present circumstances.*

4.6.5 Private credit institutions

It was evident from the analyses of and the
discussions on the participation of commercial
banks and other private credit institutions in agri-
cultural financing that these sources had made
valuable contributions to agricultural financing and
that they might be expected always to play a sig-
nificant role in this field,

4.6,5,1 Agriculture-oriented credit

As stated in paragraph 4.6.1.4, however, the
Commission considers it desirable that an attempt
should be made to orient such participation more
towards agriculture, agricultural credit being
granted on such terms and administered in such
a manner as to be better adapted to the special
requirements of the agricultural sector, The private
credit sector should therefore also be represented
on the proposed body to be established to advise
the Minister of Agriculture onagricultural financing
(see the recommendation in paragraph 4.8.2).

4.6.5.2 Interest rates and subsidisation of interest

In the course of the inquiry the Commission's
attention was directed time and again to the dif-
ficulties in which the recent increases in the rates
of interest on loans have landed the agricultural

* Commission of Enquiry into Fiscal and Mone-
tary Policy (1971). Loc, cif,
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sector, Many farmers were particularly hard hit
because either before or at the time of the in~
creases ~

(a) ever greater demands were made on agricul-
ture by post-war technological developments
and the accompanying increase in the capital
required;

(b times were very hard for farmers as regards
personal income from the mid-fifties to the
mid-sixties, so that it was particularly the less
well~-to-do farmer in South Africa who was af-
fected (see paragraph 2.4); and

(c) so many farming regions suffered serious set~
backs, particularly during the latter half of the
sixties, owing to protracted and oppressive
droughts (see the Commission's Interim Re-
port}. :

The burden of the higher rates of interest was
felt all the more keenly by those who, before the
rises, had incurred debts at a much lower rate of
interest than subsequently required for loans,

It has already been pointed out that the rates
of interest required in the normal course of business
by private credit institutions on long-term, me-
dium-term and short-term loans have now reached
levels considerably higher than the return which
average entrepreneurs can expect to make from
farming operations under favourable conditions.

The Commission gained the impressionthat this
was one of the main reasons why the parties con-
cerned made such a strong plea for a better deal
in interest rates and why some of the changes
sought in the agricultural credit system verge on
the drastic,

The Commission is convinced that high rates
of interest have, for various reasons, had such
an adverse effect on agriculture that serious con~
sideration must be given to the question whether
steps should be taken to bring the level of interest
rates for agriculture more into line with the net
yield which can be expected under average pro-
duction conditions,

In paragraph 5 of Chapter V of this report the
Commission deals with the question of subsidising
interest for as long as it remains at the present
high level,

4,6,6 Outflow of capital from agriculture

In their evidence before theCommissionthere-
presentatives of agriculture repeatedly asserted
that every so often farmers had to bow to cir-
cumstances and that this resulted in an outflow
of capital and therefore a deterioration in the
solvency of agriculture. In this regard special
reference was made to the following:

4.6.6.1 Income Tax

The opinion was expressedthat for tax purposes
the farmer should not be treated as an ordinary
individual, but that his farming enterprise should
rather be treated as a private company registered
under the Companies Act, It was therefore sug-
gested that special legislation be passed for the
taxation of farm income,



i.. wommission felt, however, that although
it was prepared fo consider matters affecting the
financial position of farmers, it was not within
its terms of reference to look into the tax system
applicable to agriculture and that it had therefore
not been empowered to do so.

4,6,6.2 Estate duty

It was also argued that, since one pays tax
on income during one's lifetime, estate duty should
be abolished for farmers, as well as for other
members of the community, and that a capital
gains tax should be considered instead. This pro-
posal was backed up by the assertion that the
levying of estate duty was not conducive to thrift
because the heirs of persons who did save were
harder hit than the heirs of those who did not.

It was conceded in this regard that (a) the
amount collected annually in estate duty (approxi-
mately R25 million) showed that the amount per
estate was relatively small, (b) appreciable con~
cessions in regard to children and estates worth
less than R200 000 had already been made in the
latest tax provisions, and (c) experience with a
capital gains tax in the United Kingdom had shown
that the system was not satisfactory, because there
were too many evasions and the cost of adminis-
tering the system was too great. This form of
taxation clearly takes so little from agriculiure
that the resultant outflow of capital is not important
enough to warrant any major change in order to
prevent outflow of capital from agriculture,

The Commission wishes, however, to point out
here that a farm is not merely a temporary asset,
such as a building or a mine, but that its fruits
have to be used to sustain a nationfrom generation
to generation, Whether a nation will endure there-
fore depends on how fruitfully the land is tilied
and how its natural resources are used.

The Commission therefore recommends that the
machinery for passing on a farm from one gene-
ration to the next should be set up with this in
mind and that the value of a farm should for estate
duty purposes be based on its estimated productive
value and not its market value. (See paragraph
4.,5.4.1.)

The above-mentioned machinery would, on the
one hand, accord with the idea of passing a farm
on from generation to generation as a national
asset whose intrinsic value lies in its potential
yield, and would, on the other hand, encourage
sons to follow in their fathers! footsteps where
farms are handed down on a similar basis in
families, for the reasons outlined in paragraph
4.6,6.3.2.2.2,

It might, under such an arrangement be neces-
sary to make exceptions of cases where land-
ownership becomes excessive and the families
concerned would therefore benefit unduly, because
in such cases there would clearly be too great
a tendency to exploit market price situations for
financial gain - which would hardly accord with
any attempt to encourage patriarchal succession
in agriculture,
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4,6.6.3 The machinery for succession in farming

4,6.6,3,1 Father-son relationship and transfer
duty

In Chapter XI of its Second Reportthe Commis-
sion dealt with certain aspects of the father-son
relationship, expressing the opinion (in paragraph
11.3.2) that in agricultural land tenure the pat-
riarchal {radition should be preserved and that
special measures should be adopted to ensure that
farms pass from parent to child,

In paragraph 4.6.2.1,5 of this Third Report,
it was also proposed that in granting mortgage
loans to finance the purchase of land the Land
Bank should allow sufficient latitude for afarmerto
enlarge a viable farm through the purchase of
further land to twice the size of a viable unit,
in this way creating a favourable opportunity for
the parent to be succeeded in farming by at
least one child already established in farming,

Kriel* gives various useful hints on how to
arrange farming affairs between a father and his
son so that the farm can be transferred in a way
considered to be in the best interests ofall parties
concerned, as well as of the farm. He points out
that if the farm is large the transfer duty payable
if a son buys the farm from his father is a con-
siderable amount which would not be payable if
the transfer were effected in terms of the father's
will after his death.

As there are circumstances which make it
desirable for the legal transfer of the farm from
parent to child to take place while the parent is
still alive, the Commission considers that by
rights the transfer and the amount which the child
as successor has to pay the parent should, as
regards the levying of transfer duties, notbe treated
in the same way as an ordinary sale but rather
as a means of ensuring continuity in the farming
enterprise, as is done under the company system,

The Commission wishes to repeat its recom-
mendation made in paragraph 11.3.2 of its Second
Report and recommends that the transfer ofafarm
from parent to child before the parent's death
should be encouraged and that for this purpose a
special concession should be made in regard to
succesgsion rights, provided that the farming unit
concerned is viable.

The Commission has been informed that this
principle is already being applied where agri-
cultural land is purchased for an applicant by
the Agricultural Credit Board, the applicant being
exempted from the payment of transfer duties in
such cases,

4.6.6.3.2 Distribution of estates

As the Commission proceeded with its study
of the subject, its attention was directed to certain
other aspects of testation and succession which

* Kriel, A.F.: Die boer en sy seun. Department of
Agrijcultural Technical Services



significantly impair the solvency position in agri=~
culture and which very seriously affect the credit
requirements of the heir, even when he first takes
over the inherited farm, These aspects have to
do mainly with the parent's testamentary dis-
positions and subsequent procedure.

The S.A. Agricultural Union* pointed out in
its submission that the one-man enterprise is
the prodominant kind of enterprise in agriculture.
The capital invested in such an enterprise is also
the private assets of the entrepreneur. However,
a feature of this type of undertaking is that it is
subject to testation in each generation, The pro-
cess of succession to property in agriculture is
therefore accompanied by a continual outflow of
risk capital which causes a recurrent demand for
renewed investment. Every generation istherefore
obliged to save an important part of the capital
required by redeeming loans which hadto be entered
into upon succession to the property in order to
finance that part of the total capital which flowed
out upon succession.

In the above-mentioned submisgion reference
was made to various aspects of the machinery for
succession and testamentary dispositions which
are so detrimental to the structural and financial
position of the farming enterprise taken over by
the successor that it is essential to look into these
matters thoroughly in the paragraphs that follow,

4,6.6.3.2,1 Division of the farm among heirs

In paragraph 3.3.1 of its Second Report the
Commission drew attention to this kind of testation,
Until recently it was customary in certain parts
of the country for a farmer to divide up his landed
property or even the family farm among however
many children he might have. This was feasible
in years gone by when the testator's landed proper-
ty was sufficiently large for each child's share in
the estate fo constitute a more or less viable
farming unit. As the property of the testator be-
came smaller, however, the heirs {o portions of
farms were left with farming units on which it
was barely possible to make a reasonable living,
and in certain cases even with undersized units
created by improper fragmentation of the original
farm, This kind of testation has played no small
part in bringing about the situation outlined by the
Commission in Chapter IV of ifs Second Report
in regard to non-viable farms,

The Commission considers, however, that the
power vested in the Minister of Agriculture under
section 4 of the Subdivision of Agricultural Land
Act, 1970, to refuse his consent to the subdivision
of agricultural land, including subdivisioninaccor-
dance with a testamentary disposition or intestate
succession, should be enough to prevent farms being
further divided among heirs into non-viable units,

4.6.6.3.2.2 Succession of one heir to the enter-
prise and compensation of other heirs

4.6,6.3.2,2.1 Financial problems

In its submission to the Commission the S,A.
Agricultural Union* pointed out one of the main

* S.A, Agricultural Union (1970): Loc. cit.
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causes of the outflew of capital from agriculture
which gives rise to such crippling financial pro-
blems for successors that it should, like the sub-
division of agricultural land, receive very serious
attention:

"The trouble starts immediately after suc-
cession in a family with more than one child,
and of course the more heirs there are the
greater the difficulties. In a country with about
90 000 farmers, the distributionof estates upon
succession is a very common occurrence. In
a family with more than one heir, the estate
(in such cases, usually a farm) is divided among
the heirs on the basis of the property's market
value, This means that where only one heir
succeeds to the enterprise his financial commit-
ments in buying out the other heirs are usually
tremendous, The root cause of the problem is
that, particularly in the extensive regions, the
disparity between the market value and the
productive valueis so great - sometimes asmuch
as 496 per cent. Where estates have to be
divided among heirs on a market-value basis,
the successor to the enterprise is weighed
down heavily by all the compensation he has to
pay.

This is where his financial resources fall
short." (Translation)

The Agricultural Union goes on to give two
examples, outlining the straits in which successors
have landed as a result of such testamentary dis-
positions:

"A farmer who, as one of four heirs, inherits
a b574-morgen enterprise, or if he buys such
an enterprise, would have to pay R26 647 out of
his own pocket, If he inherits this amount, he
could probably raise the rest by registering a
bond over the land, It is unlikely that a pros-
pective farmer purchasing land would be able
to find this amount., Even if the prospective
farmer is lucky enough to have the necessary
quarter of the capital required, his commitment
as regards redemption would be excessive. In
such a case the net farm income would exceed
the annual redemption by R3 393 (case 1).
It shouldbeborne in mind, however, that the
net farm income indicated is still subject to
tax. Annual interest is still deductible, the net
margin then being too small to cover the pos-
sible annual fluctuations in financial results
and still leave the farmer and his family
a reasonable income to cover their expenses,
A longer period of redemption would improve
the position somewhat (case 2), With a period
of 60 years it is impossible for the farmer to
pay back the loan during his lifetime. The cycle
repeats itself in the next generation, while the
debt burden of the previous generation still
has to be reckoned with. Kriel* comments as
follows:

It is therefore up to the testator to ensure
that, all other considerations being left aside,

* Kriel, A.F.: Loc, cit.



the son inheriting the farm is compensated
for his most productive years by means of
testation, if his father failed to do so during
his lifetime. The son should not be bankrupted
by his inheritance, perhaps having to cut up
or alienate the family farm to be able to
meet his commitments.

Co-heirs therefore usually inherit cash sums
which are in the estate or which have to be
paid in by the son(s) inheriting the farm,
This would be fair enough if the testators only
ensured that such cash sums are realistic.
To sum up, for succession to be quite fair,
the interests of the parents, the son taking over
the farm, the other children and the farm must
all be taken into account." (Translation)

4,6.6.3.2.2.2 Factors of importance when enter-
prise is taken over by one heir

The Commission considers this matter to be
of such importance that it wishes to highlight
certain factors of particular significance to agri-
culture as regards the financing policy indicated
for one of its most sensitive phases, i.e. when
farms have to be handed down from one generation
to the next,

1. As stated in paragraph 4.6.6.2, agricultural
land should be viewed as a permanent, irreplace-
able national asset without which the survival of
a nation is impossible. As such, it is entrusted
through ownership or lease to an owner or tenant
for his lifetime or period of tenancy. The handing
over of land from an owner to a tenant or from a
parent to a child might appear to be physically
and financially comparable to the handing over of
any other property, but it differs materially in
that it is actually the handing down of a trust of
national importance from one generation to the
next. To ensure that, as one generation hands
over to the next, the value of the soil as the source
of life for all generations is impaired as little
as possible, such a transfer involving succession,
unlike other ordinary bequests, merits special
consideration. This asset should therefore be
handed down from generation to generation in as
good a condition and as unencumbered as pos-
sible,

2, "Family farms handed down from father to
son are the status symbols of the platteland. It
is particularly on these farms that farmipg tra-
ditions are engendered and a farmer elite is
cultivated.” (Translation) (Kriel*)

3. In most cases testamentary dispositions
whereby the child inheriting the farm has to pay
out to the other heirs a considerable part of the
value of the farm inherited, often on the basis
of the estate's total value being divided equally
among all the heirs, are extremely detrimental to
the financial position of the successor and to the
farm:

* Kriel, A,F.: Loc. cit.
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(a) A channel is created through which more
capital than is justifiable flows out of agri-
culture;

in the initial stages of his farming operations,
when he can least afford it, the successor is
faced with tremendous financial problems which
force him to encumber the farm so heavily
with mortgages that he is unable to pay oif
the debt during his lifetime, often even under
comparatively favourable conditions;

(b)

in many cases promising children are deterred
from making themselves available as suc-
cessors either before or after the death of
the parents,

©)

4, The parctice of basing the assets of an estate
on the market value instead of the productive value
of agricultural land and of calculating payments
to co-heirs and even estate duty accordingly is
so unrealistic and has such a harmful effect on
the successor, as well as on the farm (owing
to the financial problems that arise), that it should
be discouraged and opposed by every possible
means, There are cases where the arrangements
for paying out the co-heirs on the basis of the
market value actually mean that the successor has
to pay them more or less the full productive
value of the land, without leaving anything over for
himself,

5, Payments to co-heirs can only be derived
from savings effected in farming; but profitability
in agriculture is said to be so low that it is vir-
tually impossible to save enough from farming,
particularly with the current high rates of interest,
In such circumstances the successor is forced
to turn to credit institutions for assistance.

6. The financial problems created for successor=-
farmers and the industry as a whole by such
testamentary dispositions cannot be solved per-
manently by adapting or increasing credit facilities
to tide them over such difficulties, These situations
should be prevented from arising, and such tes-
tamentory dispositions should be discouraged. By
rights, it should be policy not to grant credit
so readily to a successor-farmer who has been
burdened in this way by testamentary dispositions;
but this can hardly be regarded as fair, es-
pecially if the successor-farmer is sufficiently
creditworthy, in spite of these problems,

4,6.6.3.2.2,3 Recommendation

It is therefore considered to be in the best
interests of future generations of farmers, of the
farms and of the country that this matter should
be publicised widely. The Commission therefore
recommends that the Agricultural Credit Advisory
Council to be established should give this matter
its constant attention, concentrating particularly
on_enlisting the co-operation of members of the
legal profession (such as, attorneys and advocates),
commercial banks and other private credit institu-
tions, Organised Agriculture and agricultural co-
operatives so that when they are consulted by
farmers they will, in drawing up wills, be able
to guide them in the right direction.

The Commission also recommends that, if any
Government, semi-Government or private credit
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institutions are approached for credit to finance
the payments necesgsitated by testamentary dis-
positions referred to in the foregoing paragraphs,
the applicant must be made fully aware of their
adverse effects. The applicant should then be con-
vinced of the inadvisability of making such dis-
positions so that he can change his will before
it is too late and make the conditions of suc=-
cession more favourable for the successor to his
farming enterprise.

4.6,6.3.3 More favourable testamentary disposi-
tions where a company has been formed

The Commission wishes to point out to farianers
and their attorneys that, in the case of farming,
where the land belongs to the head of the family
or the two parents, there are several advantages
in registering the property as a company with a
number of shares,

The greatest advantage of a family company
is that a farm consisting of one, two or three
economic farming units can be handed down as an
integral, effective production unit without being
impaired by subdivision through testation. Good
agricultural  land is becoming ever scarcer, and
larger farming units are required if they are to
be utilised most economically, It is therefore be~
coming imperative that a farming unit which has
been built up and developed to a high degree of
efficiency by a father and his son or sons should
not be disorganised and subdivided into two, or
more, less economic units when the father dies.
One way of preventing this would be for the
parents to register a private limited liability
company under the Companies Act {o take over the
farm land and the other assets that are essential
for farming operations to be continued effectively.

The Commission therefore came to the con-
clusion that the registration of their enterprises
under the Companies Act might be very advan~
tageous to many farmers with effective farming
enterprises - not only would the farmers them-
selves benefit by such an arrangement but also
their heirs who are to succeed them as farmers.

The Commission therefore recommends that
such farmers should seriously consider this pos~
sibility and obtain further information on the mat-
ter from legal practitioners and/or a chartered
accountants with a thorough knowledge of the Com-
panies Act and the Income Tax Act.

4.6.7 Credit facilities and South African citizenship

The Commission was asked to recommend that
the Land Bank's credit facilities should also be
made available to farmers who have not yet ob-
tained South African citizenship,

The Commission was informed, however, that
such farmers could in fact make use of such
credit facilities if they were able to satisfy the
Land Bank as regards their merits, creditworthi-
ness and the guarantees required by the Land
Bank in such cases,
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4,6,8 Credit facilities for Indian and Coloured
farmers

Representations on behalf of Indian farmers
were submitted to the Commission by the South
African Indian Council* and the Natal Indian
Growers' Associationt on problems experienced
by Indian farmers, particularly as regards agri-
cultural financing. The said Council put their case
as follows:

"Two of the main difficulties which Indian
agriculturists face is that they are unable to
obtain capital for the development of their
properties and have no means of financing
their crops before they have been reaped. As
regards the first of these two matters the Land
Bank has during the past year agreedtolong-
term credit being made available to bona-fide
Indian farmers in certain circumstances pro-
vided the properties in quenstion constitute
economic farming units, Although a number of
applications has been submitted only one has
so far been granted, The result has been that
Indian farmers have been obliged to fall back
largely upon the old inadequate sources of credit
viz Indian moneylenders who charge exces-
sive rates of interest and are ever ready to
take over their properties, This makes it very
difficult for Indians who have not the financial
backing to embark on farming careers,

"Secondly there is the question of crop financ-
ing. Fertilizer and insecticides have to be ob~
tained and labour paid for during the period
in which the crops are growing. This consti-
tutes a great problem for farmers and plot-
holders who are not well established as they
invariably experience great difficulty in ob-
taining credit, Where they are able to do so
they usually have to pay excessive rates of
interest,"

It has been found equally difficult to obtain
credit from the Agricultural Credit Board, even
to finance soil conservation works and other im-
provements through which agricultural production
can be promoted.

Owing to their total inability to obtain cheaper
and better adapted credit the Indian farmers arein
an impossible financial position, What is more, for
them the possibility of intervention by the State
is excluded if their creditors apply pressure for
the settlement of debts at a time when they lack
the necessary capital. They are obliged to turn to
commercial banks or other private credit in-
stitutions for whatever credit they require._
Such loans are granted for periods of only
three years and the rates of interest on them are
too high to pay, in most cases 10 to 12 per cent,
even on first mortgage loans,

Some years ago these farmers were able touse
credit facilities provided by the Sugar Association
at 7% per cent calculated monthly.

* Memorandum by the S,A, Indian Council in re-
spect of the role piayed by Indians in agri-
culture and the problems confronting Indian
farmers and small holders particularly in Natal,
1967,

+ Memorandum submitted by the Natal Indian
Growers' Association, April 1971



As a result of financial pressure, these facilities
also had to be curtailed recently, with the result
that the Indian farmers, who produce 7 per cent
of the country's sugar, now find themselves in
dire financial straits. They are therefore forced
to seek any possible form of assistance.

The evidence convinced the Commission that
these Indian farmers are in such straits that
special consideration should be given to ways of
providing credit facilities adapted to their circum-
stances and at rates of interest better suited to
what their agricultural enterprises can yield. The
Commission therefore recommends that the Land
Bank and the departments under which this matter
falls should hold consultations to decide on the
adjustments that would be necessary if the most
pressing credit requirements of Indian and
Coloured farmers are to be met.

4.7 CREDIT AND OTHER ARRANGEMENTS FOR
ENLARGING NON-VIABLE FARMING UNITS

4.,7.1 Review of the problem

In Chapter IV of its Second Report the Com-
mission directed attention to the magnitude and
importance of the problem of non-viable farming
units, the position of farmers and their families
who have to make a living on such small farms,
and how wide~ranging the programmes needed to
improve conditions in rural areas would have to
be. The Commission also pointed out that this
was a matter of national importance, a matter in
which various Government departments and local
authorities had an interest and in which they should
play a direct or indirect part. The Commission
therefore recommended in paragraph 4.15.3 of its
Second Report that a programme be launched to
improve conditions in rural areas and that this
task be entrusted to an autonomous body specially
set up for the purpose, invested with the neces-

sary legal authority and provided with the neces~

sary funds.

In Chapter Hofthis reportthe Commission again
referred to the occurrence of non-viable farming
units and, more particularly, to the significance
of this problem in the agricultural sector's present
economic position. Furthermore, in paragraphs
4.5.3.3, 4.6.2.1.3 and 4.6.2,1.4 the Commission put
forward its views on what may be considered an
acceptable policy for the granting of credit to
farmers operating on non-viable small farms, The
Commission repeats its recommendation in para-
graph 4.6.2.1.3.4 that:

"where farming units are too small to be con-
verted into economic units, where the farmeris

elderly, or where the managerial ability of the
occupant is such that the chances of success
are slight, the farmer concerned and the
members of his family who do not qualify
for credit should be encouraged to give up
farming and take steps to change their oc-
cupation or, if elderly, to retire."

Three kinds of measures are required to solve
this problem, namely:
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(a) Measures must be taken to prevent the
creation of further non-viable farming units. The
Commission has noted that the Subdivision of Agri-
cultural Land Act, 1970 (Act 70 of 1970), under
which the further subdivision of agricultural land
can be prohibited, was recently placed on the
Statute Book.,

The emphasis has therefore now shifted to the
problem of how the non-viable farming units that
already exist should best be enlarged, What is
needed is a programme providing for two courses
of action as outlined in (b) and (c} below.

{by Socio-economic measures must be taken to
encourage farmers owning small non-viable farms
which should be vacated, to give up farming; and
to give them and their families guidance and aid
in finding some other livelihood. Structural re-
form in agriculture will not be possible unless a
number of farmers on small farming units give
up farming and are willing to sell their farms and
enterprises so that they can be used to enlarge
other non-viable farms..

(¢} Farms put up for sale as a result of the
steps indicated in (b) above must be bought,
set aside and looked after until the right oppor-
tunity arises for them to be used to enlarge
other non-viable farming units belonging to de-
gserving farmers into viable farming units in a
manner appropriate to the circumstances.

4,7.2 Trust for White agricultural land

In paragraph 4.14.1 of its Second Report the
Commission recommended "that measures to con-
solidate existing uneconomic units into economic
units on a voluntary basis should immediately be
made oparative, encouraged and speeded up, pre-
ferably with the assistance of a board ....".

By "board" the Commission meant the special
Unit to which it referred in its recommendations
in paragraph 2.10.8 of that report, i.e. the unit
which should be made responsible for dealing with
and supervising any agricultural land, including land
held by the State for leasing, for the prevention
of excessive erosion or for use in enlarging non-
viable farming units, With a similar purpose in
view the S.A. Agricultural Union proposed the
creation of a ‘'land trust', giving the following
reasons:

"The primary aim of creating a "land trust” of
this kind would be to assist in consolidating
farms into economic units, The relatively large
percentage of uneconomic farming units in the
Republic is causinggreat concerninagricultural
circles, The Union trusts that measures will
be adopted within the foreseeable future tocurb
the further cutting up of agricultural land into
uneconomic units., This would help greatly to
prevent further deterioration in the position;
but positive steps would also have to be taken
to consolidate the existing uneconomic units with
or into economic units in due course. The Union
considers that the idea of a 'land trust' could
be very useful in this regard if the system
devised is a practical, workable one ... Inshort,
Organised Agriculture considers that if, for



some reason or other, large areas of land can
no longer remain in the possession of indivi-
dual farmers, such areas should rather be inthe
hands of the State than in those of other enter-
prises with large capital resources, In this re-
gard a ‘'land trust' could probably play an
important role" (Translation)

This body should, among other things, take the
lead in the programme of converting non-viable
farms into viable ones and should co-operate
closely with the unit responsible for the socio-
economic part of the rural reform programme,.

The Commission agrees that various circum=-
stances surrounding the use and provision of agri-
cultural land call for serious attention to be given
to the creation of a trust for White agricultural
land, an autonomous body which would perform the
functions assigned to it with funds from the State,
gradually supplemented by the moneys flowing
back as a result of its transactions.

4.7.2.1 White agricultural land to be handled by
the trust

What is envisaged is that certain agricultural
land will be placed under the control of the trust
or purchased so that it can be leased to farmers
or prospective farmers, sold or held in reserve,
depending on circumstances. The agricultural land
s0 to be assigned to the trust for control will
include:

{a) Agricultural land which is highly vulnerable to
erosion (see paragraphs 2.4.4.1 to 2.4.4.4)*

(b) agricultural land which has to be leased or
sold to selected candidate farmers on new ir-
rigation projects;

{c) agricultural land in other farming areas which
is held by the State and which is to be leased
on a long-term basis or even under the quitrent
system (see paragraphs 2,10,7 to 2,11)%;

(d) agricultural land purchased for mining purposes
but remaining available for agricultural pro-
duction abovegroundunder a leasehold system
(paragraph 7.6.3.2)%;

(e) agricultural land purchased to enlarge non-
viable farming units,

It is considered desirable that steps should be
taken to prevent the entry of such a trust to the
land market from causing large increases in land
prices - a possibility which could seriously hamper
attempts to use such land for enlarging farming
units. Such a trust should therefore be given
pre-emptive rights in the same way as those re-
cently granted to the Department of Community
Development,

4.7.2.2 Functions of the trust for White agri-
cultural land

At this stage it would seem that the duties
to be entrusted to this body should provide for,
among other things, the following:

* Second Report of the Commission. R.P, 84/1970
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(a) The acquisition of agriculturalland required for
any of the above-mentioned purposes;

(b) the drawing up, in consultation with the Govern-
ment departments concerned, of plans for the
use of such land and of the conditions fo be
met in using it;

{c) the financial arrangements necessary for pur-
chasing, selling or letting such agricultural
land;

(d) the financial arrangements necessary if and
when such land is allotted temporarily or per-
manently for farming purposes;

(e) supervision of the agricultural land under the
control of the trust, to ensure that the man-
ner in which the resources are used does
not conflict with the contractual conditions or
with the principles of soil conservation, as well
as to ensure that the other interests of the trust
are looked after satisfactorily; such super-
vision would require an inspection service
maintaining the closest possible contact with the
Departments of Agriculture, Water Affairs and
Forestry for professional guidance;

() liaison and co-operation with the unit respons-
ible for the socio-economic part of the rural
reform programme, this being indispensable if
both parts of that programme are to be car-
ried through to a successful conclusion,

The Commission therefore recommends that
consideration be given to the possibilities of de-
veloping the functions of the Agricultural Credit
Board and/or the Land Tenure Board to enable

one or both of them to perform all the functions
mentioned above. Should this not prove possible,
it is recommended that a separate trust ofthe kind
described above be established under an Act. In
such an event, responsibility for and supervision
over land which is or will come to be held by the
State as agriculfural land and which is intended {o
be used for purposes which should fall under such
a trust would be transferred to the trust for White
agricultural land, as well as the matters affecting
the financing of such land,

4.7.2.3 Inquiry into rural reform

The Commission is pleased to note that an
Interdepartmental Committee on Rural Reformhas
been appointed to investigate, inter alia, ways of
encouraging farmers with poor prospects of making
a living on non-viable farms to give up farming
and switch to some other occupation offering better
prospects, relinquishing their farms to be used to
enlarge other undersized farms.

This Interdepartmental Committee is expected
to make a thorough study of rural conditions in
several areas and of the various steps considered
necessary to promote rural reform, The nature
and scope of the functions which the units parti-
cipating in rural reform will have to perform will
probably be defined more sharply as this inquiry
progresses,



The Commission recommends that consider-
ation should be given as soon as possible to the
necessary adjustments to be made in the Depart-
ment of Agricultural Credit and Land Tenure so
that the functions envisaged for the proposed trust
for White agricultural land may be undertaken,
The report and recommendations of the Interdepart-
mental Committee might indicate that relatively
slight adjustments are required to deal with this
matter effectively.

4.8 CO-ORDINATION OF AGRICULTURAL CRE-
DIT POLICY

4.8,1 Need for liaison

In the course of its inquiry the Commission
gained the impression that nearly all the credit
institutions that are geared to the granting of
credit to agriculture are sincere in their attempts
to assist the sector financially to the best of their
ability. There is ample evidence that many of these
institutions are doing their level best to adapt
their financing procedures in the face of changes
in the financial scene on a broad national level,
highly fluctuational trends in agricultural pro-
duction and the tremendous differences between the
various branches of agriculture and in local con-
ditions. This has also been borne out during the
Commission's interviews with representatives of
the most important commercial banks in the Re-
public with a large share in agricultural financing.

Even the Land Bank and the Agricultural Credit
Board's decisions on the granting of credit are
influenced by reports and recommendations sub-
mitted to them by their respective valuators and
committees, but sometimes not enough consider-
ation is given to the basic requirements for the
rational granting of credit when recommendations
are made to those credit institutions,

It is difficult for the Land Bank and the Agri-
cultural Credit Board to keep in touch with the
borrower as they really should. In most cases
moreover, virtually no follow-up work is done to
find out whether the credit granted is being used
judiciously and effectively and whether the borrower
needs extension on technical matters or on the
business and managerial aspects of farming. In
Chapter XI of its Second Report the Commission
pointed out how great a need there was in agri-
culture for services of this kind, The Commission
gained the impression, however, that the com-
mercial banks are well organised for maintaining
very close contact with the farmer and his enter~
prise.

In this part of its inquiry it was repeatedly
impressed upon the Commission that there was a need
for closer contact between the Land Bank and the
Agricultural Credit Board and for co-ordinated
action on the part of Government, semi-Govern-
ment and private financing institutions which offer
credit facilities to agriculture. The considerations
listed below convince the Commission that such
co-ordination has become an urgent necessity and
that provision in this regard could be a great
help in increasing the effectiveness with which
capital, backed up by credit facilities, is used:
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(a) The size of the amounts involved in agri-
cultural credit;

the adequacy of funds available for agricul~
tural credit;

(0)

(c) the number and nature of the sources of credit
available to agriculture;

(d) the peculiarities of agricultural financing and
the need for credit policy to be adjusted to
them;

agricultural credit policy in relationtonational
policy as regards fiscal and monetary matters;

(e}

(f) the need for rationalisation in the granting of
credit to agriculture and the measures re-
quired to prevent overcapitalisation or under-
capitalisation;

the criteria by which assets, particularly agri~-
cultural land, are assessed (market value or
productive value?);

()

interest rates for agricultural credit loans and
their relation, on the one hand, to the rates
applicable on a broad national level and,
on the other hand, to the levels of income which
can be expected under the conditions pre-
vailing in agriculture;

(h)

(i) the “length of the term over which credit is
granted and redemption arrangements adapted
to the purposes for which credit is to be used;

(j) the injudicious and unjustified conversion of
short-term debts into long-term credit in a
direct or indirect way;

(k) switching from one lender to another as re-

gards short-term, medium~termand long-term

credit loans;

(1) the necessity, when credit is granted, of taking
account of annual fluctuations in agricultural
yields and the differences in the potential of
different kinds of farming;

(m) the effects of distress conditions and the ad-
justments they necessitate in credit arrange-
ments;

the need for planning and programming when
applications for credit are considered;

(n)

the need for follow-up measures after credit
has been granted and for accounts to be kept
and reports to be made in order for credit
to be used more effectively in agriculture;

(0}

the fact that the representatives of all five
commercial banks with which the Commission
held discussions were of the opinion thata very
useful purpose could be served by a body
to advise the Minister on policy and procedures
affecting agricultural credit, and expressedthe
desire that the commercial banks be permitted
to participate in this,

()

4,8.2 Agricultural Credit Policy Advisory Council

The Commission therefore wishes to recom-
mend that an Agricultural Credit Policy Advisory




Council be constituted by the Minister of Agri-
culture to advise him on the above-mentioned and
other matters affecting agricultural credit policy
and 6n steps to be taken to ensure that the policies
laid down are followed by all institutions involved
in the granting andapplication of agricultural credit
in the best interests of agriculture and the country
as a whole,

The Commission further recommends that the
Minister appoint to the Council a member fromeach
of the following institutions:

Department of Agricultural Economics and
Marketing;

Department of Agricultural Credit and Land
Tenure;

Department of Agricultural Technical Services;
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Department of Finance;
Land Bank;
Reserve Bank;

S.A. Agricultural Union,as well as a person
representing the commercial banks;
the Registrar of Co~operative Societies, and

the Chairman - specially appointed by the
Minister.

The Commission further recommends that this
Advisory Council should be provided with the neces-
sary administrative auxiliary services by the De~
partment of Agricultural Credit and Land Tenure
and that its recommendations should be submitted
direct to the Minister of Agriculture for con-




CHAPTER V

STATE AID TO THE AGRICULTURAL
INDUSTRY

5.1 GENERAL APPROACH TO STATE AID

In the modern capitalistic system State aid to
certain sectors of the economy is nothing out
of the ordinary. In its inquiry the Commission
occasionally came across the widely held view
that agriculture is a State-aided industry, which
perturbed the Commission. However, the Commis~
sion did find a system of State aid on a broad
basis in operation in virtually every developed
country. State aid is given not only to agriculture
but alsc to other sectors when circumstances so
require and when certain political and/or economic
aims considered to be in the national interest
have to be achieved. Quite apart from assistance
to agriculture, economic incentives are used ex-
tensively in South Africa, for example make the
Bantu homelands viable and to decentralise
industry. In a more indirect way State aid is
also given in the form of tariff protection to
encourage industrial development and to ensure
greater economic self-sufficiency for the country.
The Commission regards State aid as a useful
instrument provided it is used with circumspection
and as effectively as possible.

In its Second Report the Commission stated
that there could be no doubt at all that the ever-
increasing and indiscriminate granting of State
aid to farming enterprises, particularly in si-
tuations which might have been prevented with
the necessary personal attention, precautionary
measures and application, undermines the sense
of responsibility, self-respect and self-reliance
of the farmers concerned. This kind of assistance
leads to dependence on the State and a gradual
loss of personal liberty, paving the way to so-
cialism. Personal liberty is so highly rated in
the South African economy that it is regarded
as one of the fundamentsl principles of agricul-
tural policy.

Nevertheless, against the background of the
knowledge already gained from its wide-ranging
technical and economic studies, the Commission
concluded from its investigation of the problem
of State aid to agriculture that it supports the
broad principles of such aid. Before going any
further, however, the Commission must stress
the dangers of granting such aid induscriminately.
In studying the matter, the Commission tried to
establish whether the agricultural industry has
certain inherent characteristics that justify State
aid, and concluded that the agricultural industry
does have various distinctive features which set
it apart from other sectors, In a developed na-
tional economy, furthermore, the agricultural in-
dustry can hardly maintain its income position
unless State aid is given directly or by means
of adjustments to the marketing mechanism in
order to encourage the necessary structural ad-
justments on a continuous basis.
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As pointed out in paragraphs 3.2 to 3.2.10 of
Chapter III of this report, the special circum-
stances in the agricultural industry which are of
importance in this regard are present in various
fields. Numerous physical and economic situations
arise in agriculture with which individual pro-
ducers are unable to cope unless they are assisted
by the Government. Apart from thephysical factors
beyond his control, the producer has to contend
with instability in the industry owing both to
internal factors of supply and demand and to
external factors, such as developments in the
general trade cycle and in foreign variables. This
makes it more difficult to plan a farming unit
than any other production unit, because, apart
from knowing his field, the producer must also
reckon with a variety of factors over which he
has little or no control. Furthermore, thefarmer's
production unit is relatively small, and it is im~
possible for him to obtain the services of spe-
cialists, such as cost accountants, and other
expert services which have to be paid for, on
the same basis as other production industries can
obtain comparable services.

Apart from its more obvious distinctive fea-
tures mentioned above, the agricultural industry
has an inherently poor ability to compete in the
economic interplay of supply and demand. This
is due mainly to the low income elasticity of the
demand for agricultural food products. By its
very nature, the agricultural industry is also in
a relatively poor position to pass on the rising
costs of production to the consumer of its products,
except where price-fixing is based on production
costs. Owing to these inherent factors, the agri-
cultural industry in a developing economy tends
to lag behind the rate of economic growth in the
national economy as a whole, The basic aim of
creating an orderly marketing mechanism for the
sale of agricultural products and of introducing
programmes of State aid is to compensate for
the above-mentioned inherent limitations. Without
these stabilising measures and certain other mea-
sures there would be disastrous fluctuations in
the agricultural industry, which would inevitably
result in too many agricultural entrepreneurs being
pushed out of the industry.

In considering the nature andscopeof measures
aimed at bringing about greater stability in the
industry, the Commission came to the conclusion
that such measures should meet certain require-
ments, What is of particular importance in this
regard is that such measures should not have the
effect of entrenching inefficiency since this would,
among other things, delay or even prevent the exo-
dus of agricultural producers who lack the basic
managerial skills or those farming on undersized
units. On the other hand, the measures concerned
should provide sufficient stability to make the in-
dustry orderly so as to ensure, among other things,
that exodus of entrepreneurs from the industry
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and the process of adaptation to changed circum-
stances will take place in a rational way. In the
opinion of the Commission the present structural
defects inthe industry owe their origin to a signi-
ficant extent to the earlier view - which, is how-
ever, still held in certain quarters - that as many
entrepreneurs as possible should be kept in agri-
culture. Successive decades of relatively favourable
economic conditions, as well as the measures
adopted, have contributed to the extraordinary
success achieved in keeping entrepreneursinagri-
culture. By curbing the effect of economic laws
the sifting process, has been retarded with less
favourable consequences for the agricultural in-
dustry as a whole.

5.2 STATE AID TO AGRICULTURE IN OTHER
COUNTRIES

In its inquiry the Commission felt that it was
desirable to consider briefly the general approach
to State aid to agriculture in certain overseas
countries. A detailed comparison would servelittle
purpose since the scope and the method of assis-
tance are bound up with the particular conditions
prevailing in the countries concerned, the stage
of economic development of those countries, and
the respective governments' attitude to economic
liberalism or socialism.

There is hardly any developed country in the
world where the government does not give agri-
culture some form of preferential treatment.
Various countries initially attempted to reduce
the large differences in per capita income between
farmers and other groups in the economy by
paying subsidies on factors of production and on
farm products and by trying to support agricul-
tural prices in all sorts of ways. The effects of
these measures varied greatly, however, and the
root of the problem was hardly touched,*

From a comprehensive study carried out by
the O.E.C.D.+ it is evident that fewer and fewer
countries are prepared to give agriculture un-
qualified assistance. Although rates of interest,
soil conservation works, certain types of invest-
ment, etc., are still commonly subsidised, it is
widely being realised that such assistance should
not lead to a misapplication of factors of pro-
duction. Increasing use is being made of selective
assistance aimed particularly at rectifying and
preventing structural problems.

Experience in Britain, for example, has shown
that the use of public funds to bring about structu-
ral adjustment cannot solve all problems in agri~
culture.*

* De Swardt, S.J.J. (1966): Sekere aspekte van
staatshulp aan boere in vyf Europese lande

+ O.E.C.D. (1970): Capital and finance in agricul-
ture. Country studies. Vol. II, Paris
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Although the Government was preparved to use
large sums for this purpose, the results were
disappointing. It was found that higher productivity
and profitability were achieved only where the
farmers' managerial practices were sound. Sub-
sidies granted to promote structural improvements
are therefte a waste of money and manpower if
the farmer Tacks the necessary managerial talent.

To improve management is difficult; but the
above finding led, among other things, to the sub-
sidisation of a farm business recording scheme
in Britain, What struck the Commission during
its visit to Rhodesia was the authorities' attitude
fo State aid for agriculture. To them, any form
of subsidisation of agriculture is like pouring
public funds down a bottomless pit unless it is
accompanied by stringent qualificatory norms.

5.3 GENERAL PRINCIPLES UNDERLYING PO-
LICY IN THE GRANTING OF STATE AID TO
AGRICULTURE

The system of State aid to agriculture cannot
be dealt with in isolation: such a system must
function within and be viewed within the broader
frameword of agricultural economics, and it must
be applied in the national interest.

Unless State aid to agriculture is aimed at
eliminating basic weakneses in the industry, then
all that it does is to delay the elimination of
undesirable conditions, which might ultimately
entail greater problems. What should be quarded
against are programmes which are initially intro-
ducedfor short-term assistance but which gradually
and unobtrusively become a permanent part of the
overall agricultural economic pattern. In many
cases this has meant that the results achieved
with such State aid are never evaluated. It is
the Commission's considered opinion that the
general principle to be applied in any forwy of
State aid to agriculture is that short-terrs pro-
grammes should be formulated for such aid and
that a definite time limit should be set fur them.
The Government body administering a particular
scheme must also ensure that the progress made
in achieving the object initially set is evaluated
from time to time,

The Commission alsc wishes io state as a
matter of general policy that State aid to agri-
culture, whether direct or indirect, should be
granted only if the particular objective cannot be
achieved more effectively by means of some exist-
ing mechanism, for example, the marketing mecha~
nism. The Commission also considers that the
granting of assistance and other forms of pre-
ferential treatment should not be directed pri-
marily towards raising the farmer's income, but
should enable him to raise his income through
increased efficiency. The Commission considers
the last-mentioned form of assistance, i.e. assis-
tance from which sufficient financial benefit is
not derived immediately, to be the only form of
State aid which can be justified as a more or less
permanent measure.




Whenever State aid assumes a long-term cha-
racter, the farmer automatically makes provision
accordingly in his farming plan with the result
that in the end he cannot manage without such
aid and is therefore likely to persist in practices
tending tfo cause the misapplication of resources.
This sort of thing has already become so wide-
spread in South African agriculture that it is pos-
sible to make the generalisation that programmes
State aid for agriculture are frequently introduced
but rarely brought to conclusion. Further, there
is always a tendency to adapt schemes so as to
increase the immediate financial benefits to the
producer, the basic objects of the schemes being
completely disregarded. The Commission consi-
ders that schemes for financial assistance to
agriculture, with the exception of those mentioned
above (i.e. where the producer does not gain
any immediate financial benefit), should be in-
stituted for a fixed period or on a non-recurring
basis for the achievement of a specific objective.

On the basis of its general consideration of
the subject, as well as of the factual information
gained from the wide field covered in its in-
quiry, the Commission came to the conclusion
that the need for State aid to agriculture sterns
primarily from the fact that there are structural
weaknesses in the industry. The three main weak-
nesses are: farming systems which are not in
harmony with environmental factors and which
conflict with the principles of conservationfarming;
farming enterprises which are not run on sound
business principles; and farming units which are
too small to ensure an adeguate income for the
entrepreneur, A further problem is that of entre-
preneurs who lack the ability or the means, or
both, to make the required adjustments to rapidly
changing conditions. Any programme of State aid
which in the long run has the effect of perpetuating
such weaknesses in agriculture must necessarily
be regarded as harmful to the industry. Any such
programme merely serves to put off corrective
action indefinitely, and in the mean time the
persons concerned have to go on struggling to
make a living for the very reason that they have
been assisted by the Government. Furthermore,
such problem situations make it hard to lay down
any sound agricultural policy.

The Commission is aware that the existing
structural weaknesses in the agricultural industry
are to a large extent due to historical factors
and weaknesses in the general functioning of the
market economy in South Africa. To a large
extent it is the functioning of this mechanism
determines the farmer's economic reasoning and
therefore greatly influences his operational de-
cisions. The Commission trusts, however, that
its recommendations on these matters will help
to remedy these basic weaknesses in the agricul-
tural industry.

These  structural weaknesses in agriculture
could be largely eliminated by laying down certain
definite qualificatory norms when any form of
State aid is granted fo agriculture. As regards
poorly adapted farming systems, the Commission
is aware of the present deficiencies in the basic
factual information which could serve as a guide
in laying down definite qualificatory norms. In its
Second Report, the Commission recommended that
provision should be made in the Department of
Agricultural Technical Services for a cen'
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unit which would make an intensive study of agri-
cultural land and agricultural climatology on a
national basis for the purpose of collecting and
processing the data required for planning adapted
agricultural systems and practices on a regional
basis. The Commission wishes to reiterate that
recommendation and to recommend further that,
as the studies concerned yield information so
that poorly adapted farming systems can be ana-
lysed on the basis of factual data, a general
qualificatory norm must come into operation,
whereby such poorly adapted farming systems
can be excluded from any form of direct State
aid.

As regards conservation farming and thelaying
down of qualificatory norms for the granting of
State aid under drought conditions, the Commission
has already recommended in iis Interim Report
as follows:

"Conservation farming should form the basis
for the overcoming of drought conditions. To
qualify for State aid (conservation farming) should
be a requirement."”

The Commission will give further attention
to this matter in its discussion of drought relief
below.

In the case of undersized farming units -
which are regarded as one of the main structural
problems in agriculture - there is no easy way
of assessing their effect on the amount of State
aid that has to be given to agriculture. The data
in Table 4.8 show that in 1964/65 a mere 9 per
cent of the farmers produced almost 50 per cent
of the total value of agricultural production and
that 22 per cent were responsible for approxi-
mately 72 per cent of total output. The contri-
bution made by about 40 per cent of the total
number of agricultural producers to the total
value of agricultural production was not even
5 per cent.

In terms of the broader policy of State aid
to agriculture, programmes are often introduced
which are basically aimed at assisting in some
way this 40 per cent of the agricultural pro-
ducers whose contribution to the total value of
agricultural production is only 5 per cent. Ob-
viously such relief measures are not applied on
a differential basis, with the result that many
producers receive benefits whose effects over
the long term are of doubtful value. What really
happens is that those who are supposed to benefit
from the relief measures do not benefit very
much in comparison with the more prosperous
producers who benefit greatly owing to the extent
of their production activities.

In debating the matter from a more general
point of view, the Commission was not unsym-
pathetic towards those onundersizedfarmingunits;
but, on the other hand, the Commission came to
the conclusion that relief measures should not

be specifically introduced by the Government to
assist, or be aimed basically al assisiing, pro-




ducers on undersized units. If such producers
find themselves in financial difficulties and turn
to the Government for assistance, their position
as agricultural producers must be placed in the
balance. To get this matter into perspective,
it might be worth while to note certain practices
followed in this regard in certain Western Euro-
pean countries,*

Farming units in those countries are broadly
classified into three groups. In the first group
are those units which are accepted as being of
"commercial' size, the owners or tenants of
which are able to farm successfully without spe-
cial State aid. The second group consists of
units which, although not quite of commercial
size, could nevertheless be regarded as "economic-
sized" after certain structural and other improve-
ments have been made, and which could be raised
to the level of the first group if extra land has
been added. Thirdly, there are the very small
units which are so undersized that farming on
its own will not guarantee a reasonable standard
of living for a family of two persons,

The policy followed in the granting of State
aid is to persuade this third group of owners
and tenants fo withdraw completely from agri-
culture. They may, however, retain the right to
live in the farm-house, The land that becomes
available in this way is used to enlarge units in
the second group.

The owners in the third group do not gualify
at all for subsidies or loans for structural or other
improvements, but in most countries they are
helped in other ways provided they make their
agricultural land available for the enlargement
of units. Such assistance may be in the form of
a grant to enable the farmer to train for some
other occupation. In France such persons can
qualify for subsidies and loans to start their
own artisan enterprises.

The owners and/or tenants of units in the
second or middie group receive special atten-
tion. Apart from subsidies and attractive loans
for structural and other improvements, they also
qualify for loans for the purchaseof landto enlarge
their existing units, The State thenindemnifies them
for all or half of the cost of enlarging the unit.

Apart from distress relief, for which all
producers in those European countries qualify
depending on the particular form of distress,
it is becoming increasingly firm policy to limit
Government financial assistance to individuals for
structural adjustments to farmers in the middle
group and to grant such assistance on a non-
recurring basis. The aim is to place the enter-
prise on a sound footing, and once that has been
done the farmer has to fend for himself.

* De Swardt, S.J.J. (1966): Op. cit,
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In its Second Report the Commission dealt
at length with the problem of undersized farming
units and made recommendations in that regard.
To supplement those recommendations, the Com~
mission recommends further that, if an agricul-
tural producer on an undersized farming unit
finds himself in financial difficulties and turns
to the Government for assistance, he should not
be helped to place his enterprise on a sound
footing. The Government should rather buy up
such land for subsequent consolidation with other
units,

The Commission is aware that on principle
the Department of Agricultural Credit and Land
Tenure does not help producers on undersized
units; nevertheless the Commission wishes to
stress the desirability of encouraging such agri-
cultural producers to withdraw from the industry
and seek a living elsewhere. Measures to speed
up the process and to ensure that it causes as
little inconvenience as possible appear, however,
to be equally essential. The Commission has noted
the appointment of the Committee of Inquiry
into Rural Reform which will study, among other
things, the resetflement of such producers.

The Commission wishes {o stale as a general
principle that, in the granting of financial assis-
tance by the Department of Agricultural Credit
and Land Tenure, the keeping of farming records
by producers receiving financial assistance other
than aid under special circumstances should be
regarded as of cardinal importance, The Depart~
ment concerned must also ensure that the re-
sults of such records are used as a basis for the
extension and guidance provided for such pro-
ducers to enable them to step up their efficiency.
Although this matter was dealt with in the Com-~-
mission's previous reports, the Commission again
stresses this principle here as essential to the
orderly granting and proper control of public
funds.

An outline will be given below of the various
existing programmes of State aid to the agricul-
fural industry, theCommission's recommendations
on the various programmes being giventhereafter.

5.4 DROUGHT RELIEF

In its Interim Report theCommissiondescribed
and made recommendations on this form of State
and for farmers.

For the sake of completeness and to bring
the matter into perspective, the various forms of
aid givern under drought distress conditions are
summarised briefly here. The amounts granted
are shown in Table 5.1.

5.4.1 Stock feed rebates

A rebate of 75 per cent is at present paid
on the transportation of all kinds of stock feed to
grazing distress areas and also on the transporta-



TABLE 5.1 - The amounts granted to agriculture for drought relief

Transport rebates on Ad hoc Subsidies Gifts to
Year Drought Drought distress on feed Organised Total

stock feed relief purchases Agriculture

R R R R R R
1960/61 196 295 546 747 29 710 772 752
1961/62 852 180 158 505 1010 685
1962/63 161 180 304 769 465 949
1963/64 195 385 79 916 275 301
1964 /65 82 784 419 590 656 347 1158721
1965/66 128 689 805 959 3 147 987 12 000 4 094 635
1966/67 667 860 1918 511 6 000 4 971 945 20 000 7 584 316
1967/68 521 256 643 681 1227 142 42 000 2434 079
1968/69 121 475 646 253 1 352 259 2 119 987
1969/70 84 302 601 401 348 1152 371 1 838 422

Source: Department of Agricultural Economics and Marketing

tion of livestock from grazing distress areas and
back. This rebate applies to transportation by
rail or by the Railways' road motor service, In
certain areas in the North-Western Cape where
the South African Railways may not provide ser-
vices owing fo concessions to private transport
contractors, or where services have not yet been
introduced, a rebate of 75 per cent is paid, if
use is made of private transport, on the actual
cost of transporting stock feed to grazing distress
areas and on transporting sheep from grazing
distress areas and back,

The rebate on the transportation of stock to
and from grazing is, however, to be withdrawn
with effect from 1 January 1972.

5.4.2 Stock feed subsidies

In order to keep nucleus herds for breeding
proposes alive in drought disaster areas, a
maximum subsidy of 50 per cent has been paid
since 1964 on the purchase cost of stock feed
at a rate not exceeding R2,50 per head of catile,
50c per small stock unit and R1 per ostrich.
The maximum number of large stock units on
which the subsidy is payable per farmer is 400
breeding beef cattle, or 1500 ewes or 1 500
Angora she-goats or 400 ostriches. In the case
of beef cattle and small stock, 70 dairy cows
may be included on condition that the numbers
of other stock are reduced accordingly. At pre-
sent all types of feed qualify for the subsidy,
including manufactured feeds, licks and raw ma-
terials for licks, but excluding lucerne meal,
fish meal and white maize and their products.
There are ceiling prices for certain types of
feed.

The Commission has duly noted the press
statement released by the Minister of Agriculture
on 10 August 1971 on the granting of drought
relief, in which it was announced that the fodder
subsidy scheme would be abolished on 31 October
1971, but that the existing rebate of 75 per cent
on the transport charges for stock feed to grazing
distress areas would still remain in force there-
after. To qualify for transport rebates, drought-
stricken areas would in future be placed on the
grazing distress list only if grazing conditions
on conservation farms made this essential. The
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special emergency relief measures applying in the
districts of Sutherland, Laingsburg, Prince Albert,
Beaufort West, Willowmore, Steytlerville and
Uniondale were also withdrawn.

In its Interim Report the Commission pointed
out that drought relief schemes make no contri-
bution whatsoever to soil conservation. On the
contrary, drought relief is usually accompanied
by the delayed withdrawal of stock and the over-
taxing of veld. Where farmers disregard the prin-
ciples of conservation farming, the graniing of
relief during droughts would contribute to the
misuse of natural resources.

The Commission considers that the stock re-
duction scheme should be regarded as a substitute
for the fodder subsidy scheme. Theformer scheme
now gives stock-farmers ample opportunity to
adapt their farming practices to the natural con-
ditions peculiar to their farming unifs once and
for all. The Commission therefore supports the
current arrangements for granting drought relief
as announced by the Government on 10 August
1971, but wishes to recommend further that a
fodder subsidy scheme should not be introduced
again unless there is absolute certainty that a
disaster drought is being experienced in a par-
ticular area.

5.4.3 Ad hoc distress relief

During the past decade there were a few occa-
sions when special relief measures hadtobeintro-
duced owing to unforeseen circumstances. A brief
outline of distress relief during droughis is given
below.

In 1959/60 and 1960/61 the Defence Force helped
to convey water in Gordonia for stock-watering,
the cost of the operation being subsidised in the
amount of R134 912, In 1960/61 the amount was
R29 710, In 1969/70 a similar scheme was intro-
duced in the Cape South-Western Districts and
the Little Karoo, farmers using their own vehicles
at a subsidy of 4 cents per mile, subjectto
a maximum of R3 per load. An amount of only
R348 was spent in the 1969/70 financial year,
but owing to arrears considerably more will be
paid out in the 1970/71 financial year.



In 1966/67 a subsidy of about R6 000 was paid
on the leasing of grazing to stock-farmers in the
Molopo and Northern Transvaal who trekked with
their stock to the pastures concerned.

During 1970/71 the Defence Force helped to
transport fodder from production points to railway
stations as well as from production points to
consumption points. The costof transporting fodder
in this way averaged R28,47 per ton, total ex-~
penditure amounting to R186 802.

As a special concession the Treasury has
approved that non-creditworthy farmers in the
drought-stricken districts of Sutherland, Laings-
burg, Prince Albert, Beaufort West, Steytlerville,
Uniondale and Kirkwood be granted assistance to
enable them to buy household requirements. This
assistance is given in the form of a grant and is
therefore not repayable. A sum of R100 000 was
made available for this purpose in the 1970/71
fiscal year.

5.4.4. Grants to Organised Agriculture

During the sixties, when there was widespread
drought in the Republic and difficulties were
experienced in providing fodder, Organised Agri-
culture created fodder banks to undertake the
purchase and sale of fodder.In1965/66 and 1966/67
the South African Agricultural Union was paid
R12 000 and R20 000, respectively, to cover the
administrative costs of fodder banks. In 1967/68
the South African Agricultural Union was paid an
amount of R42 000 to cover its losses in handling
maize stalks and grass hay.

5.5 FLOOD RELIEF

The amounts granted for flood damage are set
out in Table 5.2,

TABLE 5,2 - The amounts paid out to agriculture
by various Departments for flood

relief
\Agricultural] Agricultural
Economics |Technical [Water Total
Year | nd Mark- |Services?) |Affairs3)| o
eting1)
R R R R

1960/61 - - - -
1961/62 - - 6 900 6 900
1962/63 - 6 839 234 159 1240 998
1963/64 - 10 603 295 878 (306 481
1964 /65 - 7 349 130 940 1138 289
1965/66 - 5 692 116 941 {122 633
1966 /67 - 3 387 40 1821 43 569
1967/68] 468 000 - 86 893 {554 893
1968/69 54 773 - 11164 | 65 937
1969/70 4 896 402 6 7781 12 076

Source: 1) Department of Agricultural Economics
and Marketing
2) Department of Agricultural Technical
Services
3) Department of Water Affairs
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5.5.1 Through the agency of the Department of
Agricultural Economics and Marketing

Lands and crops along the Lower Orange River
were damaged during the 1966 flood. The costs
incurred in reclamation and re-establishment
works, as well as in purchasing the necessary
factors of production were subsidised by 50 per
cent on an ad hoc basis. A total of R527 669 was
paid out in the form of this subsidy during the
period from 1967/68 to 1969/70. The Commission
endorses the payment of subsidies and recommends
that this form of emergency relief should always
be considered favourably whenever and wherever
similar cases occur and wherever damage is
caused by disasters that cannot be averted.

5.6.2 Through the agency of the Department of
Agricultural Technical Services

The flood relief administered by this Depart-
ment provides for financial assistance to farmers
in certain flood-stricken districts, subject to the
Minister's approval.

A subsidy at the current subsidy rate for soil
conservation works is payable on the repair of
all essential flood-damaged soil conservation works
and stock-watering works, as well as on the
repair of internal camp fences. A subsidy at the
above-mentioned rate is also paid on repairs to
damaged parts of flood-damaged boundary fences.

All farmers in the flood-stricken areas qualify
for a subsidy on repairs to essential internal and
boundary fences damaged by floods as well as on
essential flood-damaged water works. However,
the subsidy on the repair of flood-damage to
essential soil conservation works is payable only
for works constructed with State aid. Farmers
whose farms have not yet been planned and who
have therefore not received subsidies on socil
conservation works must first have their farms
planned to qualify for the usual financial assistance
under the Soil Conservation Act.

The scheme covers the repair of works only,
but includes such extra works as are necessary
for the works to meet Departmental specifica-
tions. Under no circumstances, however, may the
capacity of works, for example water works, be
enlarged or expanded. Only works essential to
the proper running of the farm or the conserva-
tion of the soil qualify for subsidies.

The Commission recommends that this flood
relief scheme, in its present form, should remain
available for similar cases which might occur
in the future.

5.5.3 Through the agency of the Department of
Water Affairs

Subsidies granted for flood damage by the
Department of Water Affairs may be paid to any
person who has irrigation works along a public
stream where flood damage is so extensive that
the Government feels obliged to render assis-
tance on a regional basis,

The subsidy is 33143 per cent, and the flood
relief grant 66243 per sent, which means that



the position of the person concerned is usually
restored to what it was before the flood.

The Commission recommends that these sub-
sidies should remain in existence so that assis-
tance may be given whenever the need arises.

5.6 CONSERVATION AND UTILISATION OF RE-
SOURCES

The conservation and utilisation of the country's
natural resources are covered mainly by the Soil
Conservation Act, 1969 (Act 76 of 1969), and the
Water Act, 1956 (Act 54 of 1956), as amended.
Schemes under the former Act are administered
by the Department of Agricultural Technical Ser-
vices and those under the latter by the Department
of Water Affairs, The Department of Forestry
assists on a limited scale in the purchase of
cuttings and saplings for plantations.

The amounts granted in these forms of aid
are shown in Table 5.3.

5.6.1 Soil conservation works

The objects of the Soil Conservation Act are
"to make provision for the combating and pre-
vention of soil erosion, and for the conservation,
protection and improvement of the soil, the vege-
tation and the sources and resources of the water
supplies of the Republic",

To achieve these objects the Act provides,
inter alia, for the proclamation of soil conser-
vation districts and for the preparation and carry-
ing out of physical farm plans providing for
conservation practices in farming on individual
farms and for measures by which deterioration

in natural resources can be prevented. Farmers
are encouraged to carry out these plans by means
of subsidies and loans on works aimed at such
conservation.

The subsidy amounts to 55 per cent of the
valuation of soil conservation works, including
erosion control or soil reclamation works. The
subsidy for the fencing of areas withdrawn from
grazing or cultivation is calculated at a fixed
rate of 65 cents per 10 yards, The same arrange-
ment applies to essential fences for corridors
and watercourses.

Where soil conservation works are key works
forming an integral part of the planning of catch-
ment areas and will not only benefit the land-
owners concerned but also contribute to the sta-
bility of the entire catchment area, particularly
as regards reducing the siltationof irrigation dams,
an increased subsidy is payable. A sliding scale
applies to such works, varying from just over
55 per cent for works to the value of R1 100 to
85 per cent for works to the value of R10 000, or
more for bigger works.

Where existing internal camp fences have fo
be moved a subsidy of 20 per cent of the valuation
of a comparable new fence is granted. For stock
watering points and works for the control or
prevention of brack the subsidy is 55 per cent
of the valuation.

If driftsand reclamation forms an integral part
of the farming plan and the farmer therefore has
to take special steps fo control driftsands, the
following subsidies are payable:

(a) 75 per cent of the cost of the work, calculated
on the fencing tariffs, for fences to fence in
driftsand.

TABLE 5.3 - Aid granted by various Government departments for the conservation and utilisation of

resources

Agricultural Technical Servicesl) Water Affairs2) Forestryd)

Year Soil co.n g Grass ley | Veld re:- Irrigation . Ancillary Cuttings Total
servation | crop clamation Boring and
boards works .
works scheme scheme saplings
R R R R R R R R

1960/61 894 412 49 711 - 279 286 |1 950477 59 054 (X) 3 242 986%*
1961/62 965 296 44 346 - 312 535 |2 048 938 75 915 (X) 3447 030
1962/63 865 925 62 256 - 480 519 {1997 759 64 904 (X) 3471 363
1963/64 939 996 23 517 - 686 616 |1 749 417 67 793 (X) 3 467 339
1964 /65 1439 921 14 975 - 740 701 | 2 233 830 80 483 (X) 4 509 910
1965/66 1 679 621 9104 - 1803065 | 3024 812 108 816 (X) 6 625 418
1966/67 1 774 067 5 960 -~ 492 397 | 3 579 149 188 176 4 493 6 044 242
1967/68 1 818 946 10 912 651 646 612 660 | 3 983 294 320 993 3 634 7 402 085
1968/69 2 244 274 8 366 836 230 96 692 | 3415 503 504 324 4 553 7109 942
1969/70 2 852 828 6 688 626 687 314 755 | 4 433 877 649 824 4 536 8 889 195

Source: 1) Department of Agricultural Technical Services
2) Departmeng of Water Affairs
3) Department of Forestry

(X) Not available

*) Includes R10 046 in ad hoc relief by the Department of Agricultural Economics and Marketing for
the control of commando worms
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(b) R20 per morgen for the purchase and over-
sowing of certain seed.

(¢} R10 per morgen for the planting of Marram
grass, where necessary.

(d) R55 per morgen to cover the cost of cutting,
transporting and using branches or any other
suitable material to cover driftsand.

Apart from the above-mentioned methods of
assistance, the Government itself undertakes soil
conservation works, known as State works, for the
reclamation of certain areas. Table 5.4 shows
the extent of such works completed in the sixties:

TABLE 5.4 - The value of State works completed,
1960/61 - 1968/69

Year Total value
R
1960/61 210 728
1961 /62 88 202
1962/63 -
1963/64 370 772
1964 /65 161 350
1965/66 418 949
1966/67 162 926
1967/68 182 510
1968/69 256 700

Source: Department of Agricultural Technical Ser-
vices

In the case of State works the farmer only
pays for part of the direct benefit which he derives
from the works. If, for example, the area reclaimed
on a certain farm is 10 morgen and the value of
the outer pasturage is R30 per morgen, the owner's
contribution to the reclamation work is (10 x
R30j, i.e. R150.

As appears from virtually all the submissions
to the Commission, soil conservation works are
considered to be so important and of such a
special nature, that the Commission is convinced
that this is one of the few forms of State aid which
can become a more or less permanent institution.
The information furnished to the Commission on
the progress made in soil conservationis, however,
alarming.

On the whole, the Scil Conservation Act has
had little, if any, effect on soil losses over the
twenty-five years since 1946. Admittedly, finan-
cial assistance under the Act has in many cases
helped to keep farmers going, but obviously this
is not what the assistance was intended for. No
evidence can be found that the silt charge of our
rivers is decreasing, while the veld is steadily
deteriorating and natural grazing, is for the most
part a sadly neglected asset.

1t "is evident that, although 72 per cent of
the farms in the North-Western Transvaal have
been planned, effective veld management can be
applied on only a few of these farms, The reasons
for this are poor planning, inadequate camps and
deficient water supplies, Farmers are not carry-
ing out farming plans satisfactorily either - in
most cases only those works that make it easier
to run the farm are constructed.
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A survey conducted in the Eastern Transvaal
yielded the same kind of negative findings, and it
would appear that the positionis the samethroughout
the Transvaal. Studies in the Orange River area
also show that no differences worth mentioning
can be reported between planned and unplanned
farms,

The Commission considers that this sorry state
of affairs must be ascribed chiefly to the fact
that the main emphasis has fallen on the bio-
physical planning of farms, such planning being
incomplete in most cases. Moreover, a great
many farming plans have been carried out only
partially because most farmers are interested in
those works which enable them to exploit the
soil, which yield an immediate income, which
fit in with their own development programmes,
and which make it easier to run their farms.
Purely conservational works are usually left
undone. Still less do the farmers apply the pre-
scribed conservation measures which should form
an integral part of physical planning. It is clear
that, in practice, physical planning has had the
effect of exploiting rather than conserving the
soil. The farmer will even go so far as to presume
that his plans will have the Department's blessing
because after all it is the Government's money
that is used for the exploitation works. The scheme
has stimulated the demand for subsidies and made
farmers subsidy-minded, without the conservation
idea being promoted sufficiently.

