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ABSTRACT

The overall objective of the study was two-folddulstly to improve the success of rural
agricultural development in the North West Provi{BBVP) through the development of an
institutional framework and secondly, to quantifyetimpact of the proposed institutional
changes on the different agricultural sectors englovince. The development of an institutional
framework contributes towards the existing mechasiswvailable to role-players and decision
makers involved with rural agricultural developmerithe ability to quantify and simulate the
impact of changes in the institutional frameworldi@$ses the concerns of researchers that
theory is outstripping empirical research to anesstve extent in the field of institutional
economics. Furthermore, by simulating the impddhe proposed institutional framework, in-
depth knowledge on the economic impact of ruralcafjural development in the NWP was

gained.



In order to reach the first objective, a reviewdstuwvas undertaken of the principles of the New
Institutional Economics theory and how it relatesagricultural development in the NWP. This
was followed by a SWOT-analysis to identify the maigricultural opportunities and factors
inhibiting rural agricultural development in theogmce. From this, an institutional framework
was developed to create an enabling environmenufat agricultural development in the NWP.
The proposed institutional arrangements/improvemenmnclude amongst others: the
establishment of public-private partnerships betwegovernment, private sector and
communities, the introduction of rural finance syss, equity sharing schemes, integrated
research-training programmes and market accessig@u A strategic framework for the

implementation of the proposed institutions anditimsonal arrangements was also developed.

The second objective was achieved through the egin of two methodological approaches.
In the first approach, the economic impact of theppsed institutional framework was estimated
through a partial macro-economic equilibrium modalibrated to a Social Accounting Matrix
for the NWP. Different scenarios were simulatedhwhe land reform programme that served
as a proxy for calculating the impact of the praubsnstitutional changes. From this, the
baseline scenario assumed 30% of agricultural kemdg redistributed with a 20% success rate.
This scenario closely mimics reality in the prowencThe second scenario assumed a success
rate of 35%, with the success rate in the thirdhade being 50%. The main results from this
analysis include the quantitative impact of thedlaaform policy on the different agricultural

sectors of the province as well as the impact eftoposed institutional framework thereon.

The simulated results proved that development jgsli@.e. land redistribution) yield different
economy-wide impacts within the various agricultwab-sectors of the province. Results from
the baseline scenario show that the grain andeeitssectors of the province have the most
significant impact on the economy, reducing prodhGDP by 6.19% compared to the 4.19%
of the livestock sector. Moreover, under the aggtions of the baseline scenario, the grain and
oilseeds sub-sector will reduce employment oppdraswith 25 307, and government income

with an estimated R 160 million.



The rest of the scenarios confirm that the creatdbnan enabling environment for rural
agricultural development through the introductidrthee proposed institutional framework will
significantly reduce the impacts of developmentqes$. For example, in scenario 3 the grain
and oilseed sector reported a 3.19% decline ircéimeribution to GDP compared to the 6.19%
under the assumptions of the baseline scenarie. ifipact on employment opportunities is also

likely to decrease by 3% for every 15% increasth@success rate.

The second methodological approach entails thelleion of three sets of economic multipliers
(production, value added and labour). The caledlatultipliers were used to determine the
economy-wide impact of the proposed institutiomahfework. Despite numerous shortcomings
of economic multipliers, this analysis was perfodnte quantify the direct, indirect and induced
economy-wide impacts resulting from the proposestitutional changes. Results from the
multiplier analysis confirm the positive impact thtae creation of an enabling environment

might have on the proposed land reform policies.

The main conclusion of the study is that the latkbroper and functional institutions could be
seen as the main reason for the high rate of agatultural development failure in the NWP.
Thus, should government fail to address the idedtifnstitutional shortcomings, the success
rate of rural agricultural development will remai mere 20%, which will have severe
consequences for the economy and the rural peoplleei province. It therefore calls for the
creation of an enabling environment that will supporal agricultural development. This could
be achieved through the implementation of the psegoinstitutional framework; however,
commitment from all role-players involved in ruralgricultural development will be a

prerequisite for success in this regard.

Vi
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CHAPTER 1

Introduction

1.1 Background

The rural nature and diverse natural resource basige North West Province (NWP) provide

significant opportunities for growth and agricuildevelopment that would help to empower
small-scale farmers. Large amounts of taxpayershey have been invested in agricultural
development initiatives; but unfortunately mosttbém have not been successful. This has
increased pressure on government departments ik@ideh their promises made, as more and
more productive agricultural land has been virgusdiken out of production in the province.

Besides, most of the past development initiativegehsimply become poverty traps, which has
added to the economic hardship already experiebgadost people in the rural regions of the

province.

The unsuccessful development initiatives of thet pas also notable in the economy of the

NWP, which strongly exhibits the socio-economic lguna of the so-called firsand second

economies. According to Wills (2004), this socameomic dualism results in two key pressures

on the resource base that particularly affect suwsitde agricultural development and

productivity. They are:

* Unsustainable patterns of consumption and produdatiche developed economy; and

* Inequitable and unsustainable population and sodabelopment patterns which
characterise the developing economy. Rural uneynpat is in the region of 40% and the
poverty rate is high due to a lack of access toue®s, skewed ownership patterns and low

skills levels.

In addition to the pressures of the socio-econashniglism, other factors that have contributed
towards the marginal success of agricultural dgyaknt in the NWP include amongst others

the lack of post settlement support, lack of cagaeithin governmental departments, lack of
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training, and of access to inputs, markets anditcrasiwell as poor infrastructure. Furthermore,
the absence of proper governance, law enforcenhesalth care and access to basic services
reflect additional shortcomings or dysfunctionatitutions in the province that have contributed
towards marginal success in agricultural develogmenThus, unsuccessful agricultural
development initiatives in the NWP are mainly daehe lack of institutions and institutional
shortcomings. The situation therefore seems sirtolahat of other developing countries, with
the FAO (2007) who state that developing countaes characterised by a lack of proper
institutions when it comes to rural development.fdct, the FAO (2007) attributes the failure of

agricultural development in most developing cowstto a lack of proper institutions.

The impact of this lack of proper institutions andtitutional arrangements has been felt across
the political and social spectrum, with a genermgdeament that government’s development
initiatives to improve the livelihoods of previoystisadvantaged people, especially those
residing in the rural regions, is in severe diffi@s. Several programmes have been launched
by government in an attempt to rectify the failuogghe past, with most of these programmes
focussed on land and water laws as a means ofsgdgethe imbalances of the past (Wills,
2004). This highlights the growing concern aboctess of resources poor farmers to
institutional support services such as credit, @siten, access to markets (input and output), etc.
from which they have been eliminated for so longoreover, Valentinov and Baum (2008)
argue that alternative institutional structuredhtose in urban areas need to be put in place to
satisfy the needs of rural farmers, and subsequentprove the success of agricultural
development. This also applies to the NWP. Thas#tutions must facilitate a mechanism
through which government's development initiativesn be pursued in a successful and

sustainable manner.

In this context, the study will firstly focus onethinstitutional environment that confines small-
scale farmers and people residing in rural aredseoNWP. Following a review of institutional
economics and factors influencing agricultural depment, the study will make
recommendations on the institutional responsesinegjto improve agricultural development in
the NWP. The results of the first part (i.e. recoemdation on institutional responses) will be

use to quantify the potential impact on the econarhyhe NWP. Moreover, the latest land
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reform policy (i.e. redistributing 30% of agricuitdi land) will serve as a proxy for quantifying

the impact of the proposed institutional changes.

1.2 Problem Statement

Agricultural development has been targeted by tbetls African government as the main

mechanism for improving the livelihoods of the fysaor, and it has instigated various policies
and initiatives that focus on redressing the histdrinjustices of the past. The most recent
policy in this regard states that 30 % of all agjtieral land should be redistributed to previously
disadvantaged people by 2014. Besides, the NWPlawaxched the so-called “Provincial

Growth and Development Strategy” (PGDS), which &s&s on agriculture as a means of rural
development in the NWP. Thus, the latest poli@es initiatives suggest that agricultural
development, with land reform as one of the vebidéagricultural development, will remain

important initiatives from government in trying toake a difference (Deluis and Schirmer,
2001). However, past experiences confirm thatoereefits of development initiatives have not
translated into improvements in agricultural praduty or livelihood for the majority of

participants.

Over the years, government launched several suggogrammes to rectify the failures of
development initiatives in the NWP. These includesearch, technology development,
technology transfer, bulk infrastructure suppoend-care projects, land redistribution and
administration, food safety, food security inities, environmental impact assessments,
environmental planning, pollution control, biodisgy planning, wildlife trade and hunting
industry development and regulation and Human ResoDevelopment programmes (Wills,
2004). Despite these initiatives, agricultural elepment is still characterised by high levels of

failure in the province, resulting in a povertyprf@r most participating beneficiaries.

The failure of development projects and initiativesthe NWP could be ascribed to several
factors, most of which relate to the institutioealvironment within which small-scale producers
and beneficiaries found themselves. Accordingheotheory of “New Institutional Economics”

(NIE), the focus to enhance economic and socidbpaance will require that rural development
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initiatives are directed to four dimensions, nameBocial embeddedness, institutional
environment, governance structures and resouroeadibn. Thus, the framework for ensuring
successful development should be refocused alomgn#mtioned dimensions to target the root
causes of failure of development initiatives in Mi&P. This will allow for the development of
an institutional framework that will address theimiactors inhibiting growth and development,
contributing towards higher levels of sustainabdeelopment within the agricultural sector of
the NWP.

1.3 Objectives

The overall objective of the study is two-foldedstly to improve the success of sustainable
rural agricultural development in the NWP and selbpto quantify the impact of the proposed
institutional changes on the economy of the prawinklote that sustainable rural development is
reflected in the definition of the North West Ddpaent of Agricultural, Conservation,
Environment and Rural Development (NWDACERD, 2008)o state that: “Sustainable
development means the integration of social, ecoamamd environmental factors into planning,
implementation and decision-making so as to enthaedevelopment serves present and future

generations”.

In order to reach the overall objective, specitigeatives need to be reached, which include:

i. To review the literature on “New Institutional E@mics”, which will serve as a guideline
to develop an institutional framework that will f#tate sustainable rural agricultural
development in the province,

ii. To present an overview of the study area,

iii. To identify the main opportunities as well as chiafles and factors inhibiting growth and
development in the province,

iv. To recommend an institutional framework and suppttcture that will improve the rate of
success for sustainable rural agricultural develamm the province,

v. To quantify the impact of the proposed institutioctzanges on the economy.
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In achieving the above mentioned objectives, thdystvill add to the knowledge on institutions
and institutional arrangements needed to ensure rtival development is conducted in a
sustainable way in the NWP. Moreover, it will agisl the concerns of researchers that theory is
outstripping empirical research to an excessivergxin the field of institutional economics.
Hence, by simulating the impact of the proposedtirtgnal framework, in-depth knowledge on

the economic impact of rural agricultural developingill be gained.

