¢ What can we expect?

» The big THREE

« What could happen to major agricultural commodity
prices

» Action plan?

Prof Johan Willemse
Agricultural Economics.UFS
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IT IS INCREASINGLY DIFFICULT TO
FORECAST THE FUTURE

“You aegtethefuture- by livingit”
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Prof. Thompson - 168 IfMA Congress - Cork, Ireland, 15-20% July ZUU'{
Huge Growth in Food Consumption
Expected from Economic Growth

Source: World Bank. World Development Indicators database
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Food demand continues to cﬁsangé

Income development

Diet food,
functional food,
organic food

Fresh & convenient,
segmented meals

Prepared meals, SA
snacks

Eggs, meat, dairy,
sugar, processed
mass-marketed food,
soft drinks

atln America

Carbohydrate staples
(grains, roots, tubers)
Source: A Jooste, P Taljaard. Lek. UV

Surviving Mass-market  Convenience Quality High tech
Foodservice Individualized
Food perception
Snacking Health
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Source : Prof.RL Thompson — 16 IFMA Congress — Cork, Ireland, 15-20 July 2007
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RISING PER CAPITA INCOMES DRIVE
SUPERMARKET GROWTH AND “POWER”
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Sub prime issues and the US economy

« US Home loans= 0% deposit (no equity); capitalize interest in first 5
years (low interest rate cycle)

« Investment bankers-securitized home loans and sold to
“investors’/banks etc

« This sub prime loans became bankable assets

« High interest rate cycle, repayment-house prices dropped, home
owners walked away- no equity!

* Banks-sub prime assets(60-70% of value on balance sheet ) remember
banks has low equity(10-15%)-banks bankrupt? No money available to
banks (but must maintain capital ratios!)-credit squeeze!

« Rising interest rate cycle —banks in trouble-credit squeeze-interest rate
margins in markets widened substantially ( 2% plus)=Banks must sell
“assets/sub prime loans) to maintain ratios-but "asset” prices drop to
reflect real value....

« Fed Reserve bank- (fighting inflation with higher interest rates?)

=Action- drop interest rates-pump money into system to keep asset
prices stable and banks afloat

= US and European banks need capital = supplied from Arabs/China
Inflation vs keeping afloat...

* SAlncreasing interest rates........
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USA dropped interest rates —increased liquidity to support asset prices, but
speculation on "carry trade” and the R/$ strengthen
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Dollar Cycles
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FINANCIAL MARKET TURBULENCE: ROCKY RIDE FOR THE ADVANCED ECONOMIES.

Box 1.1. Is There a Credit Crunch?
Where Are We Now?

Signals that a credit squeeze is now under
way include tightening bank e stan-
dards and lending spreads. a large increase in

risk premiums in capital markets, and sharp typically corsidered the most creditworthy,
contractions in hath bank and capital market reflecting a significant leftward shift in the
credit relative to real CDP growth. The muta- supply of credit by both financial institutions
tion of a squeeze into a crunch could be and investors

Fallowing the onset of the current finan-
cial market turbulence in August 2007, bank

indicated by an Increase in risk premiums for
all categaries of borrowers, including those
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Figure 1.11. Global Outiook
{Real GOP: percent clhiange Fom & year aga)
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2003, Among the sdvanced sconomies, growth would sk the most in the Urited
States, dipping inlo recession, buk ectivity in the eurc ares and Japan would also
moderate. Growth in emerging and developing economies would ease but remain at a
rapid pece, with continued strength across all regions.
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Some regions have strong growth, but inflation ...
Other regions have problems and inflation.....
Inflation is with us-with high or low interest rates
Interest rate policy in SA???

What is your business strategy....
10 —Domestic Demand Growth -

7 —Headline infation
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Reserve bank integrity ...inflation targets & higher interest rates & foreign
exchange......
But with sharp economic decline and consumer demand ?
Or...

Populist (USA) approach-money supply and inflation & job protection....
with lower interest rates??  o1an willemse 2008
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Table 1: Summer grain crops domestic S
production value (R mill. esti ) &
Marketing years 0\}‘\
2007/08 | 2008/09 @
Maize 7810 | 17120 o«
Sorghum 176 382 &
Sunflowerseed 750 | 3465 N
Soybeans 349 1128 &
Groundnuts 232 567 {&‘»
Dry beans 160 442 ¥
TOTAL 9477 23104

Excludes commodity import values R21,6 Bn.
Table 2: Increase in input costs (R mill)

Production years

2007/08 | 2008/09*

Fuel
Fertilizer
Repairs
Animal feed
TOTAL

6200 | 11000
4200 8000
5000 8000

13165 | 20000
28565 | 47000

Johan Willemse 2008

Current commercial farming
Is high energy input farming
Input costs doubled past year
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Land bank and financing requirements?