Although the Commission has consistently
emphasised in its reports the need for farmers
to make conservation farming their top priority,
it realises that there are problems obstructing
the way to success in achieving an ideal such as
this, The principle the Commission wishes to
lay down is that the objects of the Soil Conser-
vation Act can only be achieved if every officer
to whom planning is entrusted makesithis business
to take due account of all the relevant factors
in carrying out his task. Wherever subsidies are
granted, they must be conditional, and priorities
must be set for subsidised enterprises, due re-
gard being had to their importance to sound
farming practices. Planning entails a careful
appraisal of the position of a farming enterprise,
and this should be followed by the physical plan-
ning of the farm so that all the resources can
be used in the correct way. It is thereforea
highly specialised task and should not, as at
present, be dealt with almost exclusively at the
technical level. Unless planning is done on a re-
gional basis and unless it is based on soil utili-
sation studies and climatological analyses, little
progress can be expected.

5.6.2 Grass ley crop scheme

The purpose of the ley crop aid scheme,
announced by the Minister of Agriculture on
4 July 1957, is to check the deterioration in
arable land by means of biological conservation
measures.

Apart from loans granted for the purchase
of breeding stock, assistance in the establishment
and effective fertilisation of ley crops is also
given under a subsidy scheme in terms of the
Soil Conservation Act.

Subject to certain conditions, ley crops fotalling
75 morgen per farm or per farming unit can, in



the course of three successive years, be es-
tablished, on which a total subsidy of R600 is
payable. Of this amount, R100 is for the esta-
blishment of a ley crop and R500 for the purchase
of supplementary nitrogenous fertiliser.

Table 5.3 shows a drop in the amounts paid
out under this scheme, the figure in 1969/70
being only R6 688.

As interest in this scheme has declined so
much and it has therefore lost so much of ifs
effectiveness, the Commission recommends that
it be terminated.

5.6.3 Veld reclamation scheme

Under the veld reclamation scheme pasturage
is required to be withdrawn from grazing for not
less than two growing seasons, including the in-
tervening winter, andfinancial assistanceis granted
under the provisions of the Soil Conservation Act
where such withdrawal from grazing is essential
for the recovery of the veld.

The scheme was originally intended for certain
soil conservation districts in the cattle ranching
areas of the North-Western Transvaal, but parts
of the Northern Cape are also eligible. The scheme
is intended solely for those areas where denuda-
tion of the veld is so bad that perennial grasses
are unable to re-establish themselves within a
reasonable period. A third of a farm can be with-
drawn, with the possibility that further parts may
subsequently be withdrawn, if necessary.

The scheme, introduced for a period of six
years from 1 September 1966, sets the following
conditions for participation:

(a) The farm must be planned.

(b) The owner must apply judicious grazing
management on those parts of the farm that
are not withdrawn,

(c) The veld may not be subjected to excessive
grazing by small stock,

{d) After the period has elapsed, the owner must
give scrupulous attention to maintaining his
pasturage.

(¢) The owner must undertake to keep the game
population on his land within reasonable limits.

Compensation for participation in the scheme
was initially R8 per LSU, but the amount has been
raised to RI12, subject to a maximum of R2 500
per participant per annum and subject, further, to
the condition that stock numbers on the rest of
the farm must be limited according to its long-
term carrying capacity.

The Commission has obtained information to
the effect that the scheme is a failure owing to the
following circumstances:

(a) The regulations governing the scheme are not
based on sound principles of veld management.

(b) Most participants do not have enough camps to

apply proper grazing control,

(©)

The veld which is not withdrawn is usually
overgrazed,

(@)

Proper control over the administration of the
scheme is virtually impossible.
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According to the Director of the Transvaal
Region, the regional pasture scientist found that
farmers not participating in the scheme made
better progress with veld recovery through judi-
cious use of their pasturage, than those who com-
pletely withdrew their veld in accordance with the
rules of the veld reclamation scheme.

Cases were cited of serious veld destruction
under the scheme. Non-withdrawn veld was often
deliberately overgrazed, so -that it could qua-
lify for the next withdrawal.

The Commission recommends that the veld
reclamation scheme be abandoned. Better possi-

bilities for veld recovery are offered by the stock
reduction scheme,

5.6.4 Stock reduction scheme

The purpose of the stock reduction scheme is
to bring about greater stabilily in farming through
the stabilisation of the soil, particularly in the
more arid sheep regions that are subject to
protracted droughts. It is expected that a con-
siderable reduction in the number of stock, together
with the complete withdrawal of badly denuded
areas where erosion has set in, and judicious
grazing management on the remaining parts, will
give the veld a chance to recover. The scheme
does not apply to areas which consist mainly of
grassveld where grazing is able fo recover fairly
quickly, given average rainfall and management.

Furthermore the scheme offers the farmer
various short-term benefits such as, among other
things, an assured income without the risk of
stock losses or expenditure on stock feed should
drought conditions set in, the opportunity to be
more strictly selective in his flocks, and the
fact that he can convert part of his assets (stock)
into cash, which enables him to reduce his lia-
bilities and interest burden. Above all, his veld
should improve to such an extent that, with a
smaller and better flock and with better nutrition
and management of his stock, he will increase
production per unit and ultimately be better able
to cope with drought conditions. The underlying
consideration in this form of State aid is not to
compensate the farmer for potential production
losses nor to rehabilitate him financially, but
rather fo improve the condition of the natural
grazing through a donation of funds.

Within the area demarcated for the scheme
certain farms are excluded from participation in
the scheme. Such properties are:

(a) Farms so badly infested with invader bushes
such as black thorn that the desired vegetation
would not recover under the scheme;

(b) farms used mainly or exclusively for game
farming;

{c) farms which are not fenced; and

(d) farms which are not used for stock-farming.

Participation in the scheme is voluntary, It
should be borne in mind, however, that the Soil
Conservation Act contains provisions under which
stock numbers and the withdrawal of veld can be
prescribed without compensation, and not all ap-
plications for participation need necessarily be
approved.



Under the scheme a generally applicable
stocking rate is laid down for each soil con-
servation district (for participants whose appli-
cations were approved before 1 January 1971)
and for each ecological region (for participants
whose applications were approved after 1 January
1971). Participants have to remove all stock in
excess of the number calculated from the pro-
perties registered under the scheme, and they
are not entitled to any financial assistance. There-
after at least one-third of the number calculated
have to be removed, for which an allowance is
granted on a gsliding scale, and for a period
of five years participants have to limit their
stock numbers to two-thirds of the number cal-
culated for the pasturage on the farms concerned.
A participant whose application was approved
before 1 January 1971, who keeps less than the
number of stock calculated and who reduces his
stock numbers to two-thirds of the number cal-
culated receives the same allowance as though
he has reduced his stock by a full third of the
number calculated.

Apart from the reduction of stock on the
grazing of the properties registered, badly eroded
parts of the grazing or parts so badly denuded
that the vegetation can no longer respond to nor-
mal resting (e.g. bare paiches, ruined mountain
slopes, screes and watercourses) must be with-
drawn completely from grazing for a continuous
period of not less than five years. Although such
parts have no or very little grazing value at
the time of withdrawal, the number of small
stock units is nevertheless calculated as for the
rest of the farm and the participant receives
financial assistance for their withdrawal. Finan-
cial assistance for the withdrawal of eroded parts
is available only to participants who reduce stock
or remove all their stock from the farm.

While participating in the stock reduction
scheme, the farmer has to fulfil all the con-
ditions applicable to his registered properties,
including the management and regular resting
of pastures and the construction of any works
necessary for proper management and resting.
Such facilities must be provided before two years
of participation in the scheme have elapsed.
Where all the stock have been removed from
the farming unit, it has to be planned and the
works necessary for pasture rotation and resting
the veld must be constructed before the final
payment is made for stock reduction or before
stock are again brought onto the farming unit.

Eroded parts which are withdrawn completely
must be fenced off and withdrawn from grazing for
a continuous period of not less than five years.
In addition, attention must be given to the con-
struction of protective works, the loosening of
s0il and the oversowing of seed. If the vegetal
cover has not recovered satisfactorily after five
years, further withdrawal without compensation
may be prescribed. Stony areas, pans and other
parts where no vegetation can be established are
not taken into account for the purposes of finan~-
cial assistance.

Payments to farmers under this scheme were
started in the 1970/71 financial year.

The stock reduction scheme is still too new
for its effects to be evaluated. As far as the veld
is concerned, the scheme should achieve its
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objects since it makes veld recovery possible,
provided it is accompanied by correct practices
of veld utilisation. As in the case of the veld
reclamation scheme, however, official control is
also a problem with this scheme.

The Commission subscribes to the broad prin-
ciples underlying the stock reduction scheme. The
Commission is nevertheless convinced that the
conditions for participation in the scheme should
be made even siricter. The Commission there-
fore recommends that, apart from the conditions
to which participation is already subject, the
following requirements should be set:

(a) Farming must be adapted to the natural con-
ditions of the environment.

Even in cases where only some of the stock
are withdrawn, it should be a requirement that
the farm be planned, the works necessary
for pasture rotation and the resting of the
veld be constructed and soil conservation
measures be kept in operation before the
final payment is made for stock reduction or
before the farming unit is again stocked in
accordance with the prescribed stocking rate.

(b)

For areas where the withdrawal of stock is
considered necessary owing to the deterioration
of the veld but where the stock reduction scheme
does not apply the withdrawal of the veld, without
compensation, should be prescribed under thepro-
visions of the Soil Conservation Act,

5.6.5 Subsidies to irrigation boards

The Department of Water Affairs grants loans
to irrigation boards for the construction of water
works and a subsidy of 3313 per cent on the
cost of the works. In effect, the subsidy is there-
fore a discount on the loan.

Before a loan is granted the works of an
irrigation board must be investigated by the
Department and found to be economic in relation
to the irrigable land, the number of irrigators
and the expected yield. The loan is not subject
to a maximum, the sole proviso being that the
project should be an economic proposition.

In spite of the 3313 per cent subsidy, irri-
gation boards are sometimes unable to meet
their loan obligations. In such cases the loan
might, with Parliamentary approval, be written
off, which really means that further assistance
is granted in respect of the amount owed. The
amount paid out in subsidies to irrigation boards
as shown in Table 5.3 does not include these
write-offs. Table 5.5 shows the total annual write-
offs since 1960/61.

The Commission recommends that assistance
o irrigation boards should be continued.

5.6.6 Subsidies on boring

A farmer qualifies for a subsidy/rebate on
boring done by private drilling contractors and
State drills provided his land is 25 morgen or
larger, he is a bona fide farmer and is the
registered owner of the land, the water is in-
tended for stock-watering and domestic use, andhis
land is not situated within a municipal area. The




TABLE 5. 5 - Write-offs of principal and interest
onloans to irrigationboards, 1960/61

to 1969/70
Principal Interest Total
Year write~off

R R R
1960/61 4 069 208 4 277
1961/62 - - -
1962/63 3 822 771 4 593
1963/64 180 015 90 006 270 021
1064 /65 140 711 47 283 187 994
1965/66 43 315 20 920 64 235
1966/67 1336512 |1 332334 |2 668 846
1967/68 - 56 948 56 948
1968/69 305 176 350 770 655 946
1969/70 ~ - -

Source: Department of Water Affairs

amount is based on a sliding scale {rom 5 per
cent to 95 per cent of the cost of the borehole,
depending on its depth and yield - the deeper
the borehole and the lower the yield, the larger
the subsidy.

Farmers are encouraged to have boreholes
dispersed about their farms in order to promote
soil conservation. The maximum amount for a
subsidy is R4 000 per farm.

The Commission endorses the subsidisation
of boring, but recommends that the following
conditions be added to those already in force:

(a) The requirement that land should be al least
25 morgen in extent to qualify for the sub-
sidies must be amended so that in future
criterion will be whether the farm is an
economic unit.

(®)

To promote soil conservation, it should be
made a requirement that watering points be
dispersed properly over the farm.

5.6.7 Subsidies on ancillary water works

Ancillary water works on boreholes are under-
stood to include pumping equipment, reservoirs,
etc. To qualify for the subsidy, the land must
be at least 25 morgen in extent and the scheme
must be intended for stock-watering and domestic
use,

The equipment allowed is limited fo -
(a) two-thirds of the safe yield of the borehole;

(b) a capacity in line with the carrying capacity
of the land, i.e. only as much water asis
required for the stocking rate prescribed may
be abstracted, on condition that the safe bore-
hole yield is not exceeded.

The subsidy is calculated at 331/3 per cent of
the cost of the works, subject to a maximum of -
(a) R600 up to 1961;

(b} R1 000 from 1961 to 24.6.1969;

(¢) R3 000 from 25.6.1969,
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Irrigation works other than those of irrigation
boards include irrigation dams, irrigationfurrows,
storage dams, etc. Water supplies in such cases
are not dependent on a horehole or well.

The subsidy is calculated at 331/3 per cent
of the cost of the works, except where two or
more persons undertake the works together, in
which case each person may receive 3313 per
cent. The maximum amount is the same as that
applicable to ancillary works on boreholes, but
in this case the maximum applies to the scheme
and is not necessarily calculated per farm.

Economic considerations are decisive in the
granting of the subsidy.

As in the case of boring, the Commission
recommends that the prescribed 25-morgen mi-

nimum size for land to qualify for the subsidy
should be abolished and that the criterion be
adopted that the land should constitute aneconomic
unit, For the rest, the scheme should remain
as it is at present.

The Commission recommends that subsidies
on ‘"other irrigation works" should remain as
they are at present.

5.6.8 Rebates on the purchase of cuttings and
saplings

The Department of Forestry supplies cuttings
and saplings to bona fide farmers at a reduced
rate to enable them to plant trees for the following
purposes:

(a) Woodlots as a source of poles, firewood, etc.,
for use on the farm.

(b) Shelter belts and wind-breaks.

(¢c) Approved soil conservation schemes on the
farm.

Under the scheme plants may be supplied solely
for the above-mentioned purposes and may not
be resold. The scheme does not apply to com-
panies or persons engaged in commercial affore-
station.

The Commission considers that the scheme

serves a good purpose and recommends that it
should remain in operation in its present form,

5.6.9 Control of pests and weeds

5.6.9.1 Pest control

During 1959/60 and 1960/61 a 25 per cent
subsidy was granted on the cost of spray to con-
trol commando worm, and Government expendi-
ture on this item amounted to R10 046.

Apart from ad hoc assistance of this kind,
the Government has, since the first decade of
this century, been responsible for the control
of locusts, on which considerable sums have
to be spent by the Government whenever the
pest occurs epidemically; for example, about
R1 500 000 was spent on controlling outbreaks
during the summer of 1970/71. For many years
an average of about R200 000 per annum has
been spent directly on locust control,

In 1956 the Government also started a cam-
paign for the control of finches, the cost of which
amounted to R59 590 in 1970/71.



The Commission agrees that the Government
is fully justified in undertaking, on behalf of
agriculture, the control of diseases and pests
which are not restricted to a few farms, especially
where individual farmers are unable to do so
owing to the equipment, mobility and expense which
such control demands, The Commissionconsiders,
however, that Government intervention of this
kind should not be taken for granted, nor should
the Government be expected to expand its pro-
gramme by intervening likewise to control the
diseases and pests normally to be expected in
crop or stock farming.

The Commission therefore recommends that
this aid should remain available, but only where
serious outbreaks of pests and diseases occur
very sporadically and in cases where the control
of such pests and diseases is beyond the means
of individual farmers.

5.6.9.2 Control of proclaimed weeds

A relief scheme for the control of Opuntia
species (species of prickly pear) has been in
operation since July 1957. In the caseof the jointed
cactus or jointed prickly pear (O. aurantiaca),
spray is supplied free of charge, which means
that the Government contributes about 75 per cent
of the total costs of controlling the cactus. If
the farmer is unable to pay his share of the
expenses and there is danger of the infestation
spreading, control is undertaken by the Govern-
ment. On very big units where the area involved
is so large and the infestation so heavy that con-
trol by the farmer is financially and physically
impossible, he is expected to pay back part of
the labour costs incurred by the Government
in controlling the weed. Spray is also sold to
farmers at R5 per 200 litres for the control of
other Opuntia species, 75 per cent of the cost of
the spray being subsidised by the Government.
Departmental expenditure on the above-mentioned
species amounted to R506 000 for the 1970/71
financial year.

Since 1969 spray has been issued free to
farmers for the control of silverleaf bitter apple
(Solanum elaeagnifolium), Departmental expendi-
ture in this regard totalling R133 000 in the
1970/71 financial year,

State aid is also granted for the control of
Harrisia martinii, camelthorn bush (Alhagi ca-
melorum), St. John's wort (Hypericum perforatum)
and clover broom-~rape (Orobanche minor).

5.7 COST OF MEANS OF PRODUCTION

Assistance to reduce the cost of means of
production is given to agriculture in various
ways. An indication of the nature and extent of
this kind of aid is given in Table 5.6.

5.7.1 Fertiliser subsidy and railage rebates

Before 1 January 1965 a 75 per cent transport
rebate was paid on all fertilisers conveyed by
rail or by Railways road motor service and a
subsidy of R2 per ton on chemical fertilisers.
The railage rebate on the latter was discontinued
on 1 January 1965. The rebate and the subsidy
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have been consolidated to form a single subsidy
based on plant nutrient value, subsidies of R24,
R61 and R6 being at present paid per ton of pure
nitrogen, citric acid soluble phosphate and potas-
sium, respectively.

No subsidy is paid on low-grade fertilisers,
such as agricultural lime, manure and compost,
but a railage rebate of 75 per cent (subject to
a maximum of R2 per fon) applies to agricultural
lime, and a rebate of 50 per cent to manure and
compost (subject to a maximum of R1 per ton).
The amounts involved in these subsidies and
rebates are shown in Table 5.6.

In studying the merits of this form of State
aid to agriculture, the Commission took the view
that these relief schemes were initially introduced
to keep down the production costs of agricultural
producers. In information furnished to the Com-
mission it was also stated that the original object
of the schemes concerned was to encourage the
use of fertilisers by farmers.

In a study of the problems of a policy aimed
at encouraging the use of a factor of production,
Nieuwoudt* came to the following conclusion:

" .. social prosperity can be raised if a factor,
the value of which is not realised by farmers,
is subsidised ... On the other hand, prosperity
can be reduced by the subsidy if the farmer
already realises the value of the production
factor and uses it at more or less the optimum
levels”.

If a farmer does not realise the value of a
factor such as fertiliser or hybrid seed, etc.,
it can be made attractive to him by a subsidy as
an incentive. To ensure that there is no loss
of prosperity, the subsidy should gradually be
reduced as the farmer realises the value of the
input. In calculating the optimal use of resources
in agriculture, it has been found that farming
profits can be raised through the use of more
fertiliser. + With the rapid increase in the use
of fertiliser the gap between optimal and actual
use is, however, becoming smaller and the value
of the subsidy is decreasing. On a purely plant-
nutritional basis, the use of fertilisers quadrupled
over the period 1955 to 1970.

The subsidy on fertilisers might have the
disadvantage of encouraging farmers to plough
marginal lands and raise crops on them. It is
doubtful whether, in the interests of soil con-
servation, certain' lands in the Northern Trans-
vaal, Southern Free State and North-Western

* Nieuwoudt, W.L., Faktorsubsidies en sekere
beleidsimplikasies, Unpublished study, p.5

+ Nieuwoudt, W.L. An economic analysis of the
demand for resources and the supply of output
in South African Agriculture, (Unpublished Ph.D.
thesis, University of Natal, 1970) p.117




TABLE 5, 6 ~ State aid in respect of the cost of means of production

Interest subsidies paid by
Year Fertilisersl) the Department c.>f Agri~ Customs' and excise Total
cultural Economics and concessions3)
Marketing?)
Agricultural | Rebate on | Rebate on R
: Land Credit and paraffin other agri-
Subsidy Rebate Bank Land and diesel | cultural
Tenure oild) products
R R R R R R
1960/61 2 371 200 3 598 409 - - 14 254 010 X 20 223 619
1961 /62 2695112 3 630 598 - - 15748 724 X 22 074 434
1962/63 2 966 895 3 881 493 - - 16 700 559 b.4 23 548 947
1963/64 3 210 651 4 995 644 - - 17 500 548 X 25 706 843
1964 /65 4 230 556 3 849 378 - - 17 895 577 b-4 26 034 800
1965,/66 7 949 691 945 880 3 000 - 17 963 274 100 000 26 961 845
1966/67 7908 268 948 228 24 600 14 000 19 125 416 68 000 28 087 912
1967/68 14 418 660 1106 094 17 000 57 000 20 477 303 58 000 36 134 057
1968/69 13 741 595 1114 222 37 468 756 824 20 658 376 61 000 36 369 485
1969 /70 12 772 912 1 664 909 51 466 1032 600 21 761 715 94 000 37 377 602

Source: 1) Department of Agricultural Economics and Marketing
2) Department of Agricultural Economics and Marketing

3) Department of Customs and Excise
4) See also Table 5.8

5) Including an amount of R59 289 in interest subsidies paid by the Department of
Agricultural Economics and Marketing as ad hoc relief

Cape should be used for crops. The subsidy might
also lead to crops being grown outside their
natural cultivation areas.

In considering this matter, the Commission
came to the conclusion that the purpose of the
subsidy, at any rate for the present, is no longer
to encourage the use of fertilisers but rather
to reduce production costs.

The Commission considers that the use of
fertilisers is such a basic part of the existing
farming pattern that the withdrawal of the subsidy
and transport rebates would inevitably result in
considerable increases in production costs and
therefore ultimately consumer price increases
as well,

In reviewing the matter account was also
taken of the fact that the level of fertilisation can
still be raised appreciably. Furthermore, larger
applications of agricultural lime on certain soils
are an urgent necessity.*

The Commission accordingly recommends that
the subsidy (including the transport rebates) on
fertiliser and the fransport rebates on the trans-
portation of agricultural lime, kraal manure and
compost should be retained in their present form.

* Steyn, M.S. (1969): Grondsuurheid en die ge-
bruik van landboukalk in die Republiek van
Suid-Afrika. Department of Agricultural Tech-
nical Services. Technical communication No.
88.
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5.7.2 Interest subsidies

Table 5.6 shows the total amount so far paid
out to the Land Bank and the Department of Agri-
cultural Credit and Land Tenure in the form of
interest subsidies for agriculture, as well as the
amount paid out in the form of ad hoc relief.

5.7.2.1 Interest subsidies to the Land Bank

The amounts paid to the Land Bank are in
respect of cases where the Government lends
money to the Bank at a rate of interest which
does not enable it to maintain its ruling rates.
To prevent the Bank from being obliged to raise
its rates of interest, the Department of Agricul-
tural Economics and Marketing pays the Bank an
interest rate subsidy. This arrangement has been
in force since 1965.

The Commission endorses theinterest subsidies
to the Land Bank and recommends that the system
should continue in its present form.

This recommendation should be seen against
the background of the Commission's recommen-
dations aimed at channelling funds from the agri-
cultural industry to the Land Bank, as set out
in Chapter IV of this report, If, as it is hoped,
the Land Bank reaches the position where it
can meet its own capital requirements, the use of
public funds for this form of State aid to agricul~
ture can be reduced gradually.

5.7.2.2 Interest subsidies to the Department of
Agricultural Credit and Land Tenure

The Agricultural Credit Act lays down that
the Department of Agricultural Credit and Land
Tenure shall charge a fixed rate of interest of
5 per cent on loans to farmers. The difference
between the Government's ruling rate of interest
and the fixed rate of 5 per cent is made up by




the Department of Agricultural

Economics and
Marketing. :

The Commission recommends that the interest
subsidy should remain unchanged.

5.7.2.3 Interest subsidies for ad hoc distress
relief

During the foot-and-mouth disease epidemic
in the North-Western Transvaal in 1964/65 loans
for operating capital were granted tofarmers when
they were unable to market their animals. The
interest on the loans was subsidised, an amount
of R59 289 being paid out during the year,

The Commission fully endorses this form of
distress relief and recommends that it should
be more widely applied in future, as circumstan-
ces dictate. A system of loans at reduced rates
of interest is preferable to direct aid.

5.7.2.4 Subsidy on interest on farm mortgages

On 21 August 1970 the Minister of Finance
announced in his budget speech that a subsidy
would be payable on the interest on farm mort~
gages. This subsidy, which came into effect on
1 September 1970, amounts to a maximum of
1} per cent on mortage interest rates over 71
per cent, on the first R100 000 or less of a
mortgage. A requirement is that the mortgagors
should be individuals farming on a full-time
basis for their own account and deriving their
main income from that source, or a farming
company or partnership whose sole activity is
farming and all of whose shareholders or part-
ners practise full-time farming on the farm,
such farming being the main source of income.

Only mortgages granted by the following bodies
qualify for the interest subsidy:

(a) Financial institutions, such as banking insti-
tutions, insurance companies and pension funds,
registered with the Registrar of Financial
Institutions;

(b) trust companies licensed as such but not re-
gistered as general banks; and

(c) parties administering participation bond
schemes under the Participation Bonds Act,
1964 (Act 48 of 1964).

Mortgages granted by any individual or body
other than the above-mentioned do not qualify for
the interest subsidy. This particular scheme was
recommended by the Commission of Enquiry into
Fiscal and Monetary Policy, the general object
being to assist farmers who had to pay high rates
of interest on mortgages registered when the land
concerned was originally purchased.

When the scheme was put into practice mort-
gages not necessarily registered only upon the
purchase of the land were eligible. This implies
that farm mortgages serving purely as security
for operating capital were also eligible. The
scheme requires, however, that funds obtained
by the registration of mortgages should be used
primarily for farming purposes. In administering
the scheme it is virtually impossible to ensure
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that funds are infact being used to achieve the
object of the scheme and in accordance with the
regulations of the scheme. Morigages are fre-
quently registered on farm property to provide
security for overdrawn accounts andin somecases,
where the original amounts have long been spent,
to cover goods entirely unrelated to the farmer's
farming operations. In such cases the administra-
tion of the scheme rests solely on information
accepted in good faith, and the Commission has
reason 1o believe that this might be open tfo
malpractices. In many cases the farmer does not
even know how the funds originally obtained upon
the registration of the mortgage or from overdrawn
accounts covered by a mortgage were used. Some
of the consequences of the scheme as it is run
at present are that farmers pledge their landed
property merely for the sake of the subsidised
interest on the morigage and that they use the
funds so obtained in ways which are not always
compatible with the long-term interests of the
agricultural industry.

In spite of the considerable shortcomings of
the scheme and the administrative problems ex-
perienced in its practical application, it was in
view of the appreciable interest burden of agri-
cultural producers that the Commission decided
to recommend that the scheme should be con-
tinued. However, scrupulous care will have to
be taken to ensure that only debts incurred for
farming purposes qualify for the subsidy.

The Commission has given favourable con-
sideration to representations to the effect that
mortgages with private individuals and other
money-lenders should also qualify for the subsidy.
Although problems might arise in controlling some
of these mortgages, there are nevertheless a
large number of them that can be controlled. The
Commission considers that it is wrong inprinciple
to exclude these mortgages from the scheme and
recommends that the subsidy on mortgage interest
should also be made applicable to all bona fide

farming mortgages.

5.7.3 Customs and excise concessions

The Department of Customs and Excise assists
agriculture indirectly by granting partial or com-
plete exemption from customs and excise duties
on certain goods used for agricultural purposes.

5.7.3.1 Goods imported free of customs duty

Table 5.7 sets out the total value of the goods
which benefit agriculture directly or indirectly
and which can be imported free of customs duty
by any person. The monetary benefit to the agri~
cultural industry of this exemption from duty can-
not be determined since it is impossible to work
out what the customs duty would have been if the
goods had not been of an agricultural nature.
Nor is it possible t{o determine whether the
middlemen are passing the full benefit of the
exemption from duty on to the farmer.



TABLE 5.7 - The total value of agricultural goods
imported free of customs duty by any
person, 1965 - 1969

Year Total value
R'000
1965 81 032
1966 72 947
1967 91 960
1968 86 793
1969 96 602

Source: Department of Customs and Excise

Tractors and tractor parts constitute by far
the greatest part of the fotal value of agricultural
goods imported, and in each of the five years
concerned came to about 70 per cent of the total.
According to information furnished by the Divi-
sion of Agricultural Marketing Research, 90 per
cent of all tractors are used in agriculture,

Tractors, agricultural equipment and imple-
ments constitute the largest part of the total value
in Table 5.7.

5.7.3.2 Dutiable goods imported under rebate of
the duty

Table 5.6 shows the duty rebated on goods
which are dutiable but which, since they meet
certain requirements or are used for certain pur-
poses, may be imported under full rebate of
the duty. The total duty rebated, as shown in the
table, is specifically applicable to agriculturalim-
ports. These imports are used by farmers mainly
as intermediate inpufs. The duty rebated may be
regarded as a discount on the customs duty,
but in this case, foo, it does not mean that the
full rebate is necessarily passed on to the farmer
if the product is imported through a middleman.

As regards diesel oil and paraffin, the farmer
also receives certain benefits in that the customs
and excise duties are lower if these requisites
are used for agricultural purposes. For thelocally
manufactured product the excise duty on bhoth
diesel oil and paraffin is 12,25 cents per gallon.
If used for agricultural purposes, however, an
amount of only 0,833 cents per gallon is levied.
Customs duty on imported diesel oil and paraffin
is 13,083 cents per gallon, but only 1,666 cents
per gallon is levied on imports intended for agri-
culture. For both the local and the imported pro-
duct the farmer therefore receives a rebate of
11,417 cents per gallon.

Table 5.8 shows the total guantities of diesel
oil and paraffin consumed by agriculture since
1960/61, as well as the rebate of the customs
and excise duties, calculated at 11,417 cents per
gallon,

In relation to aid under other schemes, customs
and excise concessions are important as a form
of State aid to agriculture. When the schemes
were introduced the intention was originally to
reduce the cost structureof agriculture. In studying
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TABLE 5. 8 ~ The quantity of diesel oil and paraffin
consumed by agriculture and the re-
bates of the custums and excise duties

Paraffin] Diesel oil I Total Rebate
1 000 gallons R '000
1 2 3 4

1960/61 | 61 988 62 861 124 849 14 254
1961/62| 62 048 75 893 137 941 15 749
1962/63| 58 331 87 947 146 278 | 16 701
1963/64 | 50 996 102 289 153 285 | 17 501
1964/65| 44 223 112 522 156 7451 17 896
1965/66 ] 38 283 119 055 157 338} 17 963
1966/67| 36 137 131 380 167 517 19 125
1967/68| 31 931 147 427 179 358 | 20 477
1968/69| 28 145 152 799 180 944 20 658
1969/701 24 781 165 827 190 608 | 21 762

Source: Division of Agricultural Marketing Research
Column 4 = Column 3 x 11,417 cents

this form of State aid the Commission noted that,
in comparison with most other forms of such aid,
customs and excise concessions do not involve
any direct transfer of funds to agriculture, but
amount rather to a loss of funds which would
otherwise have flowed to the Exchequer.

In considering the merits of this relief scheme,
the Commission bore in mind the rising production
costs for agricultural products, paying particular
attention to the importance of fuel in the farmer's
cost structure. The Commission therefore re-
commends that the present rebates of the customs
and excise duties on fuel in favour of agriculture
should be retained.

5.8 ASSISTANCE TO AGRICULTURAL INDUS-

TRIES
Assistance to the various agricultural indus-

tries takes two main forms, namely price sta-
bilisation subsidies and ad hoc aid.

5.8.1 Price stabilisation subsidies

As shown in Table 5.9, millions of rands are
spent annually on the payment of subsidies on
certain staple foodstuffs, namely butter, bread,
maize and, to a lesser extent, grain sorghum.

For some years after the Second World War
certain basic food products were in short supply
from time to time. Because of this and the in-
creases in production, processing and marketing
costs, rises in consumer prices were unavoidable.
In view of these circumstances the Government
gradually began absorbing increases in the price
structures of various staple food products to a
certain extent, thereby keeping the consumer
prices lower than they would otherwise have heen.

Price stabilisation subsidies have the following
objects:

(a) To fight inflation;

(b) to assist an industry to enable it to hold
its own in a certain economic structure; and
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TABLE 5.9 - Price stabilisation subsidies, 1960/61 - 1969/70

Year Butter Bread Maize* Grain sorghumy Total
R R R R R'000
1960/61 2 968 000 12 805 000 8 800 000 - 24 573
1961/62 3 558 947 10 569 581 12 013 979 - 26 143
1962/63 4 423 256 13 133 094 14 298 457 - 31 855
1963/64 4 608 481 12 467 707 14 355 977 - 31 432
1964 /65 4 533 976 13 611 861 14 425 149 - 32 571
1965/66 4 598 616 17 146 831 15 810 098 222 899 37 778
1966/67 5 239 891 20 064 925 25 346 008 637 997 51 289
1967/68 4 878 690 25 766 654 23 982 154 645 858 55 073
1968/69 4 653 020 25 084 889 25 773 173 581 404 56 092
1969/70 4 820 262 22 370 603 28 000 664 42 495 55 234

Source: Department of Agricultural Economics and Marketing

* Including a rebate of 374% on railage of all maize for domestic consumption

# The subsidy applies if grain sorghum is mixed into stock feeds instead of maize

{c) to assist the consumers to enable them fto
obtain the products concerned at prices lower
than they would have been under the free
operation of economic factors.*

Under conditions of surplus production or when
prices on foreign markets collapse, a State subsidy
should be regarded chiefly as aprotective measure
for the primary producer, whereas when short-
ages are experienced the consumer benefits.

Price slabilisation subsidies constitute by far
the greatest percentage of total subsidies. The
National Marketing Council has the following views
on subsidies of this kind: *

"... a Subsidy may be harmful in so far as

it tends to disturb the optimum utilisation of
the productive resources. When prices are
subsidised, consumption tends to be stimulated
artificially and marginal production, which
would have been submarginal without the sub-
sidy, is encouraged. The industry concerned
could thus eventually develop into a state of
imbalance with the rest of the economy and
attract productive resources which could be
applied to better advantage inother directions".

"As a means of supporting the personal in-
comes of producers or as an aid to consumers
with low incomes, a general subsidy on all
sales of a product is largely misplaced. Pro-
ducers benefit in direct proportion to the
size of their production and the small producer
derives a relatively small advantage from the
subsidy. Similarly, consumers in the lower
income groups who can afford to buy only
limited quantities of the product, would derive

* Republic of South Africa, Report of the National
Marketing Council on the Control Boards under
the Marketing Act for the Period 1950/51 to
1963/64. Government Printer, Pretoria. R.P.
40/1965, p.32
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relatively little benefit from the subsidy. It
is, therefore, a costly method of assisting
consumers. ... The question of safeguarding
the level of personal farm income is a socio-
economic problem and the same applies to
assisting consumers with low incomes. Action
in regard to these matters should, therefore,
be taken by way of special socio-economic
measures which will render assistance where
it is needed, and not by way of the general
subsidisation of a few selected products."

The Commission also wishes to emphasise
that price stabilisation subsidies are accompanied
by a high social cost. Groenewald* made ana-
lyses based on the principles underlying the wel-
fare economy, and came to the following conclu-
sions:

"... interference in the pr.ce system causes
resource reallocations and changes in the
production pattern which are prejudicial to want
satisfaction. In other words, such measures
reduce the welfare of the community."

Wallace+ draws a comparison between the
social costs and the social benefits of price
support programmes in America, He starts with
the premises that the total area under the demand
curve for a product to the left of a giver ~uantity
represents total utility to the community for that
quantity, and that the supply curve reflects oppor-
tunity costs of variable resources used to pro-
duce a given quantity. He shows that under such
circumstances a programme whereby a high price
results in greater production than is consumed
at that price, coniributes more to social costs

* Groenewald, J.A., The Effects on National Eco-
nomic Welfare of Economic Interference in
Favour of Agriculture. The South African Journal
of Economics, Volume 32, No. 4, December
1964, pp. 292-293

+ Wallace, T.D. Measures of Social Costs of
Agricultural Programs, Journal of Farm Eco-
nomics, Vol. 44, 1962, pp. 580-594




than to social benefits. Figure 5.1 shows the
effect of consumer subsidies according to Wallace's
reasoning.

FIGURE 5.1 - Social costs attached to consumer
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In Figure 5.1 OABF represents total utility
for competitive equilibrium. The area OADE is
total utility after implementation of the programme,
i.e. utility rises by FBDE. Under conditions of
competition, the value of variable resources is
OGBF. After the programme is implemented,
other sources are used in agriculture at a ""cost"
to society of FBCE. I the social benefit is de-
ducted from the social costs, the area BCD
remains, representing the net social costs to the
community.

It is clear that social costs vary according
to the supply and demand elasticity of a product.
In the example given above, costs decline as the
demand becomes more elastic and as supply
becomes less elastic.

The Commission has noted the above-mentioned
problems attached to price stabilisation subsidies.
In spite of this, it is convinced that the subsidies
do play an important part in keeping down the
price structure of the economy and enabling
the many low-income consumers to obtain bhasic
food products more cheaply. The Commission
considers that the costs of such a policy cannot
be charged to the account of agriculture. As it
is, agriculture does not benefit materially, owing
to the inelastic demand for staple food products.

The Commission considers that the amount
spent annually on price stabilisation subsidies
must be accepted as inevitable., These subsidies
not only serve a useful purpose but have become
such an accepted part of the economic system that
their withdrawal appears unpractical.

The Commission therefore recommends that
price stabilisation subsidies should be retained
in their present form. In the future determination
of prices in this regard, the matter should,
however, be approached cautiously, thorough con-
sideration being given tc both the advantages
and disadvaniages involved.
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5.8.2 Ad hoc aid to certain industries

Table 5.10 reflects the aid granted to various
agricultural industries for various reasons over
the past ten years.

During that period the Maize Board imported
maize only twice, the amounts paid to that in-
dustry being compensation for the import losses.

The Government bears the losses on butter
and cheese imports but also receives the profits,
if any. In addition, amounts of R500 000 and
R360 000 were paid to the Dairy Board in 1965/66
and 1966/67, respectively, as special assistance
for the dairy industry.

In 1964 a non-recurring payment of R350000
to the Egg Board was approved, mainly to pro-
mote the sales of eggs. Table 5.10 shows how
the payment was made.

Payments to the citrus industry since 1968
were made mainly because of marketing problems
abroad and uncontrolled cost increases, and to
cover advertising costs incurred by the Citrus
Exchange. Owing to droughts and a shortage of
irrigation water, citrus farmers in the Sundays
River Valley (Kirkwood) were unable fo produce
crops during 1970 and 1971, and a fair percen-
tage of the citrus orchards died. In 1970/71
and 1971/72 citrus farmers were given the fol-
lowing assistance:

(a) A 50 per cent subsidy, subject to a maximum
of R4,00 per week per worker per 10 morgen
of scheduled irrigation land, 13 worker from
10 to 20 morgen and 2 workers for over 20
morgen;

a 50 per cent subsidy on the production cost
of maintaining existing orchards and planting
new trees;

(b)

interest-free loans for family maintenance;
and

)

(d) family allowances for non-creditworthy farm-
ers.

Owing to droughts and low wool prices the
wool industry has been assisted since 1968 in
order to reduce the wool levy. The further ap-
preciable amount of R7 million was granted to
the wool industry during the 1970/71 season.

Because of production problems and low export
prices, the pineapple industry was assisted by the
Government in 1969/70. This assistance was in-
tended to benefit farmers producing pineapples for
canning.

Owing to difficulties experienced in marketing
an exceptionally large cotton crop in 1969/70,
an amount of R107 507 was paid to that industry.

As a result of low export realisations, the
deciduous fruit industry received an amount of
R2 million in 1968/69.

The Commission has already stated that it
prefers a system of ad hoc assistance, whenever
there is an emergency in a particular industry,
to a system of permanent subsidisation.
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TABLE 5,10 - Assistance to various agricultural industries through the agency of the Department of
Agricultural Economics and Marketing, 1960/61 - 1969/70

Year Maize | Dairying Eggs Citrus Wool Pine- Cotton Decxd'uous Total
apples fruit

R R R R R R R R R
1960/61 - - - - - - - - -
1961/62 - - - - - - - - -
1962/63 - 5 000 - - - - - - 5000
1963 /64 - 42 000 - - - - - - 42000
1964 /65 - 44 000 |100 000 - - - - - 144 000
1965/66 - 726 000 1131 000 - - - - - 857 660
1966/67 - 763 000 {119 000 - - - - - 882000
1967/68 6 249 000 1 384 - - - - - - 6250 384
1968/69 1 700 13 995 - 650 000 |1 000 000 - - 2 000 000 |{3665695
1969/70 1 600 000 ~ - 1394 979 {1 500 000 237 494 107 570 - 4 840 043

Source: Department of Agricultural Economics and Marketing

The Commission firmly believes in the merits
of this kind of State aidto the agricultural industry.
The Commission therefore recommends that the
Government should continue providing this form
of assistance to tide a particular branch of the
industry over any abnormal situation which might
arise. The Commissiondoes not wish to recommend
a time limit for such cases since that would
depend on the situation and the industry concer-
ned, but it does view this as a kind of tempo-
rary shorti-term assistance,

5.8.3 Improvement of herds

At present there are only two State-subsidised
schemes aimed at the improvement of herds,
namely the State-nominated bull scheme and the
beef cattle performance testing scheme,

The amounts paid out since the start of these
schemes are shown in Table 5.,11.

TABLE 5,11 - The amounts paid out in State aid for
the improvement of herds

Beef cattle
State- erformance
Year nominated p ; Total
testing
bull scheme
scheme
R R R
1964 /65 21 811 - 21 811
1965/66 26 940 - 26 940
1966/67 28 660 - 28 660
1967/68 33 825 - 33 825
1968/69 34 808 10 000 44 808
1969/70 36 622 15 000 51 622

Source: Animal and Dairy Science Research Insti-
tute. Department of Agricultural Technical
Services

5.8.3.1 Milk recording scheme and State-nominated
bull scheme

Since 1954 there has been a ''co-operative milk
recording scheme" to promote effective and eco-
nomic milk production. Owing to the high costs
which have to be borne by the farmer himself,
participation in the scheme is still unsatisfactory.
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Until recently the scheme involved only 3,2 per
cent of all commercial cows in the Republic.
In the Netherlands, Denmark, Britain and New
Zealand the comparable percentages are 67 per
cent, 60 per cent, 35 per cent and 27 per cent,
respectively.

One of the aims of the State-nominated bull
scheme is to promote participation in the milk
recording scheme. The scheme is also aimed at
promoting the use of bulls of above-average gene-
tic merit through the analysis of progeny pro-
duction records. Under the scheme, which was
instituted in 1963, farmers who make use of
the milk recording service and who directly
and/or indirectly through artificial insemination
use pure-bred bulls which meet certain confor-
mation andproduction requirements and have there-
fore been declared ''State-nominated bulls", can
be subsidised by 10 cents per cow per test,
provided they have at least 10 cows in the test.
The contribution of 10 cents per cow per test
is not paid to the applicant himself but to the
milk recording co-operative to which he belongs,
the amount being deducted from his account for
milk recording services,

The Commission supports the State-nominated
bull scheme and the milk recording scheme and
recommends that they should be continued in their
present form.

5.8.3.2 Beef cattle performance testing scheme

This scheme was introduced to help improve
beef cattle herds in the Republic and to furnish
breeders with information of importance in the
selection and improvement of beef herds.

The scheme comprises four phases, the first
two of which are herd testing programmes. All
beef farmers and those farming with dual pur-
pose breeds (stud and others) who have at least
30 cows in their herds may participate in the
scheme, but the farmer must comply with various
requirements under the scheme, Participants must
also be prepared to accept the technical services
of any officer designated by the Department of
Agricultural Technical Services.

The services involved in carrying out this
scheme are rendered to farmers free of charge.



The Government also pays farmers a subsidy to
enable them to buy new scales for weighing animals.
The subsidy is paid out at a rate of one-third
of the purchase price of the scale, subject to a
maximum of R200, provided the farmer undertaken
to participate in the scheme for at least three
years after purchasing the scale and accepts
responsibility for its maintenance and accuracy.

The Commission recommends that the beef
cattle performance testing scheme should be de-
veloped and the subsidy retained.

5.9 AID BY THE PROVINCIAL ADMINISTRATIONS

The Provincial Administrations of the Trans-
vaal, the Cape and Natal provide grants-in-aid
to certain agricultural societies. For the rest,
however, farmers do not receive much aid from
provincial sources. In the Transvaal, for example,
a contribution of about R6 000 per annum is made
to the Federal Problem Animals Control Associa~
tion. In Natal farmers pay less than industrialists
for the registration and licensing of their vehicles.

The nature and extent of aid rendered by the
Provinces are such, however, that for practical
purposes such aid can be left out of account.

5.10 ADAPTED SUBSIDIES

In its submission to the Commission the Maize
Board pointed out that it was desirable to use
part of the subsidy on yellow maize in sucha
way that meat producers would be keener to use
the product as a livestock feed, this eventually
resulting in increased meat production.

As things are at present, the subsidy on yellow
maize is used for entirely different purposes. The
question has arisen whether this subsidy should
not be adapted so that its purpose can be better
achieved, for example, by subsidising meat in
the prime and super classes supplied by farmers,
the production of which is possible virtually only
if the animals are fattened up and conservation
farming is practised. It is expected that in course
of time it will become desirable to adapt subsidies
to changing circumstances in order to ensure that
the greatest benefits are derived in the broad
national interest from such a subsidy system.
The principle of differentiated subsidisation to
promote a particular industry, provided this is
considered to be in the national interest, forms
part of the system of State aid for agriculture.
The Commission considers that the business of
assessing the supply and demand position of agri-
cultural products and laying down the eventual
price policy to be followed to obtain the desired
results should fall under the proposed National
Advisory Council for the Planning of Agricultural
Production, as recommended by the Commission
in its Second Report. The Commission trusts that
the matter outlined above will be reviewed by the
proposed Advisory Council, if it is established,
or, failing this, that cther arrangements be made
for the adaptation of such subsidies.
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5.11 IMPROVEMENT OF BUSINESS MANAGE~
MENT: FARM ACCOUNTING SUBSIDIES

In discussing the position in other countries,
the Commission stated that in the United Kingdom
subsidisation of agriculture had proved fruitful
only where better managerial methods were applied
at the same time. The Commission is convinced
that poor management is also one of the biggest
problems in South African agriculfure and that it
is related to most of the other problems such as,
for example, undersized farming units, veld de-
terioration and poorly adapted farming systems.

Improving the managerial ability of farmers
is a complicated problem, but the Commission
has noted the important part which can be played
here by a proper system of farming records.*

The Commission is alarmed to find that South
African farmers do not know how to use this im-
portant instrument of management properly, or
completely disregard it, and the Commission con-
siders that this matter is so important that the
Government should use powerful incentives to make
the farmer realise the merits of farm accounting.

The Commission feels that the subsidy should,
in principle, be paid to the farmer himself, but
also considers it most important to link such a
subsidy and the keeping of records to the idea
of economic extension, i.e. the interpretation of
the farmer's records and the task of giving him
advice based on those records.

The Commission is aware that there arenume-
rous organisations which provide a farm record
service on a commercial basis. Certain co-
operatives have also entered this field, giving
the farmer economic advice on the basis of his
records., For this reason, the Commission con-
siders that the subsidy should also be paid to co~
operatives and recognised organisations which
provide the necessary economic advisory services,
The particular producers belonging to or intending
to join such institutions can then request the
Government through the institutions to pay their
subsidies direct to them.

The Commission is not, however, in favour
of outside organisations keeping the records en-
tirely, The farmer himself must be responsible
for the basic book-keeping, s0 that he can keep
himself informed of conditions in his farming
operations and thereby increase his productivity.
Qutside organisations wishing to qualify for a
Government subsidy in this regard will have to
observe this principle.

*(a) Kolbé, F.F.H. (1965): Die aanvaarding van
verbeterde akkerboupraktyke in die Settlers-
grondbewaringsdistrik soos beinhvloed deur
sekere sosio-ekonomiese faktore, Technical
communication 34

(b) Burger, P.J. (1967): Agricultural Progres-
siveness: A South Africanconcept (unpublished
D. Agric. (Inst. Agrar.) thesis, University of
Pretoria
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Where an agricultural producer keeps all his
records himself, he must compile them satis~
factorily and also comply with the requirement
of making his farming records available so that
he may be given economic advice based on them.

The Commission accordingly recommends that
a subsidy be introduced, to be payable to farmers
for a farm accounting system which meets the
conditions set by the Department of Agricultural
Economics and Marketing, and that steps should
be taken to ensure that the necessary economic
extension will be given in conjunction with this
system, in order to improve the business and
managerial ability of the farmers concerned as
much as possible.

5.12 CONCLUDING REMARKS

Table 5.12 gives a summary of the extent of
the various forms of State aid to agriculture.
From 1965/66 to 1969/70 the average amount
involved annually was about R47 million. If price
stabilisation subsidies are included in the cal-
culations, the average amounts to about R98 mil-
lion. If price stabilisation subsidies are left out
of account, this amount, expressed as a percen-
tage of net farming income, averages 9,1 per
cent per annum, whereas the figure is 19,0 per
cent if price stabilisation is included.

Further analysis of the respective assistance
schemes, due account being taken of the amounts

involved in each, reveals that field crop producers
derive proportionately by far the greatest benefit
under the system of State aid to agriculture. In
1969/70 the gross value of field crop production
constituted 42,6 per cent of the total value of
agricultural production. In this regard, it should
be borne in mind that maize constituted 43,2.
per cent of the tfotal gross value of field crop
production in 1969/70. In view of the fact that
there are often maize surpluses, whereas red meat
has to be imported, it is clear that in its present
form State aid to agriculture tends to give pre-
ference to certain fields of production in which
surpluses are already being experienced. Since
it is easier tointroduce technological improvements
into the production of field crops, this brand of
the agriculfural industry already enjoys an ad-
vantage over the stock breeding industry in this
regard, The Commission wishes to urge that
excessive stress should not be laid on short-
term stabilisation problems while essential long-
term structural adjustments are neglected.

As is evident from the information, at the
Commission's disposal, the extent of State aid
to agriculture is increasing steadily and there
is reason to believe that it will increase further
in the future. In assessing the effectiveness of such
subsidies it is not always possible to base one's
findings on hard facts alone. The effectiveness
and the results achieved by a particular scheme
should, however, always be taken into account
to determine whether or not such a scheme
warrants continuation.

TABLE 5,12 -~ Total State financial aid to the agricultural industry, expressed as a percentage of net farming

income, 1965/66 to 1969/70

Nature R1 000
of aid Percen~—
1965/66 1966/67 1967/68 1968/69| 1969/70 Average |tage of
total
Drought .............. 4 094,686 7584,3 24341 2120,0 1838,4 3614,3 7,64
Flood damage ......... 122,6 43,6 554,9 65,9 12,1 159,8 , 34
Utilisation of resources. . 6 625,4 6 044,2 7402,1 7109,9 8 889,2 7214,2 15,25
Cost of factors of pro-
duction ..............| 26 961,8 28 087,9 35134,1 36 369,6 37 377,6 32 986,2 69,72
Assistance to industries 857,0 882,0 6 250,4 3665,7 4 840,0 3299,0 6,97
Improvement of herds and
flocks 65,9 28,7 33,8 44,8 51,6 37,2 ,08
Total 38 688,3 42 670,7 52 809,4 | 49 375,8 53 008,9 | 47 310,61 100,00
Price stabilisation ..... 37 778.4 51 288,8 55073,3 56 092,5 55 234,1 51 093,4 -
Grand total 76 466,7 93 959,5 1107 882,7 1105468,31 108 243,0 98 404,1 -
Net farming income..... 366 724,0 435 528,0 | 657 420,0 [ 538 800,01 591 282,0 | 517 950,8 -
Percentage (price stabi-
lisation excluded) ,.... 10,5 9,8 8,0 9,2 9,0 9,1 -
Percentage (price stabi- .
lisation included) ..... 20,9 21,6 16,4 19,6 18,3 19,0 -

Source: Department of Agricultural Economics and Marketing
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CHAPTER VI

CONTROLLED MARKETING OF
AGRICULTURAL PRODUCTS

6.1 INTRODUCTION

Economically and biologically sound farming
systems are determined in the long run by the
profitability with which the available factors of
production are used. The way in which the factors
of production are allocated and used is influenced
by the economic benefits which can be attained
and these, in turn, depend to a large extent on the
profitable sale of the products produced. The mar-
keting of agricultural products, and particularly
prices, therefore have a considerable influence on
the pattern of production and hence also the farming
systems adopted in the various production areas,

In the preceding chapters there are several
references {o the marketing of agricultural pro-
ducts and the developments which have taken place
in agricultural marketing from the earliest years
of the settlement at the Cape. A review of the va-
rious steps taken during the past few decades to
place agricultural marketing on a sound footing was
given in the Commission's Second Report.

In a paper read at the Ninth Annual Conference
of the Agricultural Economics Society of South
Africa held in Pretoria in October 1970, Dr A.P.
Scholtz* traced the development of the concept of
marketing, indicating how it came to take on the
wide meaning it has today.

From this paper it is evident that any discus-
sion of marketing and its improvement relatestoall
the stages through which the agricultural product
moves from the point of productionuntil itis either
consumed locally or exported. During this process
various services have to be rendered, their cost
varying from product to product depending on fac-
tors such as the degree of processing and the cost
of transport and storage.

The complexity of the marketing process is
often underestimated, The FAO's Annual Review
for 1969+ puts the matter as follows:

"Primitive and high-cost methods of agricultu~
ral marketing are incompatible with sustained eco-
nomic growth and particularly with development
of the agricultural economy. An effective marketing
sector does not merely link sellers and buyers and
react to the current supply and demand situation,
It has a dynamic role in stimulating both production
and consumption. On the one hand, it activates new
demands by improving and transforming farm pro-
ducts and by seeking out and stimulating new cus-
tomers, On the other hand, it guides farmers to
new production opportunities and encouragesgrea~
ter preduction in response to demand,

*Scholtz, A.P. (1971): Marketing planning and ad-
justment in agricultureinthe seventies. Agregkon,
Vol. 10, No. 1, 47-56.

*FAO Annual Review: The State of Food and Agri-
culture, 1969 (Preface to reprintinthe FAOWorld
Food Problems Series, 1970).
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"In practice, however, the difficulties and com-
plexities of marketing processes and their signi-
ficance to economic progress have often been under-
rated, at heavy cost to economic development.
Attention in national planning and investment effort
has too often focused excessively on production,
under the assumption that, once crops are produced
and roads and railways built, a marketing struc-
ture will spring up almost automatically,"

It is generally accepted that by its very nature
a free, competitive economy places the agricultural
producer at a disadvantage when if comes to the
marketing of his products: on the open market the
prices of agriculturalproductscanfluctuate rapid- -
ly and widely. This is the fundamental weakness in
the system of free competition as it affects the
agricultural industry. Unlike industrial production,
which can be regulated in strict accordance with
demand, the supply of farm products can fluctuate
out of all proportion to the requirements of the
market, This is due to various factors, for exam-
ple:-

- Sharp fluctuations in production cuased by
climatic and other unpredictable natural con-
ditions,

-~ Agricultural products are seasonal and pe-
rishable, which means that in most cases
marketing by the producer has to be effec-
ted within a relatively short period.

- Adjustments in supply take place slowly owing
to the high percentage of fixed production
costs and the relatively long productioncycle.
Moreover, since capital requirements in
agriculture are generally high in relation to
annual oufput, farmers are often obliged to
continue producing for a considerable time,
even at unprofitable prices. This is done by
delaying the introduction of alternative fac-
tors of production or keeping capital assets
at the desired level.

- The individual farmer's bargaining positionis
weak, As his share in the total supply of a
relatively homogeneous product is usually in-
significant, he is in any case unable to in-
fluence prices by varying his own supplies
to the market according to circumstances.

On the other hand, the demand for agricultural
products tends to be inelastic. Consequently, fluc-
tuations in supply also cause considerable price
fluctuations on the open market, Owing to the effect
of transport and distribution costs as a major and
permanent factor in marketing, retail selling prices
vary proportionately less than producer prices,
which even further weakens consumption response
to changes in producer prices.

Because of the fixity of both production and con~
sumption, price fluctuations in agriculture, parti-
cularly over the shorter term, are completely out of
proportion to what might reasonably be considered



necessary to bring about theindicated adjustments.
It follows that suchextreme price fluctuations make
for less stable production.

A long-term phenomenon in agriculture is that
average per capita income tends fo be lower than
in the other sectors of the national economy. The
reason for this is the tendency towards chronic
overproduction of agricultural commodities. Ow-
ing to sustained technological improvements onthe
one hand, growth in the physical output per labour
unit, is rapid while, on the other hand, the percen-
tage of the national income normally spent on food
declines as real per capita income rises.What is
more, technological developments in the production
of competitive artificial materials contribute to a
decline in the demand for certain agricultural raw
materials.,

All these factors have the effect of keeping
agricultural prices - and income - under constant
pressure. As a country develops economically,
80 those members of the total population needed
to produce food for the country gradually reduced
in number. A steady flow of people from agriculture
to other occupations is necessary {o preserve equi~
librium in incomes, However, there are often de~
lays sincealargepart of the rural population has
not been trained for the switch to other occupations,
the farm offers people a home as well as employ-
ment, and farming as a way of life is so firmly
rooted in tradition. Virtually nowhere in the world
do such population movements take place quickly

enough to bring about equilibrium.

6.2 STATUTORY MEASURES FOR CONTROLLED
MARKETING

If there is no reasonable measure of price and
income stability, the farmer's economic existence
- already dependent on so many variable natural
factors -~ would be even more precarious. This
uncertainty about production impairs stable sys-
tems of conservation farming and reduces pro-
ductivity, In all capitalist countries Government
measures are therefore applied to support and
stabilise agricultural prices in some way or other,

All these difficulties in agriculture were an
important reason behind the initial establishment
of co-operatives in the Requblic, one of the ex~
pectations being that it would be possible to sta-
bilise prices for the producer through joint ac-
tion. There is no doubt that co-operatives have
succeeded in this to a certain extent; but experien-
ce has also shown that they have not always been
able to exercise the desired influence on prices -
partly because the percentage of the crops mar-
keted by the co-operatives was too small and
partly because by the nature of their powers and
functions co-operatives were unable to achieve
price stabilisation. In view of the inability of co-
operatives to overcome price problems it was
eventually realised that further special legislation
was necessary. The commodities Acts of the early
thirties did not, however, provide a satisfactory
solution, mainly because they lacked flexibility.
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In the marketing of agricultural products in South
Africa the Marketing Act is of outstanding impor-
tance. This Act was originally placed onthe Statute
Book in 1937 and, after various amendments, was
consolidated in Act 59 of 1968, Under the 1968
Act, marketing schemes (administered by control
boards) may be established to regulate the mar-
keting of agricultural products, The Act also pro-
vides, among other things, for the grading of agri-
cultural products, the exercise of control over the
importation and exportation of agricultural products
and for the establishment of a national marketing
council, The National Marketing Council, esta=
blished under the Act, advises the Minister of
Agriculture on matters arising from the Marketing
Act and the control schemes established under it;

Apart from the Marketing Act, in terms of
which the marketing of a wide range of agricul~-
tural products is regulated, there are also other
Acts regulating specifically the production and/or
marketing of wine, wool and sugar. Control of
the production and marketing of sugar is in the
hands of the Department of Industries. The Agri~
cultural Produce Export Act, 1971 (Act 51 0f1971),
provides for the maintenance of satisfactory stan-
dards in exports of agricultural products.,

The Ko-operatieve Wijnbouwers Vereniging van
Zuid~Afrika, Beperkt (K.W.V.), has certain statu~
tory powers giving it the status of a control board
in the wine industry. What is said below about
controlled marketing as embodied in the marketing
schemes under the Marketing Acttherefore applies
to a greater or lesser extent to the wool and wine
industries, as well. It should be noted, however,
that the K.W.V, is controlled, as a co-operative,
by a Board of Directors consisting solely of pro-
ducers, in contrast with the control boards under
the Marketing Act, and the Wool Board and Wool
Commission, where control is exercised by re-
presentatives of the various interests in the in-
dustry concerned,

The Commission accepts that the statutory
measures providing for intervention in the free
operation of supply and demand as regards agri-
cultural products sprang from a sincere desire
on the part of the Government to promote and
maintain, on the one hand, stability and efficiency
in agriculture and, on the other hand, to ensure,
with due regard to the national interest, a reasona-
ble return for producers, as well as on the capital
invested in agriculture., Where such an approach
is adopted it is necessary to keepthe existing mar-
keting arrangements under constant review,

On various occasions, therefore, the Minister
of Agriculture has indicated the principlesaccepted
by the Government as fundamental to controlled
marketing. The Government's attitude, as described
by the Minister in his policy motion before the
Senate in May 1962, may be summed upas follows:

In the first place: Price stability must be
promoted in the interests of both the producer
and the consumer. In pursuing this aim, it is also
necessary to ensure a reasonably stable income
for producers as far as practicably possible,




Secondly: From the long-term point of view,
every branch of agriculture must "'stand on itsown
feet"” and "we must always produce with a view
to a beneficial market", Consequently, the prices
of any one agricultural product should be related
to the supply and demand position as a whole and
should be adjusted where necessary in the light
of changed circumstances. The Government has
never gone so far as to assure producers of gua-
ranteed prices regardless of conditions, nor has
it ever assured them of a fixed level of income,
In the opinion of the Minister, such a policy would
be inadvisable, particularly for a young developing
country like South Africa which is still largely
dependent upon its agriculture and where industries
and foreign markets still have to be developed,

Thirdly: The Government accepts the general
principle that "our farmers are still independent
entrepreneurs, that is to say, each one decides for
himself what he is going to produce on his farm ...
if he is going to continue farming a particular
farm or ifhe is going to sell or purchase land, When
he buys land he decides what he will pay for it. This
economic liberty is of the greatest fundamental
importance to our community of South Africa as
we have known it up to the present,"*

In the opinion of the Commission, the broad
priniciples outlined above reflect a sound general
economic approach to the introduction and appli~
cation of control over the production and marketing
of agricultural products.

In their interview with the Commission repre-
sentatives of the Marketing Council summarised the
objects of controlled marketing through the agency
of the agricultural control boards as follows:

(a) The agricultural control boards strive for set-
tled prices, i.e. price stability,

(b) In confrolled marketing an attempt is also made
to keep the price spread between producer and
consumer as small as possible.

In trying to achieve these objects, the control
boards make a valuable contribution towards buil-
ding up an efficient agricultural industry and to-
wards rationalising enterprises,

6.3 PRICE SITUATIONSIN AGRICULTURAL MAR-~
KETING

As the Departments of Agriculture stated in
their submission to the Commission, prices are
one of the principal factors in marketing.'Being
responsible for marketing their respective pro-
ducts, most of the control boards also have the
power under the Marketing Act to influence prices
to a greater or lesser extent. The exercise of this
power and the degree of influence exerted on prices
can have a direct effect on production. The price
aspects involved here are the formation, level and
stabilisation of prices and the ratios between the
prices of various products," (Translation)

6.3.1 Production cost, supply and price formation

The Departments of Agriculture make the point
that "although in a free economy supply and demand

*Official report of debates in the Senate, 25 May
1962- Column 4329-4330.
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are decisive factors in the formation of prices at
any time, under controlled marketing these factors
are often to a greater or lesser extent prevented
from coming fully into play where the prices of
agricultural products are concerned", (Translation)

During the war and the post-war years, when
general shortages were experienced and the Go-
vernment followed a strictly anti~inflationary price
policy, the most important consideration in deter~
mining the prices of products such as maize, wheat
and industrial milk was the cost of production and
how production responded to the prices fixed on this
basis from time to time. Consequently the idea of
stabilised prices on a cost-plus basis bacame quite
firmly established among certain producers. A set
formula of this kind cannot, however, be applied
for any length of time without seriously disturbing
the balance between production and consumption.
Under conditions of perfect competition, prices do
tend on the long term to equal average costs,
but it should be remembered that costs and prices
influence each other, If, for example, demand (and
therefore prices) declines, the marginal producers
will drop out in due course with a resultant de-
crease in average cosis. A price policy based so-
lely on production costs would ultimately fail when
the supply continues exceeding the demand at those
particular price levels, The same holds good for
the converse, The changing world in which we live
constantly requires adjustments but these are not
necessarily related to cost over the short term.

Apart from these economic considerations, the
determination of costs in agriculture also has its
special problems, Because there is usually a va-
riety of orpzrations on farms and because of the
general lack of complete records, it is in most
cases impossible to obtain reliable cost data,
Moreover, production costs vary considerably from
farm to farm, from area to area and from season
to season, It would be an impossible task to ob-
tain cost data from all producers. Consequently,
average costs have to be calcualted from samples,
which may not, depending on the circumstances,
accurately reflect average costs in the industry
concerned. Another problem is how to treat items
such as farm values and operator's earnings, which
have to be taken into account in determining total
costs and can easily trigger off a cost-price spiral,

Although the absolute cost of production cannot
serve as a satisfactory basis for determining pro-
ducer prices, cost studies designed f{o give an
indication of changes in costs can be useful. In
determining prices, all the circumstances whichcan
have an effect on supply and demand should be ta-
ken into account, Since a rise in the producer's
costs amounts to the same as a price reduction,
this must necessarily influence his production de-
cisions and is therefore also one of the factors to
be reckoned with, Inpractice, such cost changes can
also be calculated with greater accuracy than the
absolute level of costs. Production cost studies are
important, moreover, in determining trends in the
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general relative level of the net income of the pro-
ducer, One of the objects of control is, after all,
to try to maintain, as far as the long-term supply
and demand position will permit the farmer's net
income at a level in keeping with the rest of the
national economy, It is therefore important for the
bodies concerned tohave at their disposal the neces-
sary economic studies in this regard,

In the evidence submitfted to the Commission by
the Departments of Agriculture and by the central
organisations of the agricultural, commercial and
industrial sectors, there was a large degree of
ungvimity on and support for the general principles

involved in the determination of agricultural prices
as set out above. In certain cases there was some
difference of opinion about how much stress should
be laid on the various price-determining factors.
Various problems and considerations affecting the
practical application of price and other control mea~
sures were also brought to the Commission's atten-
tion,

In the Commission's view, the object of applying
control measures to agricultural products is mainly
to stabilise and, where necessary, to raise the
income and standard of living of the producer,
at the same time bearing in mind the general long~
term interests of the country as a whole, I this
object is tobe achieved, production must be adjusted
to sales opportunities on an economic, rational
and fairly stable basis for both the producer and the
consumer, In this, agricultural prices play a key
role. As already mentioned, it is not advisable to
give the market mechanism free rein inthe forma-
tion of agricultural prices, On the other hand, it is
equally clear that the arbitrary fixing of prices,
without due account being taken of all the economic
factors involved in supply and demand, can do con-
siderable harm to both the agricultural sector and
the national economy as a whole,

6.3.2 Income and price stabilisation

In its evidence to the Commission, the South
African Agricultural Union recommended that "em-~
phasis in the price determination process shouldin
future shift from stable prices to prices which
will lead to income stability and income parity in
the various commodity branches of agriculture',*

6.3.2.1 Price fluctuations and uneven distribution
of income

The Union points out that fluctuations in farm
incomes can be classified as follows:

(a) Fluctuations in the income of the individual
farmer;

(b) fluctuations in income in a particular area;

(c) fluctuations in income in a particular branch
of farming as a result of -

(i) disasters and abnormal fluctuations in pro~
duction; and

(ii) normal fluctuations in production,

*S.A, Agricultural Union (1967): Memorandum to the
Commission of Enquiry into Agriculture, p. 116,
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As regards the first two, the Union accepts that it
would be impossible in practice to eliminate fluc~
tuations in the income of indicidual farmers or in
specific areas through price adjustments., The Union
accordingly proposes a system of comprehensive
crop and livestock insurance as the obvious way to
eliminate income fluctuations of this nature, The
Union recommends that the fluctuations referredto
in {c) (i), namely fluctuations in income in a par-
ticular branch of farming as a whole whichare ab~
normal or due todisasters, should also be combated
by insurance or, if the losses suffered cannot be
insured, by means of ad hoc State aidas in the past.