1.4 Motivation

The picture portrayed of the institutional framelwsupporting rural agricultural development in
the NWP reflects a situation of ineffective indlibms and institutional arrangements. This is
mainly due to a failure in institutional design afallure to properly adapt to the wider
institutional environment. Valentinov and Baum@@pargue that improper adaptation could be
due to the fact that small-scale farmers requiter@étive institutional structures to those used in
urban areas to satisfy their needs. They furthgieve that rectifying the institutional
environment is the only means of addressing agtiall development in a successful manner.
Moreover, the OECD (2006) is of the same view, ggtjgg that there is ample room for
institutional innovation and change which could ipesly affect the process of development,

especially in rural areas.

Kherallah and Kirsten (2002) suggest that the NdEaiuseful framework that could help to
determine and initiate the institutions required itaprove economic performance and
agricultural development in developing countri€é@mamo (2006) is of the same view, arguing
that the NIE is well-suited to farming and answiéies “how-questions” that relate to institutional
development. Besides, Pande and Udry (2005) lgighthe need for a precise description of the
institutional arrangements required for successéyelopment. It is therefore clear that getting

the institutional framework right forms an integpalrt of ensuring successful development.

Moreover, Hubbard (1997) highlights that in theammics of institutions, theory is outstripping
empirical research to an excessive extent. Heoedéds by stating that because economic

institutions are complex, they do not lend themseleasily to quantitative measurement. There
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is thus a challenge to economists, which entais dbmplex task of measuring the effect of
prevailing institutions on development. The stwdyl therefore also attempt to quantify the

impact of the proposed institutional framework ba economy of the NWP.

1.5 Methodology and Data Used

In order to reach these objectives, the study eyspiloree different methodologies. Firstly, the
New Institutional Economics (NIE) approach is apglito serve as a guideline to develop an
institutional framework that will facilitate sustable rural development in the province.
Secondly, a SWOT analysis was conducted throughibuégions of the province to determine
the challenges and factors that inhibit growth aanstainable development in the province. In
addition, results from the SWOT analysis also réagkathe agricultural development
opportunities present in the province. Participantthe SWOT workshops included small-scale
and commercial farmers, governmental officials, fbera of cooperatives, farmers unions,
private companies, banks, NGO’s, etc. The findiings the SWOT analysis are considered as
part of developing an institutional framework undee guidance of the principles of the NIE,
with the proposed institutional framework that séeladdress the main challenges and factors
inhibiting growth and sustainable development. dding the challenges that oppose
sustainable development in the proposed institatiramework is a prerequisite for success in

the province.

Thirdly, the study employed a Social Accounting Mabased model (partial macroeconomic
equilibrium model) to quantify the impact of theoposed institutional framework. This will be
done by using the land reform policy as a proxyhe North West SAM (NW SAM), as
developed by Conningarth Economists with a 200& hasar, serves as the database for the
empirical analysis. The original NW SAM database nbt give a descriptive analysis of the
North West agricultural sector. As the study ismarily concerned with rural development in
the agricultural sector, the agricultural sectartfte NW SAM was disaggregated by using the
input structure of other provinces (i.e. Mpumalaragad the Northern Cape Province) that
contained disaggregated detail for their respectgecultural sectors. This approach of
disaggregating the agricultural sector for the NAffest assumed that agricultural production

practices in the provinces under consideration cameducted in a similar way. Moreover,
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secondary data from the NW SAM database, provirfmaisehold income and expenditure as
published by the Reserve Bank Quarterly Bulletumbers of unskilled, semi-skilled and skilled
labourers by ethnic group, salaries, etc. was tseatisaggregate the agricultural sector of the
NW SAM. The newly derived structure serves as ingata for the partial macroeconomic

equilibrium model used to quantify the impact c# roposed institutional framework.

1.6  Outline of the Study

The study is partly concerned with the developmanan institutional framework that will
facilitate the process of sustainable rural agrical development in the NWP. The proposed
institutional framework will be based on the priples provided by the NIE. Thus, in order to
sufficiently address this objective, a literatuegiew on the framework and principles of the NIE
is provided in the next chapter. Chapter 2 alsegidetails of the institutional environment in
developing countries, the relevance of the NIEgnaltural development, the application of the
NIE framework as well as studies that combined\e framework with other methodologies to

reach their objectives.

Chapter 3 provides an overview of the study ar@his includes a detailed discussion on the
socio-economic and economic climate of the NWP. rédwer, the chapter will identify and
guantify the different products and economic secttirat contribute to the North West's
economy. A detail description of the current isfracture needed by the agricultural sector to
function effectively is also provided. Finally,etlthapter provides an overview of the current

institutional framework supporting agricultural ééapment in the province.

In Chapter 4, the results from the SWOT analysesdmpicted, highlighting the main challenges
and factors that inhibit growth and sustainablalragricultural development in the NWP. The
chapter also provides an overview of the agricaltopportunities in the province that could be

unlocked once the institutional framework allows it

The proposed institutional framework and arrangegmeequired to facilitate the process of
sustainable agricultural development is discussd&dhapter 5, whereas Chapter 6 deals with the

methodology used to quantify the impact of the pemal institutional framework. The latter

7
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contains a detailed discussion of the functionihg 8AM as well as the SAM database that was
used in this study. The basic algebra underpinthiegpartial macroeconomic equilibrium model

as well as multiplier analysis is also suppliedhia chapter.

Chapter 7 reports on the formulation of the différecenarios required to quantify the impact of
the proposed institutional environment. The resfihm these scenarios, as determined by the
SAM based model, are also reported in the chapigrally, a summary of the findings and some

concluding remarks are made in Chapter 8.



CHAPTER 2

Background and Literature Review

2.1  Introduction

According to Bardhan (2007), institutional econasni a thriving subject in development, as it
should be, since the major difference between ten@mics of rich and poor countries is
arguably in the different institutional framewonke implicitly or explicitly use in understanding
or analysing them. Coase (2000), as cited by erkéan Huylenbroeck and Espinel (2005), is
of the same view, stating that institutions arekég to explaining economic performance. The
institutions of a country can therefore be seernthas mechanism that shapes its economic
performance and subsequently influences rural algwi@l transformation. Herrera Van
Huylenbroeck and Espinel (2005) suggest thattliese beliefs that give institutional economics
its importance. They elaborate by arguing thatlevhistitutions provide a basic structure by
which human beings created a framework to reducentanty in change, it is also clear that
they determine transaction and transformation ¢cesid hence the profitability and feasibility of
engaging in economic activity. This implies thastitutions are designed to achieve efficient
outcomes, which means that they cannot be ignerestonomic analysis because they play a
key role in economic performance. Moreover, ecasoperformance is in the forefront of

achieving successful rural agricultural transfoliorat

However, rural transformation in the North West \inoe (NWP) has been fraught with

difficulties, with the reincorporation of the oldoBhuthatswana homelands adding another
dimension to the institutional environment of theypnce. Francis (2002) reports that since the
reincorporation of the former homelands, institnéib transformation has been slow. This
includes the institutional frameworks governing umat resource management, land tenure
systems, farming and grazing management practiomsservation measures, etc. (Francis,
2002). Moreover, some of the most important ingths shaping livelihoods in the former

homelands are those governing land access andcergqoroperty rights and contracts; capital
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and commodity markets, the labour market and untgtits governing access to social welfare (in
which the Tribal Authority also plays an importante). Moreover, inequalities in access to
land may be paralleled by continued inequalitieadoess to resources for which the Traditional
Authorities are currently the gatekeeper in therfer homelands. In addition, the study by
Francis (2002) reveals that most people in the temds believe that “everything should be
governed by a constitution”. This reveals thatytlsense that government at local level is
characterised by arbitrariness (Francis, 2002).calLonstitutional failure, especially lack of

accountability and legitimacy in local governmemgtitutions, generates severe collective action
problems around the management of natural resowedslocal economic development (i.e.

rural agricultural transformation) in this region.

Moreover, despite the liberalisation of agricultunsarkets in the 1990s, inequalities are still
very much in place among rural community marketsl similarly so for those people residing
in the former homelands. Investments in smalles¢edding and other enterprises have often
failed, with retailers finding it hard to competélwthe highly concentrated South African retall
sector. Other obstacles to business developmerthése people include crime and access to
formal-sector finance. Informal credit is also easily obtainable, with informal credit schemes
and sources like stokvels, etc. being less comiman in the past (Francis, 2002). This may be a

reflection of low levels of trust and social capitathe area.

As for informal institutions, people are likely tely on kinship relations and other social
networks for information. Not much is known abdié informal institutions that have been
constructed within rural areas and that link ruaedas with towns and cities and the ‘hidden
livelihoods’ they may sustain. Such informal ihdiions may include patron-client relations,
social networks arising from membership of churclaesl other organisations, ‘gangs and

criminal networks’, etc. (Francis, 2002).

Thus, some of the major problems that people, titvout the NWP, experience relate to the
institutional environment. Government should tfene be aware that failure to address
institutional shortcomings will have serious consaages for rural agricultural transformation in

the province.

10
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This chapter therefore tackles aspects of institiati economics related to the way in which it
can be used to improve the institutions requiredetsure improved rural agricultural
development. The chapter will start by definingtitutions, and then give a detailed discussion
of the theories and framework of the New InstitnibEconomics (NIE). This will be followed
by an appraisal of the institutional environmendaveloping countries, the application of the
NIE framework, the relevance of the NIE in devel@omand finally the application of the NIE
framework in this study.

2.2 What is an Institution?

The word “institution” is often used in a quite féifent sense to mean an organisation.
Therefore, it might be useful to distinguish indiibns from organisations before entering the
field of institutional economics. North (1990) wase of the first economists who suggested
that a distinction must be made between institstiand organisations. According to North

(1991), organisations refer to universities, extamservices, and co-operatives that carry out
specific missions in society. Organisations carsthe defined as a structure of roles (Kherallah
and Kirsten, 2002). Kherallah and Kirsten (2002)lain further that many institutions can be

regarded as organisations; for instance, househbtdss and co-operatives. Other types of
institution, such as money or the law, on the otiend, are not organisations but institutions.
North (1991) describes institutions as “the humaddyised constraints that structure political,

economic and social interactions”. They consistboth “informal constraints (sanctions,

customs, traditions, and codes of conduct), andndbrrules (constitutions, laws, property

rights)”. Elsewhere North argues that instituti@asisist of a set of constraints on behaviour in
the form of rules and regulations; and, finallyset of moral, ethical, behavioural norms that
define the contours and constrain the ways in whhehrules and regulations are specified and
enforcement is carried out (North, 1984). NortB9Q) thus defines institutions as the rules (the
legal system, financial regulations, and propergts) that nurture, protect, and govern the

operations of a market economy.