GRAFIEK 1: Landbankvoorskotte aan kodps

OIL : The story.
biofuels & energy requirements
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14/04/2008 21:45 - (SA)(Beeld)

Hongersnood, geweld en ekonomiese onstabiliteit.
Dit, waarsku die Verenigde Nasies (VN) se voedsel-
en landbou-organisasies (FAO), gaan die gevolg wees

van stygende voedselpryse.

Die prys wat die armste lande vir graaninvoer betaal,
kan met 56% styg, sé die FAO. In Lesotho, Swaziland,
Zimbabwe en 30 ander lande wat deur die FAO as
krisisgebiede bestempel word, kan die
graaninvoerrekening met tot 74% styg.

Die Wéreldbank verwag dat die prys van voedsel tot 2015
hoog sal bly.
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TABEL : Regeringsoptrede

. Uitvoerbelasting op landbouprodukte
. Uitvoerkwotas en permitte
Afskaffing invoertariewe

. Beperkings op winsmarges (handelaars) \
. Opheffing van belasting op voetlselverkope (BTW) ]

. Subsidies op voedselpryse

. Landbou-insetsubsidies

Bron : VN Voedsdl en Landbou-organisasie, April 2008
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SA agricultural product imports (2007/08)

Product Imports Estimated
(12 months) import costs
‘000 ton R million
Yellow maize 1250 3000
Wheat 1450 4000
Oil meal 1200 2400
Vegetable oil 800 7500
Red meat 72 1100
Poultry meat 300 3600
Total - 21 600

® SA became a nett importer of a number of commodities, that can be
produced locally - estimated costs of product imports = R21,6 bn

® Agriculture could produce a substantial amount of the imported products

® Reduced export earnings / income results in substantial economic losses in
rural areas, with GDP multiplier of 1,5

® Rural areas in process of becoming poorer - reducing economic growth
opportunities
Johan Willemse 2008 47
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Economic multipliers
GDP multiplier :
value added
Production Agriculture =1,51 All sectors = 1,5
Household income multiplier :
household income
Production Agriculture = 0,89 All sectors = 0,98
Labour multiplier :
employment
Production Agriculture = 24,17 All sectors = 8,16

® Agriculture: Equal performance to total economic growth multiplier
Labour multiplier 3 times better than rest of economy
Household income multiplier, equal to total economy
and larger for low income household

Source : SA Agricultural Sector Review — Evaluation of changes since 1994
(Chapter 13, Sectorial Multipliers), NDA, 2004
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Region-net importer of agricultural commodities

Source:FAO.,February 2008
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Argetina: export taxes
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World bank policy suggestions

2.1 Ensuring household food security via targeted safety nets
First best options to address food insecurity include targeted
cash transfers to vulnerable groups

2.2 Ensuring household food security by lowering domestic
food prices

First best options to lower domestic prices include reducing
tariffs and other taxes on key staples

2.3 Measures to stimulate a medium-term food grain supply
response

While higher grain prices are clearly a burden to poor net
purchasers of food, they also present an opportunity to
stimulate foodgrain production and enhance the contribution of
agriculture to mediumrun

growth.
Source:Worldbank report , April 08
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Michael Hamlyn

Cape Town - The government is planning to intensify production of wheat, maize, soya and
milk, according to the Land and Agricultural Minister Lulama Xingwana.

The programme is to be part of the government® response to the global escalation of food
prices. She told MPs in the course of a debate on her budgets in an extended committee of the
National Assembly that her departments had also embarked on a programme "to mobilise the
private sector to ensure that we look into mechanisms of donating food and addressing costs
of agricultural inputs, such as fertilisers, which impacts heavily on the subsistence and
emerging farmers".

The minister pointed out that higher food prices impacted negatively on the purchasing power
of poor households. "Thus it is important that our budget should also speak to providing
cushions to the poor," she said. "Our short-term intervention measures should ensure that
they provide safety nets for the poor.”

She told the house that cabinet had instructed the social and economic cluster departments to
expand on programmes that supported the vulnerable groups in our country.

"These include social welfare grants, starter packs for household vegetable production,
family gardens, and school feeding schemes as well as work for food projects under the
public works programme,” she said. "In addition, cabinet is considering proposals on the zero
rating of chicken, sorghum meal and selected baby foods."

Xingwana told members that an inter-departmental task team had been established by cabinet
and had conducted an analysis and identified various factors that contribute towards high
food prices in order to finalise an intervention strategy. <P."THESE

- I-Net Bridge
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Opportunities/Issues
» Economic world order changing
 Financial instability increase/funds?
» Exchange rate, inflation, exchange rate..

» Energy issues will increase-opportunities
and changes required...

» Food scarcity and high prices to continue

* SA & region importer of basic commaodities
Policy responses??

» Market forces and private sector initiative!
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