6.3.2.2 Stabilisation of income

The South African Agricultural Unionconsiders
that, as a means of stabilising income, prices could
be far more effective in the case of normal fluc-
tuations in income in a branch of farming, Its atti-
tude is briefly that, subject to the long-term supply
and demand situation, the per capita income of the
farmer should be stabilised at a level in keeping with
the rest of the national economy, To achieve this it
is recommended that -~

(a) prices should be adjusted for normal fluctua~
tions in production so as to eliminate the effect
of such fluctuations on incomes; and

(b} further adjustments should be made according
to the gross rate of growth in the per capita
national income for the country as a whole, in
order to maintain parity between the rate of
growth of incomes in the agricultural sector

and that in the rest of the economy.

To illustrate its views in this regard, the Union
went on to cite practical examples of how prices
in certain industries could be adjusted in accordan-
ce with its proposed income-parity principle.

In Chapter II of this report the Commission went
fully into the various circumstances giving rise to
fluctuations in production and to instability in and
the uneven distribution of incomes in agriculture,
As stated in that chapter (paragraph 2.7 et sedq.),
an analysis of the situation reveals that these pro-
blems are twofold and cannot be solved by just adop-
ting a simple approach to price determination or
methods of financing. The Commission therefore
cannot agree with the method by which calculations
were made in the Union's examples, especially
since the calculations were based on the stabili-
sation of income under all circumstances -anotion
which is contradictory to what the Union itself
proposed in preceding paragraphs. In any eventthe
Commission considers that producer pricescannot
be determined according to a set formula,

In the opinion of the Commission, the income
position of producers in the branches of farming
concerned should, within limits, be taken into ac-
count in price fixing., Apart from the income po-



sition, price fixing should also tfake account of
changes in production costs, the elasticity of sup-
ply and demand (as well as the long~term shifts
that can be expected in the supply and demand cur-
ves), production and consumption trends, prices of
substitutes, the import possibilities and overall
agricultural policy,

Income in the respective branches of farming
therefore cannot be stabilised in isolation fromthe
rest of the national economy nor without certain
important biophysical production requirements be-
ing met,

" The Commission accepts as ageneral principle,
furthermore, that the rate of growth in the real in-
come of the agricultural industry should as far as
possible keep in line with that of the rest of the
economy, Farming units rarely specialise comple~
tely in a single branch of production, however. Con-
sequently, it is difficult to apply this principle to a
particular branch of production.

Although applying the above-mentioned principle
would raise problems in certain circumstances,
particularly in cases where numerous different fac-
tors have to be taken into account in price deter-
minations, this principle should nevertheless con-
stantly be upheld in determining prices. Naturally
this means that thorough, scientific studies of
all the various factors involved have to be carried
out,

To share in the growing prosperity of the coun-
try, agriculture must, as is evident from Chapter
II, meet certain basic structural requirements and
the farmer should also make his proper contribu~
tion towards increasing that prosperity, By this is
meant that the long-term increase in the farmer's
productivity per unit of production factor must keep
pace with that of the rest of the community.

This principle, if applied strictly, should help
to ensure balance between the various branches of
production in agriculture since it would direct
the use of land and other factors of production in
agriculture towards branches with the highest pro~
ductivity.

6.3.2,3 Price stability

In the evidence submitted to the Commission,
as well as in the Commission's own analysis of
the situation as outlined in preceding paragraphs,
the emphasis falls very strongly on the fact that
prices can give direction to production and mar-
keting. The idea of stable prices is usually wel-
comed by all sections of the community. But abso-
lutely stable prices in agriculture, if they could
ever be achieved, would entail great economic
sacrifices in other respects. Enforces price sta-
bility between crop years is of doubtful value in
a country such as South Africa where weather con-
ditions can cause condiserable variations in output.
In such circumstances stability in prices would
make for instability in income,

Since stabilising the standard of living of the
producer is one of the main objects of control,
the Commission did not find much fault in prin-
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ciple with the general approach of the South African
Agricultural Union, namely, that prices should be
adjusted for normal fluctuations in production so
as to eliminate the effect of such fluctuations on the
income of producers. However, the concept of
"normal fluctuations" is relative and, because
many of the farmer's costs are fixed, even these
costs would tend to cause substantial fluctuations
in prices from year to year unless, of course, nor-
mal fluctuations are regarded as relatively small
price variations. Important disadvantages are at-
tached to big changes in prices from year to year.
Apart from the problems these fluctuations create
for the farmer in planning his farming operations
properly, they can largely nullify the role which
prices should play as a guide fo rational produc-
tion. In these two respects alone, price stability
can cause serious instability for the farmer, Taken
on the whole, both serious shortages and bumper
crops entain their own particular sacrifices and
problems owing to the wide price fluctuations and
uncertainties that accompany them. This is a
further reason why it is considered so important
to achieve biophysical stability in farming by
measures such as regional planning, adapted far-
ming systems,; etc.

In addition, conditions in South Africa tend to
vary so much from farmer to farmer that main-
taining an income level for an entire branch of
farming is no guarantee that the individual pro-
ducer's income will be stable. As appears from
Chapter II, such a measure can very easily land
some producers with unstable incomes, quite
apart from fluctuating prices.

Although the Commission considers that annual
fluctuations in production should be reckoned with
in price determination, the desirability of price
stability should also be borne in mind, There can
be noobjectionto moderate price adjustments aimed
at adjusting supplies to the effective demand. The
Commission does not wish to express an opinion
on where the emphasis should fall: that would de~
pend on circumstances,

6.3.3 Price ratios and agricultural production

Earlier in its inquiry the Commissiongave par-
ticular attention to production planning and the adap-
tation of farming systems to environmental con-
ditions as a prerequisite in promoting conservation
in the use of natural resources and biophysical
stability in agricultural production. In paragraph
9,7.2 of Chapter IX of its Second Report, the Com~
mission expressed certain views on equilibrium
in agricultural production and on the effect of price
ratios on such equilibrium - views which are con~
sidered to be so important in any consideration of
price situations that their repetition here is justi-
fied:

What has been said in Chapter IX of the Second
Report about past experience in and the prospects
for the production of the various commodities also
throws a very strong light from a different angle
on what has beenexperienced in individual branches
of agricultural production, On the one hand, the
circumstances surrounding each ofthe commodities
vary greatly, in some cases to such an extent that



certain trends tend to oppose each other and, for
some reason or other, even to be mutually exclusive,
This is not always in the best interests of the na-
tural resources, the farmer or the country, On the
other hand, it appears from the discussions in this
chapter that agriculture, with the possible excep~-
tion of a few highly specialised production under-
takings, is not composed of separate individual un-
dertakings, On the contrary, agriculture at its best
shows a pattern of utilisation in which various com-
modities andpractices in the production process are
integrated, complementing and reinforcing eachot~
her,

Reference was made in this chapter to different
branches of agricultural production in which, bio-
physically, equilibrium with other branches would
be ideal, but where for several reasons - mostly
economic - such a state of equilibrium, does not
exist. Although these aspects have not yet been
studied closely, it would seem that the ratio between
prices that can be obtained for the various products
is one of the decisive factors determining trends in
the production of individual commodities and their
relationship to each other....

These ill-considered production trends have for
some time been an obstacle to many an agricul-
turist who has to contend with the adverse effects
of certain price ratios between commodities - so
much so that there are a great many cases where
failure to propagate correct farming systems must
not be ascribed to technological shortcomings or
misconceptions about agricuitural production po-
licy, but to the adverse effects of existing price
ratios.

In their submission to the Commission the De-
partments of Agriculture expressed the following
views on this very important aspect of price po-
licy:

"The net realisation depends partly onthe price
obtained for the product, and where prices for
products are determined under controlled marke-
ting and certain of these products compete with
each other for the same factors of production,
the fixing of prices can influence the farming sys-
tem in a certain region,

"If it is accepted that in any region the most
desirable farming system is one that is best adap-
ted to the natural conditions and so constituted
as to ensure that the greatest economic benefit
will be derived in the long run, then it is obvious
that in considering the prices of competing pro-
ducts due attention must be given to promoting the
most desirable farming system.

"To promote and maintain sound price ratios
between products with a view to the advancement
of farming systems adapted to the natural condi-
tions in the various regions is one of the most dif-
ficult tasks in controlled marketing. The reasons
for this are briefly that-
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(a) in general there are no distinct farming sys-
tems for the various regions, so that it is dif-
ficult to determine deviations from the model;

(b) it usually takes a long time for the effect of
a particular ratio between the prices of com-
peting products to find complete expression
in production; in the mean time, relatively per-
manent damage may be done, for example,
through the eradication of beneficial natural
forest, the ploughing up ofgood natural grazing,
the provision - at a high cost ~ durable facili-
ties for specific types of production, etc.;

(c) On the whole, the control boards tend to adopt
a sectional or even subjective attitude to the
marketing of the product controlled; where a
particular product, for example maize, is a
raw material or factor of production for other
products such as milk, meat and eggs, this
attitude can give riseto a disproportion between
the prices of maize and livestock products and
uitimately affect the farming system ina region;

(d) the ‘disparate’ prices paid for various compe-
ting products under control do not necessarily
represent the ratio between prices which pro-
ducers take into account in their production de-

CisSionsS,.ees.

"What really counts in production decisions is
the price:cost ratio of one product as against that
of another; but the only element in this ratio over
which control is exercised under the Marketing Act
is price". (Translation)

6.3.4 Demand on local and foreign markets

Besides the fact that the local market is usual-~
ly the biggest outlet for the South African farmer,
it is also usually his best market. In contrast
with the export market where prices often tend
to fluctuate sharply and to remain low for long
periods, greater stability and, within limits, pro-
fitable prices can be maintained on the local mar-
ket, The development of the local market is there-
fore of cardinal importance to the farmer, The
best way to do this is to see that the product is
freely available at the time and place and in the
form in which it is required, and that consumer
prices should be kept as reasonable as possible
and at stable levels,

It is generally accepted that the demand for
most agricultural products is inelastic, particular-
ly over the short term, i.e, an rise or fall in sup-
ply can cause a rise or fall in prices which is
proportionately bigger than the change in the sup-
ply. This does not mean, however, that changes in
price cannot have a significant effect on sales.
Circumstances differ appreciably from product to
product. Even in the case of a single product, the
reaction of sales to changes in price will depend
on the relative price levels of the product concer-
ned, the opportunities for substituting competing
products and the period of time over which changes
are measured. What is more, the demand curve,
as such, is not static but may move to the left or



right depending on changes in consumer preferen~
ces, population growth and the trade cycle,

The interaction of all these economic forces
makes it very difficult to determine in advance
what the influence of a given price change would
be on consumption, It is nevertheless essential
that all these factors should be reckoned with as
carefully as possible. Drastic price adjustments
should also be avoided unless, judging by the a-
vailable information, they are considered essential,

Subject to the general principle that the local
market is in most cases the more important to
the producer, the export market and therefore also
world prices should be taken into account indeter-
mining producer price policy. Considering the size
of its economy, the Republic has a sizeable foreign
trade and consequently cannot afford to allow its
price policy and cost structure to get out of step
with that of its trading partners in the world mar-
ket. This is obviously very important tothose bran~
ches of agriculture which derive the major part
of their income from exports, for example wool
and citrus; but it is also something that cannot be
ignored in cases where exports are legs important
or even non-existent, It is, of course, wise for a
country to strive for a measure of self-sufficiency
in the production of food, particularly basic food-
stuffs considered necessary to maintain public
health, but such a policy would be economically
justifiable only if food prices need not be raised
excessively above import values.

Generally speaking, policy should be to promote
the production of those products inrespect of which
the Republic has a comparative advantage. The
Commisgion here wishes to associate itself with
the following point of view expressed by the South
African Agricultural Union in its evidence to the
Commission on what the primary aims of agricul-
tural policy should be: Developing the production
of a certain commodity into an export industry
or maintaining it as such is justified only in cases
where South Africa is, in the long run, able to
compete on the export market at world market
prices. I this can be done only through permanent
State subsidisation regardless of the form, such
subsidisation takes, it would mean that the factors
of production would be misapplied, the result being
that optimal application of these factors would not
be possible - to the detriment of the national eco~
nomy as a whole,

Consistently adjusting local producer prices to
keep them in step with price fluctuations on the
world market would necessitate frequent, drastic
price changes, In addition, it is not always certain
whether world prices, which might be high or low
at any particular time, are an indication of future
trends. Therefore only leng~-term trends should be
taken into account, appropriate stabilisation funds
being built up to make this possible. Of course,
the extent to which the producer can be cushioned
against the ups and downs of the world market will
depend on circumstances. Local producer prices
for products primarily dependent on the world
market will, unavoidably, have to be closely related
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to overseas outputs, since in such cases it would
not be feasible to build up sufficiently large funds
to ensure a stable income for producers,

6.3.5 Role of prices in regulating supply

The farmer usually tends to pioduce the product
or products which bring him the highestincome, To
ensure the most efficient use of the various factors
of production in agriculture, prices, in the absence
of direct production control measures, mustneces-
sarily play a key role as the farmer's guide to a
sound adjustment of supply to demand. In the nature
of things, the production of agricultural commodi-
ties reacts very slowly to price changesandprices
cannot be reduced without causing the producer
serious hardship. Therefore it usually takes along
time to tell with any certainty in which direction
and to what extent the production of a particular
commodity is expanding or shrinking and what the
desirable price adjustment should be, if any, Even
then, mistakes can be made owing to the uncertainty
of weather conditions and future demand, especially
on the export market,

Because of these difficulties there is, under-
standably, resistance on the part of many farmers
and even contirol boards to downward price adjust-
ments ~ particularly since prices oftenoffer a rela-
tively easy way of supporting incomes over the short
term, Intheir evidence, the Departments of Agricul-
ture point out that this attitude is adopted "parti~
cularly where growing surpluses over local re-
quirements have to find anoutlet indeclining export
markets" (Translation), The Departments went on:

"In the case of commodities which can be pro-
duced profitably to the extent where the local demand
is fully supplied, overproduction occurs from time
to time which has to be carried over or for which
an outlet has {obe found through exports, Spasmodic
surpluses of this kind are obviously unavoidable and
it is only fair that the consumer should bear the
cost of sucha carry-over orof unprofitable exports.
There are, however, limits to the extent to which
the consumer can be expected to bear such costs,
Regular exports of such a product cannot be conti-
nued at the expense of the consumer, Inthe case of
maize, grain sorghum, eggs and at times dairy
products and dry beans, for example, overproduc-
tion is sometimes so large as to exceed by far
the extent to which the consumer wishes to be
assured of supplies and it is unjustified and eco-
nomically unsound to expect the consumer to
contribute towards offsetting the export losses
on such a surplus, To load consumer prices in
such cases not only encourages production but
also discourages consumption; it therefore tends
to aggravate the position and ultimately leads to
the uneconomic use of factors of production, Where
the demand is elastic, such a line of action might
even result in the industry obtaining a lower total
gross realisationthan if the price had been so deter-
mined as to strike a balance between production
and consumption." (Translation)



The South African Agricultural Union subscribes
to the view that the determination of prices should
be subject to the long-term supply and demand
position, The Union also stated that, in principle,
it could find no fault with the standpoint adopted
by the Distribution Costs Commission, namely that-

"... over long periods prices must ultimately
be determined by supply and demand and, therefore,
no more can or should be attempted than an intel~
ligent estimation of these long-term trends, the
adaptation of prices to these trends and the stimu~
lation of agriculture in the desired directions, due
cognizance being taken of the natural environment
of ‘agriculture in the Union and of international
trends,"*

When it comes to the practical determination
of prices, however, the South African Agricultural
Unijon objects strongly to the use of what it describes
as "ad hoc methods" - i,e, where price deter-
mination is based on the symptoms of a situation
which manifest themselves ""only when the desirable
position of equilibrium hag already been passed (ei~
ther upwards of downwards)". The Union empha-
sises the need for "intelligent" advance estimates
of long~-term trends, stating that a serious attempt
should also be made to calculate both elasticity
and shifts in the supply and demand curves. In its
opinion, the so-called ad hoc: methods of price
determination are used all too frequently in South
Africa,

6.3.6 Production and marketing quotas

In view of the problems involved inpriceasa
means of regulating supply, the idea has onvarious
occasions been put forward in certain producer
circles that direct control of production might be
a possible alternative for protecting the prices of
their products. This can be done by means of
acreage restrictions or marketing quotas or other
similar methods. Reference is frequently made to
the restrictions applying to wine, sugar and fresh
milk (in certain areas), The Commission does not
wish to go into the reasons for these restrictions
here, except to point out that the Marketing Act
does not provide specifically for acreage restric-
tions and that restrictions on plantings of the first
two products are authorised by special Acts of
Parliament. Special legislation has also recentiy
checked the previously unresiricted expansion of
egg production,

In principle, the use of such direct measures
to regulate production is not supported by the
Departments of Agriculture nor the South African
Agricultural Union, and similar views were held
by the Maize Board Mission which made a thorough
study of production control measures in the United
States of America in 1962,

*Report of the Distribution Costs Commission,
U.G. 28/1949, paragraph 83, 111, a.
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The Commission is aware, however, that cir-
cumstances might well arise in certain branches
of production necessitating and justifying a degree
of production control and the application of a quota
system,

Although this sort of arrangement undoubtedly
offers a greater measure of price and income sta-
bility for producers already established ina branch
of production, it also has serious disadvantages
the most important of which are briefly the fol-
lowing:

(a) The freedom of choice of the individual pro-
ducer is restricted.

(b) It is difficult in practice to find a fair and
equitable basis on which quotas can be ad-
justed according to merit, not only at the out-

set but also from time to time thereafter.

(c) By and large, existing production systems -
on good as well as on less suitable land and
as applied by efficient as well as by less ef-
ficient farmers -~ become enirenched and ad-
justments which might be necessitated by chan~
ging circumstances are hampered. This tends
to impair efficiency in agriculture and increase
costs.

(d) The investment structure of the industry rises
to the extent to which the benefits to the pro-
ducers concerned are capitalised in the course
of time, This inevitably tends to hamper small
or young progressive farmers who have not yet

developed their farming enterprises fully.

(e) The effective application of such arangements
demands extensive and strict control measures

in many cases, thus increasing costs,

(f) Production control through quotas is open to
practices incompatible with the spirit and ob-
ject of controlled marketing. In this regard the
Commission's attention was directed to cases
where there is trading in quotas for certain
commodities such as milk, wattle bark and
sugar and where the quota system is manipu-
lated locally by selling agencies in a way which
leaves one with the impression that it is be-
coming increasingly difficult for other farmers
in the vicinity to enter the market,

As regards the principle of production restric-
tions, the Commission therefore has cause for se~
rious doubt whether the advantages of direct pro~
duction control measures justify suchrestrictions.
Especially in a young developing country like the
Republic, the adoption of such measures should
be considered only in exceptional circumstances
and, if they are found to be justified, they must be
applied with the greatest circumspection, This is
why the freedom of the individual farmer to decide
how much of a product he wishes to produce also
weighs heavily with the Commission.

It is realised that the more the State is ex-
pected to support the farmer's income in an ar-
tificial way, the more the State will come to ar-
rogate powers over the activities of the farmer.



Admittedly price as a guide to production has its
shortcomings, but thenthe possible alternatives are
by no means foolproof either and the solutions
they offer might not necessarily in the long run
be in the interests of agriculture nor in the wider
national interest, It is doubtful, moreover, whether
the farming community would always be prepared
to accept these alternatives so readily.

6.3.7 Determination of producer prices for agri-
cultural products

To supplement the conclusions reached inpara-
graph 2,7.1.2,2 of Chapter II of this report, the
Commission wishes to point out that price is
patently an unsuitable way of remedying the income
position of farmers on farms whichare undersized
or which have other serious structural defects,
If a price that has been determined on the basis
of long-term economic considerations does not
produce sufficient income to meet the needs of
small-scale producers, other measures mustbe de~
vised to cope with the matter, Merely increasing
the prices of a product in such circumstances
must inevitably in the long run lead to overpro~
duction and an eventual price collapse.

It is not as difficult to achieve income parity in
industries where the domestic output merely has
to meet the domestic demand as inindustries where
a large part of the output has to be exported at
widely fluctuating world market prices, Therefore,
although the principle of price parity can be borne
in mind in determining prices, the ceiling for a
parity income would in the long run have to be
determined by the sales potential of the product.

Although the Commission therefore accepts that
prices must necessarily be a key factor in indica-
ting the right directions, in so far as this is pos-
sible, it must at the same time emphasise that
it is essential for the price~determining bodies to
have at their disposal the results of economic stu-
dies of both supply and demand to enable them to
determine prices on a rational basis,

The Commission considers that, if the principle
of price parity is adopted, prices should be fixed so
as to ensure that all the various agricultural en-
terprises would derive the maximum income from
the various markets over the long term. This would
obviously make tremendous demands on the bodies
which have to advise on prices, They would have
to keep themselves informed of all factors affecting
the supply and demand of the various products on
local as well as on foreign markets, and their sales
strategy would have to be purposeful. Some control
Yoards are already equipped for this to a certain ex-
tent.

Adjustments in price policy to achieve these
aims might result in greater price fluctuations than
at present, particularly if more emphasis were to
be placed on the income position of the various
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branches of production, In such an event steps would
probably also have to be considered to bring about
relatively stable consumer prices since it is a re~
cognised principle that market development is ham-
pered if there is agreat deal of fluctuation in consu-
mer prices, The intention is notthatconsumer pri-
ces should be kept constant, but only that large fluc-
tuations and price changes at short intervals should
be eliminated as far as possible. Although relatively
stable consumer prices can, in spite of fluctuations
in producer prices, best be achieved by a system of
price fixing, relatively constant consumer prices
are not considered to be so important that extension
of consumer-price fixing, with allits attendant pro-
blems, should be attempted., The Commission is
aware that some control boards are trying to
accommodate fluctuations in producer prices fo a
certain extent by means of adjustments in their
special levy rates, The proceeds from these levies
are not, however, necessarily earmarked for price
adjustments.

As regards price situations under a system of
controlled marketing of agricultural products, the
Commission has therefore come to the conclusion
that the determination of prices depends on nume-
rous factors whose effects differ from enterprise
to enterprise and from time to time. This applies
particularly to industries with sharply varying
yields and large exports.,

The views of the Departments of Agriculture, as
expressed in their submission to the Commaission,
are regarded as particularly important:

"The factors affecting equilibriuminagriculture
include a large number andvariety of aspects which
may be physical or economic. Sometimes the effect
of these factors is quick; sometimes it is slow,
Purposefully to maintain the correct ratio between
the prices of a large number of agricultural products
is therefore virtually impossible, At best, an at-
tempt can be made to work in the right direction,
this necessitating a constant study of agriculture
in all its branches, including production trends,
production potential, the effects of technological
developments, shifts in production and the reasons
for them, consumer trends, price movements -
both locally and overseas, etc,”" (Translation)

6.3.8 Recommendations on a National Advisory
Council on Agricultural Marketing and Price

Policy

The circumstances and views described above
reveal that, apart from the contribution made at
present by the Marketing Council as regards con-
trolled marketing, there is a need for a body to
advise the Minister of Agriculture on the broad
approach o agricultural marketing and price poli-
¢y for agricultural products. The Commission
considers it important, furthermore, that these
recommendations should be based on factual data
on matters affecting marketing and price situations.




In regard to such anadvisory body the Commis-
sion therefore recommends as follows:

6.3.8.1 A National Advisory Council on Agriculfural
Marketing and Price Policy should be esta~

blished to advise the Minister of Agricul-
ture on price policy and the marketing of

agricultural products,

6.3.8.2 Members on the Advisory Council should be

appointed by the Minister of Agriculture

from, or should be representative of, the
following bodies:

The Department of Agricultural Economics and

Marketing,
The Department of Agricultural Technical Ser-

vices,

The Department of Commerce,

The Department of Industries,

The South African Agricultural Union,
Recognised consumer organisations, and
Organised trade and industry.

The chairman should be appointed by the Mini-
ster.

6.3.8.3 The Advisory Council must also be given
the services of a special economic research
unit falling under the Department of Agri-
cultural Economics and Marketing and spe~
cialising in matters underlying agricultural
marketing and price policies.
kY

6.3.8.4 This Advisory Council must maintainclose
contact with the proposed National Advisory
Council on Agricultural Production (see
paragraph 9.,7.5 of the Commission's Second

Report),

6,4 CONTROLLED MARKETING UNDER THE
MARKETING ACT

6.4.1 Objects of and powers under the control
schemes

The principal objects of the Marketing Act,
as contained in the Report of the Marketing Act
Commission (1947)* and as subsequently outlined
by the Marketing Council in one of its lastest re-
ports+, are, in the first place, to secure a greater
measure of stability in the prices of farm pro-
ducts and, secondly, to reduce the price spread
between the producer and consumer. These ob-
jects are not viewed as ends in themselves, but
rather as the means to improve the productivity
of the farming industry and to increase the effi-
ciency of the allied marketing and processing in-
dustries for the good of the producers and consu-
mers in general.

The ways in which the objects of the Marke-~
ting Act are pursued are reflected by the wide ran-

*U.G, 48 - 1949

+Report of the National Marketing Council on the
Control Boards under the Marketing Act for the
period 1950/51 to 1963/64, R.P, 40/1965, para-
graph 12,
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ge of powers for which the Act provides. The
principal powers which may be granted to control
boards include the following:

(a) To prohibit producers from selling the regu-
lated products except to or through the board
concerned. This enables a board to control
the marketing of the whole output or as much
of it as may be considered necessary.

(b) To enter the open market as a buyer and sel-
ler of the product, The price offeredbya board
under such circumstances automatically beco-
mes a floor price or guaranteed price for the

producer.,

{¢) To prohibit any person from manufacturing or
processing a regulated product, or from tra-
ding in it, unless he is registered with the board
concerned, Provision is also made for the re-
fusal of such registration or for the granting
of registration subject to conditions and re-
quirements prescribed by the board - powers
which can be used to rationalise manufacturing
and distribution,

{d) To determine maximum, minimum or fixed
prices at which the regulated product con-
cerned may be purchased from producers and

sold by the trade,

{e) To advise the Minister on packing and grading
regulations and on the importation and expor-

tation of the regulated product concerned.

€3]

To impose levies on the product. Normally,
an ordinary levy is imposed to cover the board's
administrative expenses, and a special levy
for specific purposes, such as the building up
of funds for price stabilisation, advertising,
research, etc,

The decisions of the boards on important mat-
ters such as price determination are subject to
the approval of the Minister of Agriculture, Since
neither a board nor the Minister has the statutory
powers to enforce unilateral decisions on such
matters, the two parties must be in agreement
before the decisions can be implemented. The
National Marketing Council is a statutory body
appointed in terms of the Marketing Act o advise
the Minister and the boards on all control mea-
sures. The decisions of the boards are according-
ly submitted to the Minister by the Marketing Coun-
cil together with the Marketing Council's own re~
port and recommendations.

Apart from his powers relating to the esta-
blishment of schemes under the Marketing Act to
regulate the marketing of an agricultural product,
the Minister of Agriculture may also, in terms of
amendments made to the Marketing Act in 1969
and 1970, adopt certain statutory measures to
promote the marketing of an agricultural product
for which there is no scheme, The Minister may,
for example, prescribe prices for such a product,
make the marketing of the product through the



agency of certain persons obligatory, and impose
levies on the product which have to be used in the
interests of the industry concerned. The Minister
may appoint a committee to advise him at his re-
quest. These provisions in the Marketing Act make
it possible to avoid much of the expense of running
a full-scale control scheme, but so far no use has
been made of them, This matter is referred to
again in paragraph 7.6,

6.4.2 Constitution of agricultural control boards

Section 28(2} of the Marketing Act provides
that more than half the total number of members
of a control board must be persons appointed to
represent the producers of the product to which
the scheme relates, The product to whichthe sche~
me relates may be a "primary" or a "secondary"
product. Depending on the nature of the products
covered by a scheme, it would therefore appear
that the boards, need not necessarily be so con-
stituted that the representatives of the producers
of primary products are in the majority. The fact
is, however, that it has always been accepted po-
licy to maintain an absolute majority of primary
producers on all boards.

In dealing with the constitution of the boards,
the Marketing Act Commission reported as fol-
lows in 1949:

"Your Commissioners find themselves divided
on the principle of a producers' majority on the
boards in one important respect. They agree that
the principle is tenable in the case of boards
which confine themselves to dealing with the prices
and marketing of primary products. They also agree
that farmers have a most vital intecest in the ul-
timate disposal of their produce. But they differ
on the question whether this interest of the primary
producer is paramount and warrants a producers'
majority even when the functions of the boards
extend far beyond the price fixation and the mar-
keting of primary products as such,"*

In the evidence to that Commission various
parties expressed the view that there was a tra-
ditional antagonism of non-producer interests to the
system of controlled marketing and that the schemes
under the Act would have been doomed to failure
if primary producers had not been given majority
representation, not only because of the lack of co-
operation on the part of other interests, but also
because of the antagonism and distrust which would
have arisen among the members of the farming
community itself. It also appears that the weight
given to this evidence was an important reason
why the principle of a producer majority was up-
held,

In its evidence to the present Commission, the
South African Agricultural Unionclaimed that since
the Marketing Act specifically provides that control
boards should be producer boards, and since there

*U,G. 48/1949
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has been undesirable disruption between produc~
tion and marketing under the control system, pro-
ducers should have larger majorities on the various
control boards.

As regards the first point, it appears that where
the Union refers to producers, it has primary
producers in mind, It has been mentioned above,
however, that the Marketing Act does not lay down
that primary producers should have a majority
vote on all the boards. It should also be mentioned
that primary producers already have a strong majo-
rity on all the boards dealing solely with the mar-
keting of primary products, all the more so if the
representatives of co-operatives on such boards
are also taken into account,

The grounds for the Union's second argumentare
briefly that the Marketing Act has caused production
to become divorced from marketing and that it has
become essential "to improve communications and
the flow of information between marketing and pro-
duction." This line of reasoning is also difficult for
the Commission to accept. The control boards have
certainly made the farmer's marketing decisions
easier, but they cannot really be said to have
caused disruption between the production and mar-
keting functions. In fact, to the extent that co-
operative marketing has been developed under the
Act, the farmer is probably more closely involved
in the marketing function today than he used to be.
And, according to the Commission of Inquiry into
Co-operative Affairs#*, the Marketing Act has played
an important part in this,

In addition, various farmers' organisations have
to a greater or lesser extent been drawn into the
marketing arrangements of the control boards and
in this way information is disseminated among far-
mers.

The Commission does not wish to deny that a
better flow of information is desirable. However,
the Commission cannot simply accept that the
appointment of a few additional producer members
to the control boards would be the most effective
way of achieving this, Other considerations are
also involved, such as fair representation of the
various interest groups and the desirability of
keeping the size of the boards within reasonable
limits,

In their submission to the Commission the Fe~
derated Chamber of Industries and the Associa-
tion of Chambers of Commerce expressed them-
selves very strongly on the constitution of boards:

"Our Chambers cannot accept the principle that
producers should have majority representation on
all boards. Even if it were to be accepted that the
application of this rule was justified as a matter
of practical expediency in the initial years of con-
trolled marketing - a premise to which we cannot
subscribe - circumstances and attitudes have chan-
ged since then, Indeed, it can be asserted without
any fear of contradiction that the representatives
of commerce and industry have not only co~operated

*R,P, 78/1967



fully to make schemes work but also, because of
their specialised knowledge of marketing andbusi~
nesslike outlook, played a vital role in the success
achieved in the marketing operations of control
boards.

"In respect of most issues dealt with by con-
trol boards, the interests of the different sectors
of the economy are so closely interwoven that any
harm done to one section would react to the ulti-
mate detriment of the other sectors and the indus-
try as a whole, This does not, however, preclude the
possibility that preferential treatment may be
accorded to one sector purely at the costof another,
without any resultant advantage to the industry as
a whole. Indeed, the national interest may well
be harmed by wasteful duplication of adequate fa~
cilities by less economic units, This, in our opinion,
presents one of the basic dangers of controlled
marketing, and overweighted representation of
some interests on control boards can certainly
not be conducive to impartial and equitable treat-
ment of all concerned,

"Producer members on the boards are in most
cases nominated by organised agriculture which is
a forthright advocate and supporter of the co-opera-
tives. The producer representatives of many of the
control boards are ineffect also the representatives
of the co-operatives which inevitably creates a
bias in favour of the co-operatives. Whilst our
Chambers fully appreciate the value of the co-
operative movement, they are seriously concerned
that the statutory powers of certain boards may
be arbitrarily employed to further purely sec-
tional interests.,

"It is not desired to submit representations in
this memorandum in regard to the actual compo-
sition of each of the different control boards but
reference may be made to the Canning Apricot
and Peach Board* as an illustration of unequal re-
presentation., As already mentioned the main pur-
pose of this scheme is to promote orderly mar-
keting through the fixation of minimum prices and
the promulgation of grading regulations for the pri~
mary products. As the processed products are
sold mainly on the overseas market, the net rea~
lisations obtained by canners, and consequently the
prices they can afford to pay producers, are de-
termined primarily by prices ruling on those mar-
kets, Canners are accordingly as vitally affected
by the prices fixed by the Board as the producers
themselves and it is difficult to find any justifi-
cation whatsoever for a clear producer majority
on this Board,

"The time has clearly arrived to review the
principle of 'producers' majority and our Chambers
strongly urge that steps be taken to bring about
a more balanced representation where necessary
on the Control Boards. Private enterprise has play-
ed and will continue to play a vital rdle in the de-
velopment of out agricultural industry. The un-
certainty and insecurity engendered by partial
representation on control boards might seriously
impair the future growth and welfare of the indus-
try. Moreover, a revision of this principle may
well lead to a reduction inthe size of control boards
and more efficient operation,”

*Now called the "Canning Fruit Board."
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The findings and recommendations of the Com-
mission of Inquiry inte Co-operative Affairs* are
also important in this regard, In its report that
Commission also declared itself against the un-
justified preferential treatment which, according to
its findings, is given to co-operatives by certain
control boards. Apart from the unfairness, of this,
that Commission felt that initiative and produc-
tivity would suffer in the long run; therefore this
kind of treatment cannot be defended in the general
interests of the community either, The Co-operative
Commission also pointed out that it was also not
enough to harp on the fact that control boards
should be impartial. The control boards have an
absolute majority of producers who are usually
leading persons in the co-operative movement,
The crux of the problem is that "the task of im-
partially deciding between the firm in the garb of
a co-operative and that in the form of a company
has been entrusted to bodies which, first, are com-
posed in such a manner that they must, for com~
pletely understandable reasons, tend to be par-
tial,,''+Although the Co-operative Commissioncon-
sidered that a change in the compostition of the
control boards would offer a possible solution, it
did not wish to express an opinion on the matter
since it was outside its terms of reference, The
Commission therefore contented itself with the
remark that an attempt should be made to get the
control boards to adopt a policy of equal treat-
ment of co-operatives and other similar under-
takings and that a commission of inquiry should
be appointed to investigate this and other allied
matters,

The Commission will return to this matter
below.

6.4.3 Nature of control schemes

The following is a broad grouping of existing
control schemes and their principal functions:

(a) The single-channel, fixed-price schemes:
Maize, winter cereals and industrial milk (in-
cluding cream, buiter and cheese) fall in this
group and comprehensive control measures
apply to the marketing of the product from the
producer to the end consumer, These products
represent about 28 per cent of the total value
of agricultural products and may only be sold
to or through the boards concerned. Fixed pri-
ces are paid to the farmer and the prices for
processors and the trade are also usually
fixed. Any losses on exports of surpluses are
covered by stabilisation funds, In addition,
these boards are concerned with various mat-
ters affecting the marketing of the products
under their control, such as grading, registra-
tion of processors, and sales promotion,

*Loc, cit.

+Loc, cit.



(b) The single-channel pool schemes which apply
to wine,* sugar-cane,* oil seeds, citrus fruit,
deciduous fruit which is exported, bananas,
fresh milk in controlled centres, dried fruit,
tobacco,* lucerne seed, chicory, rooibos tea
and buckwheat. Together these products re-
presents approximately 21 per cent of the to-
tal value of agricultural products. Under the
pool schemes producers are not paid fixed pri-
ces but receive an advance payment on deli-
very and a final payment after the board has
sold the whole crop. Although some of these
schemes might include further powers, the ex~
tent of control exercised over the further mar-
keting channels is usually much less than in
the case of the single~channel fixed~price sche-
mes.

(¢} The surplus removal or floor price schemes
for meat, woo)d, eggs, dry beans, grain sorg-
hum, potatoes®, cottan//, and soy-beans, These
products represent about 36 per cent of
the total value of agricultural production,
Although these products may usually be sold
freely by producers on the open market, the
boards concerned announce prices at which
they are prepared to buy the various products
direct from the producers., These pricesthere-
fore set a minimum for all sales, In prac-
tice, it is usually only the surpluses exceeding
the domestic demand which are supplied to
the board at the announced prices. The sur~
pluses taken up by the boards are usually ex~
ported and any losses suffered by the boards
on their purchasing activities are covered by
levy funds.

(d) Supervisory schemes and other regulatory mea-
sures. The Canning Fruit Scheme, which falls
in this category, makes provision for a mea-
sure of price protection, proper grading and
payment according to quality, s main object
is to promote orderly marketing and, in con-
trast with the other schemes mentioned above,
the Board does not participate in the physical
marketing of the product. Likewise, the boards
for mohair and Karakul pelts are not directly
concerned with the physical marketing of the
products under their control and the functions

*Wine and sugar-cane are actually controlled by
means of special legislation, but for practical
purposes the arrangements for wine and sugar
cane may be classified under pool schemes.

+Single-channel pool schemes run by the various
tobacco co-operatives.

# Special legislation applies to wool.

8§The Potato Board does not announce floor prices
but enters the auction market as a buyer during
periods of heavy supplies - this having more or
less the same effect,

// Arrangements are made annuallyinconsultation
with the producers, the processing industry and
the Government departments concerned to sell
as much cotton as possible locally at agreed pri-
ces.
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of the two boards are directed mainly towards
developing the market through publicity and by
other sales promotion methods. Agricultural
products under this heading represent about
2 percent of the total value of agricultural pro-
duction,

6.4.4 Extent to which marketing is controlied

In practice, the extent and nature of control
differ appreciably from product to product. The
kinds of arrangements at present applying to the
marketing of individual agricultural products, as
well as the value of the specific products, are set
out in Table 6.1. From the table it appears that
products representing approximately 87 per cent
of the total average value of agricultural output
were subject to control to a greater or lesser
extent in the years 1967/68 -~ 1969/70, The re-
maining 13 per cent whichis not controlled consists
mainly of vegetables and certain kinds of fruit, ta-
ble chickens, fresh milkincertain areas and various
less important products.

The above table gives an indication of the ex-
tent of Government intervention in the price~
forming process for agricultural products, It does
not, however, give an idea of exactly how effective
the control bodies concerned can be indetermining
the price level itself, To obtain a clearer picture
it is necessary to subdivide the various products
further according to the way in which they are
marketed, as shown in Table 6.2,

In the first place, a distinction must be made
between products marketed locally and those expor-
ted. Approximately 75 per cent of agricultural
production (on a value basis) is marketed locally
and the rest exported. Of the products which are
for the most part marketed locally, the first group
(i.e. those for which, to all intents and purposes,
fixed selling prices are determined) represents
about 35 per cent of the total value of agricultural
production.

The value of products to which floor prices
apply constitutes about 25 per cent of the total.
Apart from a measure of certainty offered to pro-
ducers by this type of floor price, this method
is less effective than controlling price levels.

Control schemes without direct price determi-
nation represent a further 1,7 per cent of the total,
In these cases the price is still influences but
possibly less effectively. For the rest, there are
no control measures for about 13 per cent of agri-
cultural production and, for all practical purposes,
no control over the prices of the about 25 per cent
of production exported. A minimum price does apply
to wool, but it can hardly, and at best only tem-
porarily, influence the export price.

What the situation outlined above therefore
amounts to is that the prices of products consti-
tuting about 62 per cent of the total value of
agricultural production and sold locally can to a
greater or lesser extent be determined or influen-
ced by the Government,

Ay
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TABLE 6.1 - Farm value of agricultural products according to kind of control

Average Distribution according to kind of control

farm . Surplus removal and

value Single-channel schemes supervisory schemes No control

1967/68- Fixed Pool With price |Without pri~

1969/70 prices prices control ce control

R'000 R'000 R'000 R'000 R'000 R'000

Field products
Maize ,...... sebeconanen . 211 452 | 211 452
Wheat ... cvininnnenn. 83 619 83 619
Othercereals ............ 20 033 8 234 11 799
Sugar-cane ...... sesecons 78 182 78 182
Tobaceo .......... 24 230 24 230
Oilseeds ......cooo0vvven 32 553 32 553
Potatoes ........ccveeees 25 737 25 737
Other field products ...... 67 721 1 728 36 501 7 252 22 240
Total fieldproducts ..... e 543 527 303 305 136 693 74 037 7 252 22 240
Horticultural products
Citrus fruit...... coierens 36 703 34 290 2 413
Deciduous fruit ...... ceoe 53 266 31 878 8 125 13 263
Other fruit ...,... eeeanas 20 299 5 734 14 565
Vegetables .......... vees 44 567 44 567
Wines .....overeenann. e ), 30 239 30 239
Other horticultural products 7 292 7 292
Total horticultural products 192 366 102 141 8 125 82 100
Pastoral products
Wool ........... 88 163 88 163
Other .....coiviivnnvenns 15 376 13 860 1 516
Total pastoral products .. 103 539 88 163 13 860 1 516
Animal products
Slaughter stock ...... ehen 236 365 236 365
Freshmilk .......... PR 80 648 31 388 24 530 24 530
Dairy products ........... 53 363 53 363
EGES . ..ieeoocencnionns 33 926 33 926
Poultry and other......... 35 424 35 424
Total animal products..... 439 726 53 363 31 588 294 821 59 954
Grand Total 1 279 158 356 668 270 422 465 146 21 112 165 810
Percentage of total (%) .... 100 27.9 21,1 36,4 1,7 12,9

Source: Division of Agricultural Marketing Research of the Department of Agricultural Economics and Mar-

keting,

As regards exports, the full effect of fluctua~
tions in these prices is not necessarily passed
on direct to the producer, In certain cases the lo-
cal market absorbs part of the fluctuations in
export yields but other methods are also used
to cushion the impact of such fluctuations on the
producer.

6.4.5 Views on price schemes under controlled
marketing

Because circumstances vary so considerably
from one agricultural product to another, the func—
tions and powers of the individual control boards
depend, in the first place, on the nature and mar-
keting conditions of the regulated product itself,
Thus, for example, it becomes difficult to pay
fixed prices to producers when the yield from a
product depends mainly on an uncertain export
market, The same also holds good for highly
perishable products. This does not mean, however,
that any particular scheme is indicated for all
products., The nature of certain schemes has, in
fact, been changed substantially. In the case of
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grain sorghum, for example, the pool scheme ini-
tially introduced did not give the desired results,
After a year the scheme was changed to a floor
price scheme, Over the years the meat scheme
has undergone even more important transforma-
tions,

The extensive control measures under some of
the single~channel fixed-price schemes were in-
troduced in the war and post-war years when
drastic action was necessary to cope with the emer-~
gencies of those times. The activities of some of
the boards have been revised from time to time in
the light of experience and changing conditions.

Although floor price schemes do not provide
the same measure of price certainty as fixed~
price single-channel schemes, they have definite
advantages in other respects. They are simpler
and cheaper to administer; price formationis more
elastic; they give both the producer and the trade
greater freedom in marketing and offer more op-
portunities - which might otherwise be lost - of
finding outlets through private initiative,



TABLE 6.2 ~ Farm value of agricultural products classified according to way of marketing

Local consumption
Average Controlled marketing
farm value . Without sup~|
Product 1967/68- |Fixed sel- |Vih SUPPOTE ooy o mi- Exported
R . of minimum | R No control
1969 /70 ling price . nimum pri-
price ce
R'000 R'000 R'000 R'000 R'000 R'000

Field products
Maize..........cocenuu.. 211 452 125 209 86 243
Wheat.....oovvinvanns N 83 619 83 619
Other cereals............ 20 033 8 234 5 771 6 028
Sugar-cane ,............. 78 182 50 944 27 238
Tobacco .. ...c.cuuu.. ceene 24 230 14 794 9 436
Oil seeds......... eeenae 32 553 19 307 13 246
Potatoes . ............ . e 25 737 24 934 803
Other field products ...... 67 721 9 291 10 497 16 266 25 962 5 705
Total field products ...,.. 543 527 311 398 41 202 16 266 25 962 148 699
Horticultural products
Citrus fruit ............. 36 703 5 043 2 403 29 257
Deciduous fruit ,,........ 53 266 8 125 11 487 33 654
Other fruit.......... vees 20 299 4 846 12 614 2 839
Vegetables .............. 44 567 43 419 1 148
Wines ...........eeeun.. 30 239 27 215 3 024
Other horticultural products 7 292 5 472 1 820
Total horticultural products 192 366 32 061 8 125 5 043 75 395 71 742
Pastoral products
Wool ........ ereesocane 88 163 8 810 79 353
Other .......c.veeviuuns 15 376 912 i4 464
Total pastoral products 103 539 8 810 912 93 817
Animal products
Slaughter stock .......... 236 365 236 139 226
Freshmilk ............. 80 648 56 118 24 530
Dairy products .......... 53 363 52 036 1 327
EgE8S t.uvivencncennaanns 33 926 30 895 3 031
Poultry and other ........ 35 424 35 424
Total animal products .... 439 726 108 154 2687 034 59 954 4 584
Grand Total 1 279 158 451 613 325 171 22 221 161 311 318 842
Percentage of total (%) ... 100 35,3 25,4 1,7 12,6 25,0

Source: Division of Agricultural Marketing Research of the Department of Agricultural Economics and Mar-

keting

Although such changes have been made, there
is nevertheless still a tendency for certain con-
trol boards to adhere too strictly to existing sys~
tems of control, the result being that restrictions
and inflexibilities - which in time can no longer
be justified and which only serve to hamper effec~
tive production and marketing - are kept in force,

In its evidence to the Commission, the South
African Agricultural Uniongives preference to con~
trol systems which indirectly influence the marke-
ting mechanism, The Union's views on Government
intervention in agriculture are given below:

To be able to adopt a standpoint on the desira-
bility of Government intervention in the Agricul-
tural sector it is necessary firsttodetermine which
forms such intervention may take, In principle there
can be only two forms of intervention in the func-
tioning of the national economy, The first is direct
intervention which the market mechanism (which
automatically creates equilibrium in the economy)
is entirely suspended in a particular field. The
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second is a matter of overall influencing of the
market mechanism. An example of the former is
price fixation, while a system of minimum sup-
port prices or a policy of buying and selling by
the Government (as an ordinary consumer or sup-
plier) in order to make the price rise or fall by
increasing the supply or the demand, is an example
of the latter.

The advantage of direct Government interven-
tion is that it produces immediate results, where-
as overall intervention is often extremely slow in
achieving the desired effects, This is why people
are often rather too quick to seize upon the first
method, The disadvantages of direct intervention do,
however, far outweigh this single advantage, The
disadvantages are due to the fact that two general
principles are flouted. In the first place, one can
get more out of people by giving them incentives
to do things than by coercion. In the second place,
suspension of the market mechanism at a certain
point may to greater or lesser extent cause col-
lapse at other points in the rest of the mechanism
because this mechanism functions as alarge,com-

&



plex whole composed of interdependent elements and
can never be compartentalised to the extent where
one part would have no bearing on the rest, If
either of these two principles is disregarded, the
inevitable result would be that direct intervention
would have to be extended. If, for example, one
forces a person to maintain a production guota and
he then finds a way to circumvent the rules and
regulations, one is obliged to make further rules
and regulations to stop him. Let us take another
example: As soon as the price of a product is fixed
artificially (say, on the basis of cost plus opera=-
tor's return), there will inevitably be overproduc~
tion (providing, of course, the physical conditions
are favourable}, The next step would therefore be
to suspend production decisions by introducing a
quota system, Clearly, this kind of chain reaction
eventually leads to fundamental changes inthe eco-~
nomic system. In this way, without its being our
express desire, we would eventually be landed with
a socialistic or even a communistic system: we
remember that the mostobvious difference between
our present systemand socialismor communismis
the degree of Government intervention in the econo-~
my.,

It is, therefore, the considered opinion of the
South African Agricultural Union that direct Go-
vernment intervention is a measure that should
only be taken in exceptional cases and one to be
applied with the utmost caution,

Broadly speaking, the Federated Chamber of
Industries, the Association of Chambers of Com-~
merce and the Departments of Agriculture adopt
the same attitude in their submissions to the Com-
mission., All the parties state this view only as
a general approach to policy. It is conceded that,
in spite of their inflexibilities and shortcomings,
comprehensive control schemes might still under
special conditions give the best results.

6.4.6 Processing and handling of agricultural pro-
ducts by control boards

Under the Marketing Act, control boards may be
empowered themselves to undertake the processing
and physical handling of the products under their
control, Up to the present, policy has beento leave
such functions in the hands of business undertakings,
whether co-operative or otherwise. There have been
exceptions to the rule, but, as in the case of the
chicory, banana and rooibos tea industries, these
functions have been limited mainly to the perfor-
mance of services which could not be carried out
efficiently or readily by private enterprise. Com-
plaints have, however, been submitted to the Com-~
mission of certain boards going too far in this di-
rection and encroaching unnecessarily on the pre-
serves of private enterprise.

The Commission attaches great value to the
advantages of private initiative over State-control-
led undertakings, particularly because in private
initiative there is greater incentive to efficiency.
Private undertakings tend to be more cost-cons-
cious and are also more receptive to new ideas
and better able to adapt to them. In this regard,
a control board acting as the sole consumer or pro-
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cessor can easily become inflexible over theyears,
particularly since, in the absence of other compe~-
titors, there is no satisfactory yardstick for mea-
suring the costs and results of a control board.
Owing to the manner in which they are constituted,
control boards cannot be expected fo exercise
proper managerial control over such activities.
The Commisgsion therefore considers that the poli-
cy of entrusting the physical handling or processing
of products to private enterprise is sound and that
this policy should be deviated from only where
justified by exceptional circumstances.

6.4.7 Co-operatives and controlled marketing

The establishment of the control boards brought
an important change in the nature and functions of
the marketing co-operatives. Co-operatives hand-
ling regulated products were relieved not only of
the function of maintaining prices but also, to an
important extent, of the obligation to find a market
for the products handled by them, Although the co-
operatives functions consequently became more
restricted the co-operative movement began toex-
pand substantially after controlhad been introduced.
Various factors, one of which was the functioning
of the control board system were responsible for
this*, Having been relieved of the risks of fluctuating
prices and uncertain sales, the co~operatives were
able to give more attention to the technical aspects
of the marketing process, as well as toother func-
tions. Although many co~operatives no longer have
a price maintenance function, they still have other
important marketing functions, such as storage,
grading, transportation, financing, etc., and they
also have to carry certain risks, In addition, they
serve the control boards as an important link in
the chain of distribution.

In its analysis of the role of co~operatives, the
Co~operative Commission+ points out that co-ope-~
ratives have a special task to perform where price
formation operates unsatisfactorily, for example
where numerous producers of homogeneous com~
modities are faced on a free market with one or
only a few buyers. The deficiencies of the free
market can, however, also be remedied by State
intervention, If this happens - as for example under
the Marketing Act - the co-operative, as opposed
to the capitalistic enterprise, often losesg its im-
portance in this regard. A consequence of the con-
trol board system is 'that the individual agricul-
tural co-operative, as a marketing or processing
co-operative, has in general practically become the
same thing, functionally, as the 'profit-seeking en-
terprise’, Both may be the agent of the same buyer
and cannot then influence the price paid by the
buyer. Both may be subject to identical regulations
in regard to the collection, grading and dispatch
of commodities. Both, if they are agents, operate

*Report of the Commission of Inquiry into Co-ope-
rative Affairs. R.P. 78/1967 paragraphs 41 to 54

+Report of the Commission of Inquiry into Co-
operative Affairs, R.P. 78/1967 paragraphs 397
to 400



for the same commission or within the same gross
profit margin, Which of the two is to be prefer-
red from the point of view of the community in-
terest no longer depends on the influence they exert
on prices, but only on the efficiency with which, and
the costs at which, they perform the functions of
collection, storage, grading, dispatch and also pro-
cessing,"*

In its evidence the South African Agricultural
Union clearly states that it considers the co-ope-
rative movement to be of such value and impor-
tance to the agricultural sector that it wouldnot be
possible tohave an economically sound farming sys-
tem without a sound co-operative system. The Union
consequently recommended:

"All principles laid down and all Government
measures that affect agriculture must be tested to
see whether they further co-operation in agricul-
ture or hamper it, If they handicap co-operation they
should be summarily rejected as being in conflict
with the long-term interests of the farming com-
munity."

The Commission does not wish to digress to
a field already covered fully by the Co-operative
Commission, It cannot, however, omit to acknow-
ledge the exceptional significance and value to
agriculture of the co-operative movement. In fact,
the administration of a system of controlled mar-
keting is considerably facilitated by the existence
of co-operatives to which certain of the control
bodies' activities can be entrusted. Likewise, the
introduction of the control board system has been
of great benefit to the co-operative movement,
Both must be of service primarily to agriculture
but must also act in the best interests of the na-
tion as a whole,

The co-operative movement has a long tradi-
tion in South African agriculture, but so has the
capitalistic type of enterprise. The latter has also
made an extremely important contribution to the
development and advancement of the agricultural
industry. In the Commission's view, the agricul-
tural co-operatives will continue to play an im-
portant role under the control board system. Ser-
vice and efficiency must, however, always be of de-
cisive importance in the marketing of thefarmer's
products. There is no set way in whichthese objects
should be achieved, but experience has shown that
the profit motive in some form or other is always
important, If, therefore, the Government does ac-
cept the development and promotion of co-opera-
tives in every field as national policy, it will not
be able to evade its obligation to ensure that the
standard of management of co~operatives is raised
so that the producer's interests may be served in
the best possible way.

6.5 FINDINGS AND RECOMMENDATIONS ON
CONTROLLED MARKETING

6.5.1 Principle of statutory control

The Commission's observations have led it to
the conclusion that the Republicts legislation indi-

*Report of the Commission of Inquiry into Co-
operative Affairs., R.P. 78/1967, paragraphs 397
to 402
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cates the right lines on whichprovisioncan be ma-
de for the introduction of measures to improve
the marketing of agricultural products and keep
it at an economically healthy level. Great reliance
is placed on the control boards' insight and sense
of responsibility as regards the maintenance of a
decent standard of living for the agricultural com=-
munity, the stabilisation of markets for producers
and the maintenance of reasonable consumer prices.
Under existing legislation, however, the finaldeci~
sions rest with the Government which in fulfilling
its functions under the Marketing Act is advised by
the National Marketing Council. Although the Wool
Commission Act provides that members of the
National Marketing Council may attend meetings
of the Wool Commission and take part in the dis-
cussions and that the Marketing Council may un-
dertake certain inquiries into the affairs of the
Wool Commission, the legislation concerned does
not specifically require a recommendation on the
part of the Marketing Council before the Minister
approves a decision of the Wool Commission, The
Marketing Council is not involved in the marketing
decisions affecting wine either. In the opinion of
the Commission these are deficiencies in the co-
ordination between contirol bodies which should
be remedied.

In the course of its investigations the Commis~
sion had various problems in the administration
of the system of controlled marketing in the Re-~
public brought to its attention. In many casesthese
problems are inherent in the dynamism and com-
plexity of agricultural production and marketing
and for such problems there are no easy solutions
- in fact, possible alternatives might cause even
greater problems, There are other cases, however,
where improvements can be effected and appropri-
ate recommendations made, It appeared from the
evidence that there are also important shortco-
mings, arising mainly from the administrative
organisation under the Marketing Act, This should
by no means be construed as implying that con-
trolled marketing as a whole has failed, In the
opinion of the Commission, the facts of the matter
indicate the contrary.

There has been tremendous success in elimi-
nating unnecessary and excessive short-termfluc-
tuations, especially in the case of the less pe-
rishable products., But also in the longer term,
where general economic conditions must inevi-
tably have a decisive effect on prices, success has
definitely been achieved in keeping prices and in-
comes at a much more stable level than would
ctherwise have been 'possible. During the war and
the post-war years when general shortages were
experienced, it was of course relatively easy to
maintain producer prices. It was only after 1950
that the Marketing Act was really put to the test.
Owing to mechanisation, technological develop-
ments, the increased use of fertiliser and better
production methods, agricultural production showed
phenomenal growth after 1950, with the result that
the Republic had to contend with surpluses of
many of its agricultural products. Since these sur-
pluses coincided for the most part with alarmingly
low prices onthe world market, the control schemes
often had to function under difficult conditions and
tremendous demands were made onthem, Neverthe~



less, they were successful not only in averting se-
rious slumps in prices but also in maintaining ge-
neral producer prices at a relatively stable level.

This can be borne out by various examples, Two
successive years of record outputs in 1959/60 and
1960/61 increased the turnover in dairy products
by 22 per cent, In spite of the serious marketing
problems experienced -~ particularly with butter
when the Republic’s traditional overseas outlet was
suddenly, so to say, closed by quota restrictions
- producer prices were reduced by only twelve
per cent over the same period. That this achieve-
ment was possible, was due entirely to the stabi-
lisation fund built up over the years by the Dairy
Board and the intensive sales drive launched. In
the case of maize, where the increase in produc-
tion in the early sixties assumed even greater
proportions, turnover increased by over 50 per
cent from 1960 to 1962, whereas prices dropped
by less than 10 per cent over the same period,
Various other products may be mentioned ~ for
example, eggs, pork, chicory, tobacco, grain sorg-
hum - where the serious surplus problems ex-
perienced from time to time might well have pro-
ved disastrous had it not been for the scheme, but
where the crises were overcome with relatively
moderate price adjustments,

Greater efficiency can also be claimed to have
been achieved in the collection, storage, processing
and distribution of products. By co-ordinating the
collection and distribution of products under their
control, various boards have succeeded in promo-
ting sales and reducing costs. The price stability
achieved, together with the steps takento encourage
rationalisation, have enabled processors and distri-
butors to function more efficiently and provide the
necessary facilities for the steadily rising output.
Here, for example, reference may be made to the
measures adopted by the Maize Board and the Wheat
Board to promote the establishment of adequate
facilities for bulk storage. Proper grading ofagri-
cultural products - with suitable price differences
according to grade - is indispensable in the admi-
nistration of most of the control schemes and has
undoubtedly led to an improvement in qualify and
the general promotion of sales, All these factors
have helped to ensure that foodstuffs reach the con-
sumer at stable and relatively low prices.

The Commission agrees in this regard with
the views of the National Marketing Council as
quoted below:

"In all instances control measures should be li-
mited to the minimum required to achieve the basic
aims. Notwithstanding the advantages control can
secure, italso has weaknesses. State interference
inevitably involves rigidities which tend fo retard
initiative and economic progress, Certain products
are simply not amenable to controlled marketing
or to extensive control measures and it is essen=-
tial that the interests concerned should recognise
the limitations that exist, as the shortcomings of
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any particular scheme tend to become the basis
of criticism of the system as a whole, ...Control
cannot be extended for the sake of control and
the emphasis must always be on stability and more
efficient marketing,"*

The Commission has noted that the application
of control measures under the Marketing Act has
already been investigated by a commission, a report
having been completed in 1949, namely the Report
of the Marketing Act Commission (1947), U.G, 48~
1949, Several special inquiries into the marketing
of various controlled commodities were subse-
quently ordered and reports onthese inquiries have
become available in recent years, namely -

1. Livestock and Meat Industries Control Board:
Report of the Beef Marketing Enquiry Commit-
tee, May 1955.

2. Report of the National Marketing Council on the
Control Boards under the Marketing Act for
the period 1950/51 to 1963/64. 1965.

3. Mealie Industry Control Board: Improved One~
channel Marketing System for Maize. July 1967,

4, Verslag van die Komitee van Ondersoek na die
Werking van die Bemarkingskema vir Slagvee
en Vleis, September 1968,

5. Report of the Committee of Inquiry into Certain
Matters Relating to the Marketing of Fresh and
Industrial Milk and Control over the Hygiene and
Quality thereof, 1969,

6. Report of the Committee of Enquiry into Certain
Aspects of the Marketing of Livestock and Abat-
toir Matters, February 1970,

7. Report of the Commission of Inquiry into the
Sugar Industry of the Republic of South Africa
R.P. 96/1970,

8, Committee of Inquiry into Wool Marketing. Re-
port and Recommendations on Wool Marketing in
South Africa. April 1971,

©w
)

Report of the Committee of Investigation into the
Egg Industry in South Africa, May 1971,

Although the Commission has noted the contents
of these and other reports, it does not consider
itself fully competent to put forward authoritative
opinions or make recommendations on any of the
schemes dealt with in those reports nor onthe con-
trolled marketing of the other commodities. The
Commission wishes, however, to touch onafewas-
pects of controlled marketing which were brought
to its attention and which it considers tobe of spe-
cial importance owing to their particular effect on
various facets of agricultural marketing and agri-
cultural production,

*Report of the National Marketing Council: R,P.
40/1965, paragraph 43



6.5.2 Rationalisation of control schemes

In paragraphs 58 to 60 of its report* which
was published in 1949, the Marketing Act Commis~
gion directed attention to the tendency towards
"an over-extension of marketing control" and
pointed out that the difficulties which would arise
“from this could be overcome to some extent by
"'a greater use of joint boards'". The Commission
urged that "in the application of the Marketing Act,
it would be wise to concentrate on the major farm
products ... In the case of the minor products,
on the other hand, the regulatory system would
have to take account of so many local variations
as to become almost unwieldy, ... Furthermore,
the extension of the marketing board system to a
host of minor products would entail a most dif-
ficult supervisory task; and, as has been empha-
sised elsewhere, proper supervision over the
boards is a sine qua non for their very existence."

In their submissiontothe Agricultural Commis~
sion, the Departments of Agriculture also referred
to the desirability of co-ordinating certain func-
tions of control boards. "What is envisaged here

is particularly co-ordinated action as regards re-

search, publicity, sales organisation - especially

abroad - etc. Better co~ordination in this respect

would eliminate much overlapping and in this way
result in savings," (Translation)

In view of the special circumstances surroun-
ding wool producers owing to the drop in wool pri-
ces, together with declining wool production, the
need to reduce unit costs in wool marketing by
rationalising marketing and allied services is felt
so strongly that a special commitiee has been
appointed with the approval of the Minister to con-
duct an urgent inquiry into wool marketing. The
recommendations made by this Committee* on
modifications of marketing arrangements consi~-
dered necessary for the more effective and more
economic marketing of wool are indicative of the
importance of greater rationalisation both in con-
trol schemes and between control boards in order
to cut marketing costs to the benefit of producers
but without impairing the effectiveness of marke-
ting.

The Committee of Inquiry into Certain Mat-
ters Relating to the Marketing of Fresh and In-
dustrial Milk? also became convinced that both
fresh and industrial milk should be purchased on
the basis of quality and that such purchasing could
be entrusted to a single statutory body "which can
act as controlling and supervisory authority",

From the data furnished in Table 6.3 it is
striking how many control boards there already
are for agricultural products which are closely

*Report of the Marketing Act Commission (1947).
U.G., 48 - 1949

+Committee of Inquiry into Wool Marketing (p971).
Report and Recommendations on Wool Marketing
in South Africa.

‘?‘Report of the Committee of Inquiry into Certain
Matters Relating to the Marketing of Fresh and
Industrial Milk and Control over the Hygiene and
Quality thereof. 1969,
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related to each other in production conditions, na-
ture and/or marketing requirements. These data
also show the high level of current expenditure by
the various control boards, which were established
to undertake the marketing of these commodities
separately. The monetary demands made by such
a gystem of multiple control boards are even
more striking if the amounts invested in admini-
strative buildings for these respective boards are
also taken into account,

Apart from the high costs entailed by the ten-
dency for control boards to proliferate, the fact
that there are several control boards has meant
that the approach to price determination has be-
come so sectional that, in the opinion of the De-~
partments of Agriculture, equilibrium in agricul-
ture is being disturbed.

6.5.3 Marketing adjustment in agriculture

It has become customary, particularly since
the Second World War, for governments to exer-
cise a greater measure of direct control over the
marketing of agricultural product and the deter-
mination of prices for such products. These two
aspects are, of course, closely related. In many
countries food prices and the handling of the prin-
cipal agricultural products are also of great po-
litical importance,

6.5.3.1 Views on need for a different approach
to marketing

Under a system of free or comparatively free
competition, it is virtually impossible for the
Government to keep itself fully informed of all
the factors affecting the price~forming processes
in commerce. An expert knowledge of these fac-
tors is, however, essential if injudicious decisions
on prices are to be avoided. In the practical ap-
plication of any price policy the influence of supply
and demand cannot be ignored. Although the Go-
vernment's decisions may at times be inspired by
considerations other than purely economic ones,
it is nevertheless imperative for the Government
to have expert advice in the first place because, for
one thing, any price policy, however well-inten-
tioned, would miscarry if market conditions were
constantly disregarded. Moreover, it is not always
easy to tell exactly which advantages are to be
gained by adopting a particular marketing policy.
Therefore, it is often found to be much easier to
concentrate on a single aspect, such as price sta-
bility, than to adopt a rational approach tothe eco-
nomic marketing set-up in its entirety.

In its discussion of price policy in paragraph
6.3.3 the Commission referred to the need for a
sound price ratio between agricultural products.
Since the various control boards act independently,
the task of effecting proper co-ordination devolves
upon the Minister of Agriculture, advised the Na-
tional Marketing Council.