11
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Schmid (1972), as cited by Williamson (1996), dedninstitutions as a set of ordered

relationships among people that define their righkposures to the rights of others, privileges,

and responsibilities. Other definitions cited byllldmson (1996) include:

» Bromley (1989), who contends that institutions fatb two classes namely conventions and
rules or entitlements;

» Schotter (1981), who views institutions as regtilssiin behaviour which are agreed to by all
members of a society and which specify behaviospecific recurrent situations, and

* Furuboth and Richter (1991) who are of the vieat thodern institutional economics focuses
on the institution of property, and on the systefnnorms governing the acquisition or
transfer of property rights.

In addition, Matthews (1986) suggests that thenitgn of institutions might be dependent on
the angle of thought. He elaborates by arguingdhbough the thinking around institutions are
from a number of different angles, the approacheghitonverge, but the emphasis has rather
been on differences, resulting in differences ia timderlying definitions of an institution. He
explains this through the following four differeagpproaches:

» The first approach identifies alternative econonmstitutions with alternative systems of
property rights laid down by law;

» The second approach includes institutions in tmse@f conventions or norms of economic
behaviour, regarded as a supplement to law andimmescircumstances one that is more
effective than law because it is less subject angaction cost. This approach has affinity
with moral philosophy;

* Following conventions, the third approach regargse$ of contract in use as a subject
concerned with institutions. These include whethsurance is available for a given class of
risk, whether labour is employed on a lifetime bawsi by the hour, or whether companies are
liable to takeover bids, etc.;

» Similar to this, the final approach pertains to Wwkiad of contracts are in use, and authority,
or who decides what.

12
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According to the arguments of Matthews (1986),dbicept of institutional economics is based

on a set of rights and obligations affecting pedpleéheir economic lives. Matthews (1986)

defines institutions in the parlance of economgs a

» What markets exist, taking market in the broadesss, to include all voluntary exchanges,
and

* How economic relations are regulated in areas wimendets do not exist.

From the above, it is clear that literature prosidewide variety of definitions for institutions,
illustrating the difficulty in defining this field. However, according to Kherallah and Kirsten
(2002), the most commonly agreed upon definition ifsstitutions is: a set of formal (laws,
contracts, political systems, organisations, matketc.) and informal (norms, traditions,
customs, value systems, religions, sociologicaldse etc.) rules of conduct that facilitate co-
ordination or govern relationships between indigiduor groups. This definition will be

adopted for the purposes of this study.

Moreover, the study will focus on the institutionahvironment and governance structures
(which are regarded as branches of the New Inistitat Economics) and how they relate to
economic development specifically in the NWP. Hfare, the following section will provide

an overview of NIE and its underlying frameworktlooughts.

2.3  New Institutional Economics

From literature it is evident that a body of thimgisurrounding institutional economics has
evolved over the past few decades. This body iokitng has bought the economic discipline
(i.e. institutional economics) closer to a numbepther disciplines within the social sciences,
and is called the “New Institutional Economics”.ill&mson (1996) states that NIE is different
from but not hostile to orthodoxy with its interdiglinary combination of law, economics, and
organisation in which economics is the first amagpals. The phrase “New Institutional
Economics” was coined by Williamson, but it is aeduhat the NIE emerged with Coase’s 1937
article “The Nature of the Firm” (Coase, 2000). isThrticle and his other famous essay “The

Problem of Social Cost” (1960) started what mang|uding North (2000), considered to be a

13



Background and Literature Review

revolution in economics. According to Kherallahdakirsten (2002), Williamson coined the
phrase “New Institutional Economics” to distinguigtirom the “Old Institutional Economics”
pioneered by Commons and Veblen. The old instihati school argued that institutions were a
key factor explaining and influencing economic babar, but with little analytical rigour and
outside the framework of neo-classical economidso-classical economics, on the other hand,
ignored the role of institutions. Under the theofyneo-classic economics, agents were assumed
to operate almost in a vacuum (Kherallah and Kirsg902). Moreover, Herrera (2005) argues
that the main difference between the NIE and nessital economics is the way each
approaches and conceptualises the performanceooric systems. The NIE is therefore
primarily based on two propositions: the fact tingtitutions do matter and that the determinants

of institutions are susceptible to analysis byttiws of economic theory (Matthews, 1986).

Kherallah and Kirsten (2002) are of the view th#t@gh NIE emphasises the important role of
institutions, the framework of neo-classical ecormgantan still be used to analyse institutions.
Thus, under NIE, some of the unrealistic assumptmineo-classical (i.e. perfect information,
zero transaction cost, full rationality) are reldxbut the assumption of self-seeking individuals
attempting to maximise an objective function subjecconstraints still holds. Furthermore, as
mentioned, institutions are incorporated as anteuhdil constraint under the NIE framework.

The NIE therefore tries to provide economics witthbtheory and institutions (Kherallah and

Kirsten, 2002). Nalebi and Nugent (1989) elabofatestating that the purpose of the NIE is
both to explain the determinants of institutionsl dheir evolution over time, and to evaluate
their impact on economic performance, efficiencyd aistribution. Kherallah and Kirsten

(2002) further suggest that a two-way causalitgtsxbetween institutions and economic growth,
with institutions having a profound influence ormromic growth, on the one hand, and that

economic growth and development often result inange in institutions, on the other.

However, as an expansion of economics into otherabaciences, NIE is by definition a
multidisciplinary field, with several branches abtight or research fields. Figure 2.1 reflects a
graphical depiction of what can be included in tiesdd of NIE. These branches cover both
macro and micro aspects, with fields such as thealed “New Economic History” and the

public choice school informing the institutional vewnment at the macro level, while

14
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transaction cost economics and information econgnfar example, inform the more micro
analytical aspects of transactions and the forngowérnance. Kherallah and Kirsten report that
the New Economic History was pioneered by Northnmattempt to explain how economics has
evolved and developed through time. North (199@hlights the importance of path
dependency and history as a means of explainingfutignal development or change. He
further considers changes in relative price antrtelogical innovations as the main catalyst for
institutional change. More recently, Kherallah aKdésten (2002) have suggested that
technological change and changes in the cost ofrirdtion have become the major sources of
institutional change. Moreover, New Economic Higtis considered the more macro aspect of
the NIE, looking at the role of institutional ch&n@ fostering overall economic growth and

explaining the divergence in the development ofoter countries (Kherallah and Kirsten, 2002).

New Economic History
(North, Fogel, Rutherford
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Property rights literature
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~ N (Akerlof, Stigler, Stiglitz)

L Theory of collective Action ~ g
Ostrom, Olson, Hardin

\ y,

~ ~
B Law of Economics

(Postner)
\ y,

Figure 2.1: Branches of the New Institutional Econmics
Source: Adopted from Kherallah and Kirsten (2002).

The second branch of NIE (i.e. public choice antitipal economy) reflects on the economic
analysis of political systems and political deamsimaking. New social economics is the third

branch of thought and deals with intra-householalyais, family economics and human capital.
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The work by Putnam (1993), as cited by Kherallatl Kirsten (2002), on social capital falls
within this framework, but social capital is alsworporated in transaction cost economics as an
important element in cutting down the cost and wagay of market exchange (see Figure 2.1).
Transaction cost economics is another branch afghibunder the NIE. Central to transaction
cost economics is the hypothesis that market exgghas not costless. Falling within the

framework of transaction cost economics are prgpaghts and the economics of information.

The fifth branch of thought entails the theory ofiective action, which includes analysis on the
manner in which interest groups use collectiveoacto reach a common goal. The final branch
of thought highlighted by Kherallah and Kirsten @2 is the law of economics. This work was
pioneered by Postner, who studied the use of varlegal instruments such as regulations,
litigations, and legal decisions, using a theoeteconomic approach, and viewing players in
the legal system as rational actors who attempbdgimise their returns from legal action and
regulations (Kherallah and Kirsten (2002).

However, these branches of thought are all captwidiiin the social analysis framework as
presented by Williamson (2000). The social analfisimework portrays four levels or types of
institution that shape transactions and play anomapt role in understanding economic
behaviour in a country or specific region. Thddaing section will provide a more detailed
discussion of the social analysis framework thatrdsearch will draw upon.

2.4  Framework of New Institutional Economics

The new institutional economics framework consistsfour levels or institutions of social
analysis: the level of social embeddedness, théutisnal environment, governance structures,
and finally resource allocation and employment. eSéh four levels refer to the branches of
thought/research fields as mentioned in the prevgmection, with each of these levels addressing
a specific social issue. To get a better perspecthe four levels of social analysis are depicted
in Figure 2.2.
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Level Frequency Purpose
)
Embeddedness
Informal institutions, 10 to 10 Often noncalculative,
Customs, traditions, spontaneous
norms, religion Y,
T
\ 72
(~ Institutional environment )
Formal rules of the game Get the institutional
(property, policy, judiciary, 10 to 10 environment right
Bureaucracy)
N\ I
¥ #
: Governance )
Play of the game
(contract, aligning governance 1to 10 Getthe governance
structures with transactions) structuresright

| K A
R 4 H

Resources allocation

and employment :
o P yt't' continuous Get the marginal
prices, quantities, conditions right

Incentive alignment
(. J

f )

Figure 2.2: Economics of Institutions
Source: Williamson (2000) as adopted from Williamgb998)

The four levels or institutions are fully intercaated with each other. This can be seen by the
solid arrows that connect the higher with the loesels to signify that the higher levels impose
constraints on the level immediately below. Theeree arrows that connect lower with higher

levels are dashed and signal feedback (see Figye 2

Williamson (2000) notes that the NIE has been corex® principally with the institutional

environment and governance structures. This doesmply that the other two levels are not
important. Besides, these four levels are integratith each other, with the one influencing
developments within the other. The following si@etons will therefore detail a discussion on

all four levels to highlight the institutional agjpe that each of these levels addresses.

2.4.1 Social Embeddedness

Social embeddedness is regarded as the first l&vebcial analysis and refers to customs,
societal norms and traditions (Jordaan, Grove ahnail& 2008; Slangen, 2005 and Williamson,
2000). This levels of analysis is mostly regar@desda given, with the rate of change being
remarkably slow. Jordaan, Grove and Khaile (20@8)erline that the slow rate of change is

understandable considering the components out oichwisocial embeddedness consist.
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According to Williamson (2000), it might take deeadr even centuries to change. The level of
embeddedness, however, has been advanced to ewpigiinformal constraints have such a

major influence upon the long term characteristit®conomies. Besides, Putnam (1993), as
cited by Jordaan, Grove and Khaile (2008),0f the view that economists are increasingly
interested in the role of culture as an explanatonwhy some countries and regions are rich
and others remain poor. Beugelsdijk and Schaik1p@re of the same view, stating that social
capital is considered an important factor in expteg economic success. Jordaan, Grove and
Khaile (2008) regard culture as of major importaicehe South African context, and this is

especially true for the NWP, which is host to the Bophuthatswana regions. Thus, although
the social embeddedness of a society changes atyaslow rate, it remains important to

consider in order to understand the behaviour @stitiety under consideration.