One of the main grievances which the South
African Agricultural Union has about administration
of marketing control is that the National Marketing

B



TABLE 86, 3,~ Current expenditure incurred by the various marketing bodies in marketing the agricultural
products for which they were established. The figures relate to the financial year ended during

1970%*
Admini- Advertising |Research
. Staff and other expenditure,] Special
. strative . R .
Commodity numbers |promotional |donations, services
expenses expenditure |ete,
R} R). R} R) £59)
Animal products
Vieis ........ e feeieiinne. ....| 1679333 | 361 | 179 647 | 21 671 11 337
Animal products {(non-perishable)
Wool (Wool Board and Wool Commission) 520 069 235 151 128 150 000 -
Mohair ........ciiiiiiivranennns 82 667 9 59 835 80 181 22 047
Karakul ......... e eeicssrecnass 34 221 5 704 888 3 500 -
Animal products (perishable)
Freshmilk ........... e 455 169 99 224 733 900 -
Industrial milk ........ ereeeen e 139 325 26 414 130 28 125 -
EEES L\ vvrervnones. esisecearse .} 300 858 78 83 895 - -
Maize and other summer crops
Maize and other cereals .............. 1 237 186 310 153 896 23 628 -
Oil seeds and soy-beans ......... v.o...| 2b4 B34 39 20 467 19 500 -
Drybeans ........eeeeeerineenennnens 51 281 14 35 793 - -
Potatoes . .... ettt esccses e et ee s 156 262 27 9 108 9 030 =
Wheat, other small grains and lucerne
Wheat and small grains ............... 646 283 119 2 700 49 408 1 955
Lucerne seed ..., ..ie.iieeieriieeonnns 14 660 3 = 35 1 006
Special crops for processing
Rooibostea .............. e ecaenan. 9 583 4 18 630 2 781 -
Chicory# ....... et 150 348 17 730 1188 -
Tobacco ........ e esessitosesescsas 76 823 17 3 835 28 050 -
Deciduous fruit
Deciduous fruit as such ............... 1 295 526 137 554 201 80 676 -
Canning fruit ., ...........cccveru... 32 280 5 25 613 - -
Dried fruit ....... cesierees. rceeeses 88 348 13 8 973 1128 -
Subtropical fruit
10515 4 T S s 1 857 513 280 Included un-| 100 893 -
der admi~-
nistrative
expenses
Bananas? ... ..cecce..n. teeeieeena: 341 068 42 60 519 29 757 -

* Composite data furnished

# Data include pool expenditure (marketing costs), but not direct drying costs,

# Excluding data on the ripening of bananas,

Council should pay far more attention to one of

by the control boards at the request of the Commission.

its main functions, namely to ensure that there is
equilibrium between the various branches of agri-
cultural production, particularly as regardsthe re-
lative price levels,

As asserted by the Departments of Agriculture
in their submission to the Commission, the pro-
motion and maintenance of a sound price ratio be-
tween products is one of the most difficult tasks
under controlled marketing, On the one hand, this
is due to the dynamism and complexity which, as
mentioned above, are so characteristic of agricul-
tural production and marketing. But, apart from
these problems, which are of a more physical and
economic nature, the Departments consider that
there is another important reason why itis so diffi-
cult to achieve sound price ratios: "the tendency on
the part of control boards ingeneralto adopt a sec-
tional and even subjective approach to the marketing
of the regulated product, The producer representa-
tives are in the majority on all the control boards
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and it is understandable that a control board would,
especially when it comes to price considerations,
seek the greatest possible benefit for its produ-
cers." (Translation)

In its report* the Marketing Act Commission
(1947) pointed out certain inherent weaknesses in
a system of controlled marketing, For example, pa~-
ragraph 55 of its report reads as follows:

"In the Commission's opinion, the potential
weaknesses of a system of regulated marketing
arise from two main sources,

The first is that the boards may be unduly
influenced by sectional considerations owing partly
to their representative nature, but mainly to the
fact that each board naturally strives for the ad-
vancement of its own industry. It is onthis account
that safe-guards have been placed in the hands of
higher authorities under the Act....Itis, of cource,

*U.G. 48-1949: Loc. cit.



vital that the various safegquards should be made
effective by providing adequate facilities for con-
tinuously ascertaining the facts on which the deci-
sions ought to be based. Assiduous research and
constant observation are furthermore necessary for
the discovery and rectification of mistakes which
may be made.

Secondly, it must be remembered that whilethe
case for the Marketing Act flows fromthe defects in
the working of the competitive system, remedial
action by the boards can have comparable defects,
The exercise of control inevitably involves regi-
dities, and while a degree of certainty and security
is conducive to progress, it is damaging to initia-
tive if pushed too far, ..."

In a recent paper* Dr Scholtz listed various
adjustments considered necessary in the approach
to the marketing of agricultural products and their
handling in view of the changesthat canbe expected
in the seventies - adjustments to protect the in~
terests of agriculture and to assure the agricul-
tural sector of a fair share in the increased eco-
nomic prospertity of the country. He went on:

"All the indications are there that the consu-~
mer's market will be influenced, developed and
even exploited by means of the most modern
techniques of integrated marketing, If agriculture
therefore wishes to retain its relative position
(let alone improve it), it will have to apply the
new! marketing concept itself and practise the la-
test techniques,

"Increased productivity in the production of
agricultural commodities is not in itself a guaran~
tee of increased prosperity to the producer.
It is efficient marketing which is the key to full
participation in the economic growth process and
which should therefore be given particular atten-
tion.

... One of the basic problems in agricultural
marketing is that there is often a wide gap be-
tween the primary producer and the end-user,
which is bridged by a long chain, In South Africa
we also have the statutory marketing organisations
as an additional link, and it is becoming more
difficult to carry decisions on planning the adjust-
ment through to their logical conclusion. ...

"In all the links of the marketing chain a mar-
keting state of mind should exist ... The preoc-
cupation with dominating bargaining power for pro-
ducers that still prevails in certaincircles is real-
ly no longer a topical problem in the present set-
up of controlled marketing, What is necessary is
that the producer majorities on the boards should
bear in mind that their own survival is closely
interwoven with that of the consumer. By being
consumer-orientated, producers by no means

*Scholtz, A.P. (1970): Marketing planning and ad-
justment in agriculture in the seventies. Paper,
9th Annual Conference of the Agricultural Eco-
nomics Society of South Africa,

140

jeopardise their bargaining power and they defi-
nitely safeguard their future.

"If the boards really wish to fulfil their task,
they will have to apply themselves purposefully
{o the task of motivating the different sectors in
their respective industiries to such a new marke-~
ting approach. In the execution of their different
marketing functions, agents, processors and di-
stributors will have to concentrate to an increa-
sing extent on satisfying the needs of the consumer,
and by means of information, guidance and price
policy the primary producer will have to be per-
suaded to adjust his production plans to thisobjec=
tive as far as possible,

"In addition, the boards should endeavour to
secure the co=-operation of other authorities to
ensure a purposeful and co-ordinated approach to
agricultural marketing at all levels, ...

"To achieve this end, all the parties in ques~-
tion will have to adopt a uniform fundamental ap-
proach, a marketing state of mind, and in the cur-
rent institutional set-up the statutory marketing
organisations will have to take the main initiative.
In the widest sense of the word agricultural con-
trol boards will have to become agricultural mar-
keting boards."

Dr Van Biljon* describes the position as follows:

"The situation in our farming industry there-
fore is that no assurance exists either that enough
will be produced to meet local demand or to take
advantage of changing world supply and demand
conditions, and this situation will continue as long
as the industry remains entirely unplanned and de~
void of productive targets, with the producers of
the different commodities being guided solely by
price, the decisions onwhichare furthermore made
separately by the different commodity marketing
boards and approved of by a Minister who of neces-
sity is not immune to political pressure ...

"Production targets should be established for
each major farm product by the component indus=
try organisations on the basis of projected domes-
tic and foreign demand. Price and marketing policy
can then be adapted to achieve those targets while
research programmes and public investment in
facilities must likewise be attuned thereto,

"Should the objectives as stated and the pro-
posed means to achieve them prove acceptable, it
is yet to be doubted whether the existing agricul-
tural marketing boards are correctly constituted
to pursue the appropriate strategy.”

The Departments of Agriculture consider that
in the controlled marketing system, particularly
as regards price determination, co~ordination be-
tween control boards is of the utmost importance
if equilibrium in agriculture as a whole is to be
promoted. In their submission to the Commission
the Departments continued:

*Van Biljon, F.J, (1971): A reviewof South Africa's
farming industry. Address, Sugar Technologists®
Conference, 7 June 1971.



"Any attempt at greater co-ordination between
control boards may, for example, include, in the
first place, the promotion of a common approach,
particularly to price determination, and, secondly,
the placing of the control boards system under
an authority whose task it would be to see that
the desired co-ordination does take place.

"The idea behind this common approach is
mainly to aim at determining prices in such a way
as to keep them in sympathy with the trade cycle
especially as regards direction, but subject to
maintaining as far as possible the desired mea-
sure of stability as regards rate of change as
well, Such an approach would possibly prevent the
price for a particular product from falling out of
step with that of other products, particularly com-
petitive products, and would also reduce the need
for sizeable funds to cover export losses in times
of overproduction,

"As regards the co-ordinating authority, there
appears to be a place in the control system for
a body with the authority, for example, to receive
properly substantaited price proposals from the
respective control boards and to consider them
simultaneously with a view to co-ordination in the
light of general economic conditions, broad agri-
cultural policy (especially on the use of the factors
of production), the country's needs, marketing op-
portunities, etc. The recommendations of this au-
thority to the Minister should carry so muchweight
that they would be accepted as final and would
be approved by the Minister almost without excep-
tion, For this reason particular attention must be
given to the constitution of the body., Perhaps the
Rhodesian Agricultural Marketing Authority which
was established some time ago might serve as a
model for reform in this direction,

"Besides co-ordinating decisions of the control
boards, the co-ordinating authority might also fruit~
fully co-ordinate certain functions of the control
boards. The main idea is to have co-ordinated ac-
tion on research, publicity, sales organisation ~
especially abroad - etc. Better co-ordination in
these respects would eliminate much overlapping
and therefore effect savings,

""Something like this was probably envisaged with
the establishment of the National Marketing Council
under the Marketing Act., However, owing to the
fact that matters such as price are considered
independently by the various marketing boards, that
control boards take decisions for submissiontothe
Minister and that the Marketing Council merely
advises the Minister on these decisions, the Mar-
keting Council is not, under the present circum-
stances, in a position to make overriding and de-
cisive recommendations as would be the case with
a co-ordinating body of the kind described above."
{Translation)

Members of the National Marketing Council
with whom the Commission held discussions con-
firmed that, as it functions at present, this Coun-
cil cannot contribute to marketing policy, price
formation and the co-ordination of marketing ac-
tivities (for which there is such a particular need
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at present) and felt that the time had come for the
complete overhauling of the whole set~up, including
the duties and functions of the bodies concerned,

On a visit to Salisbury, the Commission had
the opportunity to see how the Rhodesian system
works, As is the case in the Republic at present,
the control schemes in Rhodesia used to be admi-
nistered by boards consisting of representatives
of the various sectors of the industries concerned.
The old system was superseded by one in which a
single statutory body, the Agricultural Marketing
Authority (A.M.A.), has become the controlling au-
thority. According to the 1970 Annual Report ofthe
A.M,A.,, that body had already assumed responsi-
bility for the Cold Storage Commission and the
control boards established for dairy products,
cereals and cotton. The Agricultural Marketing
Authority was established on 1 October 1967,
taking over all the functions of the former Agri-
cultural Marketing Council from that date. The
functions of the Authority, however, cover a much
wider field than those of the Council, In actual
fact, the old representative boards have been su-
perseded by the A.M.A, Toenablethe A,M,A, better
to fulfil its functions, it was authorised to appoint
committees to which it may delegate any of its
own powers or functions, Persons who are not
members of the A.M.A, may also serve on such
committees, but the chairman of a committee must
always be a member of the A,M.A. Although the
committees appointed for each of the control sche~
mes deal with all matters affecting their respec-
tive boards, full executive powers are vested in
them solely as regards the current operations and
administration of each of the control schemes, As
regards general policy ordecisions thatare subject
to the approval of the Minister, e.g. price deter-
mination, the committees act solely in an advi-
sory capacity to the A,M,A. Both the committees
and the A,M.A. consult such interests and parties
as they consider necessary for the proper per-
formance of their functions.

A basic advantage of the Rhodesian system, as
put to the Commission by various parties in Rho-
desia, is that authority is delegated inthe direction
of specialisation. The various facets of controlled
marketing - both the making and the implementa~
tion of policy - are entrusted to persons best
qualified and equipped to deal with them, In addi~
tion, the system has the advantage of creating the
machinery for rational co-ordination, What is more,
the system lends itself fo the establishment of a
single administration for minor schemes, as well
as to the elimination of big, unwieldy boards, with
a resultant saving in costs,

6.5.3.2 Recommendation on inquiry into adjust-
ment of controlled agricultural marketing

The Commission is deeply impressed by the
extent to which the system of controlied marketing
has promoted the orderly marketing of agricultural
products and by the contribution which this system
has made to progress in agriculture. In the course
of its investigations, however, the Commission's
attention was directed to the desirability of making
certain adjustments to controlled marketing, but the



Commission considered that its constitution was
not fully such as to enable it to make a more pro-
found analysis of the operation of controlled mar-~
keting and to make full recommendations on this
matter,

The Commission therefore recommends that
a special commission be appointed o inquire into
and make recommendations on the controlled mar-
keting of agricultural products and the effective~
ness of existing arrangements in this connection,

6.5.4 Marketing of slaughter stock and meat

Although, as stated above, the Commissioncon-
sidered that its constitution was not fully such
as to enable it to analyse in detail any of the mar-
keting schemes under the system of controlled
marketing and to make specific recommandations
on them, its findings on animal production and the
information it obtained on the problems in mar-
keting slaughter stock and meat convincedthe Com-
mission that this matter is so important to the
livestock industry and to farming in South Africa
in a wider context and, more specifically, the ur-
gent necessity for reducing stock particularly du-
ring droughts, that far-reaching changes should be
seriously considered in this regard.

6.5.4.1 Destocking in drought-stricken areas

In Chapters V, VI and VII of its Interim Re-
port, in the discussion on measures adopted during
drought distress conditions and that on reconstruc-
tion measures after droughts, the Commission ex~
pressed serious concera about the extent to which
veld grazing is overtaxed, particularly at times
when the veld should be allowed to recover after
droughts and the vegetation is extremely vulnera~
ble to overgrazing. In paragraph 5.1.9 of that re-
port it was mentioned, inter alia,that various meat
marketing organisations put it to the Commission
that timely arrangements to dispose gradually of
stock in good condition would prevent the market
being oversupplied in times of distress and that
this would make better regulation of the supply of
stock to the various markets possible,

In paragraph 6.3.7.3 of that report the Com=-
mission concluded its views on destockingthrough
marketing as follows:

"The Commission is firmly convinced that the
timely and profitable disposal of excess stockfrom
areas increasingly affected by droughtisofextreme
importance as a precaution to keep the remaining
stock alive and prevent overtaxing of the deteriora-
ting veld, The Commission therefore wishes tore-
commend that everything possible should be done
by the Livestock and Meat Industries Control Board
to_arrange increased slaughterings for drought-
stricken areas, so that farmers can dispose of
marketable stock, Well-equipped and strategically

The Commission was informed that serious pro-
blems were experienced in disposing of stockwhen
the "stock reduction scheme' was put info operation
in areas where drought conditions had seriously
affected the veld cover, as a result of the recom-
mendation of the Commission made in paragraph
7.3.6 of its Interim Report.

The Commission is aware, however, that a re~
vised permit system has since then been introduced
to regulate the supply of slaughter stock and make
it easier for the producer,

6.5.4.2 Meat production and consumption

In paragraphs 9.6.2 to 9.6.2.2 of the Commis~
sion's Second Report, attention was directed fo the
lack of vitality in the stock farming industry
of the Republic, particularly as regards cattle and
sheep. Data were furnished in that report, indica~
ting that total per capita consumption rose from
96,1 1b for the period 1931-35 to 111,1 1bfor
1946-50 but subsequently declined to 86,0 Ib in
1967/68, which compares very unfavourably with
countries at a level of development on a par with
the Republic,

With particular reference to the red meat po-
sition in South Africa the Commission in its Se-
cond Report also commented on the following si-
tuations:

(a) The South African large and small stock in-
dustry (excluding neighbouring territories)
is lagging behind the domestic demand for
meat to an ever-increasing extent. This
trend is still continuing, despite an increase
in the prices of beef of more than 55% per
cent over the past seven years,

(b) As regards marketing facilities and the dis-
tribution of red meat in particular, condi-
tions since 1969 have been such as fo have
an adverse effect on marketing prospects and
therefore on the trends in the production of this
meat as well, Every effort must be made to
provide optimal marketing possibilities in or=
der to stimulate the local production of red
meat as much as possible.

In its Second Report the Commission discussed
regional planning in detail and the adaptation of
farming systems to the type of soil and local en-
vironmental conditions, In many areas this would
mean a shift in emphasis from cash crop produc-
tion to animal production, and in small stock far-
ming from the predominant production of wool to
wool and meat production. It was also considered
desirable that farming activities in those parts
of the country with a higher and more stable rain-
fall should be considerably expanded and intensi-
fied, this applying to the various types of animal
production as well, It was stated, further, that there
was not yet much intensive feeding and finishing of

situated abattoir facilities and storage uniis are
needed for destocking by slaughtering during such
periods of distress, The Commission intends giving
more attention to this matter later."
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*In the Commission's Second Report [page 136,
item {b)] this figure was inadvertently given as
200,
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slaughter stock. In fact, several parties asserted
that the prospects of selling slaughter stock and
the market prices under prevailing marketing con-
ditions were so uncertain that the risk was too
great to specialise in and incur expenditure on the
fattening of stock for the meat market.

According to the Commission's Second Report,
the situation is therefore already so serious and
is likely to have so many disadvantages for both
the population and the stock industry that the mat-
ter should be given very high priority in the plan-
ning of production.

6.5.4.3 Schemes for the controlled marketing of
slaughter stock and meat

In its report* the Committee of Inquiry into the
Operation of the Slaughter Stock and Meat Marketing
Scheme reviewed briefly the various schemes intro-
duced from 1932 to regulate the marketing of slaugh-
ter stock and meat, The schemes mentioned are the
following:

(a) 1932: The establishment of the first Meat Board
under Act 29 of 1932 to control the slaughier
stock market in Johannesburg,

(b) 1934: The establishment of a more representa-
tive board with an extension of functions and
areas to include the Witwatersrand and Pre-
toria,

{c) 1936: Extension of control to Cape Town,

(d) 1942: Extension of control to Durban and fixing
of maximum wholesale and retail prices for
beef and mutton.,

(e) 1943: Extension of control to Bloemfontein,

East London, Port Elizabeth, Kimberley and

Pietermaritzburg.

(f) 1944: Introduction of the single-channel meat

marketing scheme,

1945 and 1946: Extension of the restrictions
to other rural areas,

(9]

(h) 1950: Transfer of responsibility for the admi-
nistration of the entire meat marketing scheme
from the Food Control Organisation to the Meat

Board.

1951: Introduction of the auction on the hook
scheme with a guaranteed price for sheep.

(1)

1956: Introduction of the auction on the hook
scheme with a guaranteed price for cattle,

6
(¥

1958: Introduction of the auction on the hook
scheme with a guaranteed price for pigs.

S

In 1967 the Abattoir Commission was established
in accordance with the recommendations of the

*Report (1968): Loc, cit.
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Commission of Inquiry into Abattoir and Allied
Facilities (1964).*

In the words of the Committee of Inquiry into the
Operation of the Slaughter Stock and Meat Marketing
Scheme+, ",.. it is generally accepted that the ba-
sic object of the meat scheme is to bring about
stability and efficiency in the slaughter stock and
meat industry so as to promote the production,
marketing, processing and consumption of slaugh-
ter stock and the products thereof." (Translation)

The number of inquiries ordered since the in~
troduction of controlled marketing of slaughter
stock and meat in 1932 and the adjustments sub-
sequently made in such marketing bear testimony
to the earnest attempts on the part of the autho-
rities, the members of the Meat Board and the
officers of the Departments concerned to achieve
these objects by the various means possible un~
der a system of controlled marketing. But expe-
rience has made the parties concerned realise
that, owing to various shortcomings and unforesee-
able turns of events, these expectations have not
and cannot be realised,

In certain respects the auctiononthehook sche~
me has had a decidedly favourable influence on
the marketing of slaughter stoek and meat, and
the establishment of the Abattoir Commission has
filled a very real need. Nevertheless recent events
have shown that there are still certain shortcomings
- particularly as regards adequate abattoir faci-
lities, marketing prospects, regularity of supply
and price situations ~ which are seriously hampe~-
ring meat production and therefore also the Live-
stock enterprises concerned, ’

6.,5.4.4 Possible alternatives for the marketing
of slaughter stock and meat

Since the Commission considers this matter
so import to the promotion of agriculture and par-
ticularly stock farming in the Republic, it was
very interested to learn how the Rhodesian system
of marketing and handling of cattle works and to
note how successful it has been.

During its visit (in August 1968) to the Head
Office of the Cold Storage Commission (C.S.C.)
in Bulawayo, the Commission was most impressed
by the cleanliness and efficiency with which the
slaughtering and processing units of the C.S.C.
processed all parts of slaughtered cattle and pigs
into saleable products within a relatively short
time, The Commission learned from discussions
with the staff of the C.S.C. that the speculative
element has been curbed to a very large extent
by the establishment of the C.S.C. (which has been
in operation since 1955) and that producers know

*Report R.P. 48/1964, Government Printer, Pre~
toria.

+Report (1968): Loc, cit.



at least a year in advance what prices they can
expect for the different grades of meat at specific
times., The C,S.C. is an autonomous statutory in-
stitution which is authorised and has financial
means to purchase, slaughter, process and sell
stock locally in the wholesale trade and which has
the sole right to handle and regulate exports of
meat,

The C,S.C. has been so successful with its
meat regulating scheme that up to the present it
has been able to finance its activities from its
own funds. Only once, during an exceptional drought,
has it been obliged to accept a contribution from
the Government and in the past ten years it has
built up a stable surplus of approximately R5
million,

Besides these activities, the C.S.C. has also
started a grazier cattle scheme which has been
created to give financial backing to the shifting
of stock during disaster droughts and to finance
farmers who are establishing or expanding catile
ranches.

This organisation is highly rated in Rhodesia
by farmers as well as by official bodies, It is
so strongly supported that at the time of the Com-~
mission's visit it was handling approximately 70
per cent of all the large stock marketed in Rho-
desia and so greatly influenced livestock and meat
marketing that the prices announced annually by
the C.S.C. for the following twelve months were
accepted quite voluntarily as the standard prices
for stock and meat by virtually all sellers, dealers,
butchers and farmers.

At the request of this Commission, Mr N,
Spoel, General Manager of the Cold Storage Com-
mission (formerly a member of the Livestock and
Meat Industries Control Board in the Republic),
submitted a memorandum on the meat control
schemes as at present in operation in Rhodesia
and South Africa, In his memorandum he sounded
a note of caution on taking over systems as ope-
rated in other countries:

"One cannot simply copy what has been done
elsewhere, however successful it may have been,
One must take into account South African condi-
tions and, whereas the outside experience may
prove a guide and be helpful, any scheme that ig-
nores South Affican conditions merely tends to
stand doomed to failure."
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This opinion was endorsed by the Livestockand
Meat Industries Control Board in its comments on
Mr Spoel's memorandum which had been referred
to it.

68.5.4.5 Conclusions

The Commission has reason to agree with va-
rious bodies and persons that, although very serious
attention has been given to the matter, many adjust~
ments have been effected and much progress has
been made with the aid of controlled marketing,
there are still several shortcomings which are
hampering the marketing of slaughter stock and
meat in South Africa, particularly as regards cer-
tainty about marketing prospects and physical faci-
lities for the timely and orderly slaughtering of
stock as well as for the processing of meat and
the various by-products at abattoirs.

The Commission gained the impression that
there is considerable room for improvement and
expansion as regards the establishment of central
slaughtering and processing units to serve the lar-
ger centres. The question also arises whether se-
rious consideration should not be givento the esta-
blishment of strategically situated and well-equip~
ped units with supplementary cold storage faci-

-lities to serve the country's major centres of

population,

The Commission was most gratified to learn of
the steps, recently announced by the Minister of
Agriculture, to eliminate certain bottlenecks inthe
marketing of livestock and meat,

The Commission, however, considers this mat-
ter to be so important and has also gained the
impression that so many bodies have an interest
in the marketing of livestock and meat that, if the
above-mentioned steps are not successful, a deter-
mined effort will have to be made immediately to
find a set-up which would be a better answer to the
complexity of the situation, if necessary by esta-
blishing a utility company to handle slaughtering,
the processing of by-products, and the storage of
meat,



CHAPTER VII

7. MARKETING OF NON-REGULATED
AGRICULTURAL PRODUCTS

7.1 INTRODUCTION

According to the 1969/70 Annual Report of the
Department of Agricultural Economics and Market-
ing, the value of agricultural products for which
there are statutory stabilisation measures cameto
86 per cent of the gross value of agricultural pro-
duction in 1969/70. The most important products
making up the remaining 14 per cent are vegetables,
subtropical fruit (excluding bananas) and cotton.
For cotton thereis, however, at present an arrange-
ment whereby producer prices are determined
annually on a voluntary basis after negotiations
between the interested parties. Vegetables and fruit
therefore form the principal group of products for
which, with certain exceptions, there are no parti-
cular price stabilisation measures.

As appeared from paragraphs 6.4.3 and 6.4.4
of Chapter VI, the marketing of certain kinds of
fresh produce, such as citrus, bananas, potatoes,
as well as the grapes, peaches, apricots, apples
and pears produced in certain regions, falls under
control boards, The degree of confrol varies, how-
ever, from full physical control, as in the case of
citrus during the main production season, to only
general supervision over anindustry, without direct
physical control, With the possible exception of
bananas, there is often not muchdifference between
the procedure followed locally in the physical
marketing of the regulated fresh produce mentioned
above and that for the non~regulated kinds of fresh
produce. Generally, so far as the domestic mar-
keting of the above-mentioned regulated products
is concerned, the same marketing problems are
encountered as with non-regulated fresh produce.
Potatoes, citrus fruit, deciduous fruit and vegeta-
bles are the most important "market" products
and without them the municipal markets would
hardly be able to keep going as financially inde-
pendent concerns, Defects or shortcomings in the
system of selling through the municipal markets
would therefore affect these products very closely,
irrespective of whether they are regulated products.,
Indeed, the control boards concerned can do much
to promote the orderly marketing of their pro-
ducts because they have the statutory powers to
regulate marketing and ensure that certain stan-
dards are maintained. In this regard the Potato
Board, for example, plays an important role
because it is able to remove surplus stocks from
certain markets whenever necessary so that these
stocks can be marketed elsewhere, thus relieving
the pressure on the local markets concerned.

This chapter is therefore devoted primarily to
the marketing of non-granulated agricultural pro-
ducts (mainly vegetables and certain fruits), but
owing to the marketing conditions found in actual
practice, what is said about the non-regulated kinds
of vegetables and fruit also applies in certain re-
spects to the marketing of regulated products such
as citrus, deciduous fruit and potatoes.
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7.2 MARKETING OF FRESH VEGETABLES AND
FRUIT IN PERSPECTIVE

The cultivation of vegetables and fruit isanim-
portant industry in South Africa, The annual output
{including potatoes, but excluding wine grapes) is
at present about 3 million metric tons. The farm
value of these products in 1969/70 was estimated
at about R179 million, or approximately 13,4 per
cent of the total gross value of agricultural pro~-
duction,

For 1968/69 and 1969/70 the turnover in fresh
produce on the nine principal fresh produce mar-
kets, including certain regulated products such as
potatoes and citrus, was as shown in Table 7.1.

TABLE 7.1 - Totalturnover infresh produce onthe
nine principal fresh produce markets,
1968/69 and 1969 /70

1969/70% |  1968/69

Markets R1 000
Johannesburg 22 329 23 709
Cape Town 15 416 14 222
Durban 9 060 9 173
Pretoria 8 766 8 230
Port Elizabeth 3 526 3 178
Pietermaritzburg 2 586 2 702
Bloemfontein 2 014 1 899
East London 1 837 1772
Kimberley 971 1 065
Total 66 505 65 950

Source: 1969/70 Annual Report of the Secretary for
Agricultural Economics and Marketing,
* The figures for 1969/70 are provisional.

Vegetables: Approximately 453 000 metric tons of
certain vegetables (excluding potatoes) were sold
on the nine principal urban markets in1969/70, The
quantities and values are given in Table 7.2,

Data on the total production of non-regulated
vegetables and fruit are not readily available, Ac-
cording tothe above-mentioned report, however, the
volume of sales on the nine principal markets is a
reasonable indication of production trends, but the
marketing patterns for vegetables and for fruit vary
considerably,

Of the total output of vegetables (including pota-
toes) during the five years ended 1969/70%, an
annual average of 53 per cent, by mass, was sold

* Division of Agricultural Marketing Research of
the Department of Agricultural Economics and
Marketing,



by municipal markets; 8 per cent was processed;
2 per cent exported; and 37 per cent was marketed
locally through other channels or kept by the pro-
ducers for their own use.

TABLE 7. 2 - Quantities andvalue of certain vege-
tables soldonthe nine principal fresh
produce markets, 1968/69 and 1969/70

Quantity Value |Unit value
Produce iMetric tons | R1 000 m;:r?slé
on

Tomatoes

1969/70 123 036 10 530 86

1968/69 105 852 10 070 95
Cabbages

1969/70 73 130 1 800 25

1968,/69 74 534 1 866 25
Dried onions

1969/70 60 919 3 601 59

1968/69 54 598 2 716 50
Pumpkins

1969 /70 31 247 1 067 34

1968/69 29 231 1 060 36
Gem squashes

1969 /70 24 480 1 360 56

1968/69 21 295 1135 53
Green beans

1969/70 13 746 1 489 108

1968/69 13 927 1 297 93
Green peas

1969/70 4 054 350 86

1968/69 4 906 416 85
All vegetables
(excluding
potatoes)

1969 /70 452 933 26 092 58

1968/69 415 254 23 965 58

Source: 1969/70 Annual Reportofthe Secretary for
Agricultural Economics and Marketing, The fi-
gures for 1969 /70 are provisional,

Fruit: Inthe Report of the Secretary for Agricultural

Economics and Marketing data were also furnished

on certain kinds of fruit sold on the nine principal

urban markets. The details are contained in Table

7.3.

The fruit industry, on the other hand, islargely
dependent on the export market, while large-scale
processing is also more common than with vegeta~
bles, During the corresponding period, for example,
an annual average, by mass, of 38 per cent of pro-
duction was exported; 31 per cent was processed;
19 per cent was marketed by municipal markets,
while 12 per cent was marketed through other
channels or kept by producers for their own use,

The statistics given above show that the mar-
keting pattern for vegetables differs widely from
that for fruit. These products are disposed of
mainly through fresh marketing by municipal mar-
kets, local processing and exports, It should also
be borne in mind that at present about 100 different
kinds of vegetables and fruit are marketed regu-
larly, each of these products having to a certain
extent a marketing pattern, and consequently also
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marketing problems, of its own. On the outskirts of
the larger cities considerable quantities of fresh
produce are also grown and sold by producers
direct to the trade or through hawkers and stalls
along the roads and in the cities. However, no
further details about the volume of such sales
are available,

TABLE 7.3 - Quantities andvalues of certain types
of fruit sold onthe nine principal fresh
produce markets, 1968/69 and 1969/70

Quantity Value |Unit value
Fruit R per
Metric tons | R1 000 imetric ton

Apples

1969/70 45 865 5 039 110

1968/69 51 222 5 114 100
Peaches

1969/70 13 990 1 584 113

1968/69 18 727 1 579 84
Grapes

1969 /70 10 339 1 445 140

1968/69 12 724 1 482 116
All deciduous fruit

1969/70 84 999 9 670 114

1968/69 98 045 9 733 99
Pawpaws

1969 /70 17 276 1178 68

1968/69 12 721 961 76
Pineapples

1969/70 12 938 1 163 90

1968/69 12 012 986 82
Avocados

1969/70 4 837 926 192

1968/69 6 130 1 011 165
All subtropical
fruit

1969/70 69 669 6 518 94

1968/69 52 034 5 377 103
Total for all fruit

1969/70 277 150 22 670 82

1968/69 278 839 20 994 75

Source: 1969 /70 Annual Reportofthe Secretary for
Agricultural Economics and Marketing. The fi-
gures for 1969/70 are provisional.

A very important point is that many of these
products, particularly vegetables, are dependent
solely on the domestic market for an outlet, In -
addition, certain products, such as lettuce, carrots
and beetroot, are often produced in areas surround-
ing the consumption centres and are only marketed
locally. Most of these products are only consumed
fresh. The {resh produce market is therefore the
only outlet available. Since the fresh markets offer
limited sales possibilities, varying production is
usually the main cause of instability in the industry,
owing to the resultant price fluctuations.

7.3 CERTAIN ASPECTS OF THE MARKETING OF
PERISHABLE PRODUCTS

The marketing of fresh produce is a complicated
operation owing largely to the geographical distri-



bution, perishability and variety of the products
handled, In addition, the human factor plays a most
important role in the marketing process and it is
sometimes difficult to reconcile the clashing inte-
rests of the producer, the trade and the consumer,
Moreover, set traditions and customs are often
slow to change,

Various investigations have been conducted
during the past two decades in an attempt to find
solutions to the numerous problems experiencedin
the marketing of vegetables and fruit, The Commis-
sion has noted the following reports published in this
connection:

1. Report of the Municipal Markets Enquiry Com-
mittee, U.G. 22/1953 (Chairman: Mr B.J.
de Klerk)

Report of the Committee of Inquiry into Market
Agents, 1956/57 (Chairman: Mr S.J.J.de Swardt)

Report of the South African Overseas Fruit and
Vegetable Marketing Mission, 1956 (Leader:
Mr S.J.J. de Swardt)

Report of the Ad Hoc Committee of Inquiry into
Sales Procedure on Municipal Markets, 1958/59
(Chairman: Mr P.W, Venter)

Verslag van die Kommissie van Ondersoek in-
sake Markgelde, 1960 (Chairman: Mr B.J,
van Niekerk)

Report on an Inquiry into the Costs of Commis-
sion Agents, 1963 (Chairman: Mr J.B. Bester)

Report of the Committee of Inquiry into the
Bantu Market for Agricultural Products, 1967
(Chairman: Mr A.J. du Plessis)

8. Report of the Municipal Markets Committee,
1967 (Chairman: Mr W.J.B. Slater)

9. Verslag van die Interdepartementele Komitee
van Ondersoek na die Voorsiening van Bederf-
bare Produkte aan Staats- en ProvinsialeInrig-
tings, 1969 (Chairman: Mr J.B. Bester)

As a result of the recommendations of the Muni-
cipal Markets Enquiry Committee, a National Mar-
kets Advisory Board was established in 1955 to
advise all interested bodies on matters affecting
the marketing of perishable agricultural produce
on municipal markets, The Advisory Boardactively
interested itself in laying down a national "market~
ing code" and was closely connected with the draft-
ing of the Perishable Agricultural Produce Sales
Act, 1961 (Act 2 of 1961), which made possible the
better regulation of certain transactions inthe sale
of perishable agricultural produce.

7.3.1 Production: South Africa has potentially
a much larger output of fresh produce than can be
absorbed by the present domestic demand at rea-
sonable prices for the producer. The crucial
problem in the fresh produce industry is therefore
not how to boost production, but rather to establish
how much the industry can expect to sell and the
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best way of producing and marketing the quantity
concerned., Measures to stabilise the industry
should therefore be aimed primarily at keeping
supply and demand in equilibrium as far as possible,
From the supply point of view, producers can try
to achieve this through co-operative action, How~
ever, to be able to control supplies in the short
term and, somehow, production in the long term
is an ideal which is difficult to achieve owing to
varying climatic conditions and scattered produc-
tion ~ the more so because the producers of fresh
produce seem to be reluctant to act on a co-
operative basis, probably feeling that they would
thereby be deprived of their right to decide for
themselves when and where to market their pro-
ducts. Nevertheless, producers in certain con-
centrated and specialised production areas have
already achieved a measure of success with the
co~-operative packing, storage and marketing of
their products. The success achieved by apple
producers in the South-Western Cape is a good
example of this,

7.3.2 Collection: In view of the large number
of relatively small consignments of perishable pro-
ducts coming from scattered production areas, it
is essential to collect consignments of produce for
fresh distribution or for processing at certain
points if marketing is to be efficient.

Where processing industries are established in
the production area, the producer delivers the
product direct to the factory, Collection also
takes place to a certain extent in the production
areas where certain marketing functions such as
grading, packing and storage are undertaken on a
co-operative basis, as is the case with a certain
part of the citrus, deciduous fruit, onion and
potato crops. As the marketing of the product
proceeds, further collection takes place, for ex-
ample, at stations in the case of certain kinds of
deciduous fruit and at municipal markets and
harbours, The municipal markets are, however,
the most important collection points for most non- .
regulated produce sold on the fresh market.

7.3.3 Grading and packing according {o standard:
In South Africa certain kinds of vegetables and
fruit are subject to compulsory grading and packing
according to standard whenthey are offered for sale
on the principal urban markets, Certain products
are also marketed under the National Marketing
Scheme, which is a voluntary scheme, In both cases
the producer has to grade and pack the product in
accordance with the requirements laid down., To
ensure that the producer complies with the re-
quirements, the Department of Agricultural Econo~
mics and Marketing provides an inspection service
in the controlled areas concerned. About eighteen
of the almost one hundred different kinds of fresh
produce marketed annually are at present subject
to inspection, By mass, however, these products
represent approximately 65 per cent of all fresh
produce marketed fresh in the controlled areas.
A reasonably high degree of standardisation has
therefore already been achieved, although there
are still certain shortcomings, for example, the
fairly wide variations within a specific "grade",




This lack of uniformity in produce within grades
ig due largely to varying climatic conditions and
differences in soil, as well as to the fact that in
the cultivation of certain crops so many different
cultivars are planted.

7.3.4  Perishability: Most of the problems in the
marketing of fresh vegetables and fruit can be
traced back to the fact that these commoditions
are highly perishable. This necessitates careful
handling, special protection during marketing, and
rapid transit to the end consumer, Disregard of
any of these requirements increases the marketing
risk and cost, It also creates problems for the
farmer, because once the product is ready for
market it must be sold as soon as possible, irre-
spective of the ruling price level, In South Africa
a variety of fresh produce is available throughout
the year from current production. Seasonal sur-
pluses occur more frequently than shortages.
Transport distances are often not very great so
that it is not always economically justified to use
refrigeration on a general basis to try to lengthen
the shelf life of fresh produce., However, refrige-
ration is being used successfully so that certain
kinds of fruit subject to seasonal production can
be marketed out of season,

7.3.5 Bargaining power of the producer: So far
as the marketing of fresh vegetables and fruit is
concerned, producers act individually for the most
part. Since the individual supplies a relatively
small part of the total output, he is not, however,
in a position to exert much influence onthe market
price. As a rule, products for processing are de-
livered at contract prices which are agreed upon
in advance with the manufacturer, On the fresh
produce markets the market agent performs the
bargaining function. Although inthis case producers
do not negotiate direct with buyers, they can
nevertheless strengthen the hand of the market
agent in price negotiations and thus obtain a price
advantage, for example, by making certain pro-
duction and supply arrangements on a co-operative
basis and by grading and packing their products
objectively.

7.3.6 Retail distribution: By and large, the re-
tail distribution of fresh vegetables and fruit is at
present in the hands of numerous relatively small
undertakings, most of which are owned by members
of certain population groups. Although these per-
sons often have a relatively low standard of living
and make use largely of family labour, the price
mark-up in the retail trade is nevertheless high,
Apart from losses owing to the perishability of
the products, the costs of these undertakings
(including shop rental, salaries and wages and
transport) are high in proportion to their sales
which, in most cases, are limited to their imme-
diate vicinity, It would therefore appear that the
high price mark-up is due to high unitcosts rather
than to excessive profits in the retail trade.

The sale of fresh produce by supermarkets has
increased in recent years. These concerns draw
their customers from a wider area than the one-
man businesses, They use modern sales techniques
and follow a sales policy of 'bigger turnover,
lower profit per unit". Although this development
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might in the long run help to narrow the gap be-
tween producer prices and consumer prices, there
are still important obstacles to be overcome,

In the first place, the South Africanconsumer's
fresh~-produce buying habits are not the same as his
buying habits in regard to groceries and other
household requirements, which are usually offered
in supermarkets, The consumer's buying habits
may, however, change in course of time.

Secondly, under the present marketing system
supermarkets are finding it difficult to obtain suffi~-
cient quantities of products of uniform quality and
appearance from day to day. For this reasonchdin
stores have recently been trying to purchase their
requirements under contract direct from produ-
cers, But they have not always been successful,
particularly since production is scattered, and the
business of obtaining their requirements demands
an administrative organisation out of proportion
to their present turnover. Furthermore, they have
also had problems in selling that part of the pro-
duce which they themselves cannot use. Municipal
markets may, however, be expected to give more
attention in the future to the requirements of
these organisations, and producers may also be ex-
pected to try gradually to offer more uniform pro-
ducts on the markets. If producers do not make a
special effort to meet the needs of these organisa-~
tions, a further link in the marketing chain may
possibly develop which will specialise in meeting
the needs of supermarkets, including the quality
and appearance of products and the packs which
they require,

Thirdly, supermarkets find it hard to get staff
with a knowledge of and experience in purchasing,
handling and selling fresh produce. Consequently
losses through spoilage are heavy and the appear~
ance of the products often leaves much to be
desired,

7.3.7 Per capita consumption: The per capita
consumption of fresh vegetables and fruit (including
potatoes) in South Africa, as compared with other
Western countries, stands at a relatively low level.
In 1969, for example, the per capita consumption
of vegetables and fruit in South Africa was about
113 kg, as against about 250 kg in the U.S.A,

One of the reasons why South Africa's per
capita consumption of these commodities is so
low is the relatively low per capita income of a
large part of the population whose daily diet still
consists basically of cereal foods. Another reason
is that most of the Bantu inthis country are not yet
familiar with most kinds of vegetables and fruit,
having little knowledge of how to prepare them. As
a result of the urbanisation process, in the Bantu
homelands as well, and as the income of the Bantu
rises and they develop a taste for these products
and learn how to prepare them, they may be ex-
pected to eat more vegetables and fruitinthe future,

It is remarkable that, proportionately, the pro-
cessing of vegetables and fruit has increased much
more rapidly over the past seventeen years than
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the consumption of fresh produce. From 1951/52
to 1968/69 the domestic per capita consumption
of processed fruit increased from 5,4 to 16,3 kg
(reckoned on a fresh-fruit basis) while in the case
of vegetables consumption rose from 4,0 to 6,1 kg,
i.e. relative increases of 202 and 53 per cent,
respectively. Over the same period the consump-
tion of fresh fruit and vegetables rose by 20 and
31 per cent, respectively. In the case of certain
kinds of canned fruit, however, most of South
Africa's output is exported.

The proportionately faster rise in the demand
for processed vegetables and fruit may be expected
to continue in future. There is reason to believe,
however, that this might not happen at the same rate
in South Africa as in other Western countries. In
the first place, South Africa, as already mentioned,
is in the favourable position of having adequate
quantities of most kinds of vegetables and fruit
available from current production at compstitive
prices virtually throughout the year. This means
that in most cases, particularly as regards vege-
tables, there is a relatively large price difference
between fresh and processed products, Consump~
tion by Whites is already at a comparatively high
level; so, with a further rise in their per capita
income, they will not consume larger quantities
but will rather give preference to products of
better quality. In the case of the Bantu, however,
a much greater demand may be expected. Because
of prices, they may also be expected to prefer
fresh produce, In this regard, reference may also
be made to the recommendations of the Depart-
mental Committee* which investigated, inter alia,
possibilities of promoting sales of fresh produce
among the Bantu. The recommendations of the
Committee were aimed mainly at ensuring a regu~
lar supply of fresh produce to the inhabitants of
urban as well as homeland Bantu residential areas,
On the strength of the Committee's recommenda-
tions, the Municipalities of Johannesburg and Port
Elizabeth have already established submarkets in
their urban Bantu residential areas and the turn-
overs of these submarkets are increasing, The Mu-~
nicipality of Pretoria is also establishing sub-
markets in its urban Bantu residential areas.

It should not be forgotten, however, that better
processing techniques are being developed all the
time and that competitive undertakings are striving
for a higher level of efficiency which, in the long
run, will reduce the price difference between the
fresh and the processed product and may incertain
cases even swing the difference in the favour of
the processed product, Moreover, the convenience
factor is an important consideration with con-
sumers when it comes to choosing between the
fresh and the processed products, The demand of
the processing industries for fresh vegetables and
fruit is therefore expected to increase in the future,
as will this market's importance in relation to
that of the municipal produce markets,

7.4 DOMESTIC OUTLETS FOR PERISHABLE
PRODUCTS

As is evident from the foregoing, the processing
industries and the municipal markets are the main
domestic outlets for fresh produce.

* Report of the Committee of Inquiry into the Bantu
Market for Agricultural Products, 1967,
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7.4.1  Processing industries: Processingindus-
tries handle only certain products and in most
cases specific cultivars are produced for process-
ing purposes., As regards supplies, therefore, the
processing industries are not always in direct
competition with the fresh produce markets. There
are sometimes surpluses of products intended for
processing, and the excess is then diverted to the
fresh market. Sometimes it alsc happens that
market prices are appreciably better than the
factory prices, in which case factories are unable
to get the necessary supplies. The processing in-
dustries cannot, however, be regarded as analter-
native outlet for table production, since the culti-
vars concerned and the quality of the products are
usually unsuitable for processing,

7.4.2  Municipal marketing system: The munici-
pal markets are still the most important domestic
outlet, particularly for fresh vegetables. These
markets are owned and, with a few exceptions, run
by the municipalities concer{led.

At present there are about 100 municipal mar-
kets in the Republic, handling products to the value
of about R80 million a year. On the basis of turn~
over, most of these markets are relatively small,
The annual turnover of 79 of these markets is less
than R100 000, each of the 18 smallest ones having
a turnover of lessthan R1 000 ayear, Nevertheless,
even these smaller markets fulfil a useful function
in the local communities, Each year the 23 larger
markets handle about 98 per cent of the total turn-
over of all municipal markets, while the 4 largest
handle about 80 per cent of the total turnover,

Owing to their very limited absorbency, aswell
as to the fact that they are entirely dependent on
local production, the numerous smaller markets
handle a limited range of products and therefore
do not play an important part in the national dis-
tribution of fresh produce, The bigger vegetable
and fruit producers in the main production regions
do not supply the smaller markets because of the
risks entailed: they prefer to support the big mar-
kets where, owing to the greater absorbency of
these markets, day~to-day fluctuations in supply
do not affect prices to the same extent as on the
smaller markets, This often means that dealers in
the vicinity of the smaller markets bypass themand
obtain their requirements at the nearest big mar-
ket, which in certain cases may even be hundreds
of kilometres away. The question arises whether,
in order to cut costs and bring about more effec-
tive distribution of fresh produce on a national
basis, the establishment of additional big markets
at certain strategic points should not be encouraged.

7.4.2,1  Distribution of products: The orderly
distribution of fresh produce on a national bhasis
raises various problems. At present distribution
is left mainly to the individual producer and he
has to decide how he wishes to apportion his sup-
plies among the various markets. In practice,
therefore, certain markets are often oversupplied
with a certain product, while shortages are ex-
perienced on other markets, Bad distribution of
this kind gives rise to speculation between markets
and increases costs for the industry, Furthermore,




if producers distributed their products propor-
tionately, they could be earning the profits at pre-
sent made on the redistribution of supplies.

To assist producers in distributing products
among markets, the Department of Agricultural
Economics and Marketing daily furnishes particu-
lars to the press and the radio on prices and sup~
plies at the principal municipal markets. In addi-
tion, the Department reviews the demand and supply
position of the principal products on some of the
larger markets every week,

Full statistics of sales on the nine principal
markets are collected on a continuous basis and
further processed by the Department. Some of the
processed information is published monthly in the
Department's news-sheet "Crops and Markets",
At the end of eachyear afull annual report on fresh
produce markets is published, giving the monthly
quantities, value and average prices of each
product sold on each of the nine principal markets
during the year. The Department realises that most
of the information made available at present is of
limited value to producers since they act indi-
vidually for the most part. Only when producers
of fresh produce achieve a greater measure of
joint action in production planning and the distri-
bution of their products will the information re-
leased by the Department really be of value to them,

7.4.2.2 Market facilities: Market facilities in
South Africa have become so0 antiquated that in
recent years official bodies and Organised Agri-
culture have made strong representations to muni-
cipalities to modernise their market facilities,
In many cases the facilities were so inadequate
and antiquated that more and more products began
to bypass the markets. The old markets were often
situated near the centre of the city where land for
expansion was unobtainable or expensive. By the
day, traffic to and from the markets was creating
greater problems for the producer and the buyer.
In addition, overcrowding at the markets made
efficient control and management virtually im-
possible,

To be able to modernise their facilities, the
municipalities were obliged tofind larger premises
elsewhere and to erect new market buildings, Suit-
able sites with the necessary rail and roadconnec-
tions were not only difficult to find but also very
expensive. In addition, building costs were high,
Although the Municipalities of Cape Town and
Pretoria, and later also Kimberley, decided to go
ahead and build new markets, other municipalities
hesitated to erect new markets owing to the extent
to which their markets were already being by-
passed, the expensive land that would have to be
bought and the high building costs that would have
to be incurred. Some municipalities even wanted
certain guarantees from the Government to the
effect that the investment in new markets would
not place a burden on their ratepayers in the long
run, However, because, under the Republic's con-
stitution, municipal markets are a provincial matter
over which the Central Government has no direct
control, a deadlock ensued, This situation was an
important reason for the appointment of the Muni-
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cipal Markets Committee to investigate all aspects
affecting the erection and control of municipal
markets.

Certain legislation was proposed in the report
of the above-mentioned Committee, the result being
that Parliament in 1970 passed the Commission for
Fresh Produce Markets Act (Act 82 of 1970), This
Act determines the relations between the Central
Government, the provincial administrations and
local authorities in regard to the erection, control
and management of national markets. The other
municipal markets are run by the local authorities
concerned under the general control of the provin-
cial authority.

The main objects of the Act are to provide for
properly equipped markets and their maintenance
and to ensure that they are runona sound economic
basis. For the achievement of these objects, the
Act empowers the Minister of Agriculture to decide
on economic marketing matters of national impor-
tance. The physical control and management of the
national markets rests, as in the past, with the
local authorities concerned.

The Municipal Markets Committee's recom-
mendations on financial assistance to municipali~
ties for the construction of new markets were not
accepted, but in 1970/71 the Government made
grants to the Municipalities of Cape Town, Preto-
ria and Kimberley to compensate for certainfinan-
cial losses suffered by them in the first few years
after their new markets had been put in commigs~
sion. These grants totalled R414 000. Although no
fixed basis for financial assistance has been laid
down, the Government has intimated by these grants
that it is willing to assist municipalities financially
when they incur heavy expenses in modernising their
market facilities,

7.4.2.3 Control and management; The municipa-
lities provide the site and buildings for market
operations, They provide the necessary sanitary,
cleaning and other essential services and license
the market agents and their employees where
private market agents are allowed on the market.

The municipality exercises authority through
the market master who manages the affairs of the
market and advises the town or city council on
market matters. He has to see that all acts and
regulations, provincial ordinances and by-laws
applicable to the market are complied with, and he
is responsible for the good order and cleanliness
of the market, He has to ensure that market hours
are observed, that all products delivered to the
market are accounted for, that transactions are
conducted properly, that all moneys accruing to
the municipality are collected and that the seller
receives the right amount payable to him. To make
this possible, detailed market accounts have to be
kept and all incoming and outgoing market traffic
has to be effectively controlled,

7.4.2.,4 Sales procedures: Until a few yearsago
virtually all produce received on municipal markets
was sold by public auction, municipal officers being
responsible for the auctioning. These auctioneers




also usually completed the bills of sale and received
the money in the case of cash transactions.

Although auctions have certain advantages, the
most important undoubtedly being public pricefor-
mation, they also have certain disadvantages which
became increasingly apparent in later years asthe
turnover on the larger markets increased.

Auctions are time-consuming, and all kinds of
adjustments had to be made to expedite matters
as the turnover on markets grew. These adjust-
ments created various problems and seriously
hampered price formation by means of the auctions.
At an auction the seller had virtually no say in
price formation except that he could put a reserve
price on products. Big buyers often formed "rings"
and in this way negotiated prices in their favour,
to the detriment of the producer.

The time factor at auctions was such that only
those consignments under the hammer were offer-
ed for sale at a particular time, Owing to the
perishability ofthe products handled, municipalities
were obliged, as the turnover on their markets
grew, to use increasing numbers of auctioneers
at the same time, This resulted in a division of
buying power, which had an adverse effect on prices.
In spite of these measures, buyers had to spend
hours on the market to obtain their requirements.,
Consequently, more and more smaller buyers
stayed away from the market, preferring to buy
from wholesalers. This further weakened compe~
tition at the auctions.

Ringing is asserted to have been fairly wide-
spread among bulk buyers - all the more so where
auctions were held simultaneously indifferent sec~
tions of the market, which obviously made it im-
possible for a single buyer to attend the various
auctions. It is alleged that, to strengthen their own
position, the bulk buyers often deliberately pushed
up prices for the smaller buyers at the auctions -
to such an extent that it paid the smaller buyers to
purchase their requirements from the bulkbuyers.

To overcome these defects in the auction sys-
tem, the Cape Town market took the lead in allow-
ing out-of-hand sales as well as auctioning., Care~
ful study of the system on that market revealed
that the out-of-hand sales system had definite
advantages for the larger markets. On the strength
of this the Department of Agricultural Economics
and Marketing, through the National Markets Ad-
visory Board, encouraged the extension of the out-
of-hand sales systemto the other markets, Although
the market authorities initially hesitated and there
was opposition from market agents and certain pro-
ducers, the system was extended to other markets
and has now been adopted by most of the larger
ones, having become the main method of selling on
certain markets,

The basic difference between the two systems
of selling is that, with the out~of-hand system all
products are on sale at the start of transactions,
in other words, a buyer can buy any consignment
or part of it at any time during business hours.
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Prices are formed by personal negotiationbetween
the market agent and the buyer. Ringing is there-
fore more difficult and the market agent has more
say in price formation,

Because transactions are clinched by direct
negotiation between the market agent and the buyer,
it is essential that the market authorities should
exercise strict control over such transactions, This
is an important aspect, to which, it is trusted, the
recently appointed Commission for Fresh Produce
Markets will give due attention. (See paragraph
7.5.)

7.4.2,5 Market agents: The market agent is the
link between the producer and the buyer. He has to
receive the consignments sent to him by producers
and display, sell and deliver them to buyers, and
settle accounts with the producer.

On the smaller municipal markets the market
master acts as the sole agent. On the larger
markets this function is performed by private
firms registered as commission agents with the
Department of Agricultural Economics and Mar-
keting and licensed by the municipality concerned.
On a few of the larger markets, the market master
also has an agency whichto all intents and purposes
competes with the private agents.

Since sales on markets take place chiefly inthe
absence of producers (i.e. the owners of the pro-
ducts), the need arose for some control to be
exercised over the manner in which sales were
conducted and payments made to producers, Various
inquiries were conducted into this matter both
locally and abroad, This resulted in the passing
of the Perishable Agricultural Produce Sales Act,
1961 (Act 2 of 1961), The object of the Act is to
control commission agents, brokers and certain
dealers in vegetables and fruit so as to ensure
that they maintain a high standard of business
and that the producer is protected. The Act pro-
vides, among other things, for the registration
of such persons with the Department of Agricultural
Economics and Marketing, and lays down that cer-
tain records be kept of the products handled, bought
or sold by them, The Act prohibits any fraudulent
practices in connection with the weighing and
counting of products as well as misrepresentations
as to the kind, grade, quality or quantity of the
products. Furthermore, the Act prescribescertain
requirements which have to be complied with in
regard, inter alia, to the settling of accounts with
the producer and the circumstances under which
the commission agent must report to his principal
on the products remaining on the market unsold,
Furthermore, the agent must furnish the Depart-
ment with security which is proportional to his
business turnover and which can be used in the
event of non~payment.

Apart from their normal functions, market
agents extend credit to buyers, provide packing
material, labels, stamps, etc. for producers, and
often also make short-term loans to producers.
In addition, it is general practice for most agents
to telephone producers daily or to inform them
telegraphically of the prices attained and to advise
them on proposed further consignments,



For these services market agents receive a
commission calculated on the gross selling price
of the products, The commission varies between 5
and 7,5 per cent and is prescribed by regulation
under Act 2 of 1961,

7.4.2.6 Market fees: Apart from the agent's
commission, the producer also pays the local
authority concerned a market fee which may be
regarded as a payment for the use of the market
facilities, Market fees on the larger markets vary

between 4 and 5 per cent of the gross value of .

sales. In the case of other facilities, such as
ripening, cold storage and porterage facilities,
separate tariffs are levied and these are paid by
those making use of such facilities,

In the past market fees were determined by
the municipality and were subject to the approval
of the Administrator of the province, In terms of
the Commission for Fresh Produce Markets Act,
1970 (Act 82 of 1970), the market fees for the
national markets established under that Act are
subject to the approval of the Minister of Agri-
culture, while in the case of other markets the
Administrator has the power to fix tariffs in con-
sultation with the Minister,

7.4.2.7 Direct sales: Direct sales by producers
to the trade and to consumers of fresh produce are
established practice in South Africa, However, in
comparison with the quantity of products flowing
through the municipal marketing system, the quan-
tities of products sold direct are very limited.
Certain products are nevertheless sold direct on
a larger scale than others,

The extent to which direct sales of fresh pro-
duce will increase in future depends on various
factors, The most important determinant is un-
doubtedly the ability of the municipal marketing
system to adapt to the changing needs of the trade
and to compete with the other outlets as regards
service and cost,

Direct transactions on a limited scale as found
in the Republic today should not, however, be
confused with a full-scale system of direct sales
as found in the U.S.A, where prices are to a large
extent formed at the farm level, many farmers
dealing direct with buyers, market agents and
brokers. This is possible only because of the
following factors: the volume of production, as
well as the fact that production is concentrated
and specialised; a grading and inspection system
adapted to this specific type of trading; sophis-
ticated crop estimates and market information
services; and the fact that there are so many big
buyers who can afford to have special officials to
conclude production contracts with producers or
to buy supplies direct, In the U,S,A, the municipal
markets today fulfil a secondary function in their
distribution of fresh produce, specialising in ser-
vices to the retail trade. Since the persons acting
on the markets buy their supplies in competition
with other buyers in the production areas, produ-
cers cannot, as in South Africa, send their pro-
ducts to a market without any advance arrange~
ments, Buyers are also highly selective in regard
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to the quality and particularly the uniformity of
products, so that producers often find it difficult
to secure an outlet for those of their products
which do not meet the requirements.

7.5 COMMISSION FOR FRESH PRODUCE MAR-~
KETS ACT

As already mentioned, this Act determines
the relations between the Central Government,
the provincial administrations and the local autho-
rities so far as the erection, control and manage-
ment of national markets are concerned,

The Act provides, inter alia, for the proclama-
tion of certain controlled areas, for the declara-
tion of certain markets as national markets and
for the appointment of a Commission for Fresh
Produce Markets, The Act prohibits the erection
of any fresh produce market in a controlied area
without the approval, in writing, of the Minister
of Agriculture having been obtained in advance.

An expert Commission of this kind was appoint-
ed in May 1971. It may consist of three or four
members, The object of the Commission is to
advise the Minister on all matters in connection
with the siting, erection, extension, alteration, use,
management and conduct of fresh produce markets
and the performance of services at such markets,
The Commission also has to assist the Minister
generally in co-ordinating and rationalising acti-
vities connected with fresh produce markets. Upon
the appointment of this Commission the National
Markets Advisory Board was no longer needed, so
it was dissolved.

Other important provisions of the Act include
the following:

(a) The Minister may direct the owner of a
national fresh produce market to improve the
equipment, buildings or structures, as well as
the facilities for the performance of services.
To enable the owner to do so, the Minister may,
after consulting the Commission, lend or grant
to the owner of a national fresh produce mar-
ket moneys appropriated by Parliament for the
purpose on such conditions as he may determine
in consultation with the Minister of Finance.,

(b) The Commission may draw up a code of in-
structions relating to, among other things, the
planning, lay-out and construction of national
markets; the buildings, structures and equip-
ment used; the facilities which have to be
provided; the management and conduct of such
markets; as well as the performance of ser-
vices at such markets.

(c) In respect of any national fresh produce market,

the Minister may appoint a market advisory

committee to advise the Minister, the Com-~
mission and the owner of the market concerned
on certain matters affecting that market.

As mentioned above, the Commission was
appointed only recently, its task being to pursue
the objects of the Act by holding consultations with,
persuading and co-operating with all interested



parties. The Act lays the foundation for a national
policy - something which was sorely needed in the
industry.

7.6 MARKETING ARRANGEMENTS UNDER THE
MARKETING ACT

A further step which has been taken by the
Government and which can also bring aboutgreater
stability in the fresh produce industry is the
adoption of certain amendments to the Marketing
Act which, as stated in paragraph 6.4.1, have now
made it possible for the following measures to be
adopted for products for which there is no control
scheme in force:

(a) A levy to be paid into a special account may
be imposed. The Minister may from time to time
direct that the moneys in this account be used for
the following purposes, among others:

(i) The purchase of a quantity of a product on
which a levy is paid;

(ii) the payment of costs in connection with such
a purchase and the removal, diversion, stor-
age, conveyance, distribution or sale thereof;

(iii) the promotion of the production or marketing
of such a product; and

(iv) the "fostering or stimulation" of the demand
for such a product.

(b} Prices may be fixed for non-regulated pro-
ducts,
(¢)y The marketing of a non-regulated product

may be regulated through certain persons,

These amendments to the Marketing Act have
now made it possible to adopt stabilisation mea-
sures for certain products without instituting full~
scale and expensive marketing schemes under the
Act,

These legislative measures to promote the
orderly marketing of products for which there is
no scheme were adopted in 1969 and 1970, but their
implementation is still being awaited.

7.7 A LOOK AT THE FUTURE

The normal growth of the population, rising
per capita income, increasing urbanisation of
Whites and Non-Whites, a shift in consumption
from high~calorie cereal foods to high quality low-
calorie foods such as vegetables and fruit, as well
as increasing per capita consumption of vegetables
and fruit, particularly among the Bantu, should in
the future have a favourable effect on the total do-
mestic consumption of vegetables and fruit, Inaddi~
tion, the changed way of life and higher standard of
living of the population will result in ever higher
demands being made by the consumer when it comes
to personal convenience and the quality of products.,
The demand for semi-processed and processed
vegetables and fruit is expected to increase rela~
tively faster than that for the unprocessed fresh
products, Constant improvements in processing
techniques are having a favourable effect on the
cost structure of the processing industries.

On account of these factors and in view of our
limited land and water resources, a better balance
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may be expected later between supply and demand.
A larger total domestic market will obviously re~
sult in more stable prices, and therefore more
stable, more concentrated and specialised produc~
tion areas should develop. This will then create a
more favourable climate for co-operative action
which will enable producers to improve their
bargaining position in the market, This is parti-
cularly important in view of the expected develop~
ments in overseas marketing, Britain's entry into
the European Economic Community will have se~
rious repercussions in South Africa's fruit industry,
and timely adjustments are therefore becoming a
matter of urgency,

The marketing of fresh produce is, as appears
from the foregoing, more subject to variable fac~
tors than is the marketing of many other agricul-
tural products. Adjustment to changing conditions
is therefore a most important element in the pro-
cess of developing the marketing system for fresh
produce, It is important that adjustments in the
marketing structure should keep pace with the
general level of development in the social, eco-
nomic and technical fields, Experience has shown
that financial losses can be heavy if procedures
are adopted which at a particular time are too
far in advance of the general level of domestic
development, Similarly, problems are likely to
arise if adjustments to changing circumstances
are not made timeously.,

Since the Commission for Fresh Produce Mar-
kets Act and the measures under the Marketing Act
referred to above have not yet been applied, their
effect on the industiry cannot be determined at this
stage. The Acts do, however, hold out the possibility
of laying the foundation for a national policy for the
marketing of perishable products, In addition, they
create the opportunity for consultation and co=-
operation between the various groups of interests,
which should lead to a better understanding of the
problems in the industry.

RECOMMENDATIONS ON STEPS TO RE~
ADJUST MARKETING

7.8,

In the light of the foregoing the Commission
therefore considers it advisable to give attention
particularly to such measures as may increasethe
efficiency of the marketing processinall its phases,
This will promote stability for the producers and
check the bypassing of produce markets,

The Commission consequently recommends
that, in order to achieve the above-mentioned
objects, serious attention should be given to the
following steps, among others:

1. Co-operative action on the part of producers
in the principal production regions should be
encouraged to promote the planning of produc-
tion and the efficient distribution and marketing
of products.,

2. An attempt must be made to orient production
to the markets, To achieve this, producers must
be well informed and be encouraged to produce
and offer what the market requires, particularly
as regards the quality and uniformity of products,



3.

A national code for fresh produce markets must
be drawn up, due account being taken of the size
of markets,

Efficient marketing facilities must be provided,
and these facilities and the sales system must
be adapted timeously to changing circumstances,
services being rendered according to the exi-
gencies of the moment,

Purposeful marketing research must be con~
ducted and market information disseminated to
serve as a basis for policy-making and the
guidance of the producer, the trade and the
consumer,

Measures must be adopted to cut costs, for
example, by the more efficient use of market
buildings and other facilities and by the co-
ordination and mechanisation of the accounting

10
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done by the market authority, marketagentsand
the Department of Agricultural Economics and
Marketing,

Market staff must be trained, particularly the
staff at managerial levels,

Effective control must be exercised over pro-
ducts arriving at and leaving markets,

Measures must be adopted to promote sales of
fresh produce in the Bantu residential areas
as well,

Provision must be made for consuitation and
co-operation between all the parties involved in
the fresh produce industry so that they may be
better informed of each other's requirements
and problems.



CHAPTER VIII

CROP INSURANCE IN AGRICULTURE

In the introductory paragraphs of an article
on comprehensive crop insurance Burger (1965)*
lays great stress on the increasing risks to which
modern comwmercial farming is exposed, and con~
tinues:

"This risk also increases as farming gene-
rally becomes more specialised, Besides, me-
chanisation and other modern development
result in increasing capital investment per
farm, as well as in steadily increasing non-
cash costs and certain cash expenses - while
the profit margin shrinks, All these factors
point in the direction that farmers will not
individually be able to carry the enormous
risk attached to agricultural production much
longer.”

8.1 OBJECTS OF A CROP INSURANCE SCHEME

From the start there must be clarity about
the precise objects of a crop insurance scheme,
or else it can easily be used as a kind of sub-
economic Government scheme to assist needy farm-~
ers who are faced with crop failures for reasons
beyond the scope of the scheme as initially in-
troduced, From the outset, therefore, a scheme
of this kind should be run strictly on business
principles.

Crop insurance must be run strictly on business
lines and the main object must be to enable modern
farm operators to spend, with reasonable confi-
dence, large sums of cash on the production of
a crop which will take six months or longer to
cultivate and harvest and will yield an income only
once a year, i.e. a crop of which the production
is accompanied by calculable and insurable risks.
No matter what precautions he takes any entrep-
reneur can have a crop failure, or the harvest
may come to only half of what he expected.
Such set-backs might be due to causes beyond the
entrepreneur’s control and his loss in income
might be heavy., Often his losses are so great
that he finds it impossible to prepare for the
next crop or has to borrow money at high rates
of interest if he does not qualify for a production
loan from the Agricultural Credit Board.