2.4.1.1 Social Capital Theory

The level of social embeddedness can be analyseg sccial capital theory (Jordaan Grové and
Khaile, 2008; Milagrosa, 2007 and Slangen, 200Bytnam (1993), as cited by Jordaan Grovée
and Khaile (2008), defines social capital as béfagtures of social organisations (for example
trust, norms and networks) that can improve sdcietiéciency by facilitating co-ordinated
action”. Other definitions include that of Colem@m®98), who suggests that social capital is “a
variety of different entities with two common elem& some aspect of social structure, and the
capability to facilitate actions of actors withimet structure”, as well as North (1990) and Olson
(1982), who define social capital as a “social dtiee plus the social-political environment

including formalised institutional relationshipsatrenables norms to develop”.

Moreover, social capital consists of observablertmun-contractual elements such as trust, which
is also considered by many social-economists asntbst important social capital element.
Beugelsdijk and Schaik (2001) define trust as tBecgption and interpretation of the other’s
expected dependability. Moreover, Beugelsdijk 8otaik (2001) highlight several studies that
have shown the importance of trust in economicstations, which include amongst others:
Williamson’s (1975, 1985, 1998) transaction cosiotly; Ring and Van de Ven (1992) who have

shown that informal, personal connections betwea®hacross organisations play an important
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role in determining the governance structure; andats (1995) who points out that both

transaction cost elements as well as social faggelevant and important in studying inter-
firm relationships and co-operation. Trust is nallgn engendered in the form of a contract
between two parties or alliances. Therefore, shanist serve as a substitute for the legal

systems, transaction cost and the cost of runmieg@tonomic system will be reduced.

Another function of trust within the context of slccapital relates to information. Uzzi (1996)
suggests that trust facilitates the exchange auregs and information that are crucial for rural
transformation but are difficult to value and tri@msvia market ties. In addition, Malecki
(2000), as cited by Beugelsdijk and Schaik (20@tpposes that through the economic and
social relationships in the network, diverse infatibn becomes inexpensive to obtain. Gulati
(1998) elaborates by stating that “trust not omlgdes greater exchange of information, but it
also promotes ease of interaction and a flexihientaition on the part of each partner”. Thus, it
is evident from the literature that trust needbeéaegarded as a very important part of ensuring
successful rural transformation, as it serves asehanism that facilitates communication and
co-operation between different groups and role gagy This is especially true for the NWP,
where trust seems to be lacking between the diftegyeoups and role players involved in rural

transformation (i.e. government, industry bodiesnmercial and emerging farmers, etc.).

The absence of trust in the NWP could partly beilasd to institutional systems that are not
functioning properly. Fukuyama (1995) states thahe case where institutions are functioning
properly, the function of trust could be seen ie tight of facilitating complex transactions.
From this view, trust will lower transaction costdacontribute towards flexibility, which will
assist with rural transformation. Moreover, Fukumgabelieves that trust allows for the dis-
embedding of social relations and for co-operatathout the influence of power and markets.
Korczynski (2000), as cited by Beugelsdijk and 3ch@001), elaborates, arguing that the
functions of trust are of crucial importance to alee economies (and subsequently rural
transformation in the case of the NWP), given theréase in globalisation and the turbulent

nature of most economies.
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Other elements of the social capital theory inclgtlared norms and social networks (Slangen
2005). According to Milagrosa (2007), the elemen&ntioned above also include volunteerism,
reciprocity, associatedness, formal and informaaarsations, traditions and beliefs. Thus,
social capital can be either complex or simple,eteling on its definition and the dimensions

observed.

Furthermore, Beugelsdijk and Schaik (2001) noté $baial capital is acknowledged as being an
important factor behind economic development, siteest, norms, and networks “boost
economic and institutional machinery”. Putnam @)9%s cited by Jordaan, Grové and Khaile
(2008), adds to this by arguing that voluntary peration is necessary in order to facilitate
contracting and monitoring among participants. Witdry co-operation can be drawn from trust,
while trust on the other hand develops from reajtyoand networks of civic engagement. It is
also argued that social capital through social pdtes has proven to positively or negatively
influence economic performance and aggregated ptivity (Arrow, 1993; Solow, 1999, as
cited by Slangen, 2005; and Milagrosa, 2007).

Jordaan, Grove and Khaile (2008) suggest thatipeiitance of social capital is complemented
by research that shows that social networks inftaeaconomic performance and aggregate
productivity. Such research includes that of Puitr{a993) who found that social capital has a
major influence on horizontal networks, which imntuvere found to play a major role in
economic growth in Northern Italy. Jordaan, Granel Khaile (2008) are also of the view that
within the South African context, the consideratioh social capital remains of major
importance, since co-ordination and co-operatiamveéen emerging farmers are advocated as a
solution to include emerging farmers in the mametn agricultural economy. Including
emerging farmers in the mainstream agricultural neawy will adhere to the national
imperatives, as it will contribute towards reduciegonomic hardship and subsequently

improved welfare for those involved.

Chuzu (2005), as cited by Jordaan, Grové and KHabe8), highlights the link between co-
operation, co-ordination and welfare. He argu@s ¢lioup activity may reduce transaction cost

by improving the flow of important information beden members. He further suggests that
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group activity may promote consultative decisiorking as well as collective action, and lastly
that it contributes to the “fostering of time-sdiva exchanges for mutual benefit by developing
norms of civil behaviour, trust and reputation deation”. Murray (2005) further suggests
that that there is a reciprocal relationship betwparticipation in group activities and trust,
meaning that the more people participate in themmunity, the more they learn to trust each

other and vice versa.

It is also important to note that the influencesotial capital can be negative. This is noted as
exclusionary social capital, meaning that the esiol of others from entering the network is
high. This might result in the network being spaasd exclusive. Milagrosa (2007) argues that
this might specially be the case in tribal commiesitvhere communities are strongly tied by
their culture, or in elite societies that are hyghélective of members. Another negative social
capital effect is the build-up of community presswon individuals to perform or conduct
activities that they would normally not do or theation of conflicts among people of different
networks with strongly distinct social capital. i¥hs especially of relevance to the old
Bophuthatswana regions within the NWP, with the arigj of these lands being communally
owned and ruled by Tribal Chiefs.

Murray (2005) has highlighted other negative aspettsocial capital, which include, amongst
others, “excess claims on individual network merabéue to free-riders; restrictions of the
freedom of individual members of the network; addwnward levelling’ (in networks which
are considered undesirable or sub-optimal)”. Mweeothe negative consequences of social
capital are rather a result of “the structure detniactions and distribution of power within
networks” than the theoretical construct of socegbital (Murray, 2005). The fact that there is
consensus that social capital affects economic ldpreent (albeit positively or negatively)
emphasises the importance of considering the infleeof social capital when making
suggestions with regard to institutional arrangetsienThis is especially true for the NWP, as
negative effects from social capital might serigughpact initiatives for improving the

livelihoods of people residing in the former honmela of the old Bophuthatswana regions.

21



Background and Literature Review

2.4.2 The Institutional Environment

The institutional environment is regarded as tleosd level of analysis in NIE, and refers to the
formal rules and informal constraints that regutageway transactions are carried out. Note that
this level goes beyond the constraints of sanctitaisoos, customs, traditions, or codes of
conduct of social embeddedness, by introducingmiédrrules (i.e. constitutions, laws, property
rights)” (Williamson, 2000). North (1991) elabaatby arguing that on the formal side, the
institutional environment consists of private amblc orders, policies, regulations, and property
rights issues, while conventions, customs, tradgjoccommon values and norms comprise the
informal side. Thus, according to North, the ingional environment’s informal rules overlap
with aspects of social capital. Ostrom and AhrO@0as cited by Milagrosa (2007), are of the
same view, arguing that informal sanctions in tigifutional environment that consist of non-
political, non-economic and unwritten conventionstsas taboos, traditions, customs and norms
are also embraced within the social capital conteXthey suggest that the two are related
because institutions establish incentives for pedplact trustworthily by means of reward and
punishment. Thus, similar to the social embeddssltevel, institutions can supply information,
advice and provide alternative conflict resolutiorechanisms that encourage parties to co-
operate.

As mentioned previously, the institutional envire@mhis also one of the levels that the NIE is
principally concerned with. It is often referremds the rules of the game, with the institutional
environment regulating transactions that aim tdlifate economic transactions and that have to
be respected by all actors in the market (Hai, 200mis is also the level on which the study
will draw heavily in drafting institutional arrangeents that could serve as guideline for

successful and sustainable rural agricultural faansation in the NWP.

This level also plays a significant role in shapewgnts at the downstream or governance level.
Good institutions will contribute towards a morgdarable environment in support of economic
growth and rural transformation (Milagrosa, 200Blangen (2004) has a similar view, arguing
that well-organised institutions translate into damvernance structures. Moreover, economic

development and good institutions are mutually aweg reciprocal phenomena, with economic
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development that demands and contributes towardd gustitutions and good institutions that

create economic development (Milagrosa, 2007).

As mentioned previously, the institutional enviramh refers to the formal rules and informal
constraints that regulate the way transactionscaneed out, and which is the level from which

the research will draw mostly.

2.4.2.1 The Formal Rules and Regulations

The formal rules referred to as the institutionaVieonment encompass a variety of concepts.
For instance, the agents involved in the productioarketing and distribution of agricultural

products might need protection against opportunibghaviour. These types of protection
mechanisms and the manner in which the local govem arranges these for the parties
involved translate into the formal rules of thetingional environment. Milagrosa (2007) and

Jordaan, Grove and Khaile (2008) suggest that wfastese interventions are price and pricing
strategies, although some extend to the rules amguilations of governing transactions.

Moreover, it is not only government that can arertjese protection mechanisms. This
especially accounts for the field of rural agriowdtl transformation, where various role players
(i.e. industry bodies, corporations, input suppglieetc.) could co-operate in assisting and
protecting new entrants against opportunistic betay One often finds that small-scale or
emerging farmers fall victim to opportunistic belmawr due to their lack of access to credit,

product markets, infrastructure, etc.

Milagrosa (2007) argues that the amount of instihal support in terms of policies and
regulations towards the production and marketing ispecific industry or sector reveals the
extent of government’s assistance to the sectooweer, it is important to realise that for
various reasons, government in South Africa is aletays able to provide or commit the
required resources to a specific industry. Ithisréfore necessary that the private agricultural
sector should join government to assist in implamgnand enforcing the formal rules of
transactions within the agricultural sector. Tikigspecially true for agricultural transformation,

as new entrants are prone to exploitation, whicli wibsequently result in them being
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unsuccessful. Moreover, Jordaan, Grove and KH2@8) argue that formal rules have the
purpose of ensuring that transactions are conduonted efficient manner from society’s point
of view. They are imposed on the market and shbelé@nforced by government with the co-

operation and support of the role players withmdlgricultural sector.

The formal rules of the institutional environmeminsist mainly of private and public orders,
policies, regulations and property rights issuéerdaan, Grove and Khaile (2008) suggest that
of all the formal rules that affect the way trartgat are conducted, property rights could be
regarded as the most important. This is also éspetrue for the NWP, the province that is
host to the former homeland of BophuthatswanamaAationed, most of this former homeland is
owned and ruled by Tribal Chiefs, which makes as@®l rights to production on these lands
very difficult. The Chiefs could therefore be redgd as the governing bodies that formulate
and institute the formal rules and regulations basé lands. This might require that the
institutional arrangements surrounding the formemélands should be reviewed to ensure
access or rights to the land, which might contebtawards better social capital and improved
trust in the region. King (1973), as cited by Aalhd Rutman (1979), believes that the
institutional structure of the traditional triballage economy is an outdated anachronism. He
argues that the traditional system impedes econpnagress and should therefore be changed
by external political means in order to eliminateits vestiges. Improving social capital and
trust could reduce transaction cost, which will tcilrute towards higher levels of success in

rural agricultural transformation.

2.4.2.2 Property Rights

Property rights refer to the formal and informalesuthat determine access to tangible and
intangible assets and also the way those assetsecased (Herrera, 2005). Jordaan, Grove and
Khaile (2008) point out that the tangible assetsrred to by Herrera (2005) include assets such
as land, water, or buildings, while intangible &ssmclude contract rights or patents, etc.
Moreover, the formal and informal rules as defilgdthe property rights give the holder of

those rights the right to derive value from thesady using it as he sees fit; the right to exclude

24



Background and Literature Review

others from using the specific asset under conaiaber, and the right to transfer ownership of

the asset to another party (Jordaan, Grove andeI24i08).

The economics of property rights therefore addressies regarding the institutional

environment. Coase (1960), as cited by Herrer@3R&rgues the importance of property rights
centred around the fact that externalities can rdernalised if property rights are well-

established. Coase elaborates that two privateepamay internalise an externality through
bargaining and negotiation if property rights arellvestablished. This argument is generally
known as the “Coase Theorem” and implies that & ghesence of well-established property
rights government involvement may be unnecess@hg outcome will be efficient regardless of
who owns the property rights. Jordaan, Grove ahdilg (2008) suggest that this argument is
true since the initial allocation of property righhfluences only the distribution aspects of the

outcome.

Moreover, Herrera (2005) argues that the importarigeroperty rights can be explained by two
fundamental aspects of the economic system, nartredycondition of open access to resources
(absence of exclusive rights), and common (or conatluproperty arrangements. In the
presence of an open access form of property rigloisody has decision-making power over the
underlying resource (Challen, 2000, as cited bgaan, Groveé and Khaile, 2008). Thus, anyone
may use the resource under consideration withoaitnged to consult with another person.
Moreover, Herrera (2005) suggests that open a@seasform of property rights is broadly used
as a point of reference when analysing propertytsig Where open access is associated with a
lack of decision-making power, common property rete the situation where a collective entity
such as a co-operative group owns the decisionaggiower. This will also be the case for
communal lands, where the decision-making authdasywith the Tribal Chief. Herrera (2005)
concludes that the study of property rights reterShow people organise in society to design

exclusion systems and governance structures”.

In South Africa, the concept of property rightspedally with regard to land, extends beyond
the above. Challen (undated), as cited by Jord@aoye and Khaile (2008), includes state

property as well as private property in the equmati®tate property refers to the situation where
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government has the power of decision-making. Adrfdividual property, the decision-making

power lies with the individual that owns the pragerin general, property rights thus refer to the
individualisation of ownership. Herrera (2005) cddses the individualisation of ownership

along a spectrum, with open access, where no ohaiVihas the decision-making power over the
asset under consideration, at the one end. Abther end of the spectrum lies individual or
private property, which gives the holder of thevaté property rights to the decision-making
power. He concludes that “common property is tist §tep on the long and complex path from

open access to individual ownership”.

Jordaan, Grové and Khaile (2008) argue that althqugperty rights can take a variety of forms,
it is important to note that the relative efficignof alternative property rights regimes is
situation specific. Thus, institutions can be gsatl based on the impact certain types of
existing institutions have on the way human agentie specific situation behave, and thus also

on the way the economy performs.

Moreover, in South Africa, property rights are @lysrelated to land tenure, which is a very
sensitive topic. Land tenure refers to the righ&o individual or group to use a certain piece of
land. Tenure systems are normally divided inta flowad categories: open access, communal,
private and state, where the exclusivity of usenésfthe degree of tenure security (Tkdwal.,
2006). However, within the South African context, four fdient land tenure systems have
evolved over time (Tlowet al., 2006): freehold tenure, quitrent tenure, commuealre, and
trust tenure. With freehold tenure the owner & thnd has full ownership and freedom in
decision-making with regard to the way the landustidoe used. Note that most commercial
farmers’ land tenure in South Africa and the NWRteeto the freehold system. Under quitrent
tenure, a person is allocated a piece of land thighright to commonage. Compared to freehold
tenure, the holder of the quitrent tenure has tograual rent for this right. This type of tenure
is also employed in the NWP, especially for emeggarmers, where rentals well below market
value are charged for land. These lands are oanddnanaged by local authorities. Moreover,
Tlou et al. (2006) cites Cross and Haines (1988), who argaietltiis form of tenure is still in use

in many small rural towns.
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The third form of land tenure is communal tenurdiol is characterised by members of a
settlement sharing certain rights to the land httddo their settlement. This type of land tenure
is becoming a common sight in the vicinity of towhsoughout the NWP. It is in these regions
where the slow transformation of institutions ire tNWP is most noticeable. Institutional

frameworks have not contributed towards the gowermif natural resources, which has led to

unacceptable farming and grazing practices, antbneervation measures, etc. in these regions.

Another type of land tenure present in the proviiscthe so-called trust tenure. According to
Tlou et al. (2006), land under trust tenure consists of folynarhite-owned land which is
situated in proclaimed native areas. From therradtere land tenure systems (which assign
certain property rights to individuals or groups)South Africa it is clear that the type of land
tenure that applies to the specific situation undensideration should influence decision-
making. Thus, it is important to take into accotim¢ land tenure system that applies to a
specific situation when drafting recommendationthwegard to institutional arrangements and
structures for improved rural agricultural transfation. Note that other formal and informal
regulations also need to be taken into accounhé pgrocess of improving the institutional

environment.

Kherallah and Kirsten (2002) further report thabperty rights issues are also embedded in
incomplete contract theory. The authors suggestaidincomplete contract theory predicts that
asset ownership should influence the incentivesafdecision as to whether or not parties will
invest. The effect refers to the impossibilitywafiting a contract that provides for all possible
contingencies or outcomes, which increases thenpatdor opportunistic behaviour and hold-
ups. Kherallah and Kirsten (2002) suggest thatlatisn for the hold-up problem might be

achieved by changing the allocation of asset ovimgtsetween trading parties.

From the above, it is evident that property rigitteuld be regarded as an important part of the
institutional environment. In addition to the aliion of property rights, the institutional

environment also consists of a set of other forméts and regulations that impact on the
production and marketing of agricultural produckdoreover, these formal rules and regulations

are more important nowadays, given that producesscampeting in a global environment
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where consumers are become increasingly more dsmgiésl. Consumers not only demand
choice, they also want quality, consistency andergKherallah and Kirsten, 2002). In order to
produce competitively, producers need to meeteheairements specified in the formal rules and

regulations of the institutional environment.

2.4.2.3 Informal Regulations

The informal rules of the institutional environmeme known to overlap with aspects of social
capital. Milagrosa (2007) reports that informahat#ons in the institutional environment consist
of non-political, non-economic and unwritten cont@ms such as taboos, traditions, customs
and norms. This is where the informal rules of itheitutional environment and social capital

embrace each other. As mentioned previously, e levels are linked because institutions
provide incentives for people to be trustworthynbgans of reward and punishment. Institutions
can provide information, advice, and alternativeggnflict resolution mechanisms that

encourage parties to co-operate and behave trusilyor

Milagrosa (2007) further argued that it is diffictd reform informal rules that have evolved and
embedded themselves in society. This is espedialeyin communities that are culture-rich —
including the former homeland regions of the NWHRjcl has customs that could be detrimental
to economic growth. Remember, in certain tradgjssmall actions that do not appear to have
any affect when done individually, may have potdhtidamaging effects when done by the
whole community. However, Saleth and Dinar (20@4)cited by Milagrosa (2007), warn that
institutions that try to establish a formal systirat repels informal rules almost always produce
negative results because of tension between alfereshl rules and existing informal rules.
This is because some negative customs might baisedtand upheld by powerful stakeholders
in the region who live off the inefficiencies ofetlsystem. One should thus carefully consider
recommendations made with regard to institutionglregements, as they might have a negative
impact on rural agricultural transformation in tHev/P.

Finally, this description of informal regulation®rzludes the discussion on the theoretical

framework for assessing the institutional environmeThe following section will focus on the
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theoretical framework of the third level of institnal analysis, namely governance structures.

Recall that the NIE is also principally concernethwhis level.

2.4.3 Governance Structures

As mentioned, the third stage of the institutioaaklysis framework is concerned with an
assessment of governance structures. Menard (1897¢ited by Milagrosa (2007), defines
governance structures as “the ways to implementapetationalise the rules of the game as
defined by the institutional environment”. Jorda&@rové and Khaile (2008) add to this by
arguing that governance structures refer to thetutieonal framework in which firm’s structure
and manage the exchange of goods and servicess, While the institutional environment sets
out the rules of the game, the third level (goveoaastructure) could be referred to as the “play
or organisation of the game”. In essence, the @aee structure refers to the way in which a

transaction is organised within the rules and raguhs defined by the institutional environment.

Herrera (2005) points out that it is importanteéonember that a transaction can be organised in a
number of different ways, with different costs lggincurred by each of the respective ways. He
argues that the mere fact that different modes afepance exist implies that one should
analyse and compare the alternative governancetstes in order to choose the right one.
Caution should however be taken when conductingetlamalyses, since transactions are known
to be costly and Herrera (2005) therefore suggsts such analyses be done comparatively.
Jordaan, Groveé and Khaile (2008) elaborate on $itéging that the comparison is based on the
cost associated with the respective modes of gamem It is the consideration of this cost that
furthermore proves to be a major benefit of usinte Mo assess and develop potential
governance structures, instead of neo-classicahagnis that assumes zero transaction cost
(Jordaan, Grove and Khail2008).