The insurance scheme must therefore ensure
that the enterprising farmer who lacks large capital
reserves will have 2 minimum income in the event
of his crop being affected by certain insurable
events beyond his control - similar to the cover
provided by an insurance scheme for certain busi-
ness men and professional persons in the cities.
Crop insurance of this kind must therefore be
aimed mainly at keeping the farmer's operating
capital intact in the event of a poor crop.

* BURGER, C.E, (1965): All-risk Crop Insurance.
Agrekon, Vol.4, No.,1, 8 ~ 18,
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Furthermore, the crop insurance system must
be so designed as to promote sound farming
practices,

Up to the present, however, relatively little
has been done in the field of agricultural insurance
in South Africa.

Over the years private companies have under=-
taken fire and workmen's compensation insurance
for farmers, and for a number of years various
agricultural co-operatives have also successfully
provided fire, workmen's compensation and hail
insurance, The Boere Kobperatiewe Versekerings-
maatskappy Beperk, with its head office in Paarl,
was established in 1916 mainly to undertake in-
surance against fire damage to grain fields and
stacks in the Western Cape. The Farmers'! Hail
Insurance Co-operative Company Limited, with its
head office in Ficksburg, was established in 1934
to offer insurance against hail damage to crops
including grain, fruit, vegetables and tobacco.
Since 1966 this co-operative has offered a scheme
for comprehensive crop insurance on a trail basis.

Sentrakas (Kobperatief) Beperk, with its head
office in Johannesburg, was established in 1950
through the agency of the Co-operative Council
of the S.A. Agricultural Union as a central co-
operative unit to undertake hail, fire and work-
men's compensation insurance, Sentraoces (Ko-
operatief) Beperk, with its head office in Ficks-
burg, was found in 1970 through the agency of the
S.A. Agricultural Union and the Registrar of Co-
operative Societies, in co~operation with Sentrakas
and the Farmers! Hail Insurance Company by 24
agricultural co-operatives to undertake hail in-
surance and comprehensive crop insurance.

The establishment of Sentraoes resulted in a
separation of functions between Sentrakas and Sen-
traoes, Sentrakas no longer undertakes hail in-
surance but only fire and workmen's compensation
insurance, whereas Sentraoes offers only hail and
crop insurance. The Farmers' Hail Insurance Co-
operative Company Limited has for the tim= being
continued operations as a primary agriculturalco=-
operative to extend the sphere of activities un-
dertaken by Sentraoes.

8.2 STUDY GROUP ON CROP INSURANCE TRIAL
SCHEME

For a considerable time the South African Ag~
ricultural Union actively worked towards the esta-
blishment of a Government-backed comprehensive
insurance scheme for agriculture, and in 1966
the Minister of Agricultural Economics and Market-
ing appointed a study group to go intothe desirabi-
lity and, specifically, the feasibility of a trial
scheme, its terms of reference being:

"To determine the nature and extent of pro-
duction risk in agriculture in the Republic as
it affects the crop farmer; and, upon comple~
tion of the preliminary inquiry, to make pro-
posals on how a crop insurance frial scheme
can be put into operation,' (Translation)



In its report submitted in 1967, the Group
pointed out that facilities already existed for ag-
riculture to insure against fire damage and, less
generally, against hail damage. The farmer's
crop was, however, exposed to many other dangers,
such as drought, floods, exceptional or unseason-
able cold or hot spells, wind, insects, diseases
and pests, all to a greater or lesser extent be-
yond the control of the farmer, According to the
Group, comprehensive (all-risk) crop insurance
would therefore be a step following logically upon
the specialised insurance already offered in agri~
culture,

It was pointed out, furthermore, that in modern
commercial farming with its specialisation, me-
chanisation and extremely high proportion of pur-
chased requirements, the stage would be reached
where the individual farmer, particularly the crop
farmer, would be unable to carry the unlimited
risks of agricultural production, Under the present
conditions, a single crop failure could be a serious
financial setback to a farmer, or it could even
ruin him,

According to the Study Group, expansion of in-
surance facilities by the private sector in the di-
rection of comprehensive crop insurance was
hampered by the fact that such insurance is of
a special nature and that it is subjectto a relative-
ly high degree of risk, The Study Groupalso pointed
out that in the U.S.A., for example, Congress ini-
tially preferred this kind of insurance to be left
to the private insurance companies, The hope that
things would develop along these lines revived
whenever attempts were made by private insurance
interests to offer comprehensive insurance of this
kind, Such attempts were usually very short-lived,
however, In 1938 the Federal crop insurance plan
was accepled by Congress when it passedthe Agri-
cultural Adjustment Act of 1938, under which the
Federal Crop Insurance Corporation was esta-
blished with an authorised capital of 100 million
underwritten by the Government. It was also accept-
ed as a matter of policy that the Government would
bear the administrative costs of such insurance,

Since the private sector in the Republic had
been unable to make any significant progress on
its own with this type of insurance, the Study
Group considered that the Government should,
for the sake of the producer, give serious atten-
tion to the matter. The Study Group made the
following recommendations in this connection:

(a) The Government should introduce a compre-
hensive crop insurance trial scheme on a li-
mited scale. The aim should be, initially, to
include only a limited number of maize pro-
ducers in the scheme. The scheme could sub~
sequently be expanded to cover not only the
entire maize industry, but also the wheat in-
dustry.

(b) In the initial stages the Government, assisted
by a supervisory committee, should enlist the
services of such existing co-operative insu-
rers as would be prepared to undertake the
scheme on a temporary basis (with Government
backing).

(c) I the services of the co-operative insurers

are secured, the Government should initially

grant financial assistance to defray adminis-
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trative costs, also providing a guarantee (in
the form of a balancing fund) in order to
stabilise the insurance scheme until "premium
reserves' would be sufficient to cover all
claims - in abnormal years as well,

The trial scheme should be based on volun-
tary participation.

(@)

(e) Insurance should initially be offered in certain
regions only and at an initial premium rate

of 10 per cent.
®H

Participation in the scheme should be subject
to the condition that the insured would under-

take to apply "sound farming practices",

The Study Group pointed out that Government
backing for crop insurance could be justified since
it would reduce the Government's financial burden
of having to assist deserving farmers in the event
of crop failures,

In the light of these recommendations the Go-
vernment explored the possibilities of having a
trial scheme for comprehensive crop insurance
for maize in the three recognised maize regions
instituted by existing co-operative agricultural
insurance institutions with some Goverment back-
ing. Official approval for the introduction of a
trial scheme, as recommended, was not granted
for the following reasons: all the uncertainties
surrounding a cromprehensive crop insurance
scheme; the fact that it would not be possible to
restrict such a scheme to a single crop; and the
fact that it would not be possible to prevent such
a scheme from becoming a country-wide scheme,
which might entail too great a financial burden
for the Government.

8.3 CROP INSURANCE BY CO~OPERATIVE UN-
DERTAKINGS

As already mentioned, three co-~operative com-
panies offer farmers insurance: the Boere Kodpe~
ratiewe Versekeringsmaatskappy Beperk -fireand
hail; the Farmers! Hail Insurance Co-operative
Company Limited - hail; and Sentrakas KoGpera-
tief Beperk - hail, fire and workmen's compen-
sation, A few other co-operatives serving certain
specialised fields of production also offer their
members a hail protection scheme, including the
Magaliesbergse KoUperatiewe Tabakplantersver-
eniging,

After the Study Group had completed its re-
port, the Farmers' Hail Insurance Co-operative
Company Limited sent a mission fo the U,S.A,
to gain first-hand knowledge of the American
scheme, Subsequently, in 1970, the Farmers' Hail
Insurance Company introduced a comprehensive
crop insurance trial scheme for maize and wheat
crops in 30 districts in the Highveld, More re-
cently, the Boere KoUperatiewe Versekeringsmaat-
skappy also undertook crop insurance for a few
farmers on a much smaller scale,

8.3.1 The Boere Kobperatiewe Versekeringsmaat-
skappy Bpk,

Representatives of this co-operative indicated
in their oral evidence before the Commission that
they introduced a comprehensive wheat insurance
scheme a few years ago to serve the area from
the Western Cape to the Orange River and Port



Elizabeth, Under the scheme an attempt is made
to cover wheat farmers' production costs on a
basis of 60 per cent of the long-term average
wheat yield of the farm concerned.

The Commission was informed that many pro-
blems were experienced with the comprehensive
insurance scheme in the four years after its in-
ception. The co-operative received no financial
support from the Land Bank for this insurance
undertaking. Progress with the scheme was very
unsatisfactory because so many farmers were
reluctant to make use of such insurance facilities.
It might prove necessary to replace the system
of uniform premiums with a system of differen-
tiated premiums in order to make it more accept-
able to farmers in areas less subject to big
fluctuations in production.

The representatives of this co-operatives as-
sured the Commission that there was indeeda need
for crop insurance, but asserted that the risks
in wheat cultivation would have to be determined
and the scheme adjusted accordingly. However,
they were unable to furnish the Commission with
any data on wheat cultivation or on the finances
of the insurance undertaking, Nevertheless they
did make it clear, that the co-operative was
sorely in need of Government assistance to tide
it over the lean years,

8.3.2 Sentraoes (Kobperatief) Beperk

Representatives of Sentraoes assured the Com-
mission that -~

"there is an urgent need for a comprehensive
crop insurance facility to give the industrious
and judicious farmer with the necessary ini-
tiative and enterprise the assurance that, so
long as he does his duty, natural disasters
beyond his confrol will not land him in a worse
financial position." (Translation)

To obviate overlapping, Sentrakas and the Farm-
ers' Hail Insurance Company reorganised their
activities in 1970 in co-operation with the S.A.
Agricultural Union and the Registrar of Co-ope~
rative Societies. A central co-operative for crop
insurance, Sentraoes (KoOperatief) Beperk, was
established by 24 primary agricultural co-opera~
tives to undertake comprehensive crop insurance
in addition to hail insurance, whereupon Sentrakas
(Kobperatief) Beperk discontinued its hail in-
surance, subsequently undertaking only fire and
workmen's compensation insurance, Sentraoes,asa
central co-operative, with its present membership
of 57 agricultural co~operatives and with the sup~
port of the Farmers' Hail Insurance Co-~operative
Company Limited, has undertaken hail insurance
since 1970 and is going ahead with the compre-
hensive crop insurance trial scheme. This central
insurance institution is recognised as such by the
S.A. Agricultural Unionand channels crop insurance
for its members through the 57 agricultural co-
operatives all over the Republic which have joined
Sentraoes., Even the appraisal of damaged crops
is carried out by appraisers recommended by
member co-operatives in their respective areas.
These arrangements place Sentraces in a very
favourable position for building up comprehensive
crop insurance,
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Representatives of this co~operative also point-
ed out that statistical data on which a realistic
premium rate could be determined actuarially;
but they assured the Commission that the co-
operative was trying earnest to offer the insurance
on a self-supporting basis. They referred to the
poor claims =~ premium ratio of comprehensive
crop insurance undertaken by the Farmers' Hail
Insurance Company during the past four years,
This was ascribed, firstly, to the initial loopholes
in the scheme which gradually had to be closed
and to the very poor wheat and maize seasons of
the past four years, when there were cases of
serious drought damage. Sentraoes (Kodperatief)
Beperk stressed, moreover, that the crop insurance
scheme had been introduced as experiment and that
from the experience gained so far it appeared
that differential premium rates would have to be
introduced (as had, in fact, already been done in
the case of hail insurance premiums)., The co-
operative felt that a basic premium rate of 12
per cent, with adjusted differential premiums in
certain areas and possibly later on farms within
areas, should enable it to build up a reserve fund
gradually which could be drawn upon for the pay-
ment of claims in years when losses were heavy.

Sentraces is eager to expand its pilot scheme
and to try to achieve a better spread of risk by
covering other crops besides wheat and maize.
For this, the co-operative needs Government
backing in the form of a "revolving fund" on an
interest-free basis and repayable from surpluses
in subsequent seasons. It is also requested that
the Government should subsidise the administra-
tive expenses incurred in connection with compre~
hensive crop insurance,

The Commission was not in a position to make
a closer study of the circumstances giving rise
to the poor claims - premium ratios, but is of
the opinion that, apart from the factors referred
to, better results might be expected if there
were greater selectivity as regards the areas and
farming enterprises accepted for insurance and if
there were more differentiation in respectofareas
and farms, There is some doubt as to whether
it would be advisable for this insurance undertaking
to spread its wings so wide and evidently it is
that way inclined - in running a pilot scheme for
which reliable data for actuarial calculations are
so sadly lacking,

8.4 VIEWS ON GOVERNMENT-BACKED INSU-
RANCE IN AGRICULTURE

In the light of the experience gained with the
above-mentioned trial schemes for crop insurance
on a co-operative basis, the South African Agricult-
ural Union urged the Government to explore fur-
ther the possibilities of introducing a comprehen~
sive crop insurance scheme recognised by and with
the financial backing of the Government.

8.4.1 Proposals on crop and livestock insurance

In its first submission to the Commission in
1967 the Union gave the following reasons why
comprehensive crop and livestock insurance showd
be introduced:



""As comprehensive crop and livestock insurance
would be prohibitively expensive if it had to
provide cover against disasters and had to
guarantee profits as well, the Union did not
regard this insurance as something distinct
from emergency aid in the event of natural
disasters and an income-stabilising price po-
licy in the event of normal fluctuations in the
Farmer's income,

The Union therefore suggested:

(1) that the Government should treat the intro-
duction of a scheme of Government-backed
comprehensive crop insurance as a matter of

urgency;

—

that such an insurance scheme should be made
feasible by keeping premium costs as low as
possible, this being possible -

(2)

(a) if the Government bore the administrative
costs of the scheme;

(b) if crop insurance did not replace ad hoc
aid in the case of disasters; and

(c) if an income-stabilising price policy were
to be adopted;

(3

that insurance be extended to cover production
in the case of livestock,

In several respects these proposals of the Union
therefore went much further than those put forward
by the Study Group, which for various reasons
were unacceptable to the Government.

8.4.2 Amended proposals on insurance

As the Commission's inquiry progressed and
new information was obtained on the comprehensive
crop insurance pilot schemes introduced by the
two co-operative undertakings, the S.A, Agricult-
ural Union in certain important respects amended
its initial proposals in a later memorandum*
as well as in oral evidence to the Commission,

8.4.2.1 Livestock insurance

In its original submission the Union pointed
out the importance of comprehensive crop insurance
as a means of achieving greater stability in income
and in other respects for crop farmers., In the
latest memorandum no further particularsarefur-
nished or proposals made on livestock insurance,
During an interview with representatives of Orga-
nised Agriculture it was put to the Commission
that in the event of droughts the stock reduction
scheme provided an income for farmers while
their pastures were recovering and that this in
itself could be regarded as a form of insurance
for the stock farmer; and what with the possibi-
lity of this stock reduction scheme being expanded,
the introduction of a livestock insurance scheme
similar to crop insurance was so much the less
necessary., In view of the circumstances with re-

* S.A, Agricultural Union (1971): Comprehensive
crop insurance, Doc, 89/71.
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gard to judicious rotational grazing systems, the
resting of the veld, soil conservation measures
and the cultivation and storage of feed crops, as
described in the Commission's Interim Report, and
since no further particulars were furnished or
proposals made on livestock insurance, the Com-
mission makes no recommendation on this matter.

8.4.2.2 Comprehensive crop insurance

In its evidence before the Commission the
S.A. Agricultural Union pointed out the following
matters which might favourably influence the
consideration of comprehensive crop insurance:

(1) When farmers suffer serious set-backs, the
Government usually steps in and helps them -
mainly with loans, but other forms of assist-
ance are also granted, Obviously, with crop
insurance there would be less of a need for
this kind of relief measure., This could mean
that during bad years the Government would
not have to make large amounts available
from loan funds to farmers in difficulties, An
added advantage would be that such an insurance
plan would be based largely on the principle
of self-help.

(2) A comprehensive crop insurance scheme could

encourage sound farming practices. Although

much progress has been made in this field,
there is still considerable room for improve-
ment, Crop insurance should be a strong sti-
mulus for farmers to adopt such practices.

One of the basic principles of crop insurance

is that the farmer's practices must be sound,

Only those risks that are beyond the farm-

er's control are insured against.

(3

~—

Insurance enables the farmer to improve his
credit standing, since he can offer insurance
cover as security for a loan at any financial
institution, this at the same time reducing the
lender's risk and therefore making a favour-
able loan rate possible, This alone could do
much to make it easier for the Government
to handle agriculture's credit problems and
find a solution to a difficult question, as well
as to strengthen the entire agricultural credit
system, In fact, the stability of income which
insurance would give the farmer would bene-
fit not only the individual farmer but also the
community as a whole,

The experience gained with the co-operative
insurance trial schemes over the past four years
convinced the S,A, Agricultural Union that com-
prehensive crop insurance on a co-operative basis
must eventually be extended toall recognised crop-
ping regions. In this regard the Union put forward
the following views and proposals:

Unlike the U.S., Government, the South African
Government, need not launch the entire scheme,
but it can make a very important contribution
towards expanding the existing scheme. The
Union feels that, in view of the benefits men-
tioned above, it would in fact be inthe interests
of the Government to make such a contribu-
tion, For the scheme to be a success the
Government would be expected:



(a) to bear the annual administrative costs, in-

cluding those for appraisals; and
(b) to be prepared to grant a loan to the insurance
organisation in years when the total claims
exceed the income from premiums and the
accumulated reserves. This loan could then
be repaid from the premium income in sub-
sequent years.,

The Union reiterated that the premium income
would in the long run cover the claims (risks).
Admittedly, during the first few years, espe-
cially, claims might exceed the premium income
plus reserves - owing to abnormal conditions
throughout the country - but this temporary
deficit would be made good with future sur-
plusses. Such a loan would therefore be granted
merely to tide the insurance institution over
the difficult period.

In general, the Union emphasised that the scheme
would gradually be expanded in consultation with
the Government, so that the Government would
at all times be able to calculate in advance
each year what its contribution is likely to
be.

8.5 FLUCTUATIONS AND RISKS IN AGRICULT~-
URAL PRODUCTION

8.5.1 Kinds of fluctuations

In explaining why comprehensive crop insurance
is important to the crop farmer, the S,A, Agricult-
ural Union referred to three kinds of fluctuations
which might be experienced, i.8.:

8.56.1,1  Catastrophic fluctuations caused by acts
of God such as floods, earthquakes or other na-
tural disasters. It is not possible to offer protection
against this kind of risk by means of crop in-
surance, The best form of relief is ad hoc State
aid, as granted in the past. The Union feels, how~
ever, that such aid does not reduce the need for
comprehensive crop insurance.

8.,5,1.2 Normal fluctuations in productionandin-
come can have a radical effect on the income po-
sition of the farmer, especially on the profitability
of his enterprise. The Union considers that to
provide against such fluctuations, the Government's
price policy should be to smooth out these
fluctuations in income so as to enable the pro-
duction branch of the agricultural sector as a whole
to take and retain its rightful place in the national
economy, The aim should also betoachieve income
parity in the agricultural sector and its production
branches. The Commission has already reportedin
detail on this matter, particularly in Chapters II
and VI of this report.

8.6.1.3 Abnormal production fluctuations are
defined as fluctuations which are considered to be
insurable and which fall between catastrophic and
normal fluctuations, Insurance in such cases is
aimed at covering fluctuations in production which
are so great that the farmer would not be able to
cover his production costs without insurance.
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8.,5.2 Risks and biophysical stability in production
systems

What made a deep impression onthe Commission
in the course of its investigations was the extent
to which the changeability and unpredictability of
climatic conditions create uncertainty in agricult-
ural enterprises and tend to increase the risks
in agricultural production. In time the Commission
also became convinced that farmers themselves
can do a great deal to reduce farming risks
through proper farm planning, adapting their
farming systems to environmental conditions and
taking steps, before it is too late, to prevent or
offset the adverse effects of unfavourable events,
In various parts of its Interim Report the Com-
mission stressed the importance of thisas regards
droughts, and in paragraphs 5.4 to 5.4,4.8.6 of
that report directed attention particularly to the
extent to which cash crops such as maize, wheat
and groundnuts are cultivated in areas where stock
farming is the main source of income and in
areas that are very prone to drought, The Com-~
mission went on, '"In addition, climatic conditions
in several of these districts are often sounfavour-
able for cash crops that Government assistance in
the form of production loans had to be made avail-
able repeatedly, as a result of drought conditions,
to enable farmers to continue sowing cash crops.”

The Commission emphasised, particularly in
Chapter V of its Second Report, that economic
stability in agriculture could be achieved only if
agricultural production systems conducive to bio~
physical stability were applied. In paragraphs
5.5 and 5.6 of that report the Commission stated
that a careful analysis of the situation with regard
to practices of utilisation pointed to the fact that
lack of discrimination in such practices was
probably the most important single factor respon-
sible for the deterioration in agricultural re-
sources and the precarious financial position of
many farmers, The Commission went onto say that
a prerequisite for a system of optimal utilisation
would therefore be for the various branches of
farming to be conducted within the limits set by
the potential of the natural environmental factors,

In paragraph 2.6,1 of this its Third Report,
the Commission referred to the 'very marked
fluctuations from year to year to which South Af-
rican agriculture is subject" which, as is evident
from the graphs in Figure 2.7, "indicate serious
instability in physical output, inputs and real
income, an instability which is reflected in al-
most exactly the same way in the monetary values
of production, costs and income,"

Groenewald {1971)* came to the conclusion that
the related problem of rural poverty was be-
coming more serious, especially in the extensive
grazing regions and certain other regions where
crop cultivation is extremely risky, than in the
more stable grain, horticultural and irrigation re-
gions,

* GROENEWALD, J.A, (1971): The State of South
African Agriculture, Agrekon, Vol, 10, -No.l,
12-26,



In regard to the weaknesses in agricultural
production systems and practices to which refe-
rence was made in the Interim and Second Re-
ports, the Commission stated in paragraph 2.7.1.1
of this its Third Report that it was convinced

"that the extent to which the recommendations
made and fully substantiated in the previous
two reports are implemented successfully will
be the extent to which their beneficial effects
will be felt by the agricultural community,
their influence making itself felt on the bio-
physical as well as on the economic insta-
bility and unevenness of income distribution in
agriculture."

It is therefore considered to be of fundamental
importance that, in considering the rigsks to which
agriculture is exposed, their influence on stability
in agriculture and the hopes that are pinned on
systems of insurance against possible losses, a
clear digtinction should be drawn between those
risks to which agriculture is exposed on account
of basic weaknesses in production systems and
practices which can and must be rectified, and
those risks that are inherent in setbacks that
cannot be averted,

Any insurance scheme providing cover for
risks that are inherent in weaknesses that can be
traced back to ill-adapted farming systems would
undoubtedly be very prejudicial to attempts at
achieving economic stability through biophysical
stability based on adapted production systems and
conservation farming., Admittedly, such a scheme
might protect certain farmers against excessive
fluctuations in production; but it would also tend
to perpetuate production systems which are poorly
adapted to local environmental conditions and which
have other structural defects, Recently, Du Plessis*
land strong emphasis on the importance of a
proper understanding of what is meant by "cir-
cumstances beyond our control" in farming. Ob-
viously, any insurance system so wide in scope
and covering agriculture against risks with the
consequences described above cannot be supported.

Much can, however, be said in favour of an
insurance scheme specifically designed for opti-
mally adapted farming systems and practices, Such
a scheme could be a very valuable means of
eliminating the adverse effects of normal fluc~
tuations in production and giving deserving farmers
effective cover against the risks to which their
production enterprises are exposed,

8.5.3 Basis for crop insurance

The latest submission of the S.A, Agricultural
Union+to the Commission reveals thatthe compre-
hensive crop insurance now being advocated by
the Union is also based on the idea that such in-
surance should be designed for optimally adapted
farming systems, The Union proposes that com-
prehensive crop insurance should be based on
principles including the following:

* DU PLESSIS, S.J. {(1971): Omstandighede buite
ons beheer, Opening address. Nutrition Day,
Ellisras, 19 May 1971,

+ S,A., AGRICULTURAL UNION (1971): Loc. cit,
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1. Only the loss in production costs caused by the
uncontrollable natural elements should be co-
vered by insurance.

2, The insured must at all times apply recognised,
sound farming practices.

3. The insurance coverage should be based on the
potential yield calculated for every field indi-
vidually, with a combined guaranteed yield.

4, The comprehensive crop insurance should en-
sure a certain minimum income (production
costs) for the producer who fulfils his obli-
gations, irrespective of any unfavourable
weather conditions,

5, A maximum and a minimum potential per hec-
tare must be laid down., Cover must not be
given unless a field has a certain minimum
potential. A maximum potential must be laid
down in accordance with the purpose of the
insurance, which is to cover production costs.
The Union considers that the following factors
combined should determine the potential: cul-
tivation methods, soil classification, soil depth
factors, soil texture, availability of moisture
to plants, the moisture regime, rainfall since
previous crop on field, the moisture retentive-
ness of the soil, the agric horizon or soil
compaction, seed variety, date of planting, stage
of growth, development of root system, period
for which field was rested, previous crop on
field, planting date of previous crop on field,
fields contoured, headlands, the presence of
weeds, the presence of aphids, to-grub treat-
ment in maize, fertiliser application per hectare,
type of planter used, number of bags per hec-
tare, spacing in the row, plant population,
general appearance of crop, and rainfall pattern,

6. The risk attached to the cultivation of certain
crops will necessarily vary according to region.
This means that differential premiums for the
various regions will have to be introduced in
the light of the experience gained with claims.
This provision would prevent marginal areas
being used for the production of certain crops,
since premiums in such areas would be con-
siderably higher than in the cropping regions
with a high potential., As explained under 5
areas with a potential below a certain minimum
would in any case not be accepted for insurance.

The object of the premium rate is to ensure
that in the long run it will be possible to pay
claims or compensation from the income from
premiums, If administrative costs and profit
are not taken into account, the premium rate
should therefore equal the risk factor,

8.5.4 Production data and policy with regard to
insurance

The insurers concerned were unable to give the
Commission any factual information on crop pro-
duction trends in the various areas where appli-
cations for insurance have been accepted up to
the present.

In this regard the Commission wishes to refer
briefly to the situation in maize production,
however, illustrating its observations with the few



data which the Commission itself was able to
collect with the limited resources and in the li-
mited time at its disposal. This is done mainly
to show that, contrary to the impression created,
factual information of importance to insurance is
not so hard to come by, the Commission's view
being that if a special effort were made such
information could be supplemented to a great ex-
tent and processed a great deal more so that it
can serve as guidelines in working out a sound
policy and procedure for insurance.

In Table 8.4 of its Second Report the Commission
furnished data on the coefficient of variation of
maize yields from 1923 to 1954 in five subregions
of the Summer Rainfall Region.* On the strength
of these data and other information at its dis-
posal the Commission also showed in paragraphs
8.2,1,56 and 9.6.1.1.1 of that report that the major
fluctuations occur particularly in the southern and
western parts of the region where the rainfall is
relatively low and variable, especially during pe~
riods when the maize plant is in itscritical growth
stages.

These date, processed to throw light on some
important aspects, are given in Table 8.1 From
the data in that table the following emerges:

(a) Over a period of 20 years (1946/47-1967/68)
the average yield of maize per unit of area
differed considerably, as was to be expected,
in the various districts, i.e. from4,2 at Bloem-
hof to 16,8 bags per morgen at Delmas, the
latter figure being four times the former.
What is of particular significance is that over
the 20 years concerned the average differences
in maize yields in the 25 districts were of
practically the same order.

(b) The growing increments in the annual crop
yields (these increments being indicative of
the progress shown in maize production) also
differed considerably from each other in these
districts, It is noteworthy, however, that al-
though these increments tended to vary in
proportion to the crop levels, there were
striking exceptions, for example, in the case
of Wolmaransstad, Klerksdorp and Venters-
dorp, among others,

(¢) The coefficients of variation (CV) around the
line of regression also, as in the case of the
crop levels, varied markedly from 14,4 per
cent for Middelburg to 51,2 per cent for
Bloemhof,

Since these coefficients are indicative of the
fluctuations in maize yields in the various maize
districts, they are also a very good indication of
the degree of risk under which maize is culti-
vated in those districts and the account should
be taken of them in the formulation of an insurance
policy for those districts.

(d) It should also be noted here, however, that
although these coefficients might seem to vary
in proportion to the yield levels, this does not
always happen, as is evident, for example,
from the data on:

* Source of data: HOFMEYR, J.H. and WOELKE,
M.E, (1958): Die stand van mielieproduksie en
navorsing in die Unie van Suid-Afrika. September
1958

Middelburg:

level of yield 9,9 bags/morgen, CV 14,4 per cent
Bothaville:

level of yield 10,0 " " 30,0 " "

The significance of this emerges if a premium
rate is based solely on the average yield level,
say, 10 per cent on about 10 bags per morgen
(therefore the same for the twodistricts). However,
the coefficients of variation around the line of
regression of 14,4 and 30,8 per cent, respectively,
point to a variation trend in crops which is com-
paratively four times greater in Bothaville than
in Middelburg, the degree of risk corresponding
more or less to these figures, And it is this very
risk factor which is of fundamental importance in
crop insurance,

(e) Although the data in Table 8,1 relate to only
a limited number of districts where maize is
cultivated on a large scale inthe Summer Rain-
fall Cropping Region and it seems difficult
to distinguish sharply between the coefficients
of variation around the line of regression,
the districts concerned can nevertheless be
classified on the basis of these data into four
groups:

(i) Low coefficients: below 20 per cent

Delmas Klerksdorp
Middelburg Ventersdorp
(ii) Fairly low coefficients: 20-30 per cent

Bethal Senekal
Witbank Wesselsbron
Frankfort Bultfontein
Heidelberg Delareyville
Standerton Lichtenburg
Lindley

© (iii) Fairly high coefficients: 30-40 per cent
Heilbron Hoopstad
Clocolan Schweizer-Reneke
Bothaville Wolmaransstad
Kroonstad

(iv) High coefficients: over 40 per cent
Winburg Bloemhof
Christiana

It will be noted that the districts grouped
together on this basis do not in all cases corres-
pond to agro-economic areas and that the places
mentioned do not lie consistently within or out-
side a demarcated area as initially recommended
by the Study Group.

{f) This preliminary collection and presentationof
crop data in processed form underlines the im-
portance of such data in crop insurance and
demonstrates that regional and farm differen-
tiation in premiums is therefore indispensable
in the planning of crop insurance and that,
although crop levels must also be taken into
account, the coefficient of variation of crops
is decisive importance,

Deviations in risks have to be guarded against
in any insurance scheme. They may arise between
districts, as appears clearly in the table. They
may also occur between farms within a district



TABLE 8.1 - Area under maize and average yield and variations therein during the period 1946/7 to 1967/8
in 25 districts of the Summer Rainfall Cropping Region

1967/68+ Period from 1946/47 to 1967/68
Coefficient of
15?66/67* Area . Yield ?ncreasing variatiog Risk factor
R Yield Yield increment | (CV)ofyield
District harvested (bags/ } as percen-
(bags/ (bags/ (bags/ per morgen P
morgen) (000 morgen} morgen/ morgen,/ |after adjust- tage o . aves
morgen) year) rage yield
vear) ment for re-
gregsion

Bethal 20,3 114 17,3 12,4 0,26 20,2 9,0
Delmas 21,3 59 23,3 16,8 0,57 15,7 9,0
Middelburg 10,9 57 14,2 9,9 0,13 14,4 6,6
Witbank 27,4 42 24,5 13,1 0,48 26,2 12,4
Frankfort 15,6 179 10,1 7,9 0,25 23,2 11,2
Heilbron 20,4 118 7,3 7,5 0,27 36,4 12,8
Heidelberg 24,7 99 18,7 11,6 0,58 20,3 14,5
Standerton 17,6 186 9,7 9,0 0,23 23,4 11,0
Clocolan 25,7 27 12,7 10,9 0,48 3443 16,5
Lindley 15,6 79 4,8 7,4 0,15 28,4 10,2
Senekal 11,1 103 3,2 7,5 0,05 25,6 10,4
Winburg 21,5 53 7,5 7,1 0,25 48,0 16,9
Bothaville 23,0 223 8,7 10,0 0,51 30,8 16,7
Bultfontein 12,6 153 3,8 9,3 0,05 28,3 10,4
Kroonstad 19,6 184 6,6 8,3 0,29 34,5 13,5
Wesselsbron 19,0 114 5,6 10,3 0,33 28,7 11,7
Bloemhof 8,8 42 1,4 4,2 0,10 51,2 22,2
Christiana 6,3 27 2,7 4,6 0,12 46,7 20,1
Hoopstad 11,3 152 4,0 8,4 0,21 38,9 17,0
Schweizer Reneke 18,6 185 8,2 7,7 0,39 34,8 17,2
Wolmaransstad 24,6 198 8,7 8,7 0,41 38,4 14,7
Delareyville 19,4 213 10,7 11,6 0,35 28,4 14,1
Klerksdorp 19,0 80 13,3 10,0 0,58 19,4 16,9
Lichtenburg 16,9 275 16,7 12,5 0,59 22,8 16,0
Ventersdorp 13,9 95 14,9 10,0 0,44 16,4 13,6

* Season during which record maize crop of 107,6 million hags was harvested in the Republic

+ Maize crop of the Republic: 58,6 million bags

Source: Data collected and furnished by the Division of Agricultural Economic Research of the Department of

Agricultural Economics and Marketing

and between fields on a farm. The production unit
must first be approved for insurance on the basis
of the risk situation of a particular area and sub-
sequently consistent control mustbe exercisedover
fertilising and cultivation of the crop, If this is
not done, there will be too many loopholes and it
will be impossible to keep the fund going for any
length of time,

{g) To gain greater support, particularly among
farmers producing maize in areas whereyields
are comparatively high and subject to relative~
ly little fluctuation and therefore to low risk,
it is considered desirable to make provision
for a no~claim bonus system,

(b} The Commission has not collected and pro~
cessed data on the wheat cultivation in this
regard but is aware that data on most districts
are available for analysis and interpretation
in the same way as bhas been done above for
maize,
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8,5.5 Risks, and conditions of insurance

For understandable reasons, it is essential that
the risks and conditions attached to cropinsurance
for agriculture should be clearly defined and
identified before suchinsurance cover canbegrant-
ted,

Many such risks are, for example, listed in
the conditions which Sentraces (Kobperatief) Be-
perk lays down in its policies, The Commission
does not consider it necessary to go into details
at this stage, but recommends that, if official
approval is given for the establishment of a co-
operative insurance undertaking as recommended
{see paragraph 8,7.4), careful attention should
be given to the definition of the risks and cir-
cumstances which will be considered favourably
for the purpose of such an insurance scheme, in

order to ensure that their inclusion will be com~

patible with the objects of crop insurance as set




out in this chapter and that it will be possible
to provide adequate cover for them in accordance
with the aim of also making this insurance scheme
financially self-supporting.

The object of this kind of crop insurance should
therefore be to cover only those risks over which
the farmer has no control (but excluding certain
risks such as earth tremors, excessive rain, wild
animals and so forth), that is to say, the kind of
cover that would not discourage him from at all
times being as efficient and provident as possible
in his farming, The Commission therefore con-
siders that to refer to this kind of crop insurance
as "comprehensive crop insurance' creates the im-
pression that the insurance planned and offered
provides cover for all crop risks, Comprehensive
insurance of that kind cannot be supported, nor
should such an impression be created, The Com-
mission therefore prefers this kind of insurance
to be referred to only as "cropinsurance", thereby
intimating that the intention is to insure cropsonly
against certain risks,

The Commission has reason to believe that in-
surance of this kind can serve a good purpose
and can be successful, After more than thirty
years of being widely tried and tested, the crop
insurance schemes in the United States of America
have been accepted by the Government of that
country as permanent institutions, In 1969 the Fe-
deral Crop Insurance Corporation, under the control
of the Secretary of Agriculture, was running in-
surance schemes for no fewer than 24 different
crops ranging from wheat, maize, groundnuts and
cotton to apples, citrus, sugar-cane, tobacco and
peas. Cover was provided for crops valued at
over 900 million dollars, Canada, Mexicoand Japan
also have extensive insurance schemes for a num-
ber of crops. Various other countries such as Is-
rael and Brazil are seriously considering such
schemes or have launched trial schemes of this
kind,

In a recent communication on crop insurance
in the U.S.A. the Republic's Agricultural Counsel-
lor (Economic) in the United States made the fol-
lowing remarks:

"The U.S. Congress in its legislation has pro-
vided that the Corporation (Federal Crop In-
surance) shall charge premiums which will
pay for crop losses and set up a reserve
over a period of years, Originally Congress
appropriated all costs for administrative and
operating costs, and for the costs of loss
adjustment. In recent years some of these latter
costs have been deducted from premium income
but the Corporation is not allowed to include
any such costs (operating and administrative)
in its premium rates ...

"The loss ratios of Federal Crop Insurance
show that, even in a very favourable loss year
such as 1966, when only 69 cents out of every
#1,00 paid in premiums was used to pay crop
losses, it took more than the premium payment
to pay for both crop losses and administrative
and operating expenses,

"At present in the U.S. there are a few in-
surance companies that are attempting to write
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all-risk crop insurance, They are limiting their
offer to only a few crops in only a few areas.
Also, the insurance is available to only a se-
lected few farmers.

"It is not necessary to start a crop insurance
system on a large scale, At present irthe U.S,,
when they start insurance on a new crop, it
is started on a very small scale. This gives
them the opportunity to learn a great deal
without risking large sums of capital,"”

It may be added that conditions in crop in-
surance written by the F.C,IC., in the United
States have recently been such that officials in
the U.S, Department of Agriculture have expressed
serious concern at the extent to which the In-
surance Corporation calls for ever-increasing
amounts from the Treasury to make good their
unfavourable financial balances,

8.5.6 Factors of importance in crop insurance in
South Africa

The following factors affecting crop insurance
in South Africa merit consideration:

(a) The number of farmers who will go in for crop
insurance in South Africa will at best be seve~
ral times smaller than the number on which
crop insurance in the U.S,A, is based.

(b) The farmers inSouth Africa are thinly scattered

over large parts of the country.

The climatic and other conditions under which
a given number of farmers have to run their
farms will, it is expected, deviate from the
average to a much greater extent in the Re-
public than in the very large crop production
areas of, for example, the U.S,A,

{c

~—

In view of these factors, the financial affairs
of a South African crop insurance undertaking may
be expected to be fraught with problems and would
therefore have to be handled with great care if a
realistic policy regarding insurance, on a sound
business footing, is to succeed.

The Commission was therefore perturbed to
note the eagerness (particularly in the case of
Sentraoes) to expand insurance cover for both maize
and wheat as rapidly as possible - even to nation-
wide proportions, as is evident from the South
African Agricultural Union's submission referred
tp in paragraph 8.3.2.2,

In view of the predictably greater problems
which may be expected in many respects in crop
insurance in South Africa, the Commission there-
fore considers it imperative that the following policy
should be adopted: i

(a) Plans for expansion must be treated with the
greater caution: every instance of expansion
must be regarded as a trial phase and must
not be embarked upon until the experience
gained in the preceding phase has strenghtened
confidence that the direction in which crop in-
surance is moving offers a good chance of
success with the minimum of State aid.



(b) Right from the start there must be a high
degree of selectivity as regards production
areas for each of the crops, individual farms,
farm planning and production practices, and
the merits of each farmer particularly as re-
gards his technical knowledge, managerial abi-
lity and business sense, The Commission con-
siders that strict selectivity inthe initial stages
of an insurance scheme (with the possibility
of more leniency as the undertaking becomes
more firmly established) is vastly preferable
to a policy of initial leniency which might
later necessitate the curtailment of insurance
facilities,

(c) It is considered essential that, should the
Government agree to give financial support
to such an insurance undertaking, the nature
of such assistance should be made very clear
and its limits should be laid down very spe-
cifically, This is to prevent the Government
from being pressed for ever larger sums for
this purpose once such a scheme gets under
way, as has happened in the U.S.A. in recent
years,

8.6 FINANCIAL BACKING BY THE GOVERNMENT

8.6.1 The Government's contribution

In view of all these circumstances and the
tremendous demands which will be made on crop
insurance in South Africa the Commission con=-
siders that, if the Government is to make a direct
financial contribution to a co-operative crop in-
surance undertaking, the following conditions should
attach to such financial assistance:

The Government's financial support must take
the form of an amount decided upon by the Govern-
ment and earmarked as a contribution towards
administrative and appraisal costs, provided that
such a contribution is not taken to mean that the
Government assumes liability for the whole or
part of these costs.

In the first place, it cannot be accepted that
the Government should assume liability for all
the expenses of and appraisal if these functions
are not handled in their entirety as a Government
undertaking and if the Government is not in full
control of them,

Secondly, the Commission cannot support the
idea of a crop insurance scheme as a Government
undertaking (as initially recommended by the Study
Group); it prefers a crop insurance institution on
a co-operative basis as recently recommended by
the South African Agricultural Union,

Furthermore, because of the conditions in
South Africa which might affect the success of a
crop insurance scheme, it is necessary for the
Government to have the assurance that definite
limits will be set to the contribution expected of
it, if recommendations in this regard are to be
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given favourable consideration. If therefore seems
reasonable to link such financial assistance to the
business turnover of the insurance undertaking
on a percentage basis, which would mean that the
Governmentt's contribution might have to be stepped
up as turnover rises, but then any such increase
in the Government's contribution would have to be
subject to the condition that a rise in turnover has
resulted from procedures and expansion which the
Government approved beforehand,

If administrative and appraisal costs tended
to rise appreciably above the limit set for the con~-
tribution which the Government would be willing
to make towards the crop insurance scheme, the
insurance undertaking would be obliged to ra-
tionalise administration and appraisal, to become
more selective with applications for insurance, or
to bring the payment of claims into line with
its financial position. Provision would, of course,
have to be made for such a contingency in the
co-operative's regulations and terms of insurance.

8.6.2 Interim loan facilities

The Commission supports the South African
Agricultural Union's proposal that income from
premiums should in the long term cover claims,
It would be reasonable to expect, however, that
there would be years in which the total claims
would exceed the premium income and accumulated
reserves, particularly the initial years when the
reserves would, understandably, still be low,

The Commission considers it desirable that
the co-operative concerned should, under such
circumstances, be granted credit facilities at a
reasonable rate of interest to tide it over periods
when reserves are low - facilities similar tothose
which the Land Bank has in many cases already
granted to agricultural co-operatives with bene-
ficial results,

8.7 CONCLUSIONS AND RECOMMENDATIONS

8.7.1 The Commission is satisfied thata scheme
for insuring cash crops against certain risks can
serve a good purpose and that it is desirable to
introduce such a scheme for the principal cash
crops in the Republic. It considers, however, that
an insurance scheme of this kind should first be
introduced on a limited scale for a few cash crops
as a trial scheme and that, as experience is gained
and conditions become propitious for this, thetrial
scheme should gradually and systematically be ex~
panded as regards both crops and areas, The scheme
must be voluntary.

8.7.2 The Commission considers that the in-
surance scheme envisaged should not aim at
(absolutely) comprehensive crop insurance and
should also not be publicised as such, It should
rather be planned purely as ''crop insurance"
and should be publicised as a scheme to provide
cover only against certain risks,
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8.7.3 The Commission is not in favour of the
Government's undertaking such as insurance
scheme itself nor of its being involved too deeply
or too directly in such a scheme.

8.7.4 The Commission recommends that an in-
surance scheme on a voluntary and co-operative

8.7.7.2 The Government should grant approval
for the Land Bank to provide credit facilities

for the insurance co-operative at a reasonable
rate of interest to tide the co-operative over

periods when the total claims and other expenses
exceed the income from premiums, provided that
the loans concerned are paid back as soon as

basis should be introduced and gradually expanded
in the light of experience.

8.7.5 The Commission considers, however, that
the above recommendation canonly be implemented
if the two co-operative institutions at present un-
dertaking the broader insurance of maize and
wheat were to amalgamate or reach some other

settlement of a similar nature. It is therefore

recommended that the partieg involved should take

the necessary steps to set up a central co-

operative insurance body which will take on

the task of providing crop insurance on a nation-

wide basis and which will negotiate with the autho-

rities as the sole recognised organisation in this

field.

8.7.6 As regards the policy to be followed with
respect to premiums and the payment of claims,
the Commission recommends as follows:

8.7.6.1 The aim should be specifically to pro-

mote sound, adapted farming systems operated on
recognised principles of conservation and sound

management,

8.7.6.2 As a matter of the highest priority, all
possible statistics on the cultivation of the crops
concerned and on the climatic and other environ-
mental conditions of importance in determining
fluctuations in production and the risks involved
in these undertakings in each of the principal areas
must be collected and processed by the proposed
insurance institution so that sound guidelines ac-
cording to which policy may be formulated for
premiums and payments can be applied and re-
vised from time to time, Owing to the special
circumstances in South Africa referred to inpara-

graph 8.5.6, the Commission considers it ex-

tremely important that serious attention should

first be given to the above-mentioned matters be-

fore any crop insurance scheme is launched with
official recognition and support.

8.7.6.3 For the reasons indicated above, a sys-
tem of differentiation in premiums is to be pre-

possible once conditions improve,

8.7.7.3 The Government should make a contri-
bution (in the form of a subsidy) towards defraying
adminigtrative and appraisal expenses under the
scheme when claims are considered, provided
however, that -

(a) such a concession is not taken to mean that
the Government assumes responsibility or
liability for all the administrative and appraisal

expenses;

(b) this contribution does not exceed a certain
percentage of the business turnover of the in-
surance undertaking, i.e. the premium income
or payment of claims (whichever is the lower),
provided the total amount voted by the Govern=
ment in a particular year is subject to a
maximum;

{c) the Government must, before a start is made
with this contribution, be satisfied as to the
policy to be followed in setting premiums
and paying claims, which should be based on
advance planning on the strength of data sig-
nificant in the formulation of such a policy
with regard to insurance;

(d) a_certain degree of selectivity is maintained
from the outset in the screening of applica~
tions for insurance as regards farmers,areas,
crops, farms and production practices;

(e) the crop insurance scheme is expanded, as
regards both crops and areas, only in consul~
tation with the Minister of Agriculture;

(f) the Government contribution is revised after
a pre-determined period so that it may be
withdrawn completely in due course,

8.7.7.4 The Commission recommends further
that, should official approval be given to the esta-

ferred to one of uniformity, if this kind of crop
ingurance is to be more acceptable to farmers
producing in areas where crops fluctuate less.

8.7.6.4 Favourable consideration must be given
to further concessions in respect of premiums under
the no-claim bonus system,

8.,7.7 As regards financial arrangements, the
Commission recommends as follows:

8,7.7.1 The premium rates and the basis on
which payments are made for crop losses must

be such that the insurance undertaking will pay
its own way and such that in favourable years a
substantial reserve fund can be accumulated from
which payments may be drawn in unfavourable
years when the undertaking has to meet high
claims,

blishment of a co-operative insurance undertaking,
careful consideration be given by that co-operative
and the Departments of Agriculture concerned to
defining the risks and conditions which will re-
ceive favourable consideration for cover under such
an insurance scheme, in order to ensure that the
inclusion of such risks and conditions will be com-
patible with the purpose and object of crop in-
surance as outlined in this chapter and that it
will be possible to provide adequate cover for them,
bearing in mind the aim of making this insurance
scheme financially self-supporting.

8.7.7.5 Should crop insurance receive financial
assistance from the Government in this way,
consideration must be given to the withdrawal of
facilities for production loans in all districts
where the co-operative insurance scheme is in

full operation,




CHAPTER IX

CO-OPERATION IN AGRICULTURE:
COMMUNAL USE OF EQUIPMENT AND
CO-PARTNERSHIPS*

1. INTRODUCTION

As farming developed from a rural way of
life into a full-fledged agricultural industry, the
need for organised co-operation grew. In farming,
as in other industries, theformation of partnerships
in one form or another was essential for optimal
efficiency. This gave rise to the co-operative
movement. As regards the business side of
agriculture and the processing of agricultural
products, the formation of partnerships, chiefly
in the form of co-operatives, has developed into
a fairly successful movement. It is estimated
that the co-operatives' share in the total marketing
of agricultural products is between 70 and 75
per cent. The process has, however, beenaccom-
panied by quite a number of teething troubles
and initial setbacks which have hadtobeovercome,

The formation of partnerships in agricultural
production and more specifically the advent of
the co-operative movement in agricultural pro-
duction make completely different additional
demands on those involved, however, and up to
the present attempts in this direction have, with
few exceptions, not been very successful. One
of the principal reasons for this failure is that
on the wholefarmers are such strong individualists.
A farmer prefers to have his own land and to
run his farm as his own master, This independence
on the part of the farmer is, in fact, one of the
most important factors which makes people take
up farming and keeps them in the industry, some-~
times at almost superhuman sacrifice to them-
selves.

However, if greater co-operationin mechanised
agricultural production activities is beneficial
and necessary, the matter merits further analysis.
The underlying factors determining success or
failure must be identified. For this purpose, the
Commission will therefore examine the matter
more closely against the background of mechanisa-
tion, labour, and the capital required, as already
outlined by the Commission in Chapter X of its
Second Report and in the first two chapters of
this report.

9.2 THE NEED FOR THE CO-OPERATIVE OR
JOINT USE OF AGRICULTURAL MACHINES

The object of partnership or co-operation in
the use of agricultural machines is, as emphasised

* The Division of Agricultural Engineering of
the Department of Agricultural Technical
Services assisted in the preparation of this
chapter
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in various publications*, the better utilisation
of machines, labour and capital. Aslabour becomes
scarcer and more expensive, as automation and
mechanisation revolutionise the industry and as
production costs become ever greater, ways have
to be found to keep farming remunerative, in spite
of shrinking profit margins. This inescapable
problem has, in fact, been the downfall of many
a farmer,

Already, however, cerfain implements are
being shared with great success. Co-~operation is
fairly widespread in the use of heavy machinery,
such as combines and construction equipment,
which in any case are beyond the means of the
average farmer. But this kind of machinery
represents a relatively small part of the total
mechanisation costs in agricultural production.
All the indications are, however, that there is
a pressing and growing need for co-operation on
a much wider scale and that such co-operation
would be of tremendous economic benefit to
agriculture.

The economic benefit fo be derived from
the joint or co-operative use of implements lies
chiefly in the greater use made of such machines
per year or per unit of time. Big units with
higher rates of operation and higher levels of
efficiency are also justified by the fact that
bigger crops can be handled and fewer workers
are necessary. Farmers can therefore afford
workers who are more reliable, this making
it possible to raise efficiency even further.

* (a) Bouma, J. Martens, K. (1970): Organisasie
en planning op loonbedrijven en werktuigen
cobperaties. Instituut voor Landbouw-techniek
en Rationalisatie, Wageningen, Holland,
publication A 143, August 1970

(b) Baumans, A.L.G.M. & Smeenk, W.F.H. (1966):

Close Co-operation and Mutual Aid among

Farmers in the Netherlands. Netherlands

Contribution, 1966, to F.A.O. Working Party

on Agricultural Structure.

(¢) Marais, D.P. (1971): Verslag oor koOpera-

tiewe meganisasie in die Oranje-Vrystaat,

Division of Agricultural Engineering, Depart-

ment of Agricultural Technical Services,

Republic of South Africa

(d) Spierings, C.dJ. M, (1970): Het overkoepelend

gebruik van arbeid en machines op akkerbou-

bedrijven, Nr. 2.18 Landbouw-Ekonomich

Instituut, Afdeling Sireeksonderzoek. The

Hague, the Netherlands

(e} U.S. Department of Agriculture (1964): Uses

of Agricultural Machinery in 1964. Stat.

Bulletin 377
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Example: Should 40 ha of lucerne be cultivated,
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the % of time used by the different sized
tractors will be as follows:
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FIG. 9.1 Tractor utilization in lucerne cultivation

This need to share implements in agricultural
production becomes ever greater as the size
of the farming units of individual farmers
decreases. For example, the communal use of
certain implements can hardly be justified, on
areas of 200 ha and larger, but such use becomes
virtually imperative if the area under cultivation
on a farmdrops below 50ha. It is utterly impossible
to use tractors and certain other machines
efficiently on plots smaller than 30 ha, and the
communal use of such machines is virtually
the only way of keeping machine costs per morgen
as low as possible,

If it is borne in mind, furthermore, that the
maximum net annual profit per farming unit is
a function of the sizeof such aunit and that farmers
on small plots therefore still have to struggle
to wrest a decent living from the land, in spite
of high yields per unit of area, the cost per
unit of work performed becomes increasingly
important as plot size decreases. Therefore the
rise that takes place in these costs as plot size

decreases (for example, where each unit has a
full range of implements and tractors), is possibly
one of the most important restrictive factors
upon which the viability of the unit depends. The
problem can best be solved by operating on a
communal basis,

Since mechanisation costs in agricultural pro-
duction have already become the major cost item
for most crops and are steadily gaining importance,
any saving in this cost item can help greatly
to reduce production costs as a whole.

The views put forward above are borne out
by Figures 9.1, 9.2and 9.3 which are representative
examples taken from a report by Venter (1967)*.

* Venter, G. (1967): Verslag oor die moontlikhede
van koUperatiewe gebruik van landboumasjiene
op besproeiingspersele by die Oranjerivier-
kompleks. Division of Agricultural Engineering,
Department of Agricultural Technical Services
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FIG. 9.2 Tractor utilization in maize and sorghum cultivation
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Figures 9.1 and 9.2 illustrate the use of
tractors in lucerne cultivation and in maize and
sorghum cultivation, respectively. The graphs
show the area cultivated as against the percentage
of time used by ftractors of various sizes. In
Figure 9.3 the graphs reflect machine expenses
on plots of various sizes for lucerne and for
maize together with wheat.

From Figures 9.1 to 9.3 and from calculations
by Venter (formerly of the Division of Agricultural
Engineering) in respect of conditions similar fo
those on intensive irrigation plots, it appears
that costs more or less quadruple if a 45-horse~
power tractor is used fo cultivate 10 morgen as
against an area of 100 morgen or more. Further
important conclusions are the following:

(i) ¥ a tractor, with all its implements, and
a baler are used to cultivate only 10 morgen
of lucerne, the depreciation costs become
so high that the total operating costs of
10 plots (with 10 tractors, 10 balers, etc.)
can amount to over RI11 000 per annum.

Therefore, if one set of equipment were
to be used for 10 plots of 10 morgen each,
the costs would decrease more or less
fourfold, resulting in a saving of over R8 000
a year for the 100 morgen.

(i)

If, moreover, the plots were to be enlarged
to 1 000 morgen, more tractors would have
to be purchased because one tractor would
be unable to cope with an area of that size.
However, this would not necessarily mean
that the same number of implements in each
class would also have {o bepurchased. Where-~
as previously the single tractor had to use
one implement after the other, three or even
more tractors could still use the same imple-
ments, In such a case, the implements would
therefore be used three to four times more,
with the result that the fixed costs, which
are usually very high, could be reduced
considerably by the communal use of agri-
cultural equipment so that the cost per 1060
morgen would drop even further. This
decrease could result in savings particularly
on expensive items such as balers and
combines,

(iii)

The same situations obtain in maize culti-
vation and wheat cultivation in winter, and
a saving of almost R6 000 a year per 100
morgen would be possible if plots were
enlarged from 10 morgen fo 160 morgen.
Further savings would also be possible
in such a case if operations were conducted
on a co-operative basis, which would make
it possible to reduce the number of implements
per tractor and per morgen tilled even
further.

iv)

A combine was not taken into account in
(iv) above. If each plot were to have its
own combine as well, costs per 100 morgen
could be expected to be at least double.
The assumption was, however, thaft these
crops would be combined on a contract basis
and that the combine costs per unit of area
would be more or less the same for both
large and small plots.

v)
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(vi) Another factor which could not be taken
into account and was assumed to be identical
for all sizes of plots was field efficiency.
More time and more fuel are wasted because
of turning and various other difficulties when
the plots are small and the fields are short;
therefore field efficiency will drop sharply -
and costs will rise accordingly - as plot
size decrease. So it is to be recommended
that, even where farmers operate on a com-
munal basis, the plots should not be so badly
cut up that cultivation is hampered (which
also results in a waste of valuable arable
land on account of the extra roads, fences,
etc., which are needed).

On irrigation plots it would alsc be possible
to share sprinkler equipment. This equip-
ment could be shifted from plot fo plot
in accordance with the farmers' turns to
use water, so that it would be used almost
100 per cent. Costs would be lower than
if an irrigation system were to be purchased
for each plot. Apart from this saving on
capital outlay, further savings would be
possible since the water could be used much
more efficiently, thus eliminating or drasti-
cally reducing waterlogging and brack and
preventing low production resulting from
other causes,

(vii)

Venter's* investigation was restricted to plots
under irrigation, but it may readily be accepted
that his findings would, to a greater or lesser
extent, apply to other branches of farming,

There are countless other examples which
underline the importance of the optimal use of
mechanical units, but the following data from the
Department of Agricultural Economics and Market-
ing will suffice,

Although it is evident that tractor numbers
do decrease as the farms become smaller, this
decrease is not in proportion to the decrease
in the area under cultivation, so that the area
cultivated by one tractor is appreciably smaller
on the small farm than on the larger farms,
Consequently the tractor costs per unit of area
for the small farms are considerably higher than
those for the big farms. One of the main reasons
for this is that, in the case of the bigger farms,
the fixed costs are divided by a larger number
of working hours per annum. The same applies
to a greater or lesser extent to all equipment.
It may therefore be accepted that big savings are
possible, particularly with the more expensive
machinery if it can be used for more hours per
annum, for example, under a system of communal
use.

* Venter, G. (1967): Op. cit.



TABLE 9.1 - Number of tractors and tractor costs per morgen on farms in the Western Transvaal, North-
Western Free State and Transvaal Highveld, according to the enterprise and cost survey,

1969/70

Western Transvaal

North~Western

Transvaal Highveld

All three regions

Item Free State
I O m1r Av. I @I §i Av. 1 O 1o Av.l 1 1 mr  Av.
Number of cases 35 34 34 103 37 37 37 111 31 32 34 97103 103 105 311

Morgen cultivated
Number of tractors
Morgen /tractors

Cost/morgen

918 443 234 535
6,97 4,40 3,11 4,85
132 101 75 110
7,33 8,56 8,26 7,80

1195 572 297 688
8,14 4,72 2,97 5,28

147 121 100 130
5,556,17 6,48 5,85

791 384 206 452
5,38 4,25 2,88 4,13
147 90 72 109
6,80 7,65 8,27 7,27

979 471 247 564
6,01 4,47 2,994,78
142 105 83 118

6,53 7,42 7,646,94

SOURCE: Division of Agricultural Production Economics of the Department of Agricultural Economics and

Marketing., Groups I, I and III represent dryland farming on big, medium and small farms,

respectively

9.3 COMPARISON OF A FEW FORMS OF JOINT
UNDERTAKINGS*

Below is given a tabular comparison of a
partnership, a company and a co-operative with
regard to the distribution of profits, taxability,
financing, say the farmer has management and
administration, and the liability of the participants.
Apart from these three more or less formal
joint undertakings, the simplest form of co-
operation between two farmers is the informal
kind where the farmers share labour or an item
of equipment.

The choice between the three formal under-
takings mentioned above will be dictated by circum-~
stances, the factors listed above playing an
important part. The number of participants and
the size of the business are also important and

COMPARISON OF

are probably decisive. The Companies Actprovides,
for example, that if 20 or more persons engage
in business together (partnership) they must
registér as a company. A private company must
have at least two shareholders, but may not have
more than 50. A public company must have at
least 7 shareholders.

An agricultural co-operative must also be
established by at least 7 farmers and its member-
ship may never be less than 7. Incertain countfries
this figure has been set at 50. As things are at
present, this minimum is considered necessary
because the viability or continued existence of
a co-operative depends on numbers and on how
much business is done. A co-operative is
established to consolidate the bargaining power
of its members, as well as to reduce the cost
of services, and here again the decisive factor
is how much business is done.

CERTAIN ASPECTS OF:*

PARTNERSHIP

COMPANY CO-OPERATIVE

Distribution of Under partnership agree-

Strictly according to shares

Interest on share capital

profits ment, usually based on held and then on basis of mem-
amount of capital contri- bers' participation
buted and on seniority and
labour
Taxation Individual partner is asses-|{ Company: Pays a 40 per Agricultural co-operative:

sessed on his share in any

profit and any salary which
he may draw. The partner-
ship as such is not assessed|

cent tax on its surplus
Shareholder: The dividend
is partly taxable when held
by him, depending on the
income group he belongs to

Exempted

Member: Bonus and divi~-
dend taxable when held by
him

* Hattingh, H.S. (1971): Memorandum oor koSpera-
tiewe produksie. Department of Agricultural
Economics and Marketing
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PARTNERSHIP

COMPANY CO-OPERATIVE

(a) Partners provide major
part of capital

Financing

Borrowing permitted
Land Bank financing pro-
bably available to the ex-
tent to which the indivi-
dual farmer can be
assisted

No reserves, but un-
distributed profits cre-
cited in partners'names

(b)
(e)

(@

(a) Shareholders provide
major part

(b) Borrowing permitted
{c) Land Bank facilities not
available

(d) Accumulates reserves

(a) Members provide com-
paratively small part
in the form of share
capital and membership
funds

Borrow permitted

Land Bank financing
availdble, depending
on particular activity
and security

(b)
()

(d) Accumulates reserves

What the £ r
say the farme According to agreement

Voting according to shares

One member, one vote

has
Management and ad~| Arrangements depent on Size determines needs, but | Size determines needs,
ministration number of partners and size [directors in control but directors in control.

of business

There are co-operatives
run by the directors

Liability of partici-
pants

Jointly and severally liable

Limited to shareholding

Limited to shareholding,
but in unlimited co-opera-
tives the members are
jointly and severally liable

*Furnished by the Department of Agricultural Economics and Marketing

9.4 REQUIREMENTS FOR SUCCESSFUL FARM-
ING PARTNERSHIPS

An analysis of the successes and failure of
farming partnerships and other forms of co-
operation in the mechanisation of production
processes revealed that, although success depends
on widely differing factors, certain basic require-
ments are of cardinal importance in all cases,
According to Hattingh* these requirements are
the following:

(i) The undertaking must be big enough. For
the various forms of co-operation there are
different but nevertheless very definite
requirements in this regard, depending on
the particular circumstances of each case.

Partners must be compatible. Family ties
and neighbourliness play an important part
in determining the success of certain kinds
of partnership. The partnership's chances
of success are also influenced by the age
differences between members, the sizes of
the pieces of land concerned and the com-
plexity or otherwise of thefarming operations.

(i)

(iii) Profits must be distributed equitably (where

applicable).

In the case of producer co-operatives, the
members must be interested in the business
as a whole, not only in certain aspects of
it.

iv)

* Hattingh, H.S. (1971): Op. cit.
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(v) In producer co-operatives, all members must
work equally hard,

(vi) Good management is essential - in the case
of producer co-operatives, all the members
must be good managers,

9.5 BASES FOR CO-OPERATION IN AGRICUL-
TURAL PRODUCTION AND THE COMMUNAL
USE OF AGRICULTURAL EQUIPMENT

There are various bases on which agricultural
equipment can be used communally, the more
important of which are discussed briefly below.

9.5.1  Private contractors: Certain specialised
tasks, such as major earth-moving works, the
drilling of boreholes, and the harvesting and
combining of certain crops, are already being
done by contractors. A contractor may be a
specialist in a certain field, or he may bea
farmer who has purchased the equipment concerned
in order to do his own work but who also uses
it to perform a similar service for other farmers
on a profit basis.

Enquiries revealed that there are about 400
combines belonging to contractors whichareavail-
able for the harvesting of maize crops. The total
capacity of these combines is about 5 000 hectares
per day. In the wheat harvesting season most of
the contractors concerned can also arrange to
help with the harvesting of the wheat crop. Some
of the machines belong to farmers who undertake
combining as a sideline and the rest belong
to full-time combine contractors.



9.56.2 Custom farming:* This is also a form
of contractual work, but is not the same as the
work done by the private contractors mentioned
above. Under a custom farming system the con-
tractors enter into anagreement with the landowner
to undertake all or part of the mechanical work
in connection with the production of one or more
crops at a fixed tariff. The work includes the
preparation of the soil, fertilising, planting,
cultivating, pest control and combining.

One basis for custom farming is the establish~
ment of corporations to handle all or part of the
mechanical work on the farm. In other cases two
or more neighbours might agree to divide certain
of their production operations among themselves,
each specialising in his particular department and
doing the specific mechanical jobs for each other
and for other farmers in the vicinity at a pre-
determined tariff. This is known as "exchange
work".

Custom farming is rapidly gaining ground,
particularly in the U.S.A. where, according fo
statistics, 28 per cent of all maize, small grains
and related crops was produced on a custom or
exchange-work basis in 1964, )

9.5.3 Co-operatives:+ Various co-operatives
are already performing more or less specialised
services in connection with agricultural production,
particularly where specialised or heavy, expensive
equipment is required. What they are already
doing could serve as a basis for further develop-
ment to increase production efficiency, even in
the more common primary production processes
(ploughing and other soil preparation processes)
which they might well be able to domore economi-
cally than individual farmers,

The basis on which a co-operative functions
can, however, take different forms, namely:

Complete co-operative integration
Partial or specialised co-operation
Co-operative mechanical services

9.5.3.1 Complete co~operative integration: Here
the object to expand mutual assistance with the
aid of agricultural production processes so that
farmers can produce more cheaply on a communal
basis than they would have been able to do
individually. In this way an attempt is made to
emulate the production situation of large farming
concerns or even companies.

In Greecef@ a co-operative scheme has been
launched under whish the members of a co-operative
agreed that they would pool their movable and

* U.S. Department of Agriculture (1964): Harvest-
ing of corn, small grains and related crops:
Data on practices. Stat. Bull. 354

+ Jones, W.P. & Phillips, J.R.E. (1970);: Co-
operation in Farm Production. Agric. Progr.
Vol. 107-22

¢ Du Plessis, 5.J. (1970): Studiereisverslag, Wes-
en Suid-Europa. Ministry of Agriculture
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immovable property completely in a co-operative
system and that each would participate in the
scheme as an ordinary labour unif, but would
also, as a shareholder, share in the profits
which would be made by the undertaking. Various
parties have investigated this system and come to
the conclusion that it could hardly be recommended
for wider application, particularly in a democratic
country.

9.5.3.2 Partial or specialised co-operation:
Partial co-operation would appear to have a better
chance of success in cases where certain parts
of the production activities sometimes require
partial integration. Some of the activities which
have been organised along these lines withreason~
able success are, for example, those undertaken
by the 'specialised" co-operatives in Italy,
including the fattening of livestock for market
and the use of communal milking units, warehouses
or cold stores. In the United Kingdom there is
also great interest in, among other things, co-
operative feed mixing units.

9.5.3.3 Co-operative mechanical services: Be-
cause of the high costs of mechanisation in agri-
culture leading agricultural experts in various
countries have been seriously considering the
possibilities of co-operative mechanical services.
Experts in various countries have different views
on whether such services canbeorganised success-
ful on a co-operative basis, This would, in any
case, have to be done with the greatest caution
and with due consideration of all the factors
which cause such a scheme fo miscarry. A
thorough study of the matter by the Division of
Agricultural Engineering of the Department of
Agricultural Technical Services showed that under
South African conditions such a system has very
little chance of competing withprivatecontractors.