2.4.3.1 Transaction Cost Economics

Transaction cost economics is one of the branchéeed\IE with the underlying hypothesis that
institutions are transaction cost-minimising arramgnts (Kherallah and Kirsten, 2002). A firm

is thus expected to choose the governance strutiatewill minimise the transaction cost
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associated with the specific transaction. Coa887), as cited by Kherallah and Kirsten (2002),
pioneered this work when he argued that market an@ is not costless. Milagrosa (2007)
suggests that transaction cost economics can ik tosanalyse governance structures. The
fundamental argument in transaction cost econonscghat economic governance is a
prerequisite for using resources in an economiagiymal manner, and thus also for enhancing
economic efficiency. Transaction cost economicdtaglates to governance structures will

therefore play an important part in ensuring suastale rural transformation in the NWP.

The basic unit of analysis is another importantcemt of transaction cost (Williamson, 1998;
Kherallah and Kirsten, 2002; Milagrosa, 2007 andddan, Grove and Khaile, 2008). Thus,
before the transaction cost can be minimised itds¢e be clarified what costs are considered to
make up the transaction cost. Hai (2003) statatsrtarketing and transaction cost is regularly
mixed up in the literature, which might cause ceidn. He elaborates by arguing that
transaction costs include both the direct cost @naging relationships and the possible
opportunity cost of making inferior governance gdemis. Thus, transaction costs for example
include the cost of obtaining relevant informatlwefore concluding a contract, bargaining cost,
the cost of policy and enforcing contracts, eteanBaction cost can thus be defined as the cost

of running the market system (Hai, 2003).

In addition, North and Wallis (1994), as cited lmoydhan, Grové and Khaile (2008), distinguish
between transformation cost and transaction cAstording to them, transformation cost refer
to those costs that are used to physically transfaputs into outputs, while transaction cost on
the other hand refer to the costs associated Whransfer of property rights from one person to
another. Compared to North and Wallis (1994), whstinguish between marketing and
transaction cost, other researchers again inclddgha costs involved in trade, cost of
intangibles, contract, monitoring and enforcementheir definitions of transaction cost (North,
1990; Kherallah and Kirsten, 2002; and Herrera,520QAlthough the definition that Kherallah
and Kirsten (2002) attach to transaction cost diffsomewhat from that of North and Wallis
(1994), they too conclude that transaction cogirisarily concerned with the cost associated
with the transfer of property rights (Jordaan, Graand Khaile 2008). It is evident that

transaction costs do exist and relate to the teansff property rights. Williamson (1985), as
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cited by Jordaan, Grové and Khaile (2008), arghasit is important to understand what factors
cause transaction cost. Moreover, reviewing thiestors is especially important for the

development of institutions that will assist inaltransformation.

2.4.3.2 Factors Causing Transaction Cost

According to Williamson (1985), as cited by Jorda@rove and Khail€2008), transaction costs
have three main causes, with two that relate dyréctthe behaviour of the human agents who
participate in the transaction, and the third tieddites to the attributes of the transaction under

consideration.

Bounded rationality is regarded as the first caafseansaction cost (Williamson, 1985, as cited
by Jordaan, Grové and Khail2008). Williamson argues that although the intenbf any
agent who participates in a transaction is to bemmationally, the rationality of his/her behaviour
is limited. This may be attributed to the factttparticipants in the transaction are not able to
foresee all the possible things that may occur féectthe transaction. Milagrosa (2007)
elaborates by arguing that the inability of mankiodforesee all the possible things that may
occur or affect the transaction implies that notaonh can be created that would include

contingencies for all forthcoming events.

The second cause of transaction cost relates tortymistic behaviour, with people tending to
behave in an opportunistic manner (Williamson, iesdcby Jordaan, Grove and Khaile, 2008).
Herrera (2005) suggests that opportunistic behavimas to do with deliberately making
incomplete or distorted information available irlccdated efforts to purposely mislead, distort
and disguise contractual specifications. This @ed to increase own benefits from the
transaction. In this regard, asymmetric informatiand thus also transaction cost, is a major
outcome of opportunistic behaviour. Milagrosa (206tates that the bounded rationality and
opportunism as discussed above are considered tthebéwo behavioural assumptions of

transaction cost economics.
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The third cause of transaction cost relate to kattes of the specific transaction under
consideration. Williamson (1985), as cited by k2403), states that there are three attributes of
transactions that determine transaction cost naasdgt specificity, transaction uncertainty and

transaction frequency.

Asset specificity relates to the ability of the cifie asset to be transferred to alternative uses,
thus the opportunity cost that assets have forrgtve use (Williamson, 1996). Asset
specificity itself again can take a variety of famThose include amongst others physical asset
specificity, human asset specificity, site spetiyicdedicated assets, brand name capital, and
temporal specificity (Williamson, 1998).

The second attribute relates to transaction uniogytavhich can take various forms. Hai (2003)
distinguishes between primary and secondary unogrtawhile Milagrosa (2007) cites
Verhaegen and van Huylenbroeck (2002), and Rirstffteiand Heide (1997), who distinguish
between exogenous and endogenous uncertainty. rdingao Hai (2003), primary uncertainty
arises from “random acts of nature or unpredictabknges in consumer preferences”. Relative
to the definition of primary uncertainty, Milagro$a007) refers to exogenous uncertainty as
uncertainty in either the institutional environmgghanges in market policy, practices and
regulations), or the market environment (variation demand, changes in the price of
complementary of substitute products). Thus froedefinition of exogenous uncertainty there

seems to be a link between exogenous and primasriainty as referred to by Hai (2003).

With regard to secondary uncertainty, Hai (2003juas that it is the result of the lack of
communication or the fact that it is impossibletmtrol whether tasks are carried out strictly as
specified in the contract. According to Milagro&007) endogenous uncertainty refers to
behavioural uncertainty and comes in the form ¢ibas of key market players that affect how
transactions are conducted. Thus, secondary atmgenous uncertainty again refer to the same

type of factor.

Williamson (1985), as cited by Jordaan, Grove ahdile (2008), suggests that the last attribute

refer to the frequency of transactions. Hai (200&)eves that the more frequently transactions
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occur, the more justifiable it is to employ an exgige governance structure to reduce
transaction cost. Milagrosa (2007) expands on #mguing that frequent transactions require
specific contract agreements in order to redude agoid opportunistic behaviour and prevent

hold-ups.

Thus, it is clear that alternative transactions exposed to different levels of transaction cost
due to differences in the attributes of the spedifansactions. The differences in attributes
result in the need for different modes of govermaimcorder to minimise transaction cost. The
debate on governance structures will therefore lodecwith a discussion on the alternative
governance modes to reduce transaction cost. Wiengethese modes is also important for

developing institutions that will assist rural agiiural transformation in the NWP.

2.4.3.3 Modes of Governance

Depending on the attributes of the transactionjséindtion is generally made between three
types of governance structures (Williamsion, 198%ited by Jordaan, Grové and Kha2€08).
These include the anonymous market and the higraochvertical integration. However,
Shelanski and Klein (1995) argue that between thesemodes of governance lies a variety of

hybrid modes such as contracts and partial owngrshi

The market form of organisation is referred to lees default mode of governance, with market
price providing the incentive for the exploitatiofh profit opportunities (Jordaan, Grove and

Khaile, 2008). Once a signal is received that the mapkite is going to change, market

participants can quickly respond to this signaheitt having to consult with anyone else. The
second mode refers to hierarchy or vertical intégma Shelanski and Klein (1995) argue that
bilateral co-ordination or even joined ownershipymiae more desirable whenever more
specialised assets are at stake in the transaadroim, the presence of thin product and input
markets. The movement from market governancedrmafthy entails trading off high-powered

incentives and autonomous adaptive properties efnfarket for added the safeguards and
centralised co-ordinating properties of internajasrisation (Macher and Rishman, as cited by

Jordaan, Grové and Khail2008). Thus, in the presence of hierarchy goveraatructures, no
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party can act on signals without consulting witd tther party within the hierarchy relationship.
Jordaan, Grove and Khaile (2008) argued that theement from market to hierarchy will only
occur in the event of contracting hazards whichseathe cost of procuring via market to be

higher than that of internal production.

Thus from the discussion of market governance aecdatthy, the need for some intermediary
governance structure is evident. As such, interang@djovernance structure, Williamson (1985),
as cited by Jordaan, Grove and Khaile (2008), iflesta hybrid form of governance. The

hybrid form of organisation deals with bilateralpdadency without going so far as vertical
integration. According to Jordaan, Grové and Khgi2008), the hybrid mode preserves
ownership autonomy, which means that in the presefica hybrid governance structure one
party still act on signals without consulting thther party. Williamson (1985), as cited by

Jordaan, Grove and Khaile (2008), argues that teng- contracts are supported by added
contractual safeguards and administrative appamatals as information disclosure and dispute
settlements machinery due to the existence ofdsdadependency. Thus, although the hybrid
mode of governance still allows participants to digrnfrom the level of autonomy there are

some safeguards to guard parties from opporturbsti@viour by other trading parties.

In conclusion, the number of modes by which thedaation can be organised emphasises the
importance of selecting the right governance stmectin rural transformation. Thus, when
identifying the most efficient government structéwe rural transformation, one should consider
the specific attributes of the different transatsiogiven that the agents in the transaction may

exhibit bounded rationality and behave in an oppustic manner.

2.5 Resource Allocation and Employment

The fourth and final level of the NIE framework a&itg resource allocation and employment.
Recall that this level is one of the two remainiaegels that the NIE is not principally involved

in. Moreover, Williamson (2000) states that tiesdl is analysed with neo-classical economics
in the form of marginal analysis where the firmagain described as a production function rather

than a governance structure. This level, howetamkles the aspects that evaluate market
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performance. Milagrosa (2007) argues that theuaw@mn process makes special reference to
guantities produced and marketed, production anttetiag cost, and price analysis in the form

of farmers’ and traders’ shares of total marketsal

Weintraub (1985), as cited by Jordaan, Grove anail&2008), summarises the framework of
neo-classical economics as follows: “Buyers attetophaximise their gains from getting goods,
and they do this by increasing their purchase gd@d until what they gain from an extra unit is
just balanced by what they have to give up to obtai In this way they maximise ‘utility’ -- the
satisfaction associated with the consumption ofdgoand services”. Similar to the view from
buyers, producers again attempt to produce resggegtiits of a good until the cost of producing
the incremental or marginal unit (marginal cost)ust balanced by the additional or marginal
revenue it generates (marginal revenue). At thetebexel where the marginal cost equals the

marginal revenue profit is maximised.

Weintraub (1985), as cited by Jordaan, Groveé andil&h(2008), concludes that “The
neoclassical vision thus involves economic ‘agerte’ they households or firms, optimising
(doing as well as they can), subject to all reléewaonstraints. Value is linked to unlimited
desires and wants colliding with constraints, arsity. The tensions, the decision problems,
are worked out in markets. Prices are the sigtalstell households and firms whether their
conflicting desires can be reconciled.” Neoclassieconomics thus is concerned with the
allocation of resources in an optimal manner, whglthe level where profit and/or utility is
maximised. By definition, the optimal allocatio i@sources implies that the resources are

allocated efficiently.