9.5.4  Machine pooling system (gemeinschaftliche
Maschinenhaltung)*: This is a system of organised
partnership under which certain mechanical
services are arranged among farmers on a
controlled basis. The system works well in coun-
tries like West Germany where there are large
areas consisting of small farms which arehampered
by relatively high productioncosts and aretherefore
overstaffed.

It was initially thought that the problem of
undersized farms could be solved by simply
creating larger farming units. Serious attempts
were made, and still are being made, to consolidate
small farms and create larger units onthe assump-
tion that the size of farms could be adapted to
the size and productivity of the machine. It has
been found generally, however, that the rate at
which the technical effects of the machine on
agriculture make themselves felt is faster than
the rate at which agriculture can be structurally
reformed.

Recognised experts therefore consider that
under these conditions the situation in agriculture
cannot be fully rectified solely by introducing a
programme aimed at enlarging the size of
agricultural units in relation to agricultural
machines. The process of enlarging the smaller

* Du Plessis (1970): Op. cit.



agricultural units must be supplemented by "short
cut” solutions which would have a more rapid
effect on agriculture than the technical aids.

While small farmers, under the present demo-
cratic system, are helped to give up their farms
and find other occupations, those who prefer to
keep their farms must be encouraged to take
up a sideline, but then units must be created
to perform certain tasks on the farm on predeter-
mined conditions. The income of farmers can
therefore be increased by one or by both of the
above-mentioned systems, that is to say, enlarging
the farms and/or introducing a system of partner-
ship between full-time and part-time farmers.

"Part-time" farmers are those who have to
take up another occupation and therefore cannot
be on the farms all the time. Under such a
partnership, arrangements can be made for the
mechanical work on the farm to be done at
predetermined tariffs by another farmer whose
farm is also too small to sustain an acceptable
standard of living.

Under the system of organised partnership
a distinction is usually drawn between three kinds
of farmers, namely -

(a) Full-time farmers,

{b) part-time farmers who also work elsewhere,
and

{c) farmers who have not yet decided to {ake up
work elsewhere.

Under this system opportunities can be created
for farmers in groups (b} and (c) to make use of
the machines and implements of the full-time
farmers. In this way all three groups can help
each other and each farmer can supplement his
inadequate income from the small farm through
his additional earnings.

This system has proved effective particularly
in the densely populated areas of Europe. According
to the information available, the system works
well where the population density is at least
100 persons per km<, where industries are within
easy reach and are big enough to offer the part-
time farmers alternative employment, and where
these working, part-time farmers can return
to their farms at night. Week-end farmers are
not so successful,

In 1969 the average size of farms in West
Germany was only 9,58 hectares. At present
only one-third of all the farms in West Germany
are bigger than 10 hectares. The percentage of
farms run on a part-time basis in that country
is estimated to be as high as 44 per cent, Actually,
this situation in agriculture is found in most
European countries.

In 1970 the number of machine pools was 800
in West Germany, 80 in Austria, 59 in Switzerland
and 69 in Japan, to mention only a few of the
most important.

Each machine pool has 300 to 500 members
and is run by a full-time manager. The pooling
of implements and tariffs are determined in
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advance. All requests are submitted to the manager
who then makes the necessary arrangements to
have the work done within the time requested.

It is doubted, however, that the machine pool
system can be introduced into South Africa with
equal success, since there are not many parts
of the country where there are densely populated
agricultural areas with large-scale opportunities
for other employment close at hand.

9.5.5 GAEC system:* As early as 1951 a start
was made in Francewiththepreliminary organisa-
tion of farmers into small groups, and in 1962
statutory provision was made for such an organi-
sation which is now known as the G.A.E.C. (les
Groupements Agricoles d'Exploitation enCommun),

The aim of the system was to enable small
farmers to combine their farming enterprises
or parts of them on an organised basis and to
run them as a communal unit. The system is
strongly supported by the Government and the
interests of the participants are very carefully
protected by legislationand regulation. The Depart-
ment of Agriculture has adopted a strongly
protective attitude towards the systems which
is expanding in France, although at a relatively
slow rate.

Legislation provides for the grouping together
of a limited number of farmers on a voluniary
basis and for the communal operation of their
farming units virtually as small companies. Up
to the present 2 500 groups of this kind have
been formed in France, with an average of three
farmers per group farming on 105 hectares, i.e.
35 hectares per farmer. The groups are scattered
unevenly throughout France majority being in
the eastern part of the country, with Brittany next
and then the Loire Valley, By law, a GAEC
group may not have more than 10 members and
the area involved may not exceed about 160 hectares;
the maximum number of members is laid down,
but the limits as to area may vary.

The Act concerned, which is administered
by the Department of Agriculture, provides that
two or more farmers may agree to group their
farms together and run them as a small company
for a period of not less than 5 years but not
exceeding 30 years. After the 30-year period,
the participants can decide to enter into a new
contract for a further period.

The capital contribution of the participants
to the communal pool can be in the form of
livextock, farm implements, capital, or even
knowledge, for example, a knowledge of flowers
or animal husbandry. These contribufions are
appraised and taken as the basis for a share
in the capital of the undertaking. The land is
made available for communal use, but is not
considered part of the capital. It remains the
property of each participant, but the farming
operations on the land are carried out as a
communal undertaking.

* Du Plessis, 8.J. (1970): Op. cit.



The Act also lays down how the different
fields are to be made part of the communal
undertaking, how a farmer can withdraw part
‘of the assets he has put into the venture and how
arrangements can be made for his share fo be
taken over.

The participants meet regularly to arrange
for the various activities and the division of
labour and to see that the provisions of the Act
as regards book-keeping are being complied with,

Under this system of grouping it is the express
intention to retain the family character of the
various participating units. However, the system
offers several definite advantages over the old
system, including

(a) better employment of capital;
(b) better use of land;
{¢) better use of equipment;

(d) greater managarial efficiency, due largely to
better book-keeping, and

(e) better labour conditions and better opportunities
for the memberfarmers to take leave from
time to time.

These views were emphatically confirmed by
the members of three GAEC groups in the vicinity
of Rennes and Plo#rmel (Brittany), with whomdis-
cussions were held.

It is admitted, however, that one of thegreatest
problems in this system of grouping is the human
factor, particularly as regards GAEC leaders and
co~operation. Most of the major problems involve
the management of such GAEC groups, However, the
local representatives of the Department of Agri-
culture, keep a watchful eye on developments
in each GAEC unit and do everything in their power
to look after each member's interests and to
iron out difficulties, and in most cases thisis done
very successfully. The Department also co-ope-
rates very closely with the SAFER organisation
(Sociétés d' Aménagement Foncier et d'Etablis-
sement Rural) and with local bodies having an
interest in rural development.

The Government grants the GAEC units various
special concessions, for example, a 10 per cent
higher subsidy on operational buildings and other
improvements on the farms (dairy, fruit and
vegetable farms are excluded from this, owing to
surplus conditions). These and other benefits of-
fered by the GAEC organisation have helped the
system to expand gradually, and even the bigger
farmers now want to go in for this kind of co-
operation. The official attitude is, however, that the
system is intended mainly to help small farmers
to be more successful on their uneconomic units
by running the units on a communal basis, If is
noteworthy that 75 per cent of the members of
GAEC units are young people. In terms of the
Act, persons over 65 years of age are not eligible
for membership of GAEC units.
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The GAEC system in France reflects certain
features of the company or syndicate system or-
ganised by small groups of farmersin South Africa.
The impression was gained, however, that, interms
of the special legislation, thefarmersparticipating
in the GAEC system in France enjoy much greater
protection and more privileges than the small
farming companies in South Africa. As it is gene-
rally accepted that it is desirable for smaller
farmers in developed countries to pool their abili-
ties and means in some way so as to keep their
heads above water under conditions of increasing
technological pressure, serious consideration
should be given to treating such attempts at co-
operation very sympathetically and to the adoption
of a protective policy in this regard.

A possible way of achieving co-operation among
smaller groups of farmers under South African
conditions would be to form smaller co~operative
farming units. It should then be possible to pool
the assets of smaller farming unifs in such a way
as to make it possible for the production pro-
cesses on them to be undertaken on a communal
but orderly basis, each farmer remaining in full
control of his farming unit but being enabled to
make use of the equipment which has been pooled
by such a co-operative and which is made available
from the pool to its members.

Du Plessis* found something along these lines
in the project which has been started at Borgo
a Mozzano in Italy. The project is not yet suf-
ficiently developed, however, to give the smaller
farmers in particular enough assistance in coping
with the difficulties whichthey experienceinregard
to mechanisation and capital burdens. The GAEC
system of co-operation was actually devised in
France for this very purpose - to operate out-
side the framework of the co-operative movement
but with similar objectives.

9.6 EXAMPLES OF CO-~OPERATION IN AGRI-
CULTURAL PRODUCTION IN SOUTH AFRICA

Apart from the establishment of the recognised
agricultural co-operatives, mimerous other at-
tempts have been made by groups of farmers in
various ways and under differing circumstances to
raise the efficiency of their farming operations
through some form of partnership. It isimpossible
to say how many of these attempts have been un-
successful, but the general view is that most have
already been abandoned. However, a few typical
examples of successful undertakings of this kind
are given below,

9.6.1 Some years ago two farmers (A and B)
on adjacent farms in the Eastern Free State had
their enterprises investigated with a view to
greater efficiency in the mechanisation of their
production processes. +

* Du Plessis (1970): Op. cit.

+ Greeff, M.D.G. (1971): Verslag oorkotperatiewe
meganisasie. Division of Agricultural Engineer-
ing, Department of Agricultural Technical Ser-
vices
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Farmer A annually planted 142 hectares to
maize, 89 hactares to wheat, 18 hectares to pota-
toes and 9 hectares to silage, and had 9 hectares
under Eragrostis curvula.

Farmer B annually planted 133 hectares to
maize, 133 hectares to wheat, 18 hectares to
potatoes and 9 hectares to silage, and had 9
hectares under Eragrostis curvula,

The time taken for each operation for all the
crops was determined and, as shown in Figure
9.4, it was then easy to see which operations
overlapped and which could be done inpartnership,
as well as the kind and number of implements
which could be used in partnership. In addition
to the implements belonging to each, the following
were used communally:

A tractor, a haymaker, a rake, an ensilage
harvester, a potato digger, a potato ridger, a
rotary harrow, a plough for potato fields, a self-
propelled 3,6-metre combine and a press-wheel
wheat drill.

The undertaking has proved so successful that
the farmers have since expanded their business
considerably and have pooled all their equipment,
They are at present cultivating a total of 1 712
hectares of wheat and 856 hectares of maize.

9.6.2  An illuminating memorandum has been
drawn up by an accountant and a farmer* on how
16 farms belonging to 12 owners in the Free
State can be grouped to form a company - a move
which would greafly, benefit all concerned both
financially and as regards security.

An analysis of the whole situation was made,
and this was systematically set out and tabulated
to show the position on the farms at that time as
regards productive potential, capital, managerial
requirements, etc.

From an analysis of the financial benefits
offered by the scheme it appears, among other
things, that an immediate saving of 96 labourers
on the 16 farms would be possible. Furthermore,
apart from the 6 per cent interest, each member
would earn a further 10 per cent on his capital.
The idea was for all the farmers to serve on a
board of directors and to take an active part in
the business. In addition, the members would be
free to withdraw after 5 years on very fair terms.
It was not possible to launch the scheme in its
entirety, but as a result of the discussions about
it, two farmers formed a partnership along these
lines and they have already derived great benefit
from it.

9.6.3  Elsewhere in this reportreferenceis made
to a co-operative sugar farm consisting of 29

* Terblans, H. and Van der Linde, D.M. (1970):
Aantekeninge in verband met voorgestelde boere-
maatskappy. Bloemfontein
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members who each hold 801 two-rand shares in
the business. The latest information* is that they
each received a bonus of R3 500 in the financial
year concerned, in addition to the 8 per cent in-
terest ontheir sharecapital from the co-operative's
surplus.

What normally happens in a co-operative is
that bonuses are distributed on the basis of the
members' turnovers or their participation in the
services of the business., In the case of a co-
operative farm, however, it is provided by law
that, after the interest on share capital has been
paid and an amount, if any, has been placed on
reserve, the balance of the surplus mustbedivided
equally among the members.

9.6.4 It is found fairly commonly that relatives
successfully pool their farming activities or group
themselves into partnerships in some other way,
particularly as regards equipment. On the ir-
rigation scheme at Brits the Department collected
information+ on {wo partnerships in which two
brothers are farming together (in one case since
1943) and one partnership between a father and
his son. Reports of success have also been re-
ceived in regard to the co-operative ownership
of implements between two neighbours, between
a father-in-law and his son-in-law, and, thirdly,
between two brothers and a neighbour.

9.6.5 The Commission received information
from Mr C.J. van Schalkwyk of the Division of
Agricultural Engineering on the assistancegivento
sugar growers by the Pongola Sugar Mills.

On the Pongola irrigation scheme large-scale
brack and waterlogging created problems which
necessitated the laying of drainage systems. A
mechanical ditcher was therefore needed to dig
the drainage ditches. The farmers, however, could
not afford the equipment and no contractors could
be found in the area to undertake the work at an
acceptable rate of payment. The . Sugar Mills
therefore undertook to purchase the equipment and
do the work for the farmers at a non-profit
tariff.

9.6.6 The services rendered by privatecontrac-
tors are not "co-operation” in the true sense of
the word, but this kind of service should never-
theless be mentioned here since it does constitute
communal use of trucks, machines and implements.
There are numerous examples of successful con-
tractors who, operating in various fields, perform
excellent services at reasonable rates and who have
achieved a high degree of efficiency. They are
filling a need by performing services which are
beyond the scope of most farmers, particularly
as regards equipment which calls for heavy

* Department of Agricultural Economics and Mar-
keting (1971): Op. cit.

+ Von Staden, J.G. (1971): Verslag van ondersoek
na die kodperatiewe gebruik van plaaswerktuie
in die Transvaalstreek. Division of Agricultural
Engineering. Department of Agricultural Tech-
nical Services
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capital expenditure and which cannot justifiably
be purchased by individual farmers, for example,
equipment required for earth-moving, transport
and the mechanical harvesting of crops.

9.7 SERVICES BEING PERFORMED BY AGRICUL-
TURAL CO-OPERATIVES IN SOUTH AFRICA
TO ASSIST AGRICULTURAL PRODUCTION

Co-~operatives are chiefly concerned with
trading, but, as already mentioned, various co-
operatives also now perform services to assist
production. A brief summary of the more important
of these services offered in South Africa is given
below:

9.7.1  Financing: Co-operativesplay animportant
role in this regard and are an important source
of production credit for the farmer. As stated in
Chapters III and IV of this report, many of the
credit facilities made available by the Government
to agriculture through the agency of the Land Bank
are channelled through the co-operatives.

9.7.2 Insurance: Guaranteed insurance: Sentra-
kas and the Boere Kodperatiewe Versekerings-
maatskappy provide fire and workmen's compen-~
sation insurance, while Sentraces offers compre-
hensive crop insurance on a trial basis at present
but with the prospect of future expansion in this
field.

Pool insurance: Insurance for tobacco and
sugar~cane. In the latter case fire prevention
measures are also included.

9.7.3 Farming requisites: The provisionof agri-
cultural implements and machinery, the means of
production and other farming requisites is an im-
portant function of co-operatives. The average
gross margin is 73 per cent.

9.7.4 Manufacture of implements: Vetsak and
various other co-operatives manufacture agricul-
tural implements.

9.7.5 Workshop services: Many agricultural co-
operatives offer repair and maintenance services
for machinery, implements and vehicles.

9.7.6  Soil conservation and earth-moving ser-
vices: The Potgietersrustabakkodperasie offers
services for the making of dams, furrows and
contour banks.

9.7.7 Citrus orchard services: Various citrus
co-operatives undertake the spraying, picking and
transport of fruit, and soil analyses for their
members on a contract basis,

9.7.8 Threshing of pgrain: Ladysmith's crop
farmers have started a grainthreshing co-operative
service.

9.7.9 Bulk storage of grain: Various co-opera-
tives provide facilities for the bulk storage of
grain, and this service is expanding at an in-
creasing rate.
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9.7.10  Bulk drying and curing: This is a service
which is also performed by various co-operatives
and which is steadily expanding. It makes great
savings possible.

9.7.11  Shearing services: A special co-operative
the Skeerdiens Kotperatief Beperk, has been es-
tablished to perform such services,

9.7.12  Transport: Various co-operatives offer a
transport service for the products handled by
them, including milk, sugar-cane and livestock.

9.7.13  Sugar farming: The Umzumbe Co-opera-
tive plants and harvests sugar-cane for members
occupying relatively small sugar farms. These
tasks require expensive and heavy machinery
which members cannot afford. From the start this
Co-operative has had to cope with difficulties
owing to drought and the resultant small volume
of sugar-~cane,

The Umfolozi Co-operative Sugar Mills main~
tain a dredger with which the Umfolozi River and
canals are kept open on behalf of sugar farmers
in order to prevent flooding of cane fields.

9.7.14  Electricity supply: The Reivilo cheese
factory and the Umfolozi Sugar Mills supply
surplus power to members, as well as to others.

9.7.15 Milk recording services: Various co-
operatives undertake such servicesinco-operation
with the Department of Agricultural Technical
Services.

9.7.16  Artificial insemination: Four co-opera-
tives maintain three A.I. stations and actively
participate in bull testing in order to improve
the livestock population.

9.7.17 Veterinary services: Certain co-opera-
tives employ veterinary surgeons or guarantee
them a certain income.

9.7.18 Cold storage services: Theco-operatives
at Ceres, Montagu and Douglas have cold stores
which are placed at the disposal of their members
(in the last-mentioned case for potatoes).

9.7.19  Supply of labour: Various co-operatives
accommeodate farm labour and hire labour to their
members.

9.7.20  Seed production: The Sentrale Saadkwe-
kers KoOperasie Beperk produces foundation seed
(maize) and other co-operatives, for example
O.T.K., Sentraal-Wes and Noord-Wes, multiply
the seed on behalf of their members.

9.7.21 Cultivation of vines: Certain wine co-
operatives maintain vine nurseries in order to
be of service to their members,

9.7.22 Co-operation in book-keeping: There are
various co-operatives which keep their members’
books and draw up their returns.




9.7.23  Stock breeders' societies: There arefour
co-operatives of this kind in South West Africa.
In view of the fact that the members are jointly
and severally liable, the Land Bank has financed
the purchase of livestock through them. Once the
loan has been paid off, these co-operatives will
cease to exist. In the thirties there were various
gimilar co-operatives in the Republic.

9.7.24  Technical advice: The wool co-operatives,
the S.A.K.K. and certain grain co-~operatives give
their members technical advice.

9.7.25 Information for farmers: The Co-ope-
rative Press and various other co-operatives give
their farmer-members valuable advice through
their monthly publications. Some even have trained
extension staff.

9.8 FURTHER POSSIBLE FUNCTIONSWHICHCO-
OPERATIVES CAN UNDERTAKE

Further possible functions which co-operatives
can undertake have been briefly outlined by the
Department of Agricultural Economics and Mar-
keting*. Obviously, the possibilities are virtually
unlimited. Services which are at present regarded
as unpractical or uneconomic might in future not
only become possible and feasible, but even an
urgent necessity. Here the Commission wishes to
point out only a few of the obvious possibilities.

9.8.1 Machine co-operatives: This kind of co-
operative is difficult to run. Decisive factors are
whether the equipment is maintained properly and
used optimally. Idle time is very disadvantageous,
particularly in the case of expensive machinery.
The simplest way of using such equipment com-
munally, i.e. in groups of two, three or four
farmers, should therefore be considered when it
comes to machine co-operatives - the prevailing
conditions determining each case.

9.8.2 Co-operative cowsheds: What the Com-
mission has in mind here is, in the first place,
smallholdings and irrigation areas where each
farmer usually keeps one or two cows, Keeping
cows on a small scale is not very convenient
for the farmer. He has to employ labour special-
ly for this purpose and, if he calculates his costs
carefully, he will probably find that his milk
costs him more than the price at which he could
buy it. In such circumstances it would pay farmers
to erect a central cowshed which can be run
properly.

A co-operative system of this kind has been
successful in countries such as Italy+, a system
which could be used very profitably by the smaller
dairy farmers. It results in the more efficient
use of buildings, labour and other facilities. The
system can be so devised that the members retain
their individuality, each loocking after his own
cows and only the housing, feeding and milking

* Department of Agricultural Economics and Mar-
keting (1970): Op. cit.

* Du Plessis, S.J. (1970): Op. cit.
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facilities being used co-operatively. Under such a
system the dry stock and calves would not be
looked after on a co-operative basis.

To give some idea of the possibilities of co-
operation in this sphere, a few figures based on
experience in England are quoted below.*

It is estimated that three trained workers (one
milker, one general relief and one stockman in
charge) could handle 264 lactating cows in a well-
designed parlour, including the housing, feeding and
milking of the animals. If the dairy herd were
doubled (to 528 cows), the staff would have to be
increased only by one additional milker.

9.8.3 Co-operative pig farming: Investment in
buildings, other equipment and labour for pig
farming is also very high. As in the case of
dairying, co-operative pig farming would alsopro-
bably make great savings possible.

9.8.4 Co-operation in fattening livestock: Since
fattening has to be done scientifically, the Com-
mission considers that rations could advantageous-
ly be bought or even mixed by a central unit and
that even young slaughter stock could be fattened
and prepared for market on a co-operative basis
with very good results.

9.8.5 Co-operation in the supply of electricity
and water: Groups of operators farming in re-
mote areas who are nevertheless situated fairly
close to each other, for example, in irrigation
areas, might undertake the generation of electri-
city on a co-operative basis or obtain power from
Escom which could then be reticulated among the
members of a co-operative of this kind. A further
possibility is the exploitation of a water source,
the water being distributed among the members.

9.8.6  Bulk processing of products: Muchproces-~
sing is already done in bulk, but there are still
ample opportunities for such services to be ex-~
panded. A striking example is the bulk caring of
flue-cured tobacco which, according to a report in
Agricultural News (16/7/71), is at present being
investigated. For several years the Tobacco Re-
search Institule at Kroondal has been testing the
method of curing flue-cured tobacco in bulk, as
is done in the U.S.A,, Canada and Italy. This
method differs from customary practice in that
the leaves are not attached to sticks or clamps
but are placed in special containers or frames,
A fan in the curing shed forces heated air be-
tween the compressed leaves in the frames. This
permits the efficient control of both temperature
and humidity. Results have shown that this method
brings about a saving of approximately 60 per cent
on labour. In addition, considerably more tobacco
can be cured in the same shed space.

* Farmers Weekly (United Kingdom) 23 October
1970



In overseas countries oil and gas are the main
fuels used for curing tobacco. Coal being plentiful
and considerably cheaper than gas in this country,
however, the heat generators used in the trials at
Kroondal burn coal. The success achieved with
this method has aroused great interest among
farmers. Further attention is now being given to
construction costs, the conversion of old shedsinto
bulk curing units and the finalisation of curing
schedules.

9.9 CO~-OPERATIVE CO-PARTNERSHIPS IN AG-
RICULTURAL PRODUCTION*

9.9.1 Co-operation and small farming units: On
account of the rapidly rising capital demands which
the increased use of mechanical and technical
aids is making on the farming industry, together
with growing debt ratios and high rates of in-
terest, the size of their farms is hampering many
farmers to an increasing extent and pushing up
the costs which have to be incurred per unit
of production all the time., This applies not only
to South Africa, but also to many other countries,
particularly in the Western world.

The solution to the problem is to be found
largely in optimal utilisation, not only of the soil
and other natural resources, but also of the available
labour and agricultural machines. This callsfor the
adoption of the basic principles of successful
business in the individual farming enterprise and
in the industry as a whole. This will undoubtedly
lead to the establishment of larger farming units
and/or the communal use of tractors and equip-
ment. Therefore, it is essential, that if agri-
cultural mechanisation in South Africa istobesuc-
cessful, smaller farming units should be grouped
together systematically or some form of organised
purposeful production co-partnership should be
created among farmers with a view to the com-
munal use of tractors and agricultural implements,
in order to ensure optimal utilisation.

The creation of larger farming units, i.e. the
enlargement of smaller units into units meeting
the requirements for optimal efficiency in the use
of machinery, labour and capital, raises so many
problems in practice, however, and is expected
to take so much time, that it is doubtful whether
the problem can be solved within a reasonable
period in this way alone.

If the situation is to be improved significantly
by the large-scale formation of co-partnerships,
the necessary ‘'climate'" will have to be created
for this, while essential aids and guidelines will
have to be established. The process demands
considerable adjustments and drastic changes in
personal approaches and in practices. Such ad-

* Compiled in consultation with the Co-operative
Advisory Committee of the Department of Agri-
cultural Economics and Marketing and in col-
laboration with the Registrar of Co-operative
Societies
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justments and changes are normally difficult and
time~consuming but in farming they are evenmore
so becausefarmers are generally very individualis-
tic and because farming is to a certain extent a
closed industry owing to the high capital re-
quirements of modern farming enterprises. The
effect of innovations from outside the agricultural
sector on a managerial level is consequently much
slower than in most other sectors of the economy.

Since there is an alarmingly large number of
farming units which are uneconomic and which
are threatening to become virtually State-sub-
sidised farming enterprises, the time has comefor
serious attention to be given to making these units
economic wherever possible. Undersizedfarmscan
never provide a decent living for their occupants.
The aim should therefore be to integrate them
with other similar units or at least to link them
together. This will make it possible to avert or
at least relieve considerably the burden imposed
by modern technology with its increasing mechani-
sation and unproductive labour. The mechanisation
- labour ratio in South Africa is seriously hamper-
ing agriculture and is becoming worse as time
passes. The resultant cost burdenis back-breaking:
the implements become bigger and bigger, fuel
and maintenance more and more expensive and ex-
penditure on labour relatively greater.

Particularly as regards the small farmer, this
problem must be tackled with determination, use
being made of various methods of co-ordination
and assistance.

From the outline given in the foregoing para-
graphs, it appears that attempts have been madeto
achieve greater co-operation in agricultureandthe
communal use of expensive machinery and equip-
ment in very many ways, with varying degrees
of success. In many cases attempts have been
made to increase efficiency in the use of agri-
cultural equipment through mechanical services
such as those offered by private enterprise or
even by general or specialised co-operative so-
cieties.

As regards the possibilities of greater co-
operation among farmers in the wider context
of agricultural production, reference was made in
paragraphs 9.5 to 9.5.5 to various bases devised
for such co-operation among farmers on their
farms. In paragraph 9.5.4 doubt was expressed
about whether the machine pool system in West
Germany, Austria andother countries wouldbe suc-
cessful in South Africa. As regards the GAEC
system in France, it was pointed out in paragraph
9.5.5 that the system reflects certain features of
the company or syndicate system organised by
small groups of farmers in South Africa. After
the systems found in Europe had been considered,
the question arose whether serious attention should
not also be given in South Africa to similar pos-
sibilities for achieving orderly co-operation in
certain production processes among the smaller
groups of farmers.

9.9.2 Co-operation between small farmers with-
in the framework of the co-operative movement:




The circumstances of the smaller farming units
are such that, in South Africa as well, the need
for greater co-operation and therefore also in-
creased efficiency in the use of agricultural
machinery in the smaller farming enterprises can
no longer be ignored. Local conditions would seem
to indicate that a system within the framework
of the co-operative movement in South Africa
merits serious consideration, particularly since
this would make the link-up with the rest of the
co-operative movement very easy. Greater co-
operation in this way would offer great benefits
to small farmers in South Africa who wish to
make use of such a system and organise their
enterprises along such lines, particularly farmers
in areas where enterprises are close together,
for example, irrigation areas, intensive fruit
growing regions or peri-urban areas.

The co-operative philosophy, with its basis of
mutual assistance and its affinity with agriculture,
makes the co-operative movement a very acceptable
basis for solving the problem.

9.9.3 Requirements for co-operation within the
framework of the co-operative movement. There
are, however, certain matters to which careful
attention will have to be given to ensure reasonable
success in this regard:

(1) There must be continuity in any scheme of
this kind.

(2) Steps must be taken to ensure that the younger

generation are drawn into the scheme.
(3) There must be incentives for participation.
4)

(5)

The scheme must be based on mutual trust.

The scheme must be incorporated into the
broader framework of the co-operative move-
ment.

9.9.3.1 Continuity of the scheme. To ensure the
necessary continuity, undertakings of the kindpro-
posed will have to be bodies corporate, The kind
of partnership in which two or more persons co-
operate intimately offers the right pattern but is
too casual an arrangement since it can be dis-
solved so easily, thereby causing worse problems
and burdens for therespectivepartners. The regis-
tration of such an undertaking as a co-operative
would ensure that farmers would have to partici-
pate in the scheme in earnest and this would
make it possible for two or more such under-
takings to be integrated or linked. Imposing a
minimum of five years for the life of such a co-
operative would also prevent the members from
placing it in liquidation too easily. Provision would
have to be made in our legislation for the objects
of such a co-operative, but all the other require-
ments are already provided for in the existing
legislation. It would also be possible to provide
extension and to control such co-operatives de-
partmentally,

9.9.3.2 The focus to be on the younger genera-
tion. In Europe, in particular, it has been found
that the younger people who should ideally take up
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farming prefer to find other employment, leaving
the older generation on the farms. If the position
could be reversed and the younger people could
be drawn into the scheme, this would provide the
necessary vitality and facilitate the integration or
linking together of farming enterprises. It would
be easier to persuade the younger generation to
adopt a fixed pattern of farming or even to inte-
grate their farms into a co-operative venture or
even to find employment elsewhere. It would
therefore be easier for a younger personto transfer
his share and interests tooneof the other partners,
this resulting in units that are more indepen-
dent and economic. To make this possible, an age
limit should be set for membership of this kind
of co-operative.

9.9.3.3 Incentive for participation. It would not
be logical ~ nor would it be easy - to make par-
ticipation in a co-operative obligatory, but itis
nevertheless essential thatthepeople with whom the
problem originates shouldbe drawninto the scheme.
The advantages attached to such a scheme should
therefore be such as to ensure that the persons
concerned have no alternative but fo jointhe scheme.
The surest and best way of doing this is to make
the financing of the undertaking easy and effective.
Without this inducement the success of the attempt
cannot be assumed with reasonable certainty. Atthe
moment, however, the position is that this class
of farmer is largely dependent on State aid to be
able to carry on farming, If this State aid could
be given to these persons through their production
or co-partnership co-operatives, the biggest pro-
blem in financing this kind of co-operative would
be solved. This would probably alsobethebest way
of encouraging farmers to join such a co-operative.
State aid on a more favourable basis than that
at present provided for agricultural co~operatives
by the Land Bank would be needed to launch the
scheme, Under the present statutory provisions,
groups of seven or more farmers can co-operate
in such a scheme, but it has been found that so
little use is made of this possibility that the basic
problem remains unsolved - hence the proposal
to make financial assistance the mainspring for
participation in the scheme.

9.9.3.4 Mutual trust. Where such facilities are
provided, however, it is equally essential that
there should be adequate security. It stands to
reason that security must be provided by the part-
ners and, provided they trust each other, the un-
limited liability provision is the easiest source
of security. But this would demand so much of
the partners concerned, that it would be essential
for them to be able to choose each other and for
such a chosen group to be allowed to establish
their own undertaking irrespective of whether there
are two or three or twenty members. They must
then decide among themselves whether they wish
to provide security in the form of shares with
limited liability or by means of unlimited lia-
bility. Present legislation provides only for agri-
cultural co-operatives with at least seven mem-
bers, but the Commission feels that success with
two or three members is better than failure with
seven or more. It is therefore proposed that the
minimum number of members for these co-opera-
tive co-partnerships should be reduced to two, the
members in any case having to be bona fide
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farmers. This would necessitate certain amend-
ments to legislation in this regard,

9.8.3.5 Integration into the existing co-operative
movement, The whole scheme would ultimately
have to be integrated into the existingco-operative
movement to ensure that these new co-operatives
do not overlap the existing co-operatives and that
they obtain their factors of production from the
existing local general co-operatives, while sup-
plying the output of the integrated units to the local
co-operatives concerned. The proposed co-ope-
ratives would therefore have to be given limited
objectives. As the farmers would be free to
choose their partners, the co~-operative’s areas
of operation will not necessarily be adjacent to
each other, although this is desirable. The Com-
mission feels, however, that the farmers' freedom
to choose their partners is so essential to ensure
success that it simply cannot be disregarded.
Where there are no real objections to integrating
a particular complex, this will be done, but if
the farmers definitely decide to include only cer-
tain specific persons, their decision will have to
be respected. Where total integration takes place,
an attempt will surely be made to integrate a
definite complex, even if this is done at a later
stage through expansion or perhaps amalgamation.
Where farmers concentrate on only certain pro-
duction activities, the integration of a particular
complex is not so necessary.

9.9.4 Statutory amendments needed for co-ope-
rative co-partnerships. Certain stafutory amend-
ments are necessary to make possible the for-
mation of co-operative co-partnerships of this
kind. The best way of achieving the desired ob-
jectives would be to make appropriate amendments
to section 9(1)(s) of the Co-operative Societies
Act, 1939 (Act 29 of 1939). The amendments must,
inter alia, make it possible for the membership
to be reduced to two persons in cases where the
main object of the co-operative agricultural society
or co-operative agricultural company is "to carry
on farming or any farming operations for or on
behalf of its members on a co-operative basis.”
Consideration will have to be given to certain
other amendments arising from the one proposed
above,

9.10 CONCLUSIONS AND RECOMMENDATIONS

9.10.1 In the course of developments in farming
and as the capital required for mechanical and
technical aids increased, a growing need arose for
organised co-operation in agricultural production
in order to achieve greater efficiency in the use
of machinery, labour and capital.

9.10.2  Communal use of agricultural equipment.
Efficiency can be raised to a very high level
through the communal use of agricultural equip-
ment or the integration of production operations
in various ways, namely by means of -

the services of private contractors,

custom farming, or

co-partnership in its simplest form, or in the
form of companies or co-operatives,
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9.10.3 In the light of its findings as reported
on in Chapter X of its Second Report and in the
foregoing paragraphs of this chapter, theCommis-
sion has come to the conclusion that the labour-
mechanisation question is so important to agri-
culture and that the communal use of farm im-
plements has so many advantages in regard to
mechanisation, labour and capital, particularly for
farmers on smaller production units, that this
matter merits the urgent attention of all interested
parties, especially the farmers themselves,

The Commission therefore recommends asfol-
lows:

9.10.3.1 Organised Agriculture and the Depart-
ments of Agriculture must do everything possible
to promote the communal use of farm implements,
to condition farmers to this idea and to make the
necessary adjustmenis to production processes
which would facilitate such co-operation.

9.10.3.2 The Department of Agricultural Techni~
cal Services (Division of Agricultural Engineering)
and the Department of Agricultural Economics and
Marketing (Division of Agricultural Production
Economics) must make an exhaustive study of
the whole question of using agricultural machinery
on a communal basis. The above-mentioned Di-
visions must be expanded appropriately 50 as tobe
able to undertake and pursuc such studies to pro-
mote ever greater efficiency in as many respects
as possible as the technological pressure on agri-
culture increases.

9.10.3.3  Particular attention must be giventoex-
tension in agricultural mechanisation and especial-
ly in the communal use of agricultural equip-
ment,

9.10.3.4 Government and semi-Governmentcre-
dit institutions must give sympathetic considera-
tion to possibilifies of providing financial backing
for such mechanisation systems, and to adapting
procedures in this regard to the circumstances
and needs of such systems.

9.10.3.5 Consideration must also be given to
ways of encouraging private contractors to pro-
vide mechanical services for farmers where very
expensive equipment is required, e.g. for har-
vesting crops, earth moving and so forth. Con-
sideration should be given to the granting of
suitable credit facilities to such contractors in
cases where agriculture would benefit by this to
a considerable degree. As it is essential thatcon-
tractors should be assured of stability in their
operations where contract work is performed by
expensive machines, farming communities should
endeavour, in their own interests, to arrange
matters among themselves so that contractors
are encouraged to continue such services on a
firm basis.

9.10.3.6 As the communal use of agricultural
equipment is considered to be particularly impor-
tant and promising in the caseof irrigationfarming
on small plots where the supply of water offers




considerable opportunities for the adaptation of
production operations, special attention must be
given in planning new irrigalion areas to laying
out plots and devising farming systems in such
a way as to create the optimal opportunity for
communal mechanical services. The Departments
involved must adopt this aim as a matter of policy
and must make special provision for the communal
use of agricultural equipment even in the initial
stages of irrigation schemes, focusing their studies
on this aspect in any pilot development projects
that may be laid out.

9.10.4 Co-partnerships inagriculture. The Com-~
mission is convinced that greater co-operation
in agricultural production within the framework of
the co-operative movement in South Africa can be
very beneficial, especially to small farmers, How-
ever, success can be assured only if provision is
made in the co-operative system for a small
number of participants and for selective member-
ship. .

In this regard the Commission recommends as
follows:
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9.10.4.1 Provision must be made within the
framework of the Co-operative Societies Act, 1939
(Act 29 of 1939), for co-partnerships between
farmers on a co-operative basis, if necessary
with appropriate provisos with regard to taxable
income.

9.10,4.2 To this end the above-mentioned Act
must be amended so that membership can be re-
duced to two persons in cases where the main
object of the co-operative agricultural society
or co-operative agricultural company is "to carry
on farming or any farming operations for or on
behalf of its members on a co-operative basis."

9.10.4.3 The co-operative co-partnership
scheme must be integrated into the existing co-
operative structure in order to ensure that the
new co-operatives do not overlap the existing
co-operatives and that the greatest benefit is
derived from the services offered by local co-

operatives.




CHAPTER X

CONCLUSIONS AND RECOMMENDATIONS

10.1 THE IMPORTANCE OF AGRICULTURE IN
THE ECONOMIC PROGRESS OF SOUTH
AFRICA, (See Chapter I)

10,1.1 Conclusions

10,1.1.1 It is true that, for various reasons,
agriculture is relatively slow to adjust to change,
While the technological revolution is producing
changes in ever more rapid succession, changes
which are having an ever greater impact on man's
activities, agriculture is tending to lag behind in
the process of economic development, even in
countries that are highly developed in the field of
technology.

10.1.1.2 What struck the Commission was the
fact that the data furnished by various bodies in
this regard in recent years were divergent and had
had such a marked influence on the results and
conclusions arrived at through analyses of econo~
mic as well as of socio~demographic situations.

10,1.1,3 In both its earlier reports, the Com-
mission studied wvarious problems such as un-
economic farm sizes and environmental and other
problems experienced by the farmer on the farm,
From these findings it was abundantly clear how
important good farm management is and how great
the need-is for regional and production planning and
for guidance on sound systems of land use. Bio-
physical stability in agriculture canbe achieved and
the problem of nature's changeability can be over-
come if farming systems are adapted to climatic
conditions and ecological conditions,

10.1.1.4 I, in the course of economic progress,
due account is not taken of certain basic facts,
it may happen that those sectors of the national
economy where technological innovations most
readily gain acceptance will attract most attention
and capital, the result being that such sectors
will advance more rapidly and more spectacularly.
This may very well lead to increases in the
growth rate, but it may, at the same time, result
in a lack of balance between sectors of the
national economy.,

10.1.1.5  Agricultural production, including the
production of foodstuffs, has increased considerably
faster than the population, This applies particular-
ly to horticultural and field production which have
more than trebled and doubled, respectively, over
the past two decades. So far as quantities are
concerned, the agricultural sector has therefore
been very successful in increasing production at a
much faster rate than the rate of increase in
population; but most of the products concerned
are foodstuffs rich in starch and sugar. It is
striking, however, that the percentage increase in
animal products was not much greater than the
growth in population. If the production of animal

183

proteins in particular is to be increased, produc-
tion and regional planning require careful attention
as already emphasised by the Commission in its
Second Report,

10.1.1.6 In spite of great fluctuations caused by
erratic weather conditions over much of the country
and in spite of a relatively high rate of increase
in the population, the agricultural sector has been
fairly successful so far in meeting the country's
most basic needs. If this is to be maintained, at~
tention will have to be given in good time to
measures for adapting production systems to en-
vironmental conditions and for making agriculture
less vulnerable to periodic droughts.

10.1.1.7 The Commission has information to the
effect that about 48 per cent of the total value of
domestic agricultural production is absorbed by
secondary industries.

10.1.1.8 As regards agricultural products in
particular, more than 40 per cent of the total
quantities of vegetables and fruit produced annual-
ly by the agricultural sector is processed by
canneries, '

10,1.1,9 It is often not realised to what extent
the flow of agricultural products from, and of
means of production and consumer goods to, the
farms keeps the wheels of transport and industry
turning to provide a livelihood for the thousands
of workers in those sectors,

10.1,1,10  Data show that the agricultural sector,
through its export activities, is playing a very
important role in the economy as a whole, People
often fail to appreciate this fully when they talk
about agriculture's relative contribution to the
gross domestic product. After the gold mining
industry, agricultureis the largest earner of foreign
exchange and is therefore playing an essential
part in maintaining a favourable balance of trade,
thereby making the purchase of capital goods
an other goods abroad possible.

10.1.1.11 The Commission welcome the recent
decision by the Government to appoint a com-
mission to investigate thoroughly and report on all
the matters and factors adversely affecting the
export trade,

10.1.1.12 It was also revealed that several basic
reforms are desirable in agriculture toensurethat
it will not lag behind the economy.

From the foregoing it is clear that agriculture
in South Africa is an important part of the national
economy and is interlinked in a multitude of ways
with the other sectors of the economy. There are,



however, indications that this fact is not always
fully appreciated, so that agriculture is often
pushed into the background when development is
confemplated, attention being given mainly to in-
dustrial development,

10.2 THE SOUTH AFRICAN FARMER'S FINAN-
CIAL POSITION AND THE CONDITIONS IN~
FLUENCING IT. (See Chapter II)

10.2.1 Conclusions

10.2,1.1 The Commission accepts that the gene-
ral aim should be to maintain the per capita
income in agriculture at parity with that in the
rest of the national economy. However, since
farming units are very seldom completely specia~-
lised in one branch of production, it is difficult
to lay down this aim, as such, for any particular
branch of production. For this reason the Com-
mission prefers to fake as a general aim the
maintenance in the agricultural sector of a rate
of growth in terms of real prosperity equal to
that in the national economy in general.

10.2,1.2 The farming community would only be
entitled to share in the real prosperity ofthe com-
munity if it made a proper contribution towards
increasing that prosperity.

10.2.1.3 Because agriculture is of such value to
the national economy, it is of cardinal importance
that the relative position of agriculture should be
maintained and that its importance should always
be assessed at its true value, It is ungquestionably
in the national interest that a balance should be
maintained between the various sectors of the eco~
nomy,

10.2.1.4 In studying the information on this mat-
ter, the Commission found that no data were
readily available to indicate simply but conclusively
the extent to which the farmer is sharing in the
prosperity of the country. The Commission there-
fore found it necessary to subject data on various
aspects of income from agriculture to further
analysis so that an idea could be gained of the
income position of the South African farmer.

10.2,1.,5 The Commission considers it essential
that, apart from the economic considerations that
should apply to price formation, the price policy
followed should be conducive to the successful
operation of farming systems, optimally adaptedto
environmental conditions and geared to conser-
vation principles,

10.2,1.,6 The information furnished on growth
trends in South Africa in regard to agricultural
production, producer prices and prices of consumer
goods and inputs since the Second World War leaves
little doubt that the average growth trends in eco~
nomic prosperity among farmers have been reason-
ably favourable, particularly during the past decade,
There are indications, however, that developments
in the economic sphere were much less favourable
to the South African farmer in the late fifties.
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The Commission suspects, furthermore, that the
adverse effects of the serious difficulties ex-
perienced have not yet been wiped out completely,

10,2,1,7 It is accepted that these effects are
heightened by the very marked fluctuations from
year to year to which South African agriculture
is subject. These fluctuations indicate serious
instability in physical output, inputs and real in-
come, an instability which is reflected in almost
exactly the same way in the monetary values of
production, costs and income,

10,2,1,8 There is good reason to suppose that
average income in agriculture, in real terms, was
at a relatively high level during the past two
decades, that the average rate of growth in such
income kept pace to a reasonable extent with the
general rate of growth in the economy as a whole,
and that personal per capita income calculated
for farmers did not lag behind that of the rest
of the population either. Various experts point out,
however, that, notwithstanding this relatively fa-
vourable impression regarding the general share of
agriculture in the country's prosperity, the in-
stability and particularly the unevenness in the
distribution of income in agriculturepoint to serious
income problems for certain farmers - problems
which are presumed to be closely associated in
certain respects with the occurrence of rural
poverty in South Africa,

10.2,1.,9  Although the analyses given in Chapter
II have again turned the spotlight on the instabi-
lity of, and thereby on the riskiness of, South
African agriculture, the Commission wishes again
to stress the importance of its findings and re-
commendations as presented in its previous re-
ports, The Commission is firmly convinced that
attempts to remedy the instability in agriculture
by financial measures alone have little chance of
success if the basic causes of biophysical instabi-
lity in agricultural production are not removed on
the farm itself,

10.2,1,10  Consideration of the economic position
of certain farmers on certain farms in certain
branches of farming and in certain regions in
South Africa again focused attention, althoughfrom
a different angle, on the problem of farming units
on which - for various reasons - income is too
small and even less able to advance ata rate more
or less in step with the economic progress of the
country.

10.2,1,11  Although virtually all farmers have
problems of a structural nature, it is problems
relating to defects in agricultural structure and
personal shortcomings that are of decisive impor-
tance in the case of the less successful farmers,
The problems hampering the more successful
farmers who have succeeded better in rectifying
the structural defects in their enterprises are,
however, mostly economic ones.

10.2,1,12  These problems stem from defects in
the foundations underlying the agricultural in-
dustry, It is impossible to have a solid, per-
manent building on defective foundations: it is
equally impossible for a sound and flourishing
agricultural industry to develop and stand up to



all the vicissitudes over the years if it is based
on a poor production structure.

10.2.1.13 The Commission is convinced that the
extent to which the recommendations made and
fully substantiated in the previous two reports
are implemented successfully will be the extent
to which their beneficial effects will be felt by
the agricultural community, their influence making
itself feit on the biophysical as well as on the
economic instability and unevenness of income
distribution in agriculture,

10.2.1,14 In Chapter IV of its Second Report the
Commission has already given special attention to
the problem of uneconomic farming units and has
shown how essential it has become in South Africa
that this matter should be the subject of special
further investigation. Such an investigation is ur-
gently needed so that socio-economic and other
measures can be devised to overcome this problem
which is having such a harmful effect on agri-
culture and therefore the platteland as well,

10,2,1,15 So long as the unit farmed is so small
that investment in it and the factors of production
applied to it cannot provide a farmer of average
managerial ability with a decent net income, it
remains indefensible to keep an enterprise in
operation by artificial means when its continued
existence is not justified, It is therefore doubt-
ful whether it would be possible to solve the
problem of such farming units by ad hoc measures,
such as the extension of credit facilities, or more
generous subsidisation, or similar financial relief
measures,

10.2.1,16 The continued existence of such un-
remunerative units is only hampering progress
in agriculture, What is more, so long as the position
remains unchanged, the farmer will lose those
assets that could still be realised if he sells out
soon enough. Furthermore, the spending of funds
from private or public sources on a farming unit
which leaves so much to be desired as regards
its structure is as futile as pouring money down
a bottomless pit.

10.,2,1.17 It is clear that the more fixing of
prices for agricultural products cannot solve the
problem of uneven incomes in agriculture so long
as the basic structural weaknesses, inter alia, un-
economic farming units, continue to exist in agri-
culture,

10.2,1.18 Prices which are unrealistic, parti-
cularly viewed in the light of conditions pre-
vailing in farming enterprises operated at an
average level of efficiency, have the effect of
keeping farmers on units which are too small or
are badly run, This does not solve the problems
of unevenness in incomes and low farm incomes;
rather, it helps to perpetuate and even aggravate
them. As a result, these units are keeping a great
deal of manpower tied up which should actually
have been released for other sectors.

10.2,1.19 A system of differentiation in producer
prices favouring farming units with low incomes,
i.e. uneconomic farming units, cannot be supported
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either. It would cause dissatisfaction and dis-
courage the farmers concerned from making es~
sential adjustments and improvements, thereby
only perpetuating uneconomic production on such
farms, Once differentation has been introduced,
even as a temporary measure, it will not be easy
to abolish and, in any case, it is doubtful whether
it would serve any useful purpode. A system of
supporting prices on a uniform basis would, in
the opinion of the experts quoted, offer only
limited benefits to the farmer with a low income;
it is the farmer with a high income who would
derive the greatest benefit from such a scheme,

10,2.1.20 It is accepted that provision for price
certainty to a moderate degree may be necessary
and desirable fo support programmes of rural
reform. In some cases price differentiation may
be desirable for certain areas or branches of
farming, but it is doubted whether this would be
feasible in all cases,

10.2,1,21  The Commission is aware that efforts
to stop the White depopulation of the platteland
are actuated by a desire to prevent the platte-
land from being populated solely by Non-Whites,
or the ratio of White to Non-White in the rural
areas, and particularly on White farms, from
swinging too far against the Whites, The Com-
mission is equally anxious to see this aimachieved,
but has the following views on the subject:

(a) The White depopulation of the platteland must
be seen not as a phenomenon affecting White
farms only, but as part of a complex set of
conditions involving many communities, parti~
cularly in certain rural areas.

(b) The tendency of some White farmers to give
up their farms is due to three factors: in the
first place, the demands made on the entre-
preneur by technological progress in agri-
cultural production are becoming so high that
those lacking the necessary know-how, capital,
managerial ability and business sense are
forced to give up farming; secondly, the farmer
who finds it impossible to make a living on
a farm which is much too small is even-
tually forced to give up farming - often, un~
fortunately, only after he has been reduced
to poverty by mounting debts; and thirdly, the
exceptionally high market value of agricultural
land is a very strong inducement to farmers
to sell their farms, even if many of them are
farming on economic units,

At present, however, the rate of withdrawal
is very slow and the process is fraught with many
hardships for the families involved, hardships
which could greatly be alleviated if more planning
went into the process.

(¢} This withdrawal of those farmers who are
trying without supplementary earnings f{o eke
out a living on farming units which are much
too small must be seen as one of the most



essential processes in the programme of struc~
tural reform in agriculture, This is one of the
best ways of promoting more efficient agri-
cultural production on economic units, of in-
creasing personal agriculturalincome, of keep-
ing progress in agriculture in step with that
of the rest of the national economy and of
ensuring the balanced progress of the country
as a whole on the basis of optimum utilisa-
tion of all the available resources and means,

These farmers should not be forced to with~
draw, but, if the process is to be successful,
efforts should be made to ensure that it is not
too slow,

(d) Such a voluntary but selective and planned
withdrawal of White farmers and their families
from their farms could be very beneficial to
them as well as to agriculture and the country
as a whole, The need for skilled and semi-
skilled White manpower in certain sectors of
the economy is at present so great and em-
ployment opportunities are so favourable that
there are now excellent chances for anyone
who is reasonably employable to make a good
living outside agriculture ~ in most cases a
much better one than he could ever have hoped
to wrest from an uneconomic farm,

(e) As regards the concern about the possibility
that the movement of White farmers away
from agriculture will result in a widening of
the numerical ratio of White to Non-White,
particularly on the farms, the indications are
that this trend will continue, no matter what
financial relief measures may be devised to
keep farmers and their families on the farms,
particularly those on uneconomic farms, What
is more, data furnished by the Commission
in Chapter X of its Second Report indicate
that the ratio of the Non-~White labour force
on White farms to Whites is already, in spite
of mechanisation, very wide and is widening
to an alarming extent,

(f) Apart from the hopes held out by the Stock
Reduction Scheme introduced on 1 October
1969 as a result of the recommendations
made by the Commission in paragraphs 7.3.6
and 8,3.2,5 of its Interim Report, the Com-
mission has information which indicates that,
when the scheme is carried throughto the stage
of complete withdrawal of stock, owners of
uneconomic units in particular will be eager
to offer themselves for employment elsewhere
and to withdraw from farming for shorter or
longer periods,

10,2,1.,22  Financial relief measures cannot be
successful so long as there are sericus structural
defects in the agricultural pattern of farming units,
Rural reform, particularly when it comes to farm
sizes, farming systems, the standard of entre-
preneurship and precautionary measures, must
therefore be seen as a prerequisite for the ap-
plication of any policy in regard to financing and
marketing. Such policies must be founded on eco-
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nomic principles which ought to be valid for
farming enterprises run on an acceptable struc-
tural basis and managed at a level of at least
average efficiency.

10,2,1.23 In regard to the granting of financial
assistance in such cases the Commission can find

no justification for a policy aimed at keeping all

farmers on their farms no matter how small
they are or how badly the farmers are faring, The
Commission is aware that there are numerous
cases where the managerial ability of the farmers
is so poor that they would be able to make a
living even on a fairly big farm, or where farmers
are trying to operate units which are much too
small,

10.2.1.24 The Commission considers that when
certain farmers' prospects of making a living have
fallen below the level at which there is still a
reasonable chance of recovery, such cases actual-
ly no longer fall in the category of a normal
agricultural enterprise to which measures can be
applied according to accepted principles of agri-
cultural economics, Such cases verge more close-
ly on "rural poverty", for which financial relief
measures should be devised and applied with a
predominantly sociological approach,

10.2.1,25 The Commission considers that the
percentage of uneconomic farming units in South
Africa is high at present, that rural reform, so
far as this matter is concerned, will take many
years to carry into effect, and that many families
will not yet, particularly at this stage, be willing
fo give up their small uneconomic farms for the
sake of consolidation, Such cases will threfore
have to be taken into account for some con-
siderable time, and their interests should, for un=~
derstandable reasons, be looked after in the mean
while, Such relief measures as may be taken should,
however, be planned as interim measures to as-
sist such cases until a favourable opportunity
arises for them to give up their farms,

10.2.1.26 It is known, however, that there are at
present also many cases where farmers are try-
ing to make a living on farms which, with the
present approach or the present level of manage~
ment or under the existing systems of farming,
have to be classified as uneconomic, but which,
with proper planning and good management, could
be converted into economic units. In view of this
possibility it would therefore be desirable for the
Departments of Agriculture to identify suchborder-
line cases in good time and to employ every
means in regard to planning, training, extension,
co-operation and financial relief measures for the
purpose of converting uneconomic farming units
into economic units as soon as possible., Such
assistance and financial relief measures should,
however, be provided on the express understanding
that they are subject to certain conditions andthat,
within a specific time, the farmer must convert
his enterprise into a self-sufficient concern, so
that what was an uneconomic farming unit will be
a truly economic enterprise.

10.2.1.27 The fact that the more successful
farmers were, in spite of seriously restrictive
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factors, able to raise the average long-term rates
of growth to such a high level that the agricultural
growth rate compares so favourable with that
for the rest of the national economy was a notable
achievement. The contributions of this section of
our farming community alone justify the conclusion
that our agriculture is, if properly planned, op~
timally adapted and well managed, basically sound
in spite of the country's highly variable climatic
conditions, and that there is not so much wrong

with it, nor with present agricultural policy, as

is sometimes alleged.

10.2,1.28 The impression has been gained in
recent years, however, that the problems of that
section of South African agriculture where the
worst structural defects occur have been given
such prominence and have so widely been claimed
to be representative of the broader agricultural
sector that the true nature and the importance of
the problems with which the most valuable group
in the agricultural sector actually have to contend
has seldom received enough attention.

It is a known fact that many of these farmers are
also faced with fundamental farming and economic
problems of a greater or lesser nature. Depending
on the circumstances in each individual case,
these farmers may be presumed to be more in
need of preventive assistance. These measures
should enable them fo rectify such defects as may
still hamper their enterprises so that they can
steadily increase productivity in their farming
operations and, through timely adjustments, be
better able to keep pace with the effects which
technology has on agriculture,

In the interests of agriculture and of the country
as a whole it is important that the problems of
this section of the farming community should be
diagnosed correctly. Effective measures (bothbio-
physical and economic) must be devised and
applied in good time for these deserving farmers,
in particular, to prevent their progress frombeing
hampered to such an extent by defects in systems
of production, financing and marketing that their
farming enterprises cannot stay the pace and so
fail to meet the increasing demands of a rapidly
growing economy. Unless this is done, there is
a very real danger that many of them will founder
and get bogged down in the weaknesses of their
production systems, sinking down to that category
where remedial measures, instead of preventive
measures, are imperative,

10.2.2 Recommendations

10.2,2.1 In the opinion of the Commission such
a situation (withdrawal from farms, together with
the application of the Stock Reduction Scheme)
would present a golden opportunity for the authori-
ties discreetly to encourage owners,once they have
left their farms, to give up farming for good so
that such farms could be consolidated with other
neighbouring or nearby uneconomic units and con-
verted into truly economic farming units.

The Commisgsion therefore recommends that the
Departments concerned in this matter should make
a deliberate effort to make it easier for owners
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of uneconomic farms in particular, to give up
farming, Special attention must also be given to

methods of financing to assist farmers who remain
on uneconomic farms and merit consideration for
special assistance. Assgistance of this kind should
be such as to enable such farmers to enlarge
their own uneconomic farms to form economic

units by purchasing other uneconomic farms which
become available when vacated in these circum-
stances,

10.2.2.2 The Commigsion is convinced that the
question of uneconomic units and the related ques-
tion of rural development are so important that
these matters should receive the urgent attention
of the authorities as soon as possible. The Com~
mission is therefore pleased to note that, in pur-
suance of its recommendation in paragraph 4,15,3
of its Second Report, the Minister of Agriculture
on 12 March 1971 announced the appointment of
an Interdepartmental Committee to inquire into and
report on rural reform in South Africa.

10.3 THE PROVISION OF AGRICULTURAL
CREDIT ABROAD AND IN THE REPUBLIC
OF SOUTH AFRICA

10,3.1 Conclusion

10.3.1,1  During the past few decades the agri-
cultural industry underwent revolutionary changes.
It changed from a primarily self-sufficient industry
where the farmer was largely able fo meet his
own capital requirements to one which became pro-
gressively more specialised and assumed the
character of a business enterprise. What charac-
terises agriculture today are the large amounts
of capital invested in the industry and a sharply
increasing need for credit,

10.3.1.2 Adequate capital and special credit
facilities, as well as judicious expenditure of
capital and the necessary managerial ability and
technical and economic know-how on the part of
the entrepreneur, have become prerequisites for
the success of any farming enterprise, If these
requirements are not satisfied and the farmer is
unable to adjust to the changed circumstances,
there is little hope of success.,

10.3.1.3 Often, however, many farmers and those
who lend them large sums of money lose sight
of two important facts, i.e. the fact that financial
losses resulting from unfavourable climatic factors
can be heavy at any stage in farming and, further-
more, the fact that economic trends in agriculture
are never stable. The importance of these two
facts is often underestimated, particularly during
periods favourable to the farmer., Many farmers,
optimistically assuming that good production and
favourable price ratios will continue, are inclined
to take on excessive financial responsibilities, This
is the cause of many of the cases of financial
embarressment which have become so acute in
agriculture over the past ten to fifteen years.

10.3.1.4 In most cases agriculture, unlike com-
merce and industry, is unable to pass on any



increase -in its cost structure to the end con-
sumer, What is more, an important consideration
is to keep food prices as low as possible in order
to curb the rise in the cost of living as far as
possible,

10.3.1.5 Studies of the economics of agricultural
production in different regions of the Republic
indicate that investment in relation to output
potential is significantly higher in livestock pro-
duction than in crop production, and higher in
dryland farming than in irrigation farming. What
is of particular importance in agricultural financing
is that the intensity of investment in stock farming
under the riskier conditions in the arid extensive
livestock regions is clearly higher than the level
of investment in stock farming in the areas
with a higher and more regular rainfall. Factors
like these are by no means unimportant when it
comes to financing the various types of farming in
the respective regions,

10.3.1.6 The special conditions in agricultural
production mentioned in Chapter III therefore
merit serious consideration where agricultural
financing is being contemplated, particularly when
some of these special conditions coincide with
other events of national importance which might
influence the financial position of agriculture. In
recent years, for example, many agricultural
regions on several occasions had serious set-
backs in the form of recurring droughts, high feed
costs, heavy stock losses and crop failures, Un-
fortunately, these set-backs coincided with a high
rate of growth in total domestic spending and in-
flationary trends of such magnitude that the Govern~
ment was obliged to introduce restrictive monetary
measures and to permit appreciable increases in
interest rates, Clearly, such a combination of
events poses such a serious threat to the financial
position in agriculture that certain branches of
agriculture and farming areas may be faced with
financial ruin, if this is not averted timeously
by effective corrective measures,

10,4 READJUSTMENT OF  AGRICULTURAL
CREDIT IN SOUTH AFRICA (See Chapter IV)

10.4,1 Conclusions

104.1.1 The Commission has pointed out that
farming has become a business and that relatively
large amounts of capital, for which credit facili-
ties are needed, are invested in the industry.
It must also be pointed out, however, that it is
only fair to expect the farmer to make a contri-
bution to the financing of his enterprise from his
own savings., The larger this contribution, the
greater the benefit to the farmer concerned. Any
amount that has to be obtained from other sources
must be raised in accordance with business prin-
ciples, due allowance being made for problems
peculiar to agriculture,

This cannot be over-emphasised, especially
in times such as the present when high rates of
interest are demanded. When rates of interest
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on borrowed money were relatively low, as was
the case after the Second Worlid War when agri-
culture was entering a period of tremendous de-
velopment and rising prices, big profits were made
with borrowed money. During the sixties, however,
conditions changed fundamentally, and it became
very risky to undertake expansions with a high
debt-to-asset ratio,

104.1.2  Agricultural problems cannot be solved
merely by granting credit on easier terms, On
the contrary, granting credit injudiciously or ex~
cessively can aggravate an applicant's financial
problems and help him from the frying-pan into
the fire.

10.4.1.3 Often, a lack of capifal is not the main
drawback in farming. There are many farmers
who are fully conversant with the practical aspects
of their enterprise and are able to maintain a
reasonable output; even so it often happens that
one or more factors are present which eventual-
1y give rise to financial problems. Personal short-
comings may pay a part: for example, an imper~
fect understanding of economics, insufficient tech-
nical know-how, poor managerial ability, injudi-
cious spending - all of them factors which are
often at the root of economic problems. Besides
these, there are the various structural defects in
farming practices (see Chapters IV, V, Vii and
X of the Commission's Second Report and Chap~
ter II of this report), for instance, undersized,
non-viable farming units, production systems that
are not properly adapted to the soil and climatic
conditions peculiar to anarea, inadequate provision
against times of scarcity, unsatisfactory conser-
vation practices, overcropping and the disad-
vantageous use of machinery and labour. These
defects are the cause of so much instability in
production that such farming enterprises are sub-
ject to a high degree of economic instability and
risk,

10.4.1.4  The rational granting of credit calls for
a careful study of the above-mentioned inherent
weaknesses and shortcomings and, wherever ad-
visable, an applicant whose farming operations
show these defects should be discriminatedagainst
or some other form of action should be taken,
Unless this is done, it would not be possible to
strike at the root of the problem and the help
given would serve merely as a temporary measure
which would not solve the problem but often have
the effect rather of hiding its true causes.

10.4.1,5 Financial assistance shouldnotbegran-
ted unless there is a reasonable chance of the
debts incurred being paid back within a reasonable
time. The questions which the borrower as well
as the lender should answer before application is
made for a loan and before the loan is granted
are whether the income which, due allowance being
made for the expected production risks, can be
expected over a particular period would be suf-
ficient to enable the borrower to pay back the
loan plus interest thereon, whether his income
adequately remunerates him for the risk he has
taken and whether he will have enough left to
make a reasonable living.,

10.4.,1,6 The Commission wishes to sound a
warning against aftempts at stabilising or putting



things right in farming enterprises by granting
further credit on easier terms,

10.4,1.7 Agriculture must be financed on an
economic basis, in other words, the financial
assistance granted should be such that it can be
used to enable the applicant to place his farming
enterprise on a sound footing and build it up into
a selfsupporting unit,

10,4.1,8 The applicant's debt ratio should, de-
pending on the type of farming and his managerial
ability and knowledge, be within definite and
reasonable limits if favourable consideration is
to be given to his application for financial as~
sistance., The debt ratio should, after credit has
been granted, leave reasonable latitude for the for-
mation of the applicant's own means and capital,
This is absolutely essential for the development
and continued existence of any farming enterprise.

10.4.1.9 Land values being a key factor in the
assessment of a farmer's debt burden, the pro-
ductive value of the land should be the main deter-
minant when it comes to deciding on a realistic
debt ratio.

10.4,1.10 The merits of the borrower are of
decisive importance because the optimal utilisation
of a farming unit's potential and the profitability
of the indertaking depend very much onthe farmer's
experience, managerial ability, knowledge, judge-
ment and spirit of enterprise., These qualities
should therefore turn the scales in deciding on
the merits of a case and the nature and extent
of the credit that can be granted,

10.4.1.11 A farming plan and an analysis of
the long~term prospects of the farmare considered
essential for rational agricultural financing, Such
an analysis should therefore accompany every
application for credit.

Preparing and submitting a farming plan pro-
motes good farm management and helps the ap-
plicant to conduct his affairs systematically and
with a definite purpose in view, It also enables
the lender to tell whether the applicant's pro-
positions are realistic, whether there is a good
chance that the financial assistance applied for
will be used judiciously and effectively, whether
the farmer will keep abreast of technical develop~
ments, whether the farming system envisaged is
suited to the natural conditions and whether the
assistance applied for will be conducive o the op~
timal and effective exploitation of the resources
concerned,

10.4.1.12 The granting of financial assistance
should be conditional and made subject to the keeping
of proper farming records, the conservation and
judicious use of the natural resources, the use
of farming systems suited to the natural conditions
concerned and the regular submission of reports
on the progress made in the enterprise.

10.4.1.13 What is of special importance in re-
gard to the granting of credit is that during the
past few years neither the Land Banknor the Agri-
cultural Credit Board refused a single application
for a loan on the grounds that funds were lacking.
According fo the evidence of these bodies, it was
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only where the applicants could not satisfy all
the requirements set for the granting of credit
that applications were turned down,

10,4.1,14 It must be admitted that the agricul-
tural sector is not really experiencing a dire
shortage of credit, On the contrary, the position
is rather than too much credit has been granted
to agriculture by too many private lenders -
often the wrong kind of credit at the wrong time
(particularly when money is plentiful) and credit
that is too dear in times of credit restrictions.

10,4.1,15 It would appear that overcapitalisation
is one of the major causes of many of the finan-
cial problems in agriculture. Overcapitalisation
arises, in the first instance, when the prices
paid for agricultural land are out of proportion
to the land's productive potential,

Land is one of the most important factors of
production and its agricultural value should be
based on its yield under average management over
a certain period and under certain conditions,
In this regard it should not be forgotten that
about 54 per cent of the capital expended on a
farming unit is tied up in land,

In Chapter VII of its Second Report the Com~
mission stated that there was no relation between
the market price of the land and its productive
value, pointing out that this had an adverse effect
on agriculture.