2.6  The Institutional Environment in Developing Countries

Following the discussion on the different levelstioé NIE and how they could relate to rural
transformation or development, it seems approptiateeview the institutional environment in
which development is taking place in low-incomedaveloping countries. The FAO (2007)

makes it clear, however, that developing countaes characterised by a lack of proper
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institutions when it comes to rural development.fdct, the FAO (2007) attributes the failure of

agricultural development in most developing co@stto lack of proper institutions.

The FAO (2007) argues further that unsuccessfulcalgmral development in developing
countries is due to several institutional shortemysi which include among others a lack of
structures that insure the timely and adequatelgw@ipnputs to small-scale and rural farmers, a
lack of credit, difficulties in obtaining foreigrxehange, a lack of risk management and price
formation mechanism, poor transport infrastructamd, sometimes, marketing and management
insufficiencies. Moreover, the FAO (2007) repottsat in many developing countries,
weaknesses in basic infrastructure (such as fosp@t, utilities and communications) are major
constraints for agricultural development. Infrasture constraints affect the cost of continuity
of production and the quality of products. Goofifastructure is also known to promote better
information flows between communities and the rarad urban areas, and thus has the potential

of linking farmers to markets for goods, input sliggpand agricultural services (FAO, 2007).

In most developing countries, the institutional aaty for research and extension is also weak.
As a result, the technology available is insuffitig adapted to local conditions and research
results do not come up with a variety of technatabsolutions adapted to the range of socio-
economic and agro-ecological conditions existing tive country. Lack of technology

alternatives is often a constraint to irrigatiorvelepment. Where techniques and technologies
developed by research are available, their dissaiim is faced with a number of difficulties,

such as poor delivery of extension and trainingises that are not necessarily targeted to the

appropriate users (FAO, 2007).

Valentinov and Baum (2008) are of the same vieguliag that development initiatives are often
faced with markets that are characterised by a Kwestitutional environment”, which inflicts

high transaction cost, significant business riskakvinformation flows, poor infrastructure, and
weak enforcement of property rights. Kydd and Demav(2004) elaborate by stating that the
rural areas in developing countries, by virtue lodit rurality, often exhibit poor roads and
telecommunications; lack of a well-developed ancediified monetary economy; thin markets

for agricultural inputs, outputs, and finance; wdkkvs of market information, difficult and
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weak contract enforcement, and high risk of oppuostic behaviour from contractual partners of
agricultural producers. Terluin (2001), as citgdMalentinov and Baum (2008), suggests that
the level of transaction cost due to insufficieavgrnance in rural areas is much higher than in

urban areas, making it the single biggest causailafe.

The picture portrayed of the institutional enviremhin developing countries reflects one of
inefficient governance structures and arrangemenie situation seems similar to that of South
Africa and especially the rural regions of the NW¥Palentinov and Baum (2008) suggest that
rectifying the institutional environment is the wnimeans of addressing agricultural
development. Moreover, Terluin (2001), as cited/lajentinov and Baum (2008), is of the view
that institutional structures alternative to tha$airban areas need to be put in place to satisfy
the needs of rural farmers and dwellers. He furrgues that these alternative institutional
structures might take the form of mutual self-hgtpups, rural and agricultural co-operatives,
rural partnerships, community-base organisationsdyrers’ associations or NGOs. The
primary function of these structures should be dwer transaction costs for those farmers

involved.

2.7  Application of the New Institutional Economic Famework

Institutional economics has it roots at the stéithe previous century, as do the applications of
these principles. Table 2.1 reflects some receuliess that employ the concepts and principles

of the NIE framework and derivatives thereof.

Table 2.1: Studies employing the concepts and priiptes of the NIE framework

Authors  and | Method Objective Findings and suggestions
Year
Kherallah and New Institutional| Summarise  potentigl NIE well suited to analyse economic
Kirsten (2002) | Economic contributions of theg problems in agricultural industry, from
Framework NIE to agricultural| highly sophisticated food supply chaips
policy in developing| to informal governing grading systems
countries and standards.
Hai (2003) Structure Examines the ricd Market structure can be characterised| by
Performance marketing system an{ competition,
Conduct, Marketing channels of distributiof Non important barriers to entry exist,
Channel Approach in Vietham Degree of trader concentration is low,
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Authors  and | Method Objective Findings and suggestions
Year
and New Products marketed are homogenous,
Institutional Market information easy to obtain.
Economic
Framework
Slangen, varn New Institutional| To demonstrate thdtSubstantial improvements in econonyic
Kooten and| Economic institutions and social institutions and social capital is st|ll
Suchanek Framework capital play an| required in most central and eastern
(2004) important  role  in| European countries.

agricultural success in
central and eastern
Europe

Herrera (2005) | Four-step  generi¢ Assessment of th( Lack of sound institutional structures led
institutional model | governance of irrigate( to failure in irrigational system;
agricultural in Santg Institutional framework can be applied

Elena Peninsulg for guiding reform process af
Ecuador institutional structures.
Murray (2005) New Institutional Investigating the Social networks are becoming mdre
Economic relevance of social important in light of accession to the EU,
Framework capital to central and particularly when opportunities withip
eastern Europe and access to rural and regipn

development programmes are dependent
on existing networks.

Milagrosa New Institutional| Analyse the vegetabl| Low social capital levels;

(2007) Framework and production and Traditional marketing practices influence
Structure  Conduc| marketing of| vegetable trade; Missing formal policies;
Performance indigenous people i Underdeveloped agricultural  credit
approach Benguet, Philippines | system;

Governance structures optimally evolved
(modes of organisation, terms pf
contracts etc.)

Dual market structure.

Triantafyllopoul | New Institutional| Investigate whether Socially dispersed landownership is| a

0s (2008) Framework land property structure structural resource that influences loc¢al
affects local| development patterns.
development patterns
in Greece

As mentioned, the studies portrayed in Table 2ghlight only a few of the latest studies that
employ the NIE framework or derivates thereof thiaege their objectives. However, interesting
to note from Table 2.1 is that certain authors @yphethodologies that could be seen as
derivates from the traditional NIE framework or whethey combine the NIE with other

methodologies which also relate to the traditiddt. Such work includes that of Herrera, Van

Huylenbroeck and Espinel (2005) who employ a fdapgeneric institutional model to analyse
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irrigated agricultural on the Peninsula of Santangl Ecuador (PSE). The model was based on
the NIE framework as developed by Williamson. Hwere adjustments to the traditional NIE
framework allowed the authors to view institutiofdm a game-theoretic perspective as
opposed to the traditional rules-based view ofituigbns. The difference between the viewing
approaches is primarily captured in the way thefjndanstitutions. The traditional way refers
to institutions as the rules of the game in sog¢ietymore formally, the human devices that
constrain the ways humans interact. North (1989@Ypssts that this defines structured incentives
in human exchange whether political, social, omecoic. On the other hand, the definition of
institutions stemming from the game theoretic apphoimplies that institutions are in an
equilibrium situation as a result of repeatedlyypth games. Thus, the difference between the
two concepts of institutions is the causal conmachbetween both constraints and interactions.
Mittenzwei and Bullock (2004), as cited by Herré&fan Huylenbroeck and Espinel (2005),
argue that the institutions-as-equilibria view stsdhow equilibrium behaviour leads to the
establishment of human-made-constraints, while gmepts of the institutions-as-rules view
seems to focus on the impact of human-made-contrain the (equilibrium) behaviour of
individuals.

Another study listed in Table 2.1 is that of Milaga (2007), who conducted an institutional
economic analysis of vegetable production and nteaggeén Northern Philippines. In the study
she combined the traditional NIE framework and au@&tre Conduct Performance (SCP)
approach by positioning the SCP to operate withenttaditional NIE framework of Williamson.

The basic premise of SCP is that structure (nunddefarmers and traders, number and
composition of markets, quality and quantity of rastructure support) affects conduct
(production and marketing practices including prggiand finally, conduct affects performance
(prices, quantities and income). The procedurevigenl a good reference framework for the
study of Milagrosa as it allows a straightforwaréasure of market efficiency. The SCP was
combined with the NIE as follows: analysis of stuwal aspects was combined with the
institutional environmental level; conduct is stk in the governance structures level while

performance was bought into the resource allocad¢iosl.
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The traditional NIE framework and SCP as used byadfiosa are similar in several ways

namely: both work on the premises that levels aféach other by providing constraints or by
influencing the outcome of the next level; indivadicomponents of the two approaches were
similar in their analytical function (institutiona@nvironment comparable with structural aspect
of SCP), and at the last level (resource allocatiott performance), the objective of both levels
is to measure efficiency. Despite the similaritiéfferences also exist between the two
approaches, which, in short, reflect on the in8thal environment, which deals with formal

rules and informal norms, compared to structureé tleel with a specific number and size of
farms and farmers, etc. Similarly so for the goaeice structures of the NIE framework, which
refers to the manner in which production and manmigedctivities are organised, conduct analysis
include both governance structures as well as rdetail such as the cropping practices of the

farmer, marketing practices etc.

The study by Hai (2003) is another example wheeetidditional NIE framework was combined
with other methodologies to reach the researchctifsge In this study Hai (2003) applied the
SCP and marketing channel approach, together witlights drawn from the theory of
institutional economics. The approaches were asetlguideline, to identify the different issues
of the organisation of a liberalised rice marke¥Viatnam. Hai (2003) suggests that the model is

a useful instrument to order the myriad of marketdres (marketing cost and margins).

In addition, several other studies which includat tf Ault and Rutman (1979); Beugelsdijk and
Schaik (2001); Slangen, van Kooten and Suchanek04)20 Murray (2005); and
Triantafyllopoulos (2008) have used the NIE is aotgginal form as depicted by Williamson
(1998) to investigate institutions, institutionatramgements and governance structures on
economic growth. However, Omamo (2006) argues fhatcontributions have been made by
authors using the NIE framework to deal with thelpems afflicting agricultural development
in Africa. The relevance of the NIE framework tddeess problems that afflict agricultural

development will therefore be discussed in theofeilhg section.
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2.8 The Relevance of the New Institutional Economsc for Agricultural
Development

In Europe, the principles of the NIE are widely dise a developing context, especially with
regard to economic growth and the impact thereofagricultural development. Moreover,
Menard (2001) suggests that the characteristid¢liBfare based on a small set of concepts that
are logically coherent and that provide powerfudl$dfor delineating questions to be explained
and for shedding light on a large set of facts @ldtionships among these facts. He notes that
transactions and their related cost are the corth®fNIE theory, especially in developing
countries. North (2000), as cited by Kherallah #&ndten (2002), shares this view and argues
that:

“The cost of transacting, to put it in its bluntéstm, is the key to economic performance. When
| go to third world countries and look why they feem badly and examine how factor and

product markets, one observes that the cost odaidion is high. The cost of transaction results
in the economy performing badly because it is silgdor human beings to interact and engage
in various kinds of economic activity that the ressi poor performance and poverty and so on.