10.4.1.16 This does not create any real dif-
ficulties for the farmer with ample capital re~
sources who wishes to purchase additional land
at ruling market prices either as an investment
or to expand his existing farming operations, pro-
vided that he has an amount of cash with which he
can pay off part of the purchase price and that
he also has the necessary operating capital to be
able to exploit the potential of the land he is
buying to the full, Such a transaction should not,
however, have the effect of pushing up his debt
ratio to an unfavourable level.

10.4.1.17 The position is quite different for per-
sons who want to convert their existing uneco-
nomic units into economic units and for beginners
lacking the necessary minimum amount of capital
in cash and/or movable and immovable assets,
The purchase of land at its current market value
would cause serious financial problems for such
persons. To meet their commitments and make
a living, such persons would be dependent on the
income they are going to make on the piece of
land they intend to buy. If the price of the land
is much higher than its productive value, the net
return on the capital invested in the land may be
lower than the interest the farmer has to pay
or in any case not enough for him to meet his
commitments from the income the land yields,
If, on top of this, such a person were also to
suffer setbacks as a result of unfavourable natural
conditions, for example droughts, his financial
position might become so critical that it would
not be easy for him to surmount his difficulties,
which would then continue fo weigh him down for
the rest of his life. This would definitely not be
conducive to the establishment of a permanent,
solid and thriving farming community on the plat-
teland.



10.4.1.18 It is striking how often the problems
of persons who approach the Agricultural Credit
Board for financial assistance can be traced back
to the fact that they started farming with insuf-
ficient capital or none at all,

The disparity between the market price of land
and its productive value not only makes the granting
of credit riskier but also makes it difficult to
finance young beginners or farmers with uneco-
nomic farms to enable them {o buy additional
land for the consolidation of existing uneconomic
units,

But the present disparity in land prices is
also creating problems for other farmers, There
are several cases where established farmers who
used to make a good living have bought land ad-
jacent to or in the vicinity of their farms at market
prices in order to increase their acreage and
who have thereby brought insurmountable financial
trouble on themselves,

10.4.1.19 If things go on the way they are at
present, it will become impossible to finance
beginners or other persons whose capital is
insufficient for the purchase of farm land. As an
alternative, such persons will have to try to rent
land, Land which is to let is, however, fairly
hard to come by and rentals have in most cases
risen to a high level. So, while things remain as
they are, this would not be a solution either. The
Government should therefore consider letting land
at its disposal to deserving persons on a long-
term basis on reasonable terms, :

Furthermore, attention must be given to the
dilemma that the pressure of high land prices on
a particular farmer can largely be offset by in-
creasing his efficiency but that in the community
as a whole it is precisely increased efficiency,
accompanied by higher profits per morgen, that
contributes to the rise in land prices.

10.4.1.20 In this regard the Commission must
again draw attention to overcapitalisation resulting
from over-expenditure on mechanisation and la-
bour.

The Commission is of the opinion that there
is no sound financing policy that can be devised
and put into operation effectively to place farming
enterprises with such serious defects on a sound
economic footing, This further underlines the im-~
portance of the Commission's findings and recom-
mendations recorded in Chapter X of its Second
Report on extension services for farmers in con~-
nection with the maintenance and use of machinery
and the expansion of systems for greater com-
munal use of machinery.

10.4.1.21 In view of the special needs of agri-
cultural production the Commission came to the
clusion that a system of financing designed to
meet these needs had the best chance of success
if the periods involved were more closely adjusted
to the production processes for which the credit
facilities were intended. The Commission is of
the opinion that what agriculture really needs is
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better adjusted medium~term credit and that the
granting of medium-~term credit by the Land Bank
and the Agricultural Credit Board merits special
consideration.

10.4.1.22  Agricultural financing, particularly the
granting of credit to the farmer, should help the
farmer to become more independent and credit-
worthy and should promote agricultural production
on the basis of the conservational utilisation of
the natural resources, How effective the granting
of credit to agriculture will be will actually
depend on the extent to which these goals are
achieved through such financial assistance. And,
as is evident from the information furnished parti~
cularly in Chapter IV, there is, apart from the
question of whether agricultural credit is adequate,
good cause for concern about the effectiveness of
the credit that is being granted to farmers, es-
pecially by private sources.

10.4.1.23 The question of whether farmers are
deserving, particularly when it comes to how much
they know about the economics and technology
of farming and how capable they are as managers,
is of paramount importance in the granting of
agricultural credit, A high standard of such know-
ledge and competence, together with practical
experience, makes for efficiency in farming and
is a prime consideration in rational financing,

However, the extent to which credit concessions
are sometimes made to farmers of lesser ability
or those on farming units with a rather low pro-
ductive potential creates the impression that State-
aided credit institutions, in particular, are too
much inclined to assist less deserving farmers
with credit, whereas many of the good farmers
are handicapped through not being able to get
enough capital for expansion that merits credit,

In assessing the personal qualities of an ap-
plicant for agricultural credit it is considered
essential to note his integrity, his age, the his-
tory of his enterprises, his knowledge of both the
technical and the business aspects of farming, his
judgement and his managerial ability.

10.4.1.24 The data furnished in Chapter IV also
serve to highlight the fact that under the same
environmental conditions there are big differences
between the net income of good farmers and that
of the average and poorer farmers, irrespective
of the area or the type of farming.

10.4.1.25 It is remarkable how many farmers
overrate the potential of a farm or a farming unit,
There are several reasons for this. Farmers
commonly base the potential of a farm or enter-
prise on the results attained during relatively
favourable above-average or even outstanding
years. They fail to take due account of the vagaries
of nature, with the result that their assessment
rests on false values.
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10.4.1.26  The lack of reliable normsis a problem
not only for the farmer but also for the money-
lender. Thus, for example, the Land Bank's norms
often differ from those of the Agricultural Credit
Board, while the norms used by these two bodies
often differ considerably from those of other
credit institutions. This makes things very awkward
for both the lenders and the applicants - a dif-
ficulty which will have to be overcome. General
norms that would be valid for conditions in all
regions should be laid down. Moreover,the various
lenders should be persuaded fo try to achieve
greater uniformity in their norms.

With a view to rationalising agricultural credit
it has become essential, in considering applica-
tions for credit loans, to guard very strictly
against the kind of over-optimism that arises when
the value of land, stock and other assets, or
production prospects, are assessed, without taking
into account below-average seasonal fluctuations
and the viability of the farming unit concerned.

10.4.1.27 In at least some parts of the marginal
areas it would be unrealistic to continue granting
production loans for the production of cash crops.
Such areas should therefore be clearly identified
and demarcated to separate them from the re-
cognised field~cropping areas. In such areas, pro-
duction loans should be granted only for the pro-
duction of forage crops. No sound credit policy
can be adopted in agriculture unless it is based
on adapted farming systems.

10.4,1.28 The Commission is, however, also
aware of the fact that, even if sufficient data on
the possibilities of land use and the climatic
conditions in the areas concerned were to become
available and be published, many farmers in the
areas where adjustments to farming systems and
practices are considered desirable would not be
able to modify or adapt their farming operations
accordingly, owing to the financial demands en-
tailed by such adjustments, This is particularly
so where cash crop cultivation is so risky (owing
to erratic weather conditions and, more particular-
1y, a submarginal rainfall pattern) that the farming
systems have to be switched from a predominantly
crop production pattern to a predominantly stock~
farming one. This would mean that the cultivated
land on such farms would either have to be left
to revert to pasturage or be used for fodder pro-
duction,

10.4.,1.28 Farmers on undersized units should
rather be helped to find some other livelihood,
except where they have the makings of excellent
farmers and deserve to be considered favourably
for resettlement on enlarged farming units. The
problems involved in getting farmers to give up
uneconomic farming units, enlarging such units
and resettling persons who have given up farming
are, however, complex and call for closer study.
The Commission is pleased to note that an Inter-
departmental Committee on Rural Reformhasbeen
appointed to investigate and make recommendations
on this matter,
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It should be borne in mind, however, that no
matter what is recommended or done about rural
reform and the conversion of uneconomic farming
units, a large number of these will remain in
existence for many years and in the mean time
farmers trying to make a living on them will
urgently need credit,

10,4.1,30 Persons operating uneconomic units
with so great a debt burden that there is little
hope of improving their financial position are
usually not in a position to settle their debts.
Such persons should not be given financial as-
sistance, but they should be persuaded to give up
farming and find some other livelihood,

10.4.1.31 Recently, information has reached the
Commission which confirms its suspicion that the
entry of various financial and industrial concerns
into agriculture is already upsetting the balance
in agricultural production to such an extent in
certain cases that serious consideration and prompt
action have become essential.

A feature of developments over the past few
years has been that several big financial insti-
tutions, industrial concerns and other business con~
cerns with large amounts of capital have become
active in agricultural production, At present there
are signs that these concerns are expanding their
operations through direct participation or through
affiliation to or amalgamation with other companies,
their aim being {o extend the chain of their ope~
rations as far as possible in the direction of
both pre-production and post-production activities.

10.4.1.32 The Commission feels that, in dealing
with applications for credit, credit institutions
should encourage the adoption of sound and adapted
farming systems in the various areas by also
considering the degree of adaptedness of farming
enterprises (and therefore also their riskiness)
to the area concerned and how this affects the
productive value of the land. For example, it is
common knowledge that the value of land used for
maize production is put much higher than that of
grazing, in spite of the fact that the area con-
cerned might, owing to climatic conditions, be
regarded as submarginal for maize cultivation.
The Commission realises that direct intervention
by both Government and private credit institutions
to force farming systems in certain directions
would be unacceptable, but nevertheless considers
that the process of adaptation could be advanced
by emphasising this in the course of negotiations
for credit and by exchanging views on the sub-
ject.

10.4.1.33  After studying the circumstances sur-
rounding the granting of credit by the Agricultural
Credit Board, the Commission came to the con-
clugion that it could not support the proposal that
the credit system as applied by the Agricultural
Credit Board in co-operation with the Department
of Agricultural Credit and Land Tenurebe radical-
ly changed and that it should therefore be con-
verted into a surety fund,



10.4.1.3¢ The Commission was impressed by the
extent to which the commercial banks concerned -
which have a big share in agricultural financing -
keep themselves informed of each individual
farmer=~client's progress and of thegeneral farming
conditions on the farm concerned,

In considering the memoranda submitted by
the commercial banks and the evidence given
before the Commission by their representatives,
the Commission was impressed by the caution
they displayed in agricultural financing.

10,4.1.35 A penetrating study of the available
information on the granting of credit to the agri-
cultural sector satisfied the Commission that the
sector's position as regards credit was not so
critfical as to demand drastic or revolutionary
changes in the existing systems of credit or in
credit policy.

There was not normally so great a shortage
of credit that agriculture was being hampered
excessively, particularly not as regards long-
term and short-term credit., There were definite
indications that credit of this kind was at certain
times too easy to come by.

The Commission came to the conclusion, how-
ever, that, although the position in regard tocredit
in the agricultural sector was not critical, there
was nevertheless a very real need for an even
greater role to be played in agricultural develop-
ment by the specialised agricultural financing
institutions, such as the Land Bank and the Agri-
cultural Credit Board, and for them to reorganised
for this purpose.

10.4.1.36 The Commission is convinced that the
agricultural sector can indeed do with several ad-
justments as regards rates of interest and the
procedure by which credit is granted. This applies
particularly to medium-term credit, which should
be specially designed to provide financial as-
sistance on a rational basis whenever certain
situations arise in farming enterprises with long
production cycles, The Commission is convinced
that the greatest need is for more credit which
is better adapted to the peculiarities of agri-
cultural financing and which will be more con-
ducive to sound production practices and greater
financial independence in agriculture,

10.4.1.37 In interviews with the Commission it
was emphasised that, apart from the popularity
of the Land Bank and the Agricultural Credit
Board on account of their favourable terms for
credit, these bodies could, through their conser-
vativeness in granting agricultural credit, have so
marked a beneficial influence on agricultural
financing that ways of promoting a wider ap-
plication of their policy merited serious consi-
deration.

10.4.1.38  The Commission realises that no mat-
ter what is done to convert or enlarge non-
viable farming units into viable units, the pro-
cess of withdrawal, consolidation or enlargement
will at best be so slow that many farmers and
their families will for many years be forced to
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try to make a living somehow on such non-
viable farming units,

10.4.1.39 The Commission received information
giving cause for concern, namely that there have
been cases where feed loans amounted to more
than twice the value of the animals concerned,
Such open-handedness, it might be argued, reflects
the sympathy felt in official circles forthe farming
community who have to battle through such periods
of distress, In the Commission's view, however,
there are various reasons why, even under such
serious conditions of distress, the granting of
credit not only imposes heavy financial burdens
on the farmer concerned but in many cases the
credit granted under the feed loan scheme in no
way helps to conserve the soil. In fact, stock
numbers have increased steadily inspite of serious
droughts, Feed loans have indubitably helped to
check stock reduction and have therefore contri-
buted to the over-use of the veld, Loans granted
and spent in this way are unlikely to be paid back,
This has, in fact, come to be realised so widely
that there are farmers who have no compunction
about failing to pay back these loans, which has
a detrimental effect not only on their sense of
responsibility but also those who do try to pay
back the loans,

Excessive financial assistance of this kind also
militates against the timely reduction of stock on
veld grazing and, once it has rained, exposes
such veld to even worse overtaxing than before,
stock populations tending to exceeed the carrying
capacity of the veld to an ever greater extent.

10.4.1.40 The group insurance scheme was wel-
comed in all quarters of the industry and is
congidered to be so beneficial that urgent re-
presentations have been made to the Commission
for it to be expanded or for negotiations to be
entered into for the introduction of a similar
insurance scheme to cover mortgage loans granted
by the Agricultural Credit Board, The Commission
has satisfied itself that this insurance scheme is
most acceptable to all parties concerned and is
an important aid to stabilising long-term agri-
cultural financing that is in the form of mortgage
loans.

10.4.1.41 It is dismaying to learn how many
farmers there are who keep no or only very
unsatisfactory farming records and how many
active and prospective farmers still fail to ap-
preciate that knowledge and managerial ability
are two of the cardinal factors determining suc-
cess in farming, Persons applying for financial
assistance to enable them to carry on or start
farming operations frequently state as a reason
for their application that they have not been
trained for any other occupation and are therefore
only able to farm, It is of vital importance to
agriculture in this country that everything possible
should be done to cure everyone concerned of
this fallacious kind of reasoning,

10,4.,1.42 Keeping farming records will not only
enable the farmer to rationalise his efforts, but
will also, if a farming plan accompanies the appli-
cation for financial assistance, be of infinite value
to the lender when it comes to assessing the
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merits of the application and deciding whether the
applicant is deserving, With records it will be
possible to grant credit judiciously and rational-
ly, and not haphazardly as is so often the case
at present. Unquestionably, agricultural financing
will be placed on a much sounder basis if ap-
plications for financial assistance are accompanied
by a farming plan and records.

10.4.1,43 The Commission considers that the way
in which guidance should be given to farmers in
the preparation of applications for credit and
after the granting of credit, should be decided on
in discussions between the body granting the
credit (in this case the Agricultural Credit Board),
the three Departments of Agriculture concerned and
the South African Agricultural Union, including its
Co~operative Council,

10,4.1.44 The expansion of the leasehold system
is seen not only as a valuable alternative means
of financing, particularly for the less well-to-do
farmer, but also as an important means by which
a special institution such as a land trust could
enlarge non-viable farming units through the pur-
chase and subsequent letting or sale of small
units to deserving beginners or persons who are
already farming but who have non-viable units,

10.4.1.45 The Commission considers it import-
ant to direct attention to the following aspects
of the granting of agricultural credit:

(i) The demand for special financing of the agri-
cultural industry through a specialised agri-
cultural financing institution is increasing,

(ii) It is generally accepted that, apart from the
Agricultural Credit Board, the Land Bank
is, owing to its organisation and the manner
in which it fulfils its functions, the financing
institution in the Republic best adapted to
the peculiarities of agricultural financing.

(iii) The rates of interest on Land Bank loans
correspond more or less to the earning
ability of agricultural production under pre-
vailing conditions,

(iv) The principles according to which the Land
Bank grants credit are basically sound and
promote sound production and business prac-
tices.

(v) The available funds derived from private
sources of finance particularly for farm
mortgage loans are showing a marked down-
ward trend and the rates of interest on these
funds have now risen above the earning
ability of even the most successful farmer,

(vi) The income which long-~term investments can
yield in other sectors of the economy is
much better and much more secure than can

be expected from loans to the agricultural
sector,
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(vii) The possibilities of getting good returns on
such investments are at present so remote
in agriculfure that this sector cannot even
succeed in diverting the free capital of
well-to-do farmers to the Land Bank or to
the agricultural sector direct. According
to survey figures furnished by the S.A,
Agricultural Union, farmers alone had about
R738 million invested outside the agricul-
tural sector as at 28 February 1970,

{viii) So beneficial is the influence of the Land
Bank that an expansion of credit facilities
to be employed by the Land Bank is con-
sidered important owing to the beneficial
effects which this would have on agricul-
ture and on the country as a whole.

10.4.1.46 Various partiestake the view, however,
that, since the Land Bankis still at times dependent
on special financial assistance from the State,
it should to a certain extent be regarded as
a State-aided financing institution, It is therefore
not considered justifiable for the Land Bank to
grant big farmers loans at relatively low rates
of interest and on fairly favourable terms,

The Commission considers, however, thatifthe
Land Bank could expand its funds so as to be
able to operate without direct State aid, this ob~-
jection should fall away and it should be ac-
ceptable for the Land Bank to grant the various
types of credit more freely to farmers with fewer
restrictions as regards the size of the farming
unit.

It is a well-known fact that the more suc-
cessful farmers fall into the group whose farming
units have a larger turnover. Their contribution
to agricultural production and its value to the
country are clearly evident from the data given
in Table 4.8, It is striking that the gross value
of the sales of agricultural products of 38,9 per
cent of the country's White farmers constitutes
no less than 87,2 per cent of the total gross value
of agricultural production.

10.4.1.47 The Commission was not persuaded
that it had become necessary for the Land Bank
to change its policy or its attitude as regards
the taking over of morigage loans or other forms
of long-term credit from other financing institu-
tions,

The Commission also considers that transfer-
ring mortgage or other loans from the Agri-
cultural Credit Board to the Land Bank or vice
versa would unsettle farmers in their approach
to credit and would serve no useful purpose.
The Commission therefore cannot support the pro-
posal to make such a change-over possible.

10.4.1.48 The indications are that the agricul-
tural sector has an urgent need for more ample
medium-term credit facilities designed specially
for certain production processes, It is expected
that if credit of this kind were available, farmers
would be less inclined to use expensive short-
term credit for the financing of perennial pro-
duction cycles or to encumber land and other



fixed property increasingly with mortgage and other
longterm loans obtained in a roundabout way.

10.4.1.49 The Commission found in the course
of its inguiry that the commercial banks should
continue to provide short~-term credit for the agri-
cultural sector and that it was neither necessary
nor in the interests of the country for these banks
to be kept out of agricultural financing,

10.4.1.50 It is generally accepted that, in acting
as a channel of credit between the Land Bank
and the farmer in regard to the matters dealt
with elsewhere in Chapter IV, the agricultural
co-operatives play such an important part that
there is not the slightest doubt that they should
continue in the same way.

10.4.1.,51  The Commission is convinced that high
rates of interest have, for various reasons, had
such an adverse effect on agriculture that serious
consideration must be given to the question whether
steps should be taken to bring the level of in-
terest rates for agriculture more into line with
the net yield which can be expected under average
production conditions,

10.4.1.52 The Commission felt that, although it
was prepared to consider matters affecting the
financial position of farmers, it was not within
its terms of reference to look into the tax system
applicable to agriculture and that it had therefore
not been empowered to do so,

10.4.1.53 The Commission considers that the
power vested in the Minister of Agriculture under
section 4 of the Subdivision of Agricultural Land
Act, 1970, to refuse his consent to the subdivision
of agricultural land, including subdivision in ac-
cordance with a testamentary disposition or in-
testate succession, should be enough to prevent
farms being further divided among heirs into non-
viable units,

10.4.1.54 To ensure that, as onegeneration hands
over to the next, the value of the soil as the source
of life for all generations is impaired as little
as possible,such a transfer involving succession,
unlike other ordinary bequests, merits special
consideration. This asset should therefore be
handed down from generation to generation in as
good a condition and as unencumbered as possible,

10.4.1.55 The practice of basing the assets of
an estate on the market value instead of the pro-
ductive value of agricultural land and of calculating
payments to co-heirs and even estate duty ac-
cordingly is so unrealistic and has such a harm-
ful effect on the successor, as well as on the
farm (owing to the financial problems that arise),
that it should be discouraged and opposed by every
possible means,

19.4.1.56 The Commission agrees that various
circumstances surrounding the use and provision
of agricultural land call for sericus attention to
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be given to the creation of a trust for White
agricultural land, an autonomous body which would
perform the functions assigned to it with funds
from the State, gradually supplemented by the
moneys flowing back as a result of its transactions.

10.4.1.57 In the course of its inquiry the Com-
mission gained the impression that nearly all the
credit institutions that are geared to the granting
of credit to agriculture are sincere in their at-
tempts to assist the sector financially to the best
of their ability. There is ample evidence that
many of these institutions are doing their level
best to adapt their financing procedures in the
face of changes in the financial scene on a broad
national level, highly fluctuational trends in agri-
cultural production and the tremendous differences
between the various branches of agriculture and
in local conditions,

10.4.2 Recommendations

10.4.2.1 The data in Chapter IV stress to what
extent managerial ability, knowledge and other
personal attributes determine the effectiveness
with which capital is used. They show how im-
portant it is, in striving for more realism in the
granting of agricultural credit, to take due account
of the applicant's merits in considering his ap-
plication. Although the Commission is aware
that the State-aided credit institutions do try to
assess applicants on these lines, there does seem
to be much room for improvement in this regard,

The Commission therefore wishes to recom-
mend that, in order to ensure healthy conditions
in agriculture, all parties granting agriculfural
credit should sift applicants on personal merit
also and that those who do not qualify for credit
on such a basis should be encouraged to seek
employment elsewhere.

10.4.2.2 As the Government should, directly and
indirectly, give firm guidance on the policy to be
followed in agricultural financing, the Commission
strongly recommends that State or State-aided
credit institutions should, in dealing with matters
of agricultural credit, persist as steadfastly as
at present in their policy of thorough screening
of applicants, The policy followed should ensure
that agriculture does not lose enfrepreneurs and
farming enterprises of good potential, or it should
ensure that such entrepreneurs will enter the in-
dustry, but at the same time the inefficient entre-
preneurs or enterprises must not be allowed to
remain in the industry by the grace of credit
injudiciously granted,

10.4.2.3 The Commission considers it so im-
portant to strive for better adaptedness in farming
enterprises for the sake of greater biophysical
stability in agriculture that the Government must




provide financial assistance in this regard in
addition to the technical auxiliary services needed

and therefore recommends that the Government

should try to make this standard practice for all

to pilot and advance the process of readjustment.

credit institutions.

The Commission therefore recommends that,
to _this end, a voluntary readjustment scheme be
devised for application on a regional basis,

10.4.2.4 Dealing more particularly with com-
panies in paragraph 3.5.4 of its Second Report,
the Commission recommended that when the acti~
vities of companies in the agricultural field tend
seriously to disturb the established rural pattern
of South African agriculture, the judicious use of
natural resources and the balance in agricultural
production, such cases be referred to the National
Advisory Council for the Planning of Agricultural
Production (the establishment of which was re-~
commended by the Commission in paragraph 9.7.5)
for consideration and recommendations to the
Government,

10.4.2,5 What has happened in several cases is
that once a company has raised the production
of its own farming enterprise to a sufficiently
high level it makes the position of farmers in
the vicinity who supply the same raw materials
increasingly difficult through its actions in regard
to prices, dquality requirements and intake of
crops. Where this sort of thing has happened in
the production of commodities like timber, vege-
tables and tomatoes, the effect has been extremely
frustrating and obstructive to the farmers, who are
systematically forced out of the industry, Mean-
while the company concerned begins to dominate
the agricultural production scene in the area,
having won a position for itself in the marketing
channel and being backed up by the necessary
capital,

This state of affairs often seriously upsets the
balance in agricultural production, as has happened
in most of the cases referred to. Recent events
in the poultry industry, which showed how seriously
the entry of large companies candisturbthe balance
in the marketing of eggs, made itnecessary for the
Minister of Agriculture to be given powers, under
the Egg Production Control Act, 1970 (Act 61
of 1970), to check the overproduction of com-
mercial eggs.

In view of the circumstances described above,
the Commission considers it necessary that im-
mediate attention be given to this matter and that
steps be taken before it is too late to prevent
further development in this direction, The Com-
mission therefore wishes to repeat its recom-
mendation made in paragraph 3.5.4 of its Second
Report, as stated above,

The Commission further recommends that a
study group be charged with investigating this mat-
fer and with making recommendations on the steps
considered necessary to remedy the situation,

10.4.2,6 The Commission feels that, if credit
is to be granted on a rational basis, it would be
imperative to give due consideration to the ratio
of debts to assets based on agricultural values
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10.4.2,7 There were no objections to the way
in which the Land Bank and the Agricultural Credit
Board granted credit, There was concern, how-
ever, about the fact that steps were hardly ever
taken to ensure that the borrower ran his farming
enterprise according to an accepted programme,
applied sound farm business principles, kept proper
books or that he regularly submitted reports on
his operations, The Commission gained the im-
pression that the granting of credit by these
institutions was very seldom followed up by super-
vision, nor was much use made of managerial
advisory services to ensure that such borrowers
effectively applied the credit granted to them,

So strong is the evidence before ihe Com-
mission that the policy and approach ofthese semi-~
Government and Government credit institutions
are effective and acceptable, that the Commission
recommends that the present approach an policy
should be left unchanged, but then credit should
be granted conditionally and followed up by proper
managerial advisory services.

10.4.2.8 The Commission gained the impression
that most of the applications (particularly those
for long-term credit and mortgage loans) in re-
spect of which there were allegations of delays,
were weighty matters which depended on a great
number of factors, including legal restrictions on
the subdivision of land, and which often involved
large sums of money. It is therefore understandable
that such applications have to be studied care-
fully and that considerable time must necessarily
be taken over them, If would be unwise to compel
such applications to be dealt with too hastily.

The Commission therefore recommends that the
semi-Government and Government credit institu-
tions should consider ways of streamlining the
procedures for dealing with applications for agri-
cultural credit as far as possible, so that such
applications can be finalised with all reasonable
speed but without sacrificing thoroughness.,

10.4.2.9 The Commission deems the recommen-~
dations on financial policy for non-viable farming
units made in paragraphs 4.14.2.1 and 4,14.2.2 of
its Second Report so important that it wishes to
repeat here those relating more particularly to
the granting of credit:

10.4,2,9.1 The Government bodies concerned
should do everything in their power to convince
all apgricultural financing institutions of the neces-
sity of adopting a credit policy which will not
perpetuate the existence of units that are un-
questionably non-viable,

10.,4.2.9.2 Special attention must be given to
methods of financing farmers onuneconomic farms
who are deserving enough to qualify for special




agsistance, Such assistance should enable these
farmers to convert their own non-viable farms
into viable units by improving their farming systems
and purchasing agriculturalland, particularly other
non-viable farming units, which has become avail~

able as a result of the owner's having given up
farming,

10.4.2.9.3 The Departments of Agriculture and
all other parties involved in the granting of agri-
cultural credit should give special considerationto
the provision of extension services onthe technical
and economic managerial aspects for farmers
operating units where there are favourable pros-

to pass on at least one viable farming unitto a
child who will succeed him in farming, the parent
then being able, at least once and not more than
twice, to keep a fair-sized farming unit on which
he can continue farming until he retires. The Com-
mission endorses the proposal of the South African
Agricultural Union that where purchases of land
are financed by the Land Bank enough latitude
should be allowed so as to encourage farmers
on highly viable farming units to make arrange-
ments for succession beforehand, but recommends
that for persons actively engaged in farming this
should be restricted to provision for succession
of the parent by not more than one successor,

pects of converting non-viable enterprises into
viable units, even without enlarging farms through
the purchase of land.

10.4.2.9.4 Where farming units are too small
to _be converted into economic units, where the
farmer is elderly, or where the managerial ability
of the occupant is such that the chances of suc-
cess are slight, the farmer concerned and the
members of his family who do not qualify for
credit should be encouraged to give up farming
and take steps to change their occupation or, if
elderly, to retire.

10.4.2,10 The Commission was informed that
the present policy of the Board of the Land Bank
is to finance only persons farming on a full-
time basis and that the Agricultural Credit Board
follows a similar policy, The Commission is deeply

impressed, however, by the merits of several
cases where farmers on non-viable units wish
to_improve their prospects of making a living in
this way. The Commission therefore recommends
that the semi-Government and Government credit
institution should give sympathetic consideration
to any deserving application for agricultural credit
which might be submitted by a farmer who is
operating a non-viable unit but who also has a
sideline which might necessitate his periodic ab-
sence from the farm: provided, however, that (a)
his family continue to live on the farm in order to
supervise farming operations, (b} he gives his
personal attention to such operations every evening,
(¢} the part-time system is regarded as a tem-
porary arrangement and the financing of the farm
is regarded as an interim measure to assist a
deserving individual financially so that he can,
within a set period, raise or enlarge his farming
enterprise to a viable level, and (d) the financial
assistance granted for his part-time enterprises
should by no means be treated or usedin a manner
tending to encourage indefinite and unjustified oc-
cupancy of a non~-viable farming unit.*

10.4.2.12 It is considered desirable, moreover,
that the Land Bank's policy in financing purchases
of land for the enlargement of farming units should
also make provision for the succession of the
parent by his child. It should be possible for a
father, with the financial assistance of the Land
Bank, to enlarge his farming unit by purchasing
enough land tobe able, before retiring from farming,

* Dr P.D. Henning does not subscribe to this re-
commendation. His views are given at the end
of Chapter IV
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10.4.2.13 As it would be difficult to determine
assets if the successor is a minor, and as the
granting of mortgage loans with insurance cover
to a fairly elderly parent may be expected to im-
pose an unfair burden on him, parents should
qualify for financial assistance for purchases of
land only if at the time of the transaction they
are below a certain age,

1t is envisaged and accordingly recommended
that, if a successor (child) has legal capacity
and is acceptable as a buyer and borrower, the
Land Bank should finance him rather than the
parent for the purchase of a viable farming unit,

Such an arrangement would be preferable because
the successor would then be able to run his own
farm at a relatively early age, independently and
without the interference of his parent. There would
also be none of the uncertainty that surrounds
testation, nor would there be any interruption in
farming operations while the estate is being wound

up.

10.4.2,.14 The view is held that the Land Bank's
long-term loan facilities should not be used for
the unlimited buying of agricultural land by big
farmers. In this regard it is to be borne in mind
that if big farmers buy one farm after the other
it means that several other farmers have to leave
their farms, some of whom are capable enough
of making a good living on viable farming units
which could be passed on to a promising suc-
cessor, It is felt that the loans granted at low
rates of interest by State-aided institutions should
not be used for such purchases of land and that
big farmers should find private sources of credit
if they want capital for this purpose.

The Commission subscribes to the view of the
S.A. Agricultural Union and recommends that the
relatively favourable financing facilities provided
by State and State-aided financial institutions for
the purchase of agricultural land should not be
used for the purchase of land by persons already
owning farms exceeding the limits stated in para-
graph 4.6.2.1.5. (See also paragraph 4.6.2.2.3.1.)

10.4.2,15 The Commission's previous conclu-
sions were so strongly reaffirmed by its present
findings that it wishes to repeat here the re-
commendations made on the granting of agri-
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cultural credit in paragraphs 7.8.7.,3.1.2 and
7.8.7.3.1.4 of its Second Report:

The Government and semi-Government credit
institutions should, when deciding whether to grant
credit to the agricultural sector, base such credit
on the productive value of agricultural land and
not on its market value, and discourage applicants
for credit from stretching their credit in ac~-
cordance with rising land prices.

The Government should persuade private sour-
ces of credit to limit the amounts granted to
farmers to a level appropriate to the productive

that the records agreed upon are being kept up
to date and that the farming plans are being car-
ried out, and to keep in touch which the agri-
cultural extension officers so as to ensure that
the necessary extension is given and applied pro=-

perly.

10.4.2,18 On the leasehold system as an alter-
native method of financing further views were put
before the Commission, lending further support to
the recommendation in paragraph 2,11 of its
Second Report, which reads as follows: ""The Com-
mission recommends that the system of hiring
and leasing agricultural land be encouraged and
that serious consideration be given to methods of
promoting this system.,"

value of the agricultural land concerned.

10.4.2.16 Since the stock feed loan scheme, as
applied lately, results in the overspending of the
available loan funds, creates financial problems,
blunts the farmer's sense of responsibility as re-
gards his loan commitments and results in the
veld being overtaxed, and since this kind of as-~
sistance merely serves to save animals tempora-
rily, the Commission considers it essential that
henceforth feed loans be granted on a sounder and
more rational basis than at present.

The Commission therefore recommends that
cognisance again be taken of the contents of its
Interim Report in which it was pointed out how
important it is, where grazing distress areas
are scheduled and emergency loans granted, to lay
down stricter conditions and requirements as
regards soil conservation, grazing managementand
provision against drought, and that other conser-
vation measures should be adopted and purposeful
action taken and sustained in order to promote
the recovery of the veld after droughts,

10.4.2,17  With further reference to the opinions
expressed in paragraph 4.6.2.1.1, the Commission
must again stress that it is essential that every-
thing possible should be done to promote the suc-
cessful application of credit granted to farmers
by Government and semi~-Government bodies, that
such credit should be granted subject to conditions
which will have this effect, and that the granting
of credit should be followed up by a proper farm
management advisory service.

The Commission therefore recommends as fol-
lows: (a) The State and State-aided credit in-
stitutions concerned should give serious considera-
tion to the provision of expert guidance for the
farmers to whom they grant credit; and consul-
tations should be held with the three Departments
of Agriculture and the South African Agricultural
Union (including its Co~operative Council)to devise
plans whereby such contributions as can be made
by the available experts of the various institutions
can Dbest be linked and co-ordinated to promote
the effective application by the farmers concerned
of the credit granted; and (b) the State and State-
aided credit institutions concerned should ensure
that field officers are appointed whose function
will be to visit long-term and short-term bor-
rowers personally as often as necessary to see
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10,4.2,19 Since this matter calls for a high
degree of expertise and study, the Commission
whishes to recommend further that a study group
of experts be appointed as soon as possible by
the Minister of Agriculture to make recommenda~
tions on the steps to be taken to encourage the
lessing of agricultural land and on the statutory
provisions considered necessary to protect the
interest of both lessees and lessors and to place
the leasehold system on a sound and well-ordered
basis,

10.4.2.20 The Commission is also aware, how-
ever, that many farmers lean heavily on credit
(long-term, medium-term or short-term) for the
financing of agricultural production, credit which
they can obtain from time to time on the strength
of their creditworthiness, which is based largely
on the productive value (and often the market
value) of their farms, It has been asserted that
under the leasehold system the farmer would have
no land of his own which could serve as security
for credit, and that it is hard enough as it is to
get sufficient credit for production purposes, The
Commission attaches so much importance to this
matter that it recommends that if a leasehold
system is adopted adequite facilities, particularly
for adapted medium~term credit for tenant farmers
as well, should be made readily available at the
Land Bank, so that agricultural enterprises with
relatively long production cycles can be financed
and so that it will not be necessary to resort to
other forms of credit.

10.4.2. 21 On the strength of the evidence heard
and the information at its disposal, the Commisg~
sion recommends that the IL.and Bank should be
enabled to expand appreciably the credit facilities
which it can make available fo the agricultural
sector and that the following steps should be
taken to obtain more capital in order to meet the
expected increased demand of the agricultural
sector:

(a) The Land Bank should continue issuing Land
Bank debentures as authorised by the Land
Bank Amendment Act, 1959,

{(b) To encourage farmers to invest capital with
the Land Bank for the purposes of agricultural
financing, the interest earned by them on such
investments should be exempted from tax, pro-
vided that this concession is limited to funds
derived from farming.




{c) Reserve funds held by agricultural co-ope-~
ratives should, if invested with the Land Bank,
also be exempted from tax.

(d) The policy that the control boards' funds avail~-
able for investment should be invegted with
the Land Bank must be upheld.

(e) If the capital at the disposal of the Land
Bank falls short of the justified demand for
such capital, the Government should, as in
the past, give favourable consideration to sup-
plementing the funds required by the Land Bank,
particularly where reasonable successhasbeen
achieved in getting capitalto flow fromthe agri-
cultural sector {o the Land Bank as described
above.

10.4.2,22 It appears indefensible that those
farmers who contribute most to agricultural pro-
duction, to the supply of the food and raw material
requirements of the country and to the earning of
foreign exchange should be denied the opportunity
to avail themselves of certain benefits in agri-
cultural financing, The Commissiontherefore feels
that, except where mortgage loans for excessive
purchases of land are concerned (as referred to
in paragraph 4.6,2.1.6), favourable rates of interest
and other benefits which the Land Bank would be
able to offer if it could obtain more capital should
be available to assist the production enterprises
of the bigger and better farmers as well, Such
concessions would benefit not only them but the
country as a whole.

On the expansion of credit facilities by the Land
Bank the Commission therefore wishes to recom-
mend as follows:

(a) If the Land Bank can obtain sufficient capital
from non-agricultural and agricultural sources
{as recommended in paragraphs 4.6.2.2.2.2,1
to 4.6.2.2.2.2.4) for it to be accepted as acting
relatively independently of direct State aid,
favourable consideration should be given to
making its credit facilities more widely avail-
able to farmers whose means exceed the limits
now set, particularly for the granting of long-
term and medium~-term credit.

(b) I the Land Bank cannot obtain sufficient capital
cheaply enough to be able to grant loans to
well-to-do farmers at highly preferential rates
of interest, the possibility should be explored
of granting such loans at a rate of interest
which would cover the Land Bank's costs ac~
cording to the rate of interest at which the
Bank has to pay for loans on the open money

debts sometimes become part of the long-term
credit load of certain farmers. Although some
of the branches of agriculture have called for
greater leniency in consolidating casual debts, the
Commission wishes to recommend that the Land
Bank should, as in the past, treat applications for
such consolidation with the greatest caution and
that such applications should be granted only in
highly deserving cases.

10.4.2,24 The attention of the Commission was
drawn to the desirability of encouraging, for pres-
tige purposes, the manufacture of estate wines by
very competent private wine farmers and of granting
them suitable financial assistance, It was stated
that the co-operative wine cellars could get Land
Bank loans for cellar equipment but that such
loans were not available to private wine farmers
producing quality wines,

This particular type of production enterpriseis
so deserving that the Commission has no hesita-
tion in recommending that the Land Bank should
give favourable consideration to making medium-
term credit facilities in the form of hypothec
loans available to such private producers of
quality wines as well,

The Commission was informed, furthermore,
that when hypothec loans for the control of downy
mildew in vineyards were first granted it was
found that the old procedure for considering and
granting hypothec loans was too involved and took
too long for the emergency to be satisfactorily
dealt with, The Land Bank then agreed that the
procedure should be simplified so that applications
for loans could be dealt with fairly quickly with
the aid of the local branch of the agricultural co-
operative concerned, It is understood that this
made it possible to deal with the loans so ex-
peditiously and successfully that the procedure
might well be extended. In conjunction with its
earlier recommendation in paragraph4.6.2.1.2, the
Commission therefore wishes to recommend that
the Land Bank should give favourable consideration
to ways and means of simplifying the procedure
for dealing with other types of hypothec loans in

a similar way.

It is known that the Land Bank has also put
into operation a hire-purchase system on the an-
nuity basis whereby redemption and interest are
spread evenly over the whole period for which
credit is granted.

10.,4.2.25 It was pointed out, however, in para-
graph 4.4.1(f) that credit on the hire~purchase

market,

{c) As, for various reasons, the Commission does
not consider it desirable that an -agricultural
financing institution such as the Land Bank
should be involved in purchases of excessively
big pieces of agricultural land, a limit should
be set on the land purchases for which the
Land Bank will grant mortgage loans.

10.4.2,23 The Commissionexpressed its concern
at the way in which and the extent to which casual
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system as granted to agriculture by certainprivate
credit institutions is excessively expensive, It
is therefore recommended that a hire-purchase
system for agricultural financing should be per-
missible only if it is arranged on an annuity
basis.

10.4.2.26  As pointed out, the difficulties - par-
ticularly the financial ones - foreseen inconverting
to adapted farming systems are such that no pro-
gress can be expected unless the adjustment
scheme is backed up by a realistic financing

we



scheme which is geared to it and planned care-
fully in advance for each farm,

To this end the Commission further recommends
as follows:

(i) Medium~term credit facilities should be made

available to help farmers to undertake such

an adjustment scheme,

(ii) Special medium-~term credit, or "tiding-over
finance" as recommended by the Commission
of Enquiry into Fiscal and Monetary Policy,

should also be granted for this purpose,

(iii) I financial assistance of this nature can be

provided to help farmers to adapt their

farming systems in this way, it should be
non~-recurring assistance for the farm con-
cerned, granted on such conditions as may

be considered necessary and in a way which
will ensure that the aims set for such a change-
over are achieved within a certain period and
not afterwards abandoned,

10.4.2,27 The Commission fully supports the re-
commendation of the Commission of Enquiry into
Fiscal and Monetary Policy in South Africa that
special medium-term facilities should be made
available by the Land Bank in the form of "tiding~
over finance', and whishes to add that it considers
this proposal to be so important that it merits
top priority and urgent attention.

The Agricultural Commission further wishesto
support the recommendations made by the above~
mentioned Commission and wishes to add others,
considered necessary in the light of its further
findings, on the successful use of special medium-
term financing as proposed:

(i) As stated by the Fiscal and Monetary Com-
mission, the term for this form of financing
should be three years or more, but seldom
more than ten years, and it should in any
case be adapted to the particular production
situation for which it is intended and for which
it has to be applied.

Special medium~term finance should be avail-
able to farmers when, owing to their parti-
cular production enterprises as described
above, they have to be tided over periods
longer than two seasons during which es-
tablishment and maintenance expenses haveto
be incurred, but when they can expect no or
very little income, or if they 'find themselves
in financial difficulties as a result of un-
favourable agricultural conditions."

(ii)

This Commission also wishes to support the
view of the Fiscal and Monetary Commission that
such loans should not be grantedto wealthy farmers
for the purchase of land and that, in certain
circumstances, farmers owning large farms cannot
be expected to sell part of their land before
they can be assisted in this way.,
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(iii) Since no yield can be expected during thefirst
few years after the establishment or re-
establishment of orchards or while similar
enterprises with long production cycles are
still in their initial stages, the arrangements
made for the repayment of the special medium~
term credit granted must be adapted to the
expected income from the enterprise so that
it will be possible for the farmer to start
paying off the loan three or four vears after
starting the project for which he was granted
such credit.

This kind of credit should be used to assist
young farmers during the initial stages of their
farming operations.

(iv) Interest on loans of this nature should be
payable from the start at rates such as those
at present charged by the Land Bank and should
be related as closely as possible to the ave~
rage income expected from agricultural pro-
duction,

10.4.2.28 The Commission considers it to be in
the best interests of agriculture that a medium-
term credit system of this kind should incorpo-
rate an incentive for borrowers to pay back the
money borrowed as soon as possible.

The experience gained up to the present with

the revolving loan system in Rhodesia is so favour~
able that the Commission recommends that both
the Land Bank and the Agricultural Credit Board
should seriously consider incorporating into the
special medium-term credit scheme (initially pro-
posed by the Commission of Enquiry into Fiscal
and Monetary Policy in South Africa and endorsed
in the foregoing paragraphs) a rising interest
system at rates of interest yielding an average
rate acceptable to both bodies, with suitable ar-
rangements for capital redemption.

10.4.2.29 The Commission wishes to refer toits
conclusion in paragraph 4.5.4.3.4 that the Agricul~
tural Credit Board should not be changed as had
been proposed. The Commission recommends that
the credit facilities provided by the Government
through the Agricultural Credit Board and the De-
partment of Agricultural Credit and Land Tenure
should be retained and, if necessary, be extended
so that, due regard being had for the matters of
policy set out in paragraphs 4.6.2 to 4.6.2,1,11.2,
the enterprises of deserving but financially weaker
farmers (landowners, young farmers and tenants)
can be financed and guided towards independence,
assistance also being given in the enlargement
and conversion of non-viable farming units into
viable ones.

10.4.2,30 As regards group insurance fo cover
morifgage loans (see paragraph4.6,2.1.9), the Com~
mission wishes to recommend further that the
necessary adjustments be made and administrative
steps be taken for the creation of a group in-
surance scheme, similar to that offered by the
Land Bank, to cover mortgage loans taken by
farmers with the Agricultural Credit Board through
the Department of Agricultural Credit and Land
Tenure,




The Commission considers, however, that per-
mission for borrowers to join such a group
insurance scheme should be considered only five
years after the granting of a long-term loan and
that the application for such permission should
be granted only if the borrower produces evidence
of his effective use of the credit granted and of
his having complied with all the conditions govern-

ing such credit,

10.4.2,31 In respect of estate duty the Com-
mission wishes to point out that a farm is not
merely a temporary asset, such as a building or
a mine, but that its fruitshave to be used to sustain
a nation from generation to generation. Whether
a nation will endure therefore depends on how
fruitfully the land is tilled and how its natural
resources are used,

The Commission therefore recommends that the
machinery for passing on a farm from one gene-
ration to the next should be set up with this in
mind and that the value of a farm should for
estate duly purposes be based on its estimated
productive value and not its market value.(See
paragraph 4.5.4.1.)

10.4.,2.32 As there are circumstances which
make it desirable for the legal transfer of the
farm from parent to child to take place while
the parent is still alive, the Commission considers
that by rights the transfer and the amount which
the child as successor has topay the parent should,
as regards the levying of transfer duties, not be
treated in the same way as an ordinary sale but
rather as a way of ensuring continuity in the farming
enterprise, as is done under the company system,

The Commission wishes {o repeat its recom-
mendation made in paragraph 11.3.2 of its Second
Report and recommends that the transfer of a
farm from parent to child before the parent's
death should be encouraged and that for this pur-
pose a special concession should be made in re-
gard to succession rights, provided that the farming
unit concerned is viable.

10.4.2.33 The financial problems created for
successor-farmers and the industry as a whole
by such testamentary dispositions cannot be solved
permanently by adapting or increasing credit
facilities to tide them over such difficulties. These
situations should be prevented from arising, and
such testamentary dispositions should be dis~
couraged, By rights, it should be policy not to
grant credit so readily to a successor-farmer who
has been burdened in this way by testamentary
dispositions; but this can hardly be regarded as
fair, especially if the successor-farmer is suf-
ficiently creditworthy, in spite of these problems,

(a) It is therefore considered to be in the best
interests of future generations of farmers, of
the farms and of the country that this matter
should be publicised widely, The Commission
therefore recommends that the Agricultural
Credit Advisory Council to be established
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should give this matter its constant attention,
concentrating particularly on enlisting the co-
operation of members of the legal profession
{such as attorneys and advocates), commercial
banks and other private credit institutions,
Organised Agriculture and agricultural co-
operatives so that when they are consulted by
farmers they will, in drawing up wills, be
able to guide them in the right direction.

(b) The Commission also recommends that, if any
Government, semi-Government or private cre-
dit institutions are approached for credit to
finance the payments necessitated by testamen-
tary dispositions referred to in the foregoing
paragraphs, the applicant must be made fully
aware of their adverse effects. The applicant
should then be convinced of the inadvisability
of making such dispositions so that he can
change his will before it is too late and make
the conditions of succession more favourable
for the successor to his farming enterprise.

10.4.2.34 The Commission came to the con-
clusion that the registration of their enterprises
under the Companies Act might be very advan-
tageous to many farmers with efficient farming
enterprises - not only would the farmers themsel~
ves benefit by such an arrangement but also their
heirs who are to succeed them as farmers,

The Commission therefore recommends that
such farmers should seriously consider this pos-
sibility and obtain further information on the mat~
ter from legal practitioners and/or chartered ac-
countants with a thorough knowledge of the Com-~
panies Act and the Income Tax Act.

10.4.2.35 The evidence convinced the Commis-
sion that Indian farmers are in such straits that
special consideration should be given to ways of
providing credit facilities adapted to their cir-
cumstances and at rates of interest better suited
to what their agricultural enterprises can yield,
The Commission therefore recommends that the

Land Bank and the Departments under which this
matter falls should hold consultations to decide
on the adjustments that would be necessary if
the most pressing credit requirements of Indian
and Coloured farmers are to be met.

10,4.2.36 The Commission recommends that
consideration be given to_the possibilities of de-
veloping the functions of the Agricultural Credit
Board and/or the Land Tenure Board to enable
one or both of them to perform all the functions
of the trust for White agricultural land as men-~
tioned in paragraph 4.7.2.2, Should this not prove
possible, it is recommended that a separate trust
of the kind described in Chapter IV be established
under an Act, In such an event, responsibility
for and supervision over land which is or will
come to be held by the State as agricultural land
and which is intended to be used for purposes
which should fall under such a trust would be
transferred to the trust for White agricultural
land, as well as the matters affecting the financing
of such land.

i,



10.4,2.37 The Commission recommends that

consideration should be given as soon as possible
to the necessary adjustments to be made in the
Department of Agricultural Creditand Land Tenure
so that the functions envisaged for the proposed
trust for White agricultural land may be under-
taken, The report and recommendations of the
Interdepartmental Committee might indicate that
relatively slight adjustments are required to deal
with this matter effectively.

10,4.2.38 The Commission recommends that an
Agricultural Credit Policy Advisory Council be
constituted by the Minister of Agriculture to ad-
vise him on matters affecting agricultural credit
policy and on steps to be taken to ensure that
policy directives are complied with by all parti-
cipating institutions involved in the granting and
application of agricultural credit in the best
interests of agriculture and the country asawhole.

The Commissgion further recommends that the
Minister appoint to the Council a member from
each of the following institutions:

Department of Agricultural Economics and
Marketing;

Department of Agricultural Credit and Land
Tenure;

Department of Agricultural Technical Services;
Department of Finance;

Land Bank;

Reserve Bank;

S.A.Agricultural Union, as well as

a person representing the commercial banks;
the Registrar of Co-operative Societies, and

the Chairman -
Minister.

specially appointed by the

The Commission further recommends that this
Advisory Council should be provided with the neces~
sary administrative auxiliary services by the
Department of Agricultural Creditand Land Tenure
and that its recommendations should be submitted
direct to the Minister of Agriculture for consider-
ation.

10,56 STATE AID TO THE AGRICULTURAL IN-
DUSTRY (See Chapter V)

10.5.1 Conclusions

10.5.1.1 In the modern capitalistic system State
aid to certain sectors of the economy is nothing
out of the ordinary, In its inquiry the Commission
occasionally came across the widely held view
that agriculture is a State-aided industry, which
perturbed the Commission. However, the Commis-
sion did find a system of State aid on a broad
basis in operation in virtually every developed
country. State aid is given not only to agriculture
but also to other sectors when circumstances so
require and when certain political and/or economic
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aims considered to be in the national interest
have to be achieved,

10.5.1.2  Against the background of the know-
ledge already gained from its wide-ranging tech-
nical and economic studies, the Commission con~
cluded from its investigation of the problem of
State aid to agriculture that it supports the broad
principles of such aid. Before going any further,
however, the Commission must stress the dangers
of granting such aid indiscriminately. In studying
the matter, the Commission tried to establish
whether the agricultural industry has certain in-
herent characteristics that justify State aid, and
concluded that the agricultural industry does have
various distinctive features which set it apart
from other sectors. In a developed national econo-
my, furthermore, the agricultural industry can
hardly maintain its income position unless State
aid is given directly or by means of adjustments
to the marketing mechanism in order to encourage
the necessary structural adjustments on a con-
tinuous basis.

10,5.1.3 The special circumstances in the agri-
cultural industry which are of importance in this
regard are present in various fields. Numerous
physical and economic situations arise in agri-
culture with which individual producers are un-
able to cope effectively unless they are assisted
by the Government, Apart from the physical
factors beyond his control, the producer has to
contend with instability in the industry owing both
to internal factors of supply and demand and to
external factors, such as developments in the
general trade cycle and in foreign variables.
This makes it more difficult to plan a farming
unit that any other production unit, because, apart
from knowing his field, the producer must also
reckon with a variety of factors over which he
has little or no control, Furhermore, the farmer's
production unit is relatively small, and it is im-
possible for him to obtain the services of
specialists, such as cost accountants, and other
expert services which have to be paid for, on the
same basis as other production industries can
obtain comparable services.

10.5.1.4  Apart from its more obvious distinctive
features, the agricultural industry has an in-
herently poor ability to compete in the economic
interplay of supply and demand. This is due mainly
to the low income elasticity of the demand for
agricultural food products, By its very nature, the
agricultural industry is also in a relatively poor
position to pass on the rising costs of production
to the consumer of its products, except where
price~fixing is based on production costs. Owing
to these inherent factors, the agricultural industry
in a developing economy tends to lag behind the
rate of growth in the national economy as a whole,
The basic aim of creating an orderly marketing
mechanism for the sale of agricultural products
and of introducing programmes of State aid is to
compensate for the above-mentioned inherent limi~
tations. Without these stabilising measures and
certain other measures there would be disastrous
fluctuations in the agricultural industry, which
would inevitably result in too many agricultural
entrepreneurs being pushed out of the industry,



10.56,1,5 In considering the nature and scope of
measures aimed at bringing about greater stability
in the industry, the Commission came to the con~
clusion that such measures should meet certain
requirements, What is of particular importance in
this regard is that such measures should not have
the effect of entrenching inefficiency since this
would, among other things, delay or even prevent
the exodus of agricultural producers who lack
the basic managerial skills or those farming on
undersized units, On the other hand, the measures
concerned should provide sufficient stability to
make the industry orderly so as to ensure, among
other things, that the exodus of entrepreneurs
from the industry and the process of adaptation
to changed circumstances will take place in a
rational way. In the opinion of the Commission
the present structural defects in the industry
owe their origin to a significant extent {o the ear-
lier view - which, however, is still held in
certain quarters - that as many entrepreneurs
as possible should be kept in agriculture. Suc-
cessive decades of relatively favourable economic
conditions, as well as the measures adopted,
have contributed to the extraordinary success ac-
hieved in keeping entrepreneurs in agriculture.
By curbing the effects of economic laws the sifting
process has been retarded, with less favourable
consequences for the agricultural industry as a
whole,

10.5.1.6 The system of State aid for agricul-
ture cannot be dealt with in isolation; such a
system must function within and be viewed within
the broader framework of agricultural economics,
and it must be applied in the national interest,

10,6.1,7 Unless State aid to agriculture is aimed
at eliminating basic weaknesses in the industry,
then all that is does is to delay the elimination
of undesirable conditions, which might ultimately
entail greater problems, What should be guarded
against are programmes which are initially in-
troduced for short-term assistance but which gra-
dually and unobtrusively become a permanent part
of the overall agricultural economic pattern. In
many cases this has meant that the results achieved
with such State aid never come to be evaluated.
It is the Commission's considered opinion that the
general principle to be applied in any form of
State aid toagriculture is that short-term program-
mes should be formulated for such aid and that
a definite time limit should be set for them,
The Government body administering a particular
scheme must also ensure that the progress made
in achieving the object initially set is evaluated
from time to time.

10.56,1.8 The Commission also wishes to state
as a matter of general policy that State aid to
agriculture, whether direct or indirect, should
be granted only if the particular objective cannot
be achieved more effectively by means of some
existing mechanism, for example, the marketing
mechanism, The Commission algso considers that
the granting of assistance and other forms of
preferential treatment should not be directed
primarily towards raising the farmer's income,
but should enable him to raise his income through
increased efficiency. The Commission considers
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the last-mentioned form of assistance, i.e, assis~
tance from which sufficient financial benefit is
not derived immediately, to be the only form of
State aid which can be justified as a more or
less permanent measure,

10.5.1,9 Whenever State aid assumes a long-
term character, the farmer automatically makes
provision accordingly in his farming plan, with
the result that in the end he cannot manage with-
out such aid and is therefore likely to persist in
practices tending to cause the misapplication of
resources. This sort ofthing has already become so
wide~spread in South Afircan agriculture that it is
possible to make the generalisation that program-
mes of State aid for agriculture are frequently
introduced but rarely brought to conclusion, Fur-
ther, there is always a rendency to adapt schemes
so as to increase the immediate financial benefits
to the producer, the basic objects of the schemes
being completely disregarded. The Commission
considers that schemes for financial assistance to
agriculture, with the exception of those mentioned
above (i.e. where the producer does not gain any
immediate financial benefit), should be institutes
for a fixed period or on a non-recurring basis
for the achievement of a specific objective.

10,5.1.10  On the basis of its general considera~
tion of the subject, as well as of the factual
information gained from the wide field covered
in its inquiry, the Commission came to the con~
clusion that the need for State aid to agriculture
stems primarily from the fact that there are
structural weaknesses in the industry. The three
main weaknesses are: farming systems which are
not in harmony with environmental factors and
which conflict with the principles of conservation
farming; farming enterprises which are not run
on sound business principles; and farming units
which are too small to ensure an adequate income
for the entrepreneur, A further problem is that
of entrepreneurs who lack the ability or the means,
or both, to make the required adjustments to rapid-
ly changing conditions, Any programme of State
aid which in the long run has the effect of per-
petuating such weaknesses in agriculture must
necessarily be regarded as harmful to the industry.
Any such programme merely serves to put off
corrective action indefinitely and in the mean time
the persons concerned have to go on struggling
to make a living for the very reason that they have
been assisted by the Government. Furthermore,
such problem situations make it hard to lay down
any sound agricultural policy.

10,5.1.11 The Commission is aware that the
existing structural weaknesses in the agricultural
industry are to a large extent due to historical
factors and weaknesses in the general functioning
of the market economy in South Africa. To a large
extent it is the functioning of this mechanism that
determines the farmer's economic reasoning and
therefore greatly influences his operational deci~
sions.,

10,5.1.12 In debating the matter from a more
general point of view, the Commission was not
unsympathetic towards those onundersized farming
units; but, on the other hand, the Commission
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came to the conclusion that relief measures should
not be specifically introduced by the Government
to assgist, or be aimed basically at assisting, pro-
ducers on undersized units., If such producers
find themselves in financial difficulties and turn
to the Government for assistance, their position
as agriculiural producers must be placed in the
balance,

10,5.1.13 The Commission is aware that on prin-
ciple the Department of Agricultural Credit and
Land Tenure does not help producers on under-
sized units; nevertheless the Commission wishes
to stress the desirability of encouraging such
agricultural producers to withdraw from the in-
dustry and seek a living elsewhere. Measures to
speed up the process and to ensure that it causes
as little inconvenience as possible appear, how-
ever, to be equally essential,

10.5,1.14 The Commission wishes to state as a
general principle that, in the granting of financial
assistance by the Department of Agricultural Credit
and Land Tenure, the keeping of farming records
by producers receiving financial assistance other
than aid under special circumstances should be re~
garded as of cardinal importance. The Department
concerned must also ensure that the results of
such records are used as a basis for the extension
and guidance provided for such producerstoenable
them to step up their efficiency. Although this mat-
ter was dealt with in the Commission's previous
reports, the Commiccion again stresses this prin-
ciple here as essential to the orderly granting and
proper control of public funds,

10.,6,1,156 In its Interim Report the Commission
pointed out that drought relief schemes make no
contribution whatsoever to soil conservation, On
the contrary, drought relief is usually accompanied
by the delayed withdrawal of stock and the over-
taxing of veld. Where farmers disregard the prin-
ciples of conservation farming, the granting of
relief during droughts would contribute to the
misuse of natural resources.

10,5,1,16  Although the Commission has consis~
tently emphasised in its reports the need for
farmers to make conservation farming their top
priority, it realises that there are problems ob=-
structing the way to success in achieving an ideal
such as this, The principle the Commission
wished to lay down is that the objects of the Soil
Conservation Act can only be achieved if every
officer to whom planning is entrusted makes it
his business to take due account of all the relevant
factors in carrying out his task. Wherever sub-
sidies are granted, they must be conditional, and
priorities must be set for subsidised enterprises,
due regard being had to their importance to sound
farming practices.

10.5.1.17 The Commission considers that the
business of assessing the supply and demand
position of agricultural products and laying down
the eventual price policy to be followed to obtain
the desired results should fall under the pro-
posed National Advisory Council for the Planning
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of Agricultural Production, as recommended by the
Commission in its Second Report, The Commission
trusts that this question of differentiated sub-
sidisation will be reviewed by the proposed Ad-
visory Council, if it is established, or, failing this,
that other arrangements be made for the adaptation
of such subsidies.

10.5.1.18  The Commission trusts that this ques~
tion of differentiated subsidisation will be reviewed
by the proposed Advisory Council, if it is es-
tablished, or, failing this, that other arrange-
ments be made for the adaptation of such sub-
sidies,

10.5,1.18 The Commission is convinced that poor
management is also one of the biggest problems
in South African agriculture and that it is related
to most of the other problems such as, for example,
undersized farming units, veld deterioration and
poorly adapted farming systems,

10,56.1.19 The Commission is alarmed to find that
South African farmers do not know how to make
proper use of a system of farming records which
is an important instrument of management, or
completely disregard it, and the Commission con-
siders that this matter is so important that the
Government should use powerful incentives to make
the farmer realise the merits of farm accounting.

10.5.2 Recommendations

10,5.2,1  As regards poorly adaptedfarming sys-
tems, the Comimission is aware of the present
deficiencies in the basic factual information which
could serve as a guide in laying down definite
qualificatory norms, In its Second Report, the Com~
mission recommended that provision should be
made in the Department of Agricultural Technical
Services for a central unit which would make an
intensive study of agricultural land and agricul-
tural climatology on anational basis for the purpose
of collecting and processing the data required for
planning adapted agricultural systems and prac-
tices on a regional basis. The Commission wishes
to reiterate that recommendation and to recom-
mend further that, as the studies concerned yield
information so that poorly adapted farming systems
can be analysed on the basis of factual data, a
general qualificatory norm must come into ope-
ration, whereby such poorly adapted farming sys-
tems can be excluded from any form of direct
State aid.

10.5.2,2 In its Second Report the Commission
dealt at length with the problem of undersized
farming units and made recommendations in that
regard. To supplement those recommendations,
the Commission recommends furher that, if an
agricultural producer onanundersized farming unit
finds himself in financial difficulties and turns to
the Government for assistance, he should not be
helped to place his enterprise on a sound footing,
the Government should rather buy up such land for
subsequent consolidation with other units.

10.5.2.3 In regard to drought relief, the Com~
mission considers that the stock reduction scheme



should be regarded as a substitute for the fodder
subsidy scheme, The former scheme now gives
stock farmers ample opportunity to adapt their
farming practices to the natural conditions peculiar
to their farming units once and for all, The Com~
mission therefore supports the current arrange-
ments for granting drought relief as announced by
the Government on 10 August 1971, but wishes to
recommend further that a fodder subsidy scheme
should not be introduced again unless there is
adsolute certainty that a disaster drought is being
experienced in a particular area.

10,5,2,3 The Commission recommends that the

veld reclamation scheme be abandoned. Better
possibilities for veld recovery are offered by the
stock reduction scheme,

10.,5.2.4 As interest in thegrassley crop scheme
has declined so much and it has therefore lost
so _much of its effectiveness, the Commission
recommends that it be terminated.

10.5.2.5 The Commission subscribesto the broad
principles underlying the stock reduction scheme,
The Commission is nevertheless convinced thatthe
conditions for participation in the scheme should
be made even stricter. The Commission therefore
recommends that, apart from the conditions to

be abolished and that the criterion be adopted that
the land should constitute an economic unit. For
the rest, the scheme should remain as it is at

present.

10.5.2,8 The Commission has given favourable
consideration to representations to the effect that
mortgages with private individuals and other
money-lenders should also qualify for the subsidy
on interest on farm mortgages. Although problems
might arise in controlling some of these mortgages,
there are nevertheless a large number of them that
can be controlled. The Commission considers that
it is wrong in principle to exclude these mori-
gages from the scheme and recommends that the
subsidy on mortgage interest should also be made
applicable to all bona fide farming mortgages.

10.5.2,9 The Commission considers that the
amount spent annually on price stabilisation sub~
sidies must be accepted as inevitable. These sub-
sidies not only serve a useful purpose but have
become such an established part of the economic
system that their withdrawal appears unpractical,

The Commission therefore recommends that
price stabilisation subsidies should be retained in

which participation is already subiect, the following
requirements should be set:

(a) Farming must be adapted to the natural con-
ditions of the environment.

(b) Even in cases where only some of the stock

are withdrawn, it should be a requirement that
the farm be planned, the works necessary for

pasture rotation and the resting of the veld be
constructed and soil conservation measures be
kept in operation before the final payment is
made for stock reduction or before the farming
unit is again stocked in accordance with the pre-

scribed stocking rate.

For areas where the withdrawal of stock is
considered necessary owing to the deterioration
of the veld but where the stock reduction scheme
does not apply the withdrawal of the veld, without
compensation, should be prescribed under the pro-
visions of the Soil Conservation Act.

10.5.2.6 The Commission endorses the subsidi-
sation of boring, but recommends that the following
conditions be added to those already in force:

{a) The minimum requirement that land should be
at least 25 morgen in extent to qualify for
the subsidies must be amended so that in
future the criterion will be whether the farm
is an economic unit,

{(b) To promote soil conservation, it should be
made a requirement that stock watering points

be dispersed properly over the farm,

10,5.2,7 The Commission recommends that sub-
sidies on "'other irrigation works'" should remain
as they are at present,

As in the case of boring, the Commission re-

commends that the prescribed 25-morgen minimum
size for land to qualify for the subsidy should
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their present form. In the future determination of
prices in this regard, the matter should, however,
be approached cautiously, thorough consideration
being given toboth the advantages and disadvantages
involved.

10.5.2.10 The Commission has already stated
that it prefers a system of ad hoc assistance,
whenever there is an emergency in a particular
industry, to a system of permanent subsidisation,

The Commission firmly believes in the merits
of this kind of State aid to the agricultural in~
dustry. The Commission therefore recommends
that the Government should continue providing
this form of assistance to tide a particular branch
of the industry over any abnormal situation which
might arise, The Commission does not wish to.
recommend a time limit for such cases since
that would depend on the situation and the industry
concerned, but it does view this as a kind of
temporary short-term assistance,

10,5.2.11 The Commission recommends that a
subsidy be introduced, to be payable to farmers
for a farm accounting system which meets the
conditions set by the Department of Agricultural
Economics and Marketing, and that steps should
be taken to ensure that the necessary economic
extension will be given in connunction with this
system, in order to improve the business and
managerial ability of the farmers concerned as
much as possible,

10.5.2.12 The Commission recommends that the
following existing subsidies should be retained, i.e.
those in regard to:

(a) Flood damage (through the agency of the De-
partments of Agricultural Economics and Mar-
keting, of Agricultural Technical Services and of
Water Affairs),

{b) "Other irrigation works",




do

(c) Provision of cuttings and saplings (Department
of Forestry)

(d) Control of pests and diseases

{e) Control of proclaimed weeds

(f) Fertiliser subsidy (including transport rebate)
and fransport rebate on agricultural lime,
manure and compost

(g) Interest subsidies to the Land Bank

(h) Interest subsidies to the Department of Agri-
cultural Credit and Land Tenure

(i) Ad hoc distress relief

(}) Farm morigage interest

(k) Rebates of customs and excise duties on fuel
for agriculture

(1) State-nominated Bull Scheme and the Milk Re-
cording Scheme

(m) Beef Cattle Performance Testing Scheme

10,6 CONTROLLED MARKETING OF AGRICUL-
TURAL PRODUCTS (See Chapter VI)

10.6.1 Conclusions

10.6.1.1 Economically and biologically sound
farming systems are determined by the profitabi-
lity with which the available factors of production
are used. The way in which the factors of pro-
duction are allocated and used is influenced by the
economic benefits which can be attained and these,
in turn depend to a large extent on the profitable
sale of the products produced., The marketing of
agricultural products, and particularly prices,

therefore have a considerable influence on th

pattern of production and hence also the farming
systems adopted in the various production areas.

10.6,1,2 The Commission accepts that the sta-
tutory measures providing for intervention in the
free operation of supply and demand as regards
agricultural products sprang from a sincere desire
on the part of the Government to promote and
maintain, on the one hand, stability and efficiency
in agriculture and, on the other hand, to ensure,
with due regard to the national interest, a reason-
able return for producers, as well as on the
capital invested in agriculture, Where such an
approach is adopted, it is necessary to keep the
existing marketing arrangements under constant
review,

10.6,1.3 In the Commission's view, the object
of applying control measures to agricultural pro-
ducts is mainly to stabilise and, where necessary,
to raise the income and standard of living of the
producer, at the same time bearing in mind the
general long-term interests of the country as a
whole. If this object is to be achieved, production
must be adjusted to sales opportunities on an eco-
nomic, rational and fairly stable basis for both
the producer and the consumer. In this, agricul-
tural prices play a key role. As already mentioned,
it is not advisable to give the market mechanism
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free rein the formation of agricultural prices.
On the other hand, it is equally clear that the ar-
bitrary fixing of prices, without due account being
taken of all the economic factors involved in sup~-
ply and demand, can do considerable harm to
both the agricultural sector and the national eco-
nomy as a whole,

10.,6.1.4 In the opinion of the Commission, the
income position of producers in the branches of
farming concerned should, within limits, be taken
into account in price fixing., Apart from the
income position, price fixing should also take ac-
count of changes in production costs, the elasti-
city of supply and demand (as well as the long-
term shifts that can be expected in the supply
and demand curves), production and consumption
trends, prices of substitutes, the import pos-
sibilities and overall agricultural policy.

Income in the respective branches of farming
therefore cannot be stabilised in isolation fromthe
rest of the national economy nor without certain
important biophysical production requirements
being met,

10.6.1.,5 The Commission accepts as a general
principle, furthermore, that the rate of growth
in the real income of the agricultural industry
should as far as possible keep in line with that
of the rest of the economy. Farming units rarely
specialise completely in a single branch of pro-
duction, however, Consequently, it is difficult to
apply this principle to a particular branch of pro-
duction,

10.6,1.6 To share in the growing prosperity of
the country, agriculture must, as is evident from
Chapter II, meet certain basic structural re-
quirements and the farmer should also make his
proper contribution towards increasing that pros-
perity, By this is meant that the long-term in-
crease in the farmer's productivity per unit of
production factor must keep pace with that of the
rest of the community,

This principle, if applied strictly, should help
to ensure balance between the various branches
of production in agriculture since it would direct
the use of land and other factors of production
in agriculture towards branches with the highest
productivity.

10.6,1.7 Absolutely stable prices in agriculture,
if they could ever be achieved, would entail great
economic sacrifices in other respects, Enforced
price stability between crop years is of doubtful
value in a country such as South Africa where
weather conditions can cause considerable varia-
tions in output. In such circumstances stability in
prices would make for instability in income.

10.6.1.8 Since stabilising the standard of living
of the producer is one of the main objects of
control, the Commission did not find much fault
in principle with the general approach of the South
African Agricultural Union, namely, that prices
should be adjusted for normal fluctuations in pro-
duction so as to eliminate the effect of such
fluctuations on the income of producers. However,
the concept of 'normal fluctuations' is relative
and, because many of the farmer's costs arefixed,
even these costs would tend to cause substantial



fluctuations in prices from year to year unless,
of course, normal fluctuations are regarded as re-
latively small price variations. Important disad-
vantages are attached to big changes in prices
from year to year. Apart from the problems
these fluctuations create for the farmer in plan-
ning his farming operations properly, they can
largely nullify the role which prices should play
as a guide to rational production.

10.6,1.9 Conditions in South Africa tend to vary
so much from farmer to farmer that maintaining
an income level for an entire branch of farming
is no guarantee that the individual producer's
income will be stable. As appears from Chapter
II, such a measure can very easily land some pro-
ducers with unstable incomes, quite apart from
fluctuating prices.

10.6,1.10  Although the Commission considers
that annual fluctuations in production should be
reckoned with in price determination, the desirabi-
lity of price stability should also be borne in
mind, There can be no objection to moderate
price adjustments aimed at adjusting supplies to
the effective demand. The Commission does not
wish to express an opinion on where the emphasis
should fall: that would depend on circumstances.

10.6,1.11  Generally speaking, policy should be
to promote the production of those products in
respect of which the Republic has a comparative
advantage. The Commission wishes to associate
itself with the following point of view expressed
by the South African Agricultural Union in its
evidence to the Commission on what the primary
aims of agricultural policy should be: Developing
the production of a certain commodity into an
export industry or maintaining it as such is justi-
fied only in cases where South Africa is, in the
long run, able to compete on the export market
at world market prices, If this can be done only
through permanent State subsidisation, regardless
of the form such subsidisation takes, it would
mean that the factors of production would be mis-
applied, the result being that optimal application
of these factors would not be possible - to the
detriment of the national economy as a whole,

10.6,1,12 Consistently adjusting local producer
prices to keep them in step with price fluctuations
on the world market would necessitate frequent,
drastic price changes. In addition, it is not always
certain whether world prices, which might be high
or low at any particular time, are an indication
of future trends, Therefore only long-term trends
should be taken into account, appropriate stabi-
lisation funds being built up to make this possible,
Of course, the extent to which the producer can
be cushioned against the ups and downs of the
world market will depend on circumstances. Local
producer prices for products primarily dependent
on the world market will, unavoidably, have to
be closely related to overseas outputs, since in
such cases it would not be feasible to build up
sufficiently large funds to ensure a stable income
for producers.

10.6.1.13  As regards the principle of production
restrictions, the Commission has cause for serious
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doubt whether the advantages of direct production
control measures justify such restrictions. Es-
pecially in a young developing country like the
Republic, the adoption of such measures should
be considered only in exceptional circumstances
and, if they are found to be justified, they must
be applied with the greatest circumspection, This
is why the freedom of the individual farmer to
decide how much of a product he wishes to pro-
duce also weighs heavily with the Commission,

10.6,1.14 It is realised that the more the State
is expected to support the farmer's income in an
artificial way, the more the State will come to ar-~
rogate powers over the activities of the farmer.
Admittedly, price as a guide to production has
its shortcomings, but then the possible alternatives
are by no means foolproof either and the solutions
they offer might not necessarily in the long run
be in the interests of agriculture nor in the
wider national interest, It is doubtful, moreover,
whether the farming community would always be
prepared to accept these alternatives readily.

10.6.1.15 To supplement the conclusions reached
in paragraph 2.7.1.2.2 of Chapter II of this report,
the Commission wishes to pint out that price is
patently an unsuitable way of remedying the income
position of farmers on farms which are under-
sized or which have other serious structural
defects., If a price that has been determined on
the basis of long-term economic considerations
does not produce sufficient income to meet the
needs of small-scale producers, other measures
must be devised to cope with the matter, Merely
increasing the prices of a product in such cir-
cumstances must inevitably in the long run lead
to overproduction and an eventual price collapse,

10,6.1.16  Although the Commission accepts that
prices must necessarily be a key factor in indi-
cating the right directions, in so far as this is
possible, it must at the same time emphasise
that it is essential for the price~determing bodies
to have at their disposal the results of economic
studies of both supply and demand to enable them
to determine prices on a rational basis.

10.6,1.17 The Commission considers that, if the
principle of price parity is adopted, prices should
be fixed so as to ensure that all the various
agricultural enterprises would derive the maximum
income from the various markets over the long
term, This would obviously make tremendous de~
mands on the bodies which have to advise on prices.
They would have to keep themselves informed
of all factors affecting the supply and demand of
the various products on local aswellason foreign
markets, and their sales strategy would have to
be purposeful, Some control boards are already
equipped for this to a certain extent,

10.6,1,18 As regards price situations under a
system of controlled marketing of agricultural pro-
ducts, the Commission hasg therefore come to the
conclusion that the determination of prices depends
on numerous factors whose effects differ from
enterprise to enterprise and from time to time,
This applies particularly to industries with sharply
varying yields and large exports.



10.6.1,19 Various farmers' organisations have
to a greater or lesser extent been drawn into
the marketing arrangements of the control boards
and in this way information is disseminated among
farmers.

The Commission does not wish fo deny that
a better flow of information is desirable. How-
ever, the Commission cannot simply accept that
the appointment of a few additional producer
members to the control boards would be the most
effective way of achieving this. Other considerations
are also involved, such as fair representation of
the various interest groups and the desirability
of keeping the size of the boards within reasonable
limits,

10.6.1.20 Complaints have been submitted to the
Commission of certain boards going too far in the
direction of processing and encroaching unneces-
sarily on the preserves of private enterprise.

The Commission attaches great value to the
advantages of private initiative over State-control-
ed undertakings, particularly because in private
initiative there is greater incentive to efficiency.
Private undertakings tend to be more cost-cons~
cious and are also more receptive to new ideas
and better able to adapt to them, In this regard, a
control board acting as the sole consumer or pro-
cessor can easily become inflexible over the years,
particularly since, in the absence of other competi-
tors, there is no satisfactory yardstick for measur-
ing the costs and results of a control board.
Owing to the manner in which they are constituted,
control boards cannot be expected fo exercise
proper managerial controlover suchactivities. The
Commission therefore considers that the policy
of entrusting the physical handling or processing
of products to private enterprise is sound and that
this policy should be deviated from only where
justified by exceptional circumstances.

10,6.1,21 The Commission does not wish to
digress to a field already covered fully by the
Co-operative Commission. It cannot, however, omit
to acknowledge the exceptional significance and
value to agriculture of the co~operative movement.
In fact, the administration of a system of control~
led marketing is considerably facilitated by the
existence of co-operatives to which certain of
the control bodies' activities can be entrusted.
Likewise, the introduction of the control board
system has been of great benefit to the co-operative
movement, Both must be of service primarily
to agriculture but must also act in the best
interests of the nation as a whole,

10.6,1,22 The Commission agrees with the views
of the National Marketing Council as quoted below:

"In all instances control measures shouldbe
limited to the minimum required to achieve
the basic aims. Notwithstanding the advantages
control can secure, it also has weaknesses,
State interference inevitably involves rigidities
which tend to retard initiative and economic
progress. Certain products are simply not
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amenable to controlled marketing or to ex-
tensive control measures and it is essential
that the interests concerned should recognise
the limitations that exist, as the shortcomings
of any particular scheme tend to become the
basis of criticism of the system as a whole, ...
Control cannot be extended for the sake of
control and the emphasis must always be on
stability and more efficient marketing.”

10,6.1,23  Although the Commission has studied
the reports listed in section 6.5.1 of Chapter VI,
as well as other reports, it does not consider
itself fully competent to put forward authoritative
opinions or make recommendations on any of the
schemes dealt with in those reports nor on the
controlled marketing of the other commodities,
The Commission wishes, however, to fouch on a
few aspects of controlled marketing which were
brought to its attention and which it considers to
be of special importance owing to their particular
effect on various facets of agricultural marketing
and agricultural production.

10.6.1.24  Although the Commission considered
that its constitution was not fully such as to enable
it to analyse in detail any of the marketing schemes
under the system of controlled marketing and to
make specific recommendations on them, its find-
ings on animal production and the information it
obtained on the problems in marketing slaughter
stock and meat convinced the Commission that this
matter is so important to the livestock industry
and the farming in South Afirca in a wider con~
tect and, more specifically, as regards the urgent
necessity for reducing stock particularly during
droughts, that far-reaching changes should be
seriously considered in this regard.

10.6.1.256 The Commission has reason to agree
with various bodies and persons that, although very
serious attention has been given to the matter,
many adjustmenis have been effected and much
progress has been made with the aid of controlled
marketing, there are still several shortcomings
which are hampering the marketing of slaughter
stock and meat in South Africa, particularly as
regards certainty about marketing prospects and
physical facilities for the timely and orderly
slaughtering of stock, as well as for the proces-
sing of meat and the various by-products at abat-
toirs.

The Commission gained the impression that
there is considerable room for improvement and ex-
pansion as regards the establishment of central
slaughtering and processing units to serve the
larger centres. The question also arises whether
serious consideration should not be given to the
establishment of strategically situated and well-
equipped units with supplementary cold storage
facilities to serve the country's major centres of
population,

10.6.1.26 The Commission was most gratified fo
learn of the steps, recently announced by the Minis-
ter of Agriculture, to eliminate certainbottlenecks
in the marketing of livestock and meat,



The Commission, however, considers this mat-
ter to be so important and has also gained the
impression that so many bodies have an interest
in the marketing of livestock and meat that, if
the above-mentioned steps are not successful, a
determined effort will have to be made immediately
to find a set-up which would be a better answer
to the complexity of the situation, if necessary
by ‘establishing a utility company to handle slaugh~
tering, the processing of by-products, and the
storage of meat.

10.6.2 Recommendations

10.6.2.1  Apart from the contribution made at
present by the Marketing Council as regards con~
trolied marketing, there is a need for a body to
advise the Minister of Agriculture on the broad
approach to agricultural marketing and price policy
for agricultural products, The Commission con~
siders it important, furthermore, that these recom-
mendations should be based on factual data on
matters affecting marketing and price situations.

In regard to such an advisory body the Com-

mission therefore recommends as follows:

(a) A National Advisory Council on Agricultural
Marketing and Price Policy should be establis~
hed to advise the Minister of Agriculture
on price policy and the marketing of agri-
cultural products.

(b) Members on the Advisory Council should be
appointed by the Minister of Agriculture from,
or should be representative of, the following
bodies:

The Department of Agricultural Economics and
Marketing

the Department of Agricultural Technical Ser~
vices

the Department of Commerce

the Department of Industries

the South African Agricultural Union
recognised consumer organisations, and
organised trade and industry

The Chairman should be appointed by the
Minister

(c) The Advisory Council must also be given the
services of a special economic research unit
falling under the Department of Agricultural
Economics and Marketing and specialising in
matters underlying marketing and price poli-

cies.

This Advisory Council must maintain close
contact with the proposed National Advisory
Council on Agricultural Production (see para-
graph 9.7.5 of the Commission's Second Re-
port).

10.6.2.2 The Commission is deeply impressed
by the extent to which the system of controlled
marketing has promoted the orderly marketing of
agricultural products and by the contribution which
this system has made to progress in agriculture,
In the course of its investigations, however, the
Commission's attention was directed to the desira-
bility of making certain adjustments to controlled
marketing, but the Commission considered that its
constitution was not fully such as to enable it to

(d)
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make a more profound analysis of the operation
of controlled marketing and to make full recom-
mendations on this matter,

The Commission therefore recommends that a
special commission be appointed to inquire into
and make recommendations on the controlled
marketing of agricultural products and the effec~
tiveness of existing arrangements in this con-
nection,

10,7 MARKETING OF NON-REGULATED AGRI-
CULTURAL PRODUCTS (See Chapter VII)

10,7.1 Conclusions

10,7.1.1 The normal growth of the population,
rising per capita income, increasing urbanisation
of Whites and non-Whites, a shift in consumption
from high-calorie cereal foods to high quality
low-calorie foods such as vegetables and fruit,
as well as increasing per capita consumption of
vegetables and fruit, particularly among the Bantu,
should in the future have a favourable effect on the
total domestic consumption of vegetables andfruit,
In addition, the changed way of life and higher
standard of living of the population will result in
ever higher demands being made by the consumer
when it comes to personal convenience and the
quality of products. The demand for semi-proces-
sed andprocessed vegetables and fruit is expected
to increase relatively faster than that for the un-
processed fresh products. Constant improvements
in processing techniques are having a favourable
effect on the cost structure of the processing in-
dustries.

On account of these factors and in view of
our limited land and water resources, a better
balance may be expected later between supply
and demand. A larger total domestic market will
obviously result in more stable prices, and there-
fore more stable, more concentrated and spe-
cialised production areas should develop. This will
then create a more favourable climate for co-
operative action which will enable producers to
improve their bargaining position in the market,
This is particularly important in view of the ex-
pected developments in overseas marketing. Bri-
tain's entry into the European Economic Community
will have serious repercussions in South Africa's
fruit industry, and timely adjustments are there-
fore becoming a matter of urgency,

The marketing of fresh produce is, as appears
from the foregoing, more subject to variable factors
than is the marketing of many other agricultural
products, Adjustment to changing conditions is
therefore a most important element in the process
of developing the marketing system of fresh pro-
duce. It is important that adjustments in the
marketing structure should keep pace with the
general level of development in the social, eco-
nomic and technical fields. Experience has shown
that financial losses can be heavy if procedures
are adopted which at a particular time are too
far in advance of the general level of domestic
development, Similarly, problems are likely to
arise if adjustments to changing circumstancesare
not made timeously.

Since the Commission for Fresh Produce Mar-
kets Act and the measures under the Marketing



Act referred to in section 7.6 of Chapter VII,
have not yet been applied, their effect on the in-
dustry cannot be determined at this stage. The
Acts do, however, hold out the possibility of laying
the foundation for a national policy for the mar-
keting of perishable products. In addition, they
create the opportunity for consultation and co-
operation between the various groups of interests,
which should lead to a better understanding of the
problems in the industry.

10,7.2 Recommendations

The Commission considers it advisable to give
attention particularly to such measures as may in-
crease the efficiency of the marketing process in
all its phases, This will promote stability for the
producers and check the bypassing of produce
markets.

The Commission consequently recommends
that, in order to achieve the above-mentioned
objects, serious attenfion should be given {o the
following steps, among others:

1. Co-operative action on the part of producers
in the principal production regions should
be encouraged to promote the planning of
production and the efficient distribution and
marketing of products.

2. An attempt must be made to orient production
to the markets. To achieve this, producers
must be well informed and be encouraged to
produce and offer what the market requires,
particularly as regards the quality and uni-
formity of products.

3. A national code for fresh produce markets
must be drawn up, due account being taken of
the size of markets,

4. Efficient marketing facilities must be pro-
vided, and these facilities and the sales system
must be adapted timeously tochanging circum-
stances, services being rendered according to
the exigencies of the moment.

(4]
.

Purposeful marketing research must be con-
ducted and market information disseminatedto
serve as a basis for policy-making and the

guidance of the producer, the trade and the
consumer,

6. Measures must be adopted to cut costs, for
example, by the more efficient use of market
buildings and other facilities and by the co-
ordination and mechanisation of the accounting
done by the market authority, market agents
and the Department of Agricultural Economics

and Marketing,

7. Market staff must be trained, particularly the
staff at managerial levels,

8, Effective control must be exercised over pro-
ducts arriving at and leaving markets,
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9. Measures must be adopted to promote sales
of fresh produce in the Bantu residential areas
as well.

10. Provision must be made for consultation and
co-operation between all the parties involved
in the fresh produce industry so that they
may be better informed of each other's re-
quirements and problems.

10,8 CROP INSURANCE IN AGRICULTURE (See
Chapter VIO)

10.8,1 Conclusions

10.8,1,1 From the start there must be clarity
about the precise objects of a crop insurance
scheme, or else it can easily be used as a kind
of subeconomic Government scheme to assist needy
farmers who are faced with crop failures for
reasons beyond the scope of the scheme as in-
itially introduced. From the outset, therefore, a
scheme of this kind should be run strictly on
business principles,

10,8,1.2 Crop insurance must be run strictly
on business lines and the main object must be to
enable modern farm operators to spend, with
reasonable confidence, large sums of cash on the
production of a crop which will take six months
or longer to cultivate and harvest and will yield
an income only once a year, i.e. a crop the pro-
duction of which is accompanied by calculable
and insurable risks. No matter what precautions
he takes any entrepreneur can have a crop failure,
or the harvest may come to only half of what he
expected. Such setbacks might be due to causes
beyond the entrepreneur's control and his loss in
income might be heavy. Often his losses are so
great he finds it impossible to prepare for the
next crop or has to borrow money at high rates
of interest if he does not qualify for a production
loan from the Agricultural Credit Board.

10.8,1.3 The insurance scheme must therefore
ensure that the enterprising farmer who lacks
large capital reserves will have a minimum in-
come in the event of his crop being affected by
certain insurable events beyond his control -
similar to the cover provided by an insurance
scheme for certain business men and professional
persons in the cities, Crop insurance of this kind
must therefore be aimed mainly at keeping the
farmer's operating capital intact in the event of
a poor crop.

10,8,1.4 Furthermore, the crop insurance sys-
tem must be so designed as to promote sound
farming practices.

10.8.1.5 The Commission was not in a position
to make a closer study of the circumstances
giving rise to the poor claims~-premium ratios,
but is of the opinion that, apart from the factors
referred to, better results might be expected if
there were greater selectivity as regardstheareas
and farming enterprises accepted for insurance and



if there were more differentiation in respect of
areas and farms. There is some doubt as to
whether it would be advisable for this insurance
undertaking (Sentraoes) to spread its wings so
wide -~ and evidently it is that way inclined -
in running a pilot scheme for which reliable data
for actuarial calculations are so sadly lacking.

10.8,1.6 In view of the circumstances with regard
to judicious rotational grazing systems, the resting
of the veld, soil conservation measures and the
cultivation and storage of feed crops, as des-
cribed in the Commission's Interim Report, and
since no further particulars were furnished or
proposals made on livestock insurance, the Com=
mission makes no recommendation on this matter,

10.8,1,7 What made a deep impression on the
Commission in the course of its investigations
was the extent to which the changeability and un-
predictability of climatic conditions create un-
certainty in agricultural enterprises and tend to
increase the risks in agricultural production. In
time the Commission also became convinced that
farmers themselves can do a great deal to reduce
farming risks through proper farm planning, adapt-
ing their farming systems to environmental con-
ditions and taking steps, before it is too late, to
prevent or offset the adverse effects of unfavour-
events., In various parts of its Interim Report
the Commission stressed the importance of thisas
regards droughts, and inparagraphs 5.4 to5.4.4.8.6
of that report directed attention particularly to the
extent to which cash crops such as maize, wheat
and groundnuts are cultivated in areas where
stock farming is the main source of income and
in areas that are very prone to drought. The Com-
mission went on, "In addition, climatic conditions
in several of these districts are often so un-
favourable for cash crops that Government as-
sistance in the form of production loans had to be
made available repeatedly, as a result of drought
conditions, to enable farmers to continue sowing
cash crops."

10.8.1.8 The Commission emphasised, parti-
cularly in Chapter V of its Second Report, that
economic stability in agriculture could be achieved
only if agricultural production systems conducive
to biophysical stability were applied. In paragraphs
5.5 and 5.6 of that report the Commission stated
that a careful analysis of the situation with regard
to practices of utilisation pointed to the fact
that lack of discrimination in such practices was
probably the most important single factor respons-
ible for the deterioration in agricultural resources
and the precarious financial position of many
farmers, The Commission went on to say that a
prerequisite for a system of optimal utilisation
would therefore be for the various branches of
farming to be conducted within the limits set by
the potential of the natural environmental factors,

10.8.1.9 In regard to the weaknesses in agri-
cultural production systems and practices to which
reference was made in the Interim and Second
Reports, the Commission stated in paragraph
2,7,1.1 of this its Third Report that it was con-
vinced
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"that the extent to which the recommendations
made and fully substantiated in the previous
two reports are implemented successfully will
be the extent to which their beneficial effects
will be felt by the agricultural community,
their influence making itself felt on the bio-
physical as well as on the economic instabi-
lity and unevenness of income distribution in
agriculture,"

It is therefore considered to be of fundamental
importance that, in considering the risks to which
agriculture is exposed, their influence on stabi-
lity in agriculture and the hopes that are pinned
on systems of insurance against possible losses,
a clear distinction should be drawn between those
risks to which agriculture is exposed on account
of basic weaknesses in production systems and
practices which can and must be rectified, and
those risks that are inherent in setbacks that
cannot be averted.

10.8.1.10  Any insurance scheme providing cover
for risks that are inherent in weaknesses that can
be traced back to ill-adapted farming systems
would undoubtedly be very prejudicial to attempts
at achieving economic stability throughbiophysical
stability based on adapted production systems and
conservation farming., Admittedly, such a scheme
might protect certain farmers against excessive
fluctuations in production; but it would also tend
to perpetuate production systems which are poorly
adapted to local environmental conditions and which
have other structural defects. Obviously, any in-
surance system so wide in scope and covering
agriculture against risks with the consequences
described above cannot be supported.

10.8,1.,11  Much can, however, be said in favour
of an insurance scheme specifically designed for
optimally adapted farming systems and practices.
Such a scheme could be a very valuable means
of eliminating the adverse effects of normal fluc-
tuations in production andgiving deserving farmers
effective cover against the risks to which their
production enterprises are exposed.

10.8,1.12 In regard to the availability of factual
information, the Commission wishes to refer brief~
1y to the situation in maize production, illustrating
its observations with the few data which the Com-
mission itself was able to collect with the limited
resources and in the limited time at its disposal.
This is done mainly to show that, contrary to the
impression created, factual information of impor-
tance to insurance is not so hard to come by,
the Commission's view being that if a special
effort were made such information could be sup-
plemented to a great extent and processed a great
deal more so that it can serve as guidelines in
working out a sound policy and procedure for in-
surance,

10.8.1.13  Since the coefficients (of wvariation)
are indicative of the fluctuations in maize yields
in thevarious maize districts, they are also a
very good indication of the degree of risk under
which maize is cultivated in those districts and
due account should be taken of them in the for-
mulation of an insurance policy for those districts.

ey
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10.8,1.14 The preliminary collectionand presen-
tation of crop data in processed from given in
Chapter VII underlines the importance of such
data in crop insurance and demonstrates that
regional and farm differentiation in premiums is
therefore . indispensable in the planning of crop
insurance and that, although crop levels must also
be taken into account, the coefficient of variation
of crops is of decisive importance.

10,8.1.15 Deviations in risks have o be guarded
against in any insurance scheme, They may arise
between districts, as appears clearly in the table
given in Chapter VIII. They may also occur
between farms within a district and between fields
on a farm. The production unit must first be ap-
proved for insurance on the basis of the risk
situation of a particular area and subsequently
consistent control must be exercised over fer-
tilising and cultivation of the crop. If this is not
done, there will be too many loopholes and it will
be impossible to keep the fund going for any
length of time,

10.8.1.16 To gain greater support, particularly
among farmers producing maize in areas where
yields are comparatively high and subject to
relatively little fluctuation and therefore to low
risk, it is considered desirable to make pro-
vision for a no~claim bonus system.

10.8.,1.17 The object of crop insurance should
therefore be to cover only those risks over which
the farmer has no control (but excluding certain
risks such as earth tremors, excessive rain,
wild animals and so forth), that is to say, the kind
of cover that would not discourage him from at
all times being as efficient and provident as pos-
sible in his farming. The Commission therefore
considers that to refer to this kind of crop in-
surance as ''comprehensive crop insurance"
creates the impression that the insurance planned
and offered provides cover for all crop risks.
Comprehensive insurance of that kind cannot be
supported, nor should such an impression be
created. The Commission therefore prefers this
kind of insurance to be referred to only as
"crop insurance', thereby intimating that the in-
tention is to insure crops only against certain
risks.

10.8.1.18 The Commission has reason to believe
that insurance of this kind can serve a good purpose
and can be successful,

10,8,1.19  In view of the factors of importance in
crop insurance in South Africa, the financial af-
fairs of a South African crop insurance under-
taking may be expected to be fraught with pro-
blems and would therefore have to be handled
with great care if a realistic policy regarding
insurance, on a sound business footing, is to
succeed.

10.8.1.20 The Commission was therefore per-
turbed to note the eagerness (particularly in the
case of Sentraoes) to expand insurance cover for
both maize and wheat as rapidly as possible -
even to nation-wide proportions, as isevident from
the South African Agricultural Union's submission
referred to in paragraph 8.3.2.2.

10,8.1.21 In view of the predictably greater pro-
blems which may be expected in many respects
in crop insurance in South Africa, the Commission
therefore considers it imperative that the fol-
lowing policy should be adopted:

(a) Plans for expansion must be treated with the
greatest caution: every instance of expansion
must be regarded as a trial phase and must
not be embarked upon until the experience
gained in the preceding phase has strengthened
confidence that the direction in which crop
insurance is moving offers a good chance of
success with the minimum of State aid.

(b) Right from the start there must be a high
degree of selectivity as regards production
areas for each of the crops, individual farms,
farm planning and production practices, and
the merits of each farmer particularly as
regards his technical knowledge, managerial
ability and business sense, The Commission
considers that strict selectivity in the initial
stages of an insurance scheme (with the pos-
sibility of more leniency as the undertaking
becomes more firmly established) is vastly
preferable to a policy of initial leniency which
might later necessitate the curtailment of in-
surance facilities,

(c) It is considered essential that, should the
Government agree to give financial support to
such an insurance undertaking, the nature of
such assistance should be made very clear and
its limits should be laid downvery specifically,
This is to prevent the Government from being
pressed for ever larger sums for this purpose
once such a scheme gets under way, as has
happened in the U,S.A, in recent years.

10.8.1.22 In view of all these circumstances and
the tremendous demands which will be made on
crop insurance in South Africa, the Commission
considers that, if the Government is to make a
direct financial contribution to a co-operative crop
insurance undertaking, the following conditions
should attach to such financial assistance:

The Government's financial support must take
the form of an amount decided upon by the
Government and earmarked as a contribution
towards administrative and appraisel costs,
provided that such a contribution is not taken
to mean that the Government assumes liability
for the whole or part of these costs,

In the first place, it cannot be accepted that
the Government should assume liability for all
the expenses of administration and appraisel
if these functions are not handled in their en-
tirety as a Government undertaking and if
the Goverament is not in full control of them,

Secondly, the Commission cannot support the
idea of a crop insurance scheme as a Govern-
ment undertaking (as initially recommended by



the Study Group on the Crop Insurance Trial
Scheme; if prefers a crop insurance institu-
tion on a co-operative basis as recently re-
commended by the South African Agricultural
Union.

10.8,1.283  Furthermore, because of the conditions
in South Africa which might affect the success of
a crop insurance scheme, it is necessary for the
Government to have the assurance that definite
limits will be set to the contribution expected of
it, if recommendations in this regard are to be
given favourable consideration, It therefore seems
reasonable to link such financial assistance to the
business turnover of the insurance undertaking on
a percentage basis, which would mean that the
Government's contribution might have to be step~
ped up as turnover rises, but then any such in-
crease in the Government's contribution would
have to be subject to the condition that a rise in
turnover has resulted from procedures and ex-
pansion which the Government approved beforehand.

10.8,1,24 If administrative and appraisel costs
tended to rise appreciably above the limit set for
the contribution which the Government would be
willing to make towards the crop insurance scheme,
the insurance undertaking would be obliged to
rationalise administration and appraisal, to become
more selective with applications for insurance, or
to bring the payment of claims into line with
its financial position, Provision would, of course,
have to be made for such a contingency in the
co-operative's regulations and terms of insurance.

10.8,1.25 The Commission supports the South
African Agricultural Union's proposal that income
from premiums should in the long term cover
claims, It would be reasonable to expect, however,
that there would be years in which the total claims
would exceed the premium income and accumulated
reserves, particularly the initial years when the
reserves would, understandably, still be low,

The Commission considers it desirable thatthe
co-operative concerned should, under such cir-
cumstances, begranted credit facilities at a reason-
able rate of interest to tide it over periods when
reserves are low - facilities similar to those
which the Land Bank has in many cases already
granted to agricultural co-operatives with bene-
ficial results,

10.8.1,26 The Commission is satisfied that a
scheme for insuring cash crops against certain
risks can serve a good purpose and that it is
desirable to introduce such a scheme for the
principal cash crop in the Republic, It considers,
however, that an insurance scheme of this kind
should first be introduced on a limited scale for
a few cash crops as a trial scheme and that,
as experience is gained and conditions become pro-
pitious for this, the trial scheme should gradually
and systemetically be expanded as regards both
crops and areas, The scheme must be voluntary,

10.8.1.27 The Commission considers that the in-
surance scheme envisaged should not aim at ab-
solutely comprehensive crop insurance and should
also not be publicised as such, It should rather be
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planned purely as '"crop insurance' and should be
publicised as a scheme to provide cover only
against certain risks,

10.8.1.28 The Commission is not in favour of
the Government's undertaking such an insurance
scheme itself nor of its being involved too deeply
or too directly in such a scheme,

10.8.2 Recommendations

10.8.2.1  For understandable reasons, it is es-
sential that the risks and conditions attached to
crop insurance for agriculture should be clearly
defined and identified before such insurance cover
can be granted.

Many such risks are, for example, listed in the
conditions which Sentraoces (Ko®peratief) Beperk
lays down in its policies. The Commission does
not consider it necessary to go into details at this
stage, but recommends that, if official approval
is given for the establishment of a co-operative
insurance undertaking as recommended {see para-
graph 8.7.4), careful attention should be given to
the definition of the risks and circumstances
which will be considered favourably for the pur-
poses of such an insurance sheme, in order to
ensure that their inclusion will be compatible with
the objects of crop insurance as set out in Chapter
VHIand that it will be possible to provide adequate
cover for them in accordance with the aim of
also making this insurance scheme financially

self-supporting.

10,8.2.2 The Commission recommends that an
insurance scheme on a voluntary and co-operative
basis should be introduced and gradually expanded
in the light of experience.

10.8.2.3 The Commission considers, however,
that the above recommendation can only be im-
plemented if the two co-operative institutions at
present undertaking the broader insurance of maize
and wheat were to amalgamate or reach some other
settlement of a similar nature. It is therefore re~
commended that the parties involved should take

the necessary steps to set up a central co-opera-

tive insurance body which will take on the task

of providing crop insurance on a nation-wide

basis and which will negotiate with the authorities
as the sole recognised organisation in this field,

10.8.2.4 As regards the policy to be followed
with respect to premiums and the payment of
claims, the Commission recommends as follows:

10.8.2.4.1 The policy should be specifically to
promote sound, adapted farming systems operated
on recognised principles of conservation and sound

management,

10.8.2.4.2 _As a matter of the highest priority,
all possible statistics on the cultivation of the
crops concerned and on the climatic and other
environmental conditions of importance in deter-
mining fluctuations in production and the risks

involved in these undertakings in each of the

principal areas must be collected and processed
by the proposed insurance institution so that sound
guidelines according to which policy may be for-
mulated for premiums and payments can be ap-

e}



plied and revised from time to time, Owing fo
the special circumstances in South Africa referred
to in paragraph 8.5.6, the Commission considers
it extremely important that serious attention should
first be given to the above-mentioned matters
before any crop insurance scheme is launched
with official recognition and support,

10.8.2.4.3 For the reasons indicated above, a
system of differentiation in premiums is to be
preferred to one of uniformity, if this kind of
crop insurance is to be more acceptable tofarmers
producing in areas where crops fluctuate less,

10.8.2.4.4 Favourable consideration must be

given to further concessions in respect of pre-
miums under the no-claim bonus system,

10.8.2.5 As regards financial arrangements, the
Commigsion recommends as follows:

10.8.2.5.1  The premium rates and the basis on
which payments are made for crop losses must be
such that the insurance undertaking will pay its
own way and such that in favourable years a
substantial reserve fund can be accumulated from
which payments may be drawn in unfavourable
years when the undertaking has to meet high

(e) the crop insurance scheme is expanded, as re-
gards both crops and areas, only in consulta-
tion with the Minister of Agriculture;

(fy the Government contribution is revised after a
predetermined period so that it may be with~
drawn completely in due course.

10.8.2.5.4 The Commission recommends further
that, should official approval be given to the es-
tablishment of a co-operative insurance under-
taking, careful congideration be given by that co-
operative and the Departments of Agriculture con-
cerned to defining the risks and conditions which
will receive favourable consideration for cover
under such an insurance scheme, in order to en~
sure that the inclusion of such risks and con-
ditions will be compatible with the purpose and
object of crop insurance as outlined in Chapter

VI and that it will be possible to provide ade-

quate cover for them, bearing in mind the aim
of making this insurance scheme financially self-

supporting.

10.8.2,5.5 Should crop insurance receive finan-
cial assistance from the Government in this way,
consideration must be given to the withdrawal of
facilities for production loans in all districts
where the co-operative insurance scheme is infull
operation,

claims,

10.8.2.5.2 The Government shouldgrant approval

for the Land Bank to provide credit facilities
for the insurance co-operative at a reasonable
rate of interest to tide the co-operative over
periods when the total claims and other expenses
exceed income from premiums, provided that the
loans concerned are paid back as soon as possible
once conditions improve,

10.8.2.5.3 The Government should make a con-
tribution (in the form of a subsidy) towards de-
fraying administrative and appraisal expenses
under the scheme when claims are considered,
provided, however, that -

(a) such a concession is not faken to mean that
the Government assumes responsibility or lia-

bility for all the administrative and appraisal
expenses;

this contribution does not exceed a certainper-
centage of the business turnover of the in-

(1)

surance undertaking, i.e. the premium income
or payment of claims (whichever is the lower),

provided the total amount voted by the Govern-

ment in a particular year is subject to a
maximum;
(c) the Government must, before a start is made

with this contribution, be satisfied as to the
policy to be followed in sefting premiums and
paying claims, which should be based on ad-
vance planning on the strength of data sig-
nificant in the formulation of such a policy
with regard to insurance;

a_certain degree of selectivity is maintained
from the outset in the screening of applications
for insurance as regards farmers, areas, crops,
farms and production practices;

(d)
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10.9 CO-OPERATION IN AGRICULTURE: COM-
MUNAL USE OF EQUIPMENT AND CO-
PARTNERSHIPS (See Chapter IX)

10.9.1 Conclusions

10.9.1.1  On account of the rapidly rising capital
demands which the increased use of mechanical
and technical aids is making on the farming in~
dustry, together with growing debt ratios and high
rates of interest, the size of their farms is ham-
pering many farmers to an increasing extent and
pushing up the costs which have to be incurred per
unit of production all the time,

The solution to the problem is to be found
largely in optimal utilisation, not only of the soil
and other natural resources, but also of the
available labour and agricultural machines, This
calls for the adoption of the basic principles
of successful business in the individual farming
enterprise and in the industry as a whole. This
will undoubtedly lead to the establishment of larger
farming units and/or the communal use oftractors
and equipment, Therefore, it is essential that, if
agricultural mechanisation in South Africa is to be
successful, smaller farming units should be grouped
together systematically or some form of organised
purposeful production co-partnership should be
created among farmers with a view to the com-
munal use of tractors andagricultural implements,
in order to ensure optimal utilisation,

10.9.1.2  The creationoflarger farming units, i.e.
the enlargement of smaller units into units meeting
the requirements for optimal efficiency in the use
of machinery, labour and capital, raises so many
problems in practice, however, and is expected to



take 80 much time, that it is doubtful whether the
problem can be solved within a reasonable period
in this way alone,

10.9.1,3  Since there is an alarmingly large num-
ber of farming units which are uneconomic and
which are threatening to become virtually State-
subsidised farming enterprises, the time has
come for serious attention to be given to making
these units economic wherever possible. Under-
sized farms can never provide a decent living for
their occupants, The aim should therefore be to
integrate them with other similar units or at least
to link them together. This will make it possible
to avert or at least relieve considerably the burden
imposed by modern technology with its increasing
mechanisation and unproductive labour. The mec~
hanisation -labour rationin South Africa is serious~
ly hampering agriculture and is becoming worseas
time passes. The resultant cost burden is back~
breaking: the implements become bigger and big-
ger, fuel and maintenance more and more expen-
sive and expenditure on labour relatively greater,

10.9.1.4 It appears that attempts have been made
to achieve greater co-operation in agriculture
and the communal use of expensive machinery
and equipment in very many ways, with varying
degrees of success., In many cases attempts have
been made to increase efficiency in the use of
agricultural equipment through mechanical ser-
vices such as those offered by private enterprise
or even by general or specialised co-operative
societies.

10.9.1.5 Local conditions would seem toindicate
that a system within the framework of the co-
operative movement in South Africa merits serious
consideration, particularly since this would make
the link-up with the rest of the co-operative move-
ment very easy. Greater co-operation in this way
would offer great benefits to small farmers in
South Africa who wish to make use of sucha
system and organise their enterprises along such
lines, particularly farmers in areas where enter-
prises are close together, for example, irrigation
areas, intensive fruit growing regions or peri-
urban areas.

10,9.1.,6 In the light of its findings as reported
on in Chapter X of its Second Report and in Chap-
ter IX of this report, the Commission has come
to the conclusion that the labour - mechanisation
question is so important to agriculture and thatthe
communal use of farm implements has so many
advantages in regard to mechanisation, labour and
capital, particularly for farmers on smaller pro-
duction units, that this matter merits the urgent
attention of all interested parties, especially the
farmers themselves,

10.9.2 Recommendations

10.9.2.1 The Commissiontherefore recommends
‘as follows: Organised Agriculture and the De-
partments of Agriculture must do everything pos-
sible to promote the communal use of farm im~
plements, to condition farmers to this idea and to
make the necessary adjustments to production
processes which would facilitate such co-operation.

214

10.9.2.2 The Department of Agricultural Tech-
nical Services (Division of Agricultural Engineer-
ing) and the Department of Agricultural Eco-
nomics and Merketing (Division of Agricultural
Production Economics) must make an exhaustive
study of the whole question of using agricultural
machinery on a communal basis., The above-
mentioned Divisions must be expanded appropriate~
ly so as to be able to undertake and pursue such
studies to promote ever greater efficiency in as
many respects as possible as the technological
pressure on agriculiure increases.

10.9.2.3  Particular attention must be given to
extension in agricultural mechanisation and es-
pecially in the communal use of agricultural
equipment,

10.9.2.4 Government and semi~Governmentcre-
dit institutions must give sympathetic consider-—
ation to possibilities of providing financial back-
ing for such mechanisation systems, andto adapting
procedures in this regard to the circumstances and
needs of such systems,

10,9.2,5 Consideration must also be given to
ways of encouraging private contractors to pro-
vide mechanical services for farmers where very
expensive equipment is required, e.g. for har-
vesting crops, earth moving and so forth. Con-
sideration should be given to the granting of suit-
able credit facilities to such contractors in cases
where agriculture would benefit by this to a con-
siderable degree. As itis essential thatcontractors
should be assured of stability in their operations
where contract work is performed by expensive
machines, farming communities should endeavour,
in their own interests, to arrange matters among
themselves so that contractors are encouraged to
continue such services on a firm basis,

10,9.2.6 As the communal use of agricultural
equipment is considered to be particularly im-
portant and promising in the case of irrigation
farming on small plots where the supply of water
offers considerable opportunities for the adaptation
of production operations, special attention must be
given in planning new irrigation areas to laying
out plots and devising farming systems in such
a way as to create the optimal opportunity for
communal mechanical services, The Departments
involved must adopt this aim as a matter of policy
and must make special provision for the communal
use of agricultural equipment even in the initial
stages of irrigation schemes, focusing their studies
on this aspect in any pilot development projects

* that may be laid out.

10.9,2.7 The Commission is convinced that
greater co-operation in agricultural production
within the frame work of the co-operative move-
ment in South Africa can be very beneficial, es-
pecially to small farmers, However, success can
be assured only if provision is made in the co-
operative system for a small number of partici-
pants and for selective membership.

In this regard the Commission recommends
as follows:




10.9.2.7.1 Provision must be made within the
framework of the Co-operative Societies Act, 1939
(Act 29 of 1939), for co-partnerships between

co~-operative agricultural company is "to carry

on farming or any farming operations for or on
behalf of its members on a co-operative basis",

farmers on a co-operative basis, if necessary
with appropriate provisos with regard to taxable
income.

10.9.2.7.2 To this end the above-mentioned Act

10.9.2.7.3 The co~operative co-partnership

scheme must be integrated into the existing co-
operative structure in order to ensure that the
new co-operatives do not overlap the existing

must be amended so that membership can be re-

co-operatives and that the greatest benefit is de~

duced to two persons in cases where the main ob~

rived from the services offered by local co-

ject of the co-operative agricultural society or
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operatives.



CHAPTER XI

BROAD APPROACH TO AGRICULTURAL
DEVELOPMENT

The Commission felt that, to be able to execute
its task, it would have to cover a wide field and
investigate in some detail a great number of
importance to its inquiry., The angle from which
there matters were studied was that, essentially,
agriculture has to fulful what may be termed a
threefold function, namely: to supply food and
raw materials, to assure a living for the farming
community, and to exploit natural resources in
such a way that they will be conserved to meet
future requirements. The Commission satisfied
itself that a sound agricultural system is essential
to the economic prosperity of South Africa. In
an analysis of this matter it was pointed out that
it was only about the middle of this century
that agriculture became fully commercialised, Yet,
in spite of the vagaries of nature and in spite
of several serious setbacks, the industry had in
this short time already succeeded admirably in
supplying local requirements economically and in
earning considerable amounts of foreign exchange,
In this respect the agricultural sector has been so
successful that there is full justification for re-
garding it as one of the Republic's key industries,

An analysis of the position as regards the other
two functions which agriculture has to fulful
revealed, however, that developments in this con-~
nection have in many respects not been as favourable
as those in the supply of foodstuffs, raw materials
and commodities, Various shortcomings were re-
vealed, many of which could be traced back to the
distant past, while others must be ascribed to
changed conditions in the last few decades, On
the basis of the information obtained on the
technical, economic and social aspects, the Com-
mission in the course of its wide~ranging investi-
gations wherever it had gained clarity on the steps
which should be taken; in other cases it identified
definite shortcomings in specialised areas, but
felt that these matters could best be investigated
further by some other body of experts.

In preparing its Interim and Second Reports,
the Commission concentrated mainly on the pro-
blems which arise on the farm and which ought
to be remedied there.

Having completed its inquiry, the Commission
is satisfied that economic stability in agriculture
cannot be achieved with farming enterprises which
manifest an extraordinary degree of biophysical
instability as a result of serious defects infarming
practices and structural weaknesses, The Com-
mission therefore considers the matters mentioned
below to be of so much importance to agriculture
that it is essential that they should receive the
immediate and earnest attention of all farmers
and other interested parties.
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Drought is one of the oldest problems in South
African agriculture, particularly in the extensive
livestock regions. This is a problem which could
be solved to a large extent by sound grazing
practices, resting of wveld, the production and
storage of fodder reserves and the planting and
judicious use of drought-resistant crops - all
practices which form an integral part of conser-
vation farming, What has perturbed the Com-
mission however, is that on many farms, even
those that are very prone to drought, very little
justice is done to these precautionary and con-
servational practices, with the result that with
increasing deterioration and overtaxing of the
natural resources such farms are becoming more
vulnerable to droughts and the farmers concerned
tend to lean more heavily on State aid which,
they expect, will make up for the deficiencies
which are inherent in their farms.,

The Commission is convinced, moreover, that
the future of agriculture in South Africa depends
almost entirely on the progress which eachfarmer
can make in adopting systems on his farm which
aim at conservation and optimal utilisation of
the soil, water and pastures, However, the Com~
mission had no option but to conclude that in
this regard there are still too many farms in
this country which leave much to be desired.
The Commission considers this mafter to be
so important that in several cases where State
aid in the form of special credit facilities or
subsidies was being considered it had to recommend
that before an application for credit can be given
sympathetic consideration the applicant must satis-
fy the Government or semi-Government credit
institution that he is practising conservation far-
ming of a satisfactory standard,

It has also been found in many areas that
farming systems - particularly crop production -
are so badly adapted to the soil and climatic
conditions of the area or farm concerned that
the yields are subject to excessive fluctuations,
This not only gives rise to big fluctuations in
the income from such enterprises, but also has
an adverse effect on branches of farming such
as stock farming, which is much better suited to
such areas and should have been the main source
of income, In view of these findings, the Com-
mission considers it essential that everything
possible should be done to promote better-adapted
farming systems and has made important recom-
mendations on soil and climatic studies, regional
planning and financing arrangements which would
make it possible to achieve optimal adaptedness
which is considered important for stability in
agricultural production. However, the Commission
had to come to the conslusion that wide fluctua-
tions resulting from ill-adapted crop production
systems cannot be eliminated satisfactorily by
economic measures, nor by a crop insurance
scheme,



Furthermore, various serious defects have
been found which lie at the root of the problem
of uneven distribution of income, a phenomenon
which has become so noticeable in South African
agriculture.

The Commission noted with concern that a
very large part of the total number of farming
units in the Republic are so undersized as to
be non-viable. With its economic, biological and
sociological ramifications, this question of uneco-
nomic farming units is threatening the healthy
continued existence of agriculture in the Republic
of South Africa and is regarded as one of the
greatest problems with which the industry is faced
today.

To make matters worse, there are the great
differences between the results attained by farmers
who display good managerial ability and business
sense and the results of farmers who, under
similar conditions, do not run their farms so well,

The differences arising from the great disparity
in farm sizes and in managerial ability are re-
garded as the main factors responsible for the
strikingly uneven distribution of income in agri-
culturé. These findings emphasise the need for
training in agriculture and in farming business.
Unfortunately, information furnished to the Com-
mission indicates that the support received by
the training facilities offered by the Department
of Agricultural Technical Services at its five
agricultural colleges and through numerous wider
and special courses is far from satisfactory and
that better use could also be made of the various
extension services and the results of research.
In this regard the Commission also found, more-
over, that knowledge of business management in
farming is particularly defective and that the
economic extension services to remedy this state
of affairs are largely inadequate, The Commission
has spotlighted this in various parts of its reports
and has made recommendations on how this defi-
ciency can be rectified, also indicating what can
be done when it comes to financing,

The Commission is aware that up to the pre-
sent machanisation has made a considerable con-
tribution to horizontal development and increased
production in agriculture, especially during the
last two decades., The information on the rate
at which agricultural mechanisation took place
in that period isheartening, particularly when com-~
pared with the rate at which agricultural industries
were mechanised during the same period in the
various developed countries of the Western world.
But the Commission's attention was also directed
to various less favourable phenomena which accom-
panied mechanisation or were aggravated by it,
phenomena which demand urgent attention for
several reasons, The most important point is
that there are signs of poor maintenance of farm
implements, as is evident from the heavy expen~
diture on repairs and maintenance,
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The Commission was disappointed to learn,
however, that the productivity of labour the far-
mer's own. productivity as well as that of hired
labour} in South Africa, unlike many other coun-
tries in the Western world, increased relatively
little during this period of rapid mechanisation.
This creates special problems in South Africa
owing to the heavy expenditure on the maintenance
and repairs of farm equipment, the high percentage
of small farms in the Republic, the fairly strong
tendency towards overmechanisation on account
of the South African farmer's strong individualism
and the special situations as regards the White -
Non-White ratio in rural areas. The Commission
considers that this should as soon as possible
receive the urgent attention of every farmer and
all other interested bodies and authorities, offi-
cial and non-official. Everything possible must
be done to increase the productivity of all labour
{the farmer's own productivity and that of hired
labour), to achieve greater efficiency in the use
of farm implements and to achieve greater rational-
isation in agricultural mechanisation.

In regard to the last-mentioned point, the
Commission was struck by the fact that in Western
countries heavy emphasis is laid these days on
the effects of the scientific and technological
revolution on agriculture; the increasing demands
made on the farmer in respect of knowledge,
managerial ability and capital; and the adverse
effects on less competent farmers and those with
non-viable farming units. Apart from special
measures to consolidate agricultural holdings and
enlarge farming units, recourse is being had
increasingly to greater co-operation among far-
mers, the communal use of farm implements
on a larger scale or partnerships among farmers
on a co-operative basis., It is foreseen that this
will pave the way to greater co-operation in
agriculture -~ which is one of the best ways
of achieving optimal use of machinery, labour
and capital, It offers farmers, particularly those
with smaller farming units, special opportunities
to keep going despite the increasing pressure
of technological development and rising costs,
enabling them to tide themselves over such periods
and gradually improve their position. The Com-~
mission found that there are already many co-
operative undertakings in South Africa which offer
auxiliary services in regard to a variety of
agricultural production processes. The extension
of the communal use of equipment and partnership
in farming is, however, considered to be so
important - particularly to the smaller farmers -
that the Commission gave special attention to
this matter and made several recommendations
on ways of bringing about greater co-operation
in agriculture and of supporting it financially.

Closer analysis of the factors underlying the
problems experienced in South African agriculture
revealed that these problems are basically of two
kinds: those with which the less successful farmers
(e.g. the ones who are poor managers, or have
undersized farming units, or whose farming sys-
tems are ill-adapted, or who make inadequate pro-
vision against droughts, or who fail to take proper
soil conservation measures) have to contend and
those which beset the more successful farmers,
i.e, the ones who are not hampered by structural
defects in their enterprises or by serious personal
shortcomings.



After thorough consideration of the conditions
responsible for instability in agriculture and the
uneven distribution of agricultural incomes, it
was found that major concessions in the granting
of credit or in the form of subsidies or price
concessions to bolster the weaker farming enter-
prises would not be the solution to their problems,
nor would such measures remove the managerial
and structural defects in such enterprises. Finan-
cial relief measures cannot be successful while
the managerial ability of these farmers and the
structural pattern of such farming units show
such serious defects. What is needed first and
foremost in such cases is agricultural reform.
This is regarded as part of a broader programme
of rural reform which calls for a separate inves-
tigation approached from a social as well as an
economic point of view. This task has now been
entrusted by the Minister of Agricuiture to a
special committee on rural reform which has
recently started its activities.,

The Commission realises, however, that mea-
sures to promote rural reform will take a con-
siderable time before they have any marked effect
on the small farmer's prospects of making a
living, In view of the fact that many of these
farmers wiil in the mean time have to go on
trying to make a living on such small units,
the Commission in the course of its investiga-
tions gave constant attention to those aspects
considered important to such farmers,

When attention was focused on the need for
farming systems designed to prevent the adverse
effects of droughts, based on the conservational
use of natural resources and optimally adapted
to local soil and climatic conditions, it was pointed
out that such systems would be the best way of
protecting farming enterprises against excessive
risks and the best way of guarding against marked
fluctuations in farming income - objectives con-
sidered to be of decisive importance particularly
for farmers who have to operate small farms.

The Commission is satisfied, furthermore, that
the prospects of making a living on small farming
units could also be improved appreciably if the far-
mers concerned made a special effort to improve
their farming practices and managerial ability, es-
pecially as regards the quality of farmanimalsand
crops, production processes, the use and care of
farm equipment, their own labour contribution, the
use to which they put hired labour, and business
sense,

It is therefore considered to be most important
that such farmers should take the trouble to make
better use of the training, extension and other
auxiliary services offered by the Departments
of Agriculture, that Dbook-~keeping should find
for wider application among them, and that the
communal use of expensive agricultural equipment
(particularly the more expensive machines) and
partnerships in agricultural production on a co-
operative basis should be strongly encouraged
among them,
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Several of the Commission's recommendations
on agricultural financing are aimed at assisting
deserving small farmers experiencing difficulties
as a result of circumstances beyond their control
in such a way that they can afterwards regain
economic independence, To achieve this, the Com-~
mission considers it essential that such assistance
in agricultural financing should be conducted on a
business and merit basis, that it should be accom~
panied by economic extension services and that
the borrower should have to comply with certain
requirements relating to planning, farming activi-
ties, book-keeping and management, all of which
are considered to be of cardinal importance to
successful farming,

The Commission is of the opinion that any
financing and marketing policy that may be de-
cided on for agriculture should be based on eco-
nomic principles applicable to enterprises run on
a structurally acceptable basis and at a nothing
less than average level of efficiency as regards
labour, mechanisation and capital. In preparing
its Third - and final - Report the Commission
therefore concentrated on such economic measures
as are considered necessary to prevent the pro-
gress of such deserving farmers being hampered
by shortcomings in production, financing and mar-
keting conditions to such an extent that their enter-
prises cannot keep pace with the rate of progress
as stimulated by technological advances and to
enable them to meet the increasing demands of a
rapidly growing economy.

From this angle the Commission made a
thorough study of agricultural financing as re-
gards the granting of credit, State aid schemes,
the marketing of agricultural products and crop
insurance and made numerous recommendations
on these matters, as summarised in Chapter X
of this report.

Considering the circumstances responsible for
the instability in agricultural income, the uneven-
ness in the distribution of personal farming
income and the high incidence of uneconomic
farming enterprises, the progress made by the
more successful farmers in South Africa on
economic farming units during the post-war years
can only be described as phenomenal., This is
borne out by data which the Commission received
recently and which shows, among other things,
that about half of the country's farmers have
been responsible for no less than about three-
quarters of the total agricultural output.

There can be no doubt that the contribution
made by these more successful farmers to agri-
cultural production justifies a policy in respect
of financing and certain other economic measures
which will take due account of their share in the
national economy,

Having studied the available information on
agricultural credit in depth, the Commission is



satisfied that the position of the agricultural sec-
tor as regards agricultural credit is not so
critical as to necessitate drastic changes in the
present systems or policy with regard to credit,
However, the Commission found that the agri-
cultural sector has a very real need for more
adequate medium-term credit facilities that are
better adjusted to the sector's special require-
ments, Important recommendations were made in
this connection.,

The Commission is of the opinion that the
recommendations on steps which are mainly eco-
nomic and are aimed at supporting agriculture in
some way or other will not produce results that
will really be of lasting value, even in the case
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of the more successful farmer, unless the prin-
cipal recommendations of the Commission in
its Interim and Second Reports are implemented
on every farm -recommendations aimedat sounder
farming systems, better conservation practices,
good management and biophysical stability and
at a structurally sound basis for agriculture.

In conclusion the Commission therefore con-
siders it important to emphasise its deep con-
viction that the recommendations made in this
its Third Report will succeed in achieving their
objects only to the extent to which the recom-
mendations contained in its Interim and Second
Reports are implemented,
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ANNEXURE A

MEMORANDA RECEIVED BY THE COMMISSION

Afrikaanse Handelsinstituut

Afrikaskop Farmers Union (Harrismith)

Agricultural Unions of Lindley, Petrus Steyn,
Steynsburg, etc.

Agter~Pakhuis Farmers Union

Albert Farmers Union (Burgersdorp)

Balmoral Farmers Union

Banana Control Board

Barclays Bank D,C.O.

Beef Producers Union: Natal, Zululand, etc.

Blyde-~Olifants Farmers Union

Boereversekering (Paarl)

Boland Agricultural Union

Brakkloof Farmers Union (Swartruggens)

Brandwag Farmers Union: Mossel Bay

Bredasdorp~Napier Co-operatives, Farmers
Union, etc.

Bronkhorstspruit District Agricultural Union

Buffelshoek Farmers Union (Graaff Reinet)

Bureau of Standards

Canned Apricot/Peach Control Board

Centabak of S,A.

Chicory Control Board

Chief Extension Officer, Gordonia

Chief Extension Officer, Nylstroom

Chief Extension Officer, Vryburg

. Cilliers, Prof. S.P.

Clark Cotton Co. Lid., J.L.
Co-operative Advisory Board
Dairy Industry Control Board
Deciduous Fruit Board

De Kock, H.J. (Queenstown)

. Dept. of Agricultural Economics & Marketing

(Co-operation in Agriculture)
Departments of Agriculture (Drought)

. Departments of Agriculture (Technical-bio-

logical, Economics)

Department of Bantu Administration and De-
velopment (General)

Department of Bantu Administration and De-
velopment (Labour)

Department of Coloured Affairs

Department of Forestry

Department of Indian Affairs

De Swardt, S.J, (Crop Insurance)

De Wet, 1.J. (Sterkstroom)

Director: Karoo Region(Dept, Agric, Technical
Services)

Director: O.F.S. Region (Dept. Agric. Tech-
nical Services)

Director: O.F.S.Region (Dept. Agric, Technical
Services) ~ Co-op, Mech,

Division of Nature Conservation (T.P.A.]

Donaldson, C.H. (Armoedsvlakte)

Dried Fruit Control Board

Dry Bean Board

Dunell Ebden & Co,

East Coast Agricultural Union

Fastern Agricultural Union

Eastern Province Agricultural Union{Taxation)

Economic Advisor: Prime Minister

Egg Control Board

Egg Control Board (Minority Opinion)

Egg Production Industry

E.S.C.O.M.

Farmer Group: Ermelo

Farmers: Randburg Electoral Division
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59, Farmers' Co-operative Union
60. Fertilizer Society of S.A,
61, Gouse, M.T. (Jamestown)
62, Grosskopf, J.F, W, (Univ, Pretoria)
63. Halfgewonne Agricultural Union (Bethal)
64, Hammonia Farmers Union (Ficksburg)
65, Hugo, W.J. (Karoo Region, Dept. A,T.S.)
66, Imperial Cold Storage Litd.
67. Institute: Combating of Water Contamination
68. Institute of Market Masters
69, Karoo Agricultural Union
70. Kleynhans, F.J, (Tin Mines)
71. Knapdaar Farmers Union (Burgersdorp)
72, Kolbe, Prof, F.F.H.
73. Kreuttzner, AW,
74, Kuschke Agricultural High School
75. K.W.B,
76, Kwelera~Gonubi Soil Conservation Committee
77, KW, V,
78, Labuschagne, A,F, (Pretoria)
79, Landbank (Extent of assistance to farmers)
80, Landbank {General)
81, Lombard, Prof, J.A. and co-operators
82. Lucerne Seed Control Board
83. Maize Board
84, Malcomess Ltd,
85. Management Committee: Nationalist Party,
Lichtenburg
86, Maree, R,P, {Ventersdorp)
87. Marikana Farmers Union
88. Marquard District Agricultural Union
89. Meat Control Board
90, Midlands Agricultural Union
91, Mohair Control Board
92, Moreland Molasses Co. Litd,
93. Motor Industries Federation
94, Murray, C.A.
94(a) Murray, C.A. & Strydom, J.C. (Fison's)
95. National Institute for Water Research
96. National Karakul Farmers Union
97. National Parks Board
98, National Council of Women
99. National Veld Trust
100, National Wool Growers Association of 8. A.
101, Natal Parks, Game and Fish Preservation Soc.
102, Natal and Griqualand Fresh Milk Producers
Union
103, Neethling, J.C. (Dept. Agric. Econ, & Mar-
keting - Labour & Mechanisation)
104, Netherlands Bank of S,A,
105, North-Eastern Agricultural Union
106. North-Eastern Cape Province Agricultural
Union
107, Northern Cape Province Agricultural Union
108, North~-Western Agricultural Union
109, O.F.S. Agricultural Union & Sentra-Oes. (Crop
Insurance)
110, Oilseeds Control Board
111, Old Mutual
112, Omnia Agricultural Investments Ltd.
113, Orange River Agricultural Union (Co-op. Use
of Implements)
114, Orange River Agricultural Union (Drought
Relief)
115, Orange River Agricultural Union (General)
116, Organic Soil Association of S.A.
117. Phillips, Prof, John F.V,
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121,
122,

123,
124,
125,
126,
127,
128,
129,
130,
131,

132,

133.
134,

135,
136,
137,
138,
139,
140,

141,
142,

1,

3.

4-

5,

Pietersburg District Agricultural Union

Postmasburg-Langberg Farmers Union

Potato Board

Registrar of Co-~operatives

Research Institute: Veterinary;
poort: Dept. A.T.S,

Robertson Farmers Union

Rooibos tea Control Board

Rorich, A, (Controlled Marketing)

S.A. Cane Growers Association

S.A. Cotton Textile Manufacturers

S.A, Federated Chamber of Industries

S.A. Fruit & Vegetable Canners Association

S.A. Co~operative Citrus Exchange

S.A, Agricultural Union (Comprehensive Crop
Insurance ~ 1st Report)

S,A, Agricultural Union (Comprehensive Crop
Insurance - 2nd Report)

S.A, Agricultural Union (General)

S.A, Agricultural Union (Reconstruction:
Droughtstricken Areas)

Onderste-

S.A, Agricultural Union (Debt Position of
Farmers)

S.A. Agricultural Union (Debt Survey of Far-
mers)

S.A, Maize Producers Institute (Devaluation)
S.A. Maize Producers Institute (General)
S.A.N.L.A.M.

S.A. 0Oil Producers (Central Co-op. Ltid.)
S.A.8.K.0O.

S,A, Sugar Millers' Association
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144,
145,
146,
147.
148,
149,
150,
151,
152,
153.
154,
155.
156,
157,
158.
159,
160.
161,
162,
163.
164.
165,
166,

167,
168.
169,
170,
171,

S.A. Timber Growers' Association

S.A. Wool Board

S.A. Wool Commission

S.A. Wool & Mohair Brokers Association

Southern Africa League

Southern Lowveld Farmers' Union

Spoel, N, (Cold Storage Commission, Rhodesia)

Standard Bank of S.A,

Southern Cape Province Agricultural Union

South-Western Agricultural Union

Toikon Study Group

Town Council of Krugersdorp

Transkei Dept. of Agriculture

Transvaal Agricultural Union

Tree Planters Club (Kestell)

Truter, J.W. (Kommodagga)

Umvoti Agricultural Society (Greytown)

Van den Burgh, A, (Middelburg, Cape)

Van der Merwe, J.P, (Dept, A.T.S.)

Van Rensburg, F.C. (Vredefort)

Viljoen, A.C, (Highveld Region, Dept. A,T.S.)

Volkskas

Vryburg Farmers Union (General)

Vryburg Farmers Union (Stock Drinking Pro~
blems)

Vryburg Study Group

Wessels, J.J, (Johannesburg)

Whitlock, L.F. (Dept. A,T.S.)

Zeecoro River Soil Conservation Committee

Zeerust District Agricultural Union (Mining
vs, Agriculture)

ANNEXURE B

OTHER DOCUMENTS CONSULTED BY THE COM-~-
MISSION

Department of Agricultural Credit and Land
Tenure - Financing of the Agricultural Indus-
try by the Government in accordance with the
Act on Agricultural Credit, 1966,

Hattingh, H.S. (Dept. Agric. Econ, & Market-
ing - Economics of the Stock Reduction
Scheme)

Hattingh, H,S. (Dept. Agric. Econ, & Market-
ing - Co~operative Production)

Highveld Region (Dept. A,T.S. - Drought Con-
ditions)

Kotzé, Prof, H.A. (University of O.F.S, -
Farming Companies)

8.

9.

10.

11,
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O.F.S. Region (Dept. A,T.S, - Drought Condi-
tions)

S.A, Agricultural Union (Extension of Landbank
Services)

Transvaal Region (Dept. A.T.S, - Drought—
stricken Areas N.W, Tvl,)

Transvaal Region (Dept. A.T.S. - Veld Condi~
tion Classes: Disaster Areas)

Transvaal Region (Dept. A.T.S, - State Aid to
Farmers)

Transvaal Region (Dept. A,T.S, - Veld Condi~-
tions: Drought Areas)