Where this takes us, of course, is to try and wstdad why the cost of transaction is so high”.

From the statement of North (2000), it is cleat thansaction cost is one of the key factors that
highlight the relevance of the NIE in the field @évelopment. Kherallah and Kirsten (2002),
furthermore, argue that the NIE framework providemechanism to analyse and explain why
the cost of transaction is so high in developingntoes. One could elaborate by arguing that
once the reasons for high transaction cost ardifebhin developing countries, rectifying these

institutional flaws will provide an incentive foffeeient production and for people to engage in
economic activity. Kherallah and Kirsten (2002e aalso of the view that the frequent

occurrence of market failure and incomplete marKbtcause of high transaction cost and
informal asymmetries) in developing countries cdriy®explained by conventional neo-classic
economics and require an institutional analysisaniof the institutions or formal rules of

behaviour that are taken for granted in developmdhtries and that facilitate market exchange

are absent in developing countries. ThereforeNiteis a useful framework that could help to
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determine and initiate the institutions required itaprove economic performance and
development in low-income countries (Kherallah #&aten, 2002). Omamo (2006) is of the
same view and argues that neo-classical economicgood at identifying and explaining
problems such as diversified subsistence orien@gedulture, and what needs to be done about
those problems, but it is largely silent on howgtoabout it. He suggests that the NIE is well-

suited to formulating and answering “how?” quession

Valentinov and Baum (2008) are of the same vievingushe NIE framework to re-examine
institutional response to rural market failuresheTapproach followed by the authors recognises
that market failures can be addressed by diffeirgstitutions in different ways. The work of
Grosh (1994) complements this suggestion by usiegNIE framework in a slightly different
manner to examine market failure and incompletekatarthrough contract farming and vertical
integration as a means of reducing transaction cdbts enables the author to develop theories
which can explain why contract farming practicee aeen as a mechanism for facilitating
market exchange in developing countries. GrosB4)l8lso argues that capital market failures,
complex information and production risk may be th&n reasons why contracting is used as a
mechanism for market exchange, especially in Afridde furthermore suggests that contract
farming has the potential to provide good govereamnd can be used to increase the income
available to the rural sector. Other studies usliiregNIE to determine the role that contracts and
vertical integration can play to overcome markétifa in developing countries include amongst
others: Hubbard (1997); Dorward, Kydd, Morrison dollton (2005); and Sartorius, Kirsten
and Masuku (undated).

A study by Cook and lliopoulos (2000) on co-opemdi and other farmer organisations
highlights another application of the NIE in deywlm countries, answering the “how?”
guestions noted by Omamo (2006). Advantages o&rosghg farmers into groups include,
amongst others, a reduction in the transaction @oatcessing input output markets, as well as
improving the negotiation power of smaller farmé@ook and Iliopoulos, 2000). However,
Kherallah and Kirsten (2002) argue that the histiryraditional co-operatives has not always
been successful in serving the needs of its memb&mok and Iliopoulos (2000) share this

view, arguing that co-operatives in developing ¢des have suffered from various
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organisational problems and a lack of clearly defiproperty rights assignments that result in
opportunistic behaviour, bureaucratic inefficiesgieand under-investment. However, they
found that the NIE, especially through propertyntggand collective action, transaction cost, and
the organisation or contracting theories, can mfdhe design of such organisations and co-
operatives to prevent failure. Cook and lliopou(@00) and Staal, Delgado and Nicholson
(1997) conducted research in this area, focusiregipally on dairy cow co-operatives in

Kenya and Ethiopia. They found that the new typénew generation co-operative” is able to

address the weaknesses of traditional co-operdbyessrengthening the assignments of property

rights to its individual members and reducing th&entives for opportunistic behaviour.

It is clear from the above that transaction coayplan important role in economic growth, which
emphasises the relevance of applying the NIE framnkew studying transaction cost as a means
of enhancing development. However, the levelafgaction cost in an economy is also affected
by other components of the NIE framework, i.e. itnibnal environment and social
embeddedness. The study by Hubbard (1997) sugteststhe formal and informal rules
(institutional environment) that societies evolvefall to evolve in order to reduce transaction
cost, are argued under the framework of the NIBe@ key factor, determining the differences
in economic performance among societies and subsdgutheir level of development.
Moreover, findings from the study of Triantafyllados (2008) suggest that property rights have
a significant influence on transaction cost andssghbently on development patterns.

A study by Slangen, van Kooten and Suchanek (20@4her highlights the relevance of the
institutional environment and social capital toiagitural development. The authors conclude
by arguing that the institutional environment aratial capital play an important role in
economic development. This is based on their figsli which suggest that the protection of
private property and freedom of exchange, consigtan monitoring environmental laws,
governments that act neutrally and are not corrapt trust in government and people all
contribute to agricultural success and economicwtiro Beugelsdijk and Schaik (2001
elaborate, stating that the contribution of socegbital to regional economic success is not only

in the existence of social networks, but also &well of involvement. Therefore, transaction cost
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(which reflects on the level of governance) is amtad with the other levels of the NIE and

should be treated accordingly.

It is thus evident from the literature that the Nt&mework provides a mechanism that could be
used to study the factors that inhibit economiorghoand development in developing countries.
In addition, Kherallah and Kirsten (2002) also segjghat the NIE provides a framework that
could help to determine and initiate the institaiadequired to improve economic performance
and development in developing countries. Howe@asson, Della Giusta and Kambhampati
(2008) argue that recent applications of the NI& mainly used to determine the impact that
institutions have on economic growth as a mechafisrdevelopment. Pande and Udry (2005)
further suggest that although literature explairtimg impact of institutions on development by
focusing on economic growth is of fundamental inb@oce for development economists and
policy practitioners in that it suggests that ingional quality may cause poor countries and
people to stay poor, it is also plagued by the gedeity of institutions to growth. The authors
therefore suggest that the need exists to provigleese descriptionf the mechanisms through
which institutions play a role in determining dey@inent outcomes. Moreover, Casson, Della
Giusta and Kambhampati (2008) suggest that fromeweldpment-orientated institutional
perspective, one also needs to emphasise morecidypthe role of informal institutions in
shaping formal ones, especially in developing coesit They argue that informal institutions
shape formal institutions in developing countriesotigh the operation of markets, and can
emerge as the preponderant rules of interactiomvidwienal institutions and markets fail. This
is especially true for the NWP, with large partstbé province consisting of the former
homelands, where informal institutions are the gowg structures. These informal institutions
(customs) shape the actions and interactions gbelple in all social organisations (households,
groups, villages as well as firms and governmentl).is therefore important that informal
institutions are considered when formulating ingiinal arrangements within a developing

context.

Casson, Della Giusta and Kambhampati (2008) are @fithe view that existing literature on

institutions and development is limited in threeygianamely:
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» It does not precisely define the prospective rae$ormal and informal institutions in the
development process. Institutions are seen in beygd terms as relating to certain political
or economic rules and behaviour.

» It concentrates on the impact that institutionseham growth, rather than on development in
the broader terms. Thus, concentration is moreatdsv growth-ignition institutions rather
than on growth-sustaining institutions.

* The literature accepts the reverse causality thatrom development to the quality of
institutions within a country in the context of seacountry regressions and therefore attempts
to instrument for such endogeneity. It is unablamnalyse the impact of institutions on the
quality and sustainability of other institutiongdathrough them on broader development goals

like poverty, inequality, or general well-being.

Adding to the limitations of Casson, Della Giustal&ambhampati (2008), to my knowledge,
no literature has turned the traditional use ofitugonal economics to measure the impact on
economic growth, to one where the concepts of thE famework and lessons learned
internationally are used to develop an institutioframework that will ensure sustainable
economic growth and development in a specific aguat region. The need for such a study
has been identified by Pande and Udry (2005), wiggasst that the need exists to provide a
precise description of the roles that institutigrlay in determining development outcomes.
Moreover, Kherallah and Kirsten (2002) are of tiewthat NIE provides a useful framework
that could help to determine and initiate the tnsthns required to improve economic
performance and development in developing countridde study will therefore pursue an
alternative path, developing an institutional fravoek that will address the specific challenges

that inhibit growth and development in the NWP.

2.9 Employing the New Institutional Economics Frame/ork

Institutions are the key to achieving economic dgtownd subsequently rural transformation.
However, most studies in the past have used theepts of the NIE framework to analyse and
understand the functioning of economics and theashfhereof on development. This study will

follow a different path, using the framework of tRé as a guideline to develop an institutional
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framework that will address both the institutiotiahitations as described by Casson, Della

Giusta and Kambhampati (2008) as well as the ahgdle inhibiting growth and development in

the NWP. The following includes a few of the piples that will be considered in the

formulation of the proposed institutional framework

» Social capital Several economists consider trust as the mosoritapt element of social
capital. As already discussed in this chaptersttisa of utmost importance in ensuring
successful development as it is able to reducesaction cost, improve information flows,
and facilitate the exchange of resources and irdtion. Moreover, trust not only enables
greater exchange of information, but it also prasoease of interaction and a flexible
orientation on the part of each partner (i.e. alhmmasm that facilitates communication and
co-operation between different groups and rolegagly Other elements of social capital that
need to be considered include norms and netwosk)ese concepts are known to boost the
economic and institutional machinery. The propassttutional framework should therefore
ensure that institutions and institutional arrangets are in place that will promote trust
amongst the various participants in the NWP,

» Institutional environment: Formal rules and informal constraints that retglthe way
transactions are carried out. This primarily imed all rules and regulation among the value
chain (production, marketing and distribution) tosere that the necessary protections are
provided against opportunistic behaviour. As notedhis chapter, emerging farmers are
prone to fall victim to opportunistic behaviour dielack of access to credit, product markets,
infrastructure, etc. Thus, the development ofretitutional framework should be conducted
in such a way that the institutions and institusicarrangements within the framework oppose
potential opportunistic behaviour, ensuring actessedit, inputs, product markets, etc.

» Governance: Primarily concerned with transaction cost. HighAnsaction cost is also
regarded by several economists as the single nmagbrtant factor causing agricultural
development initiatives to fail. Moreover, it isgaed that economic governance through
transaction cost should ensure the optimal useswurces to ensure successful development.
Thus, to ensure successful rural development, @eelsito develop institutions that will
reduce transaction cost. This could be done thrdnogtitutional arrangements (modes of
governance) that will address the factors causmgsaction cost (bounded rationality,

opportunistic behaviour, attributes of differerarisaction) in a specific region.
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In addition, lessons from other studies and intigonal experiences with regard to agricultural
development programmes will also be used. One suaty includes that of the FAO (2007),
which argues that for development to be successfudost low-income or developing countries
with large rural regions, a number of factors neele in place that will address the “handicap”
of the rural sector in terms of infrastructure, iabcservices, technology, marketing
infrastructure, and seasonal credit. The FAO studyher suggests that these handicaps could
be overcome with the development and implementatf@functional institutional environment,

one that will address these handicaps.

However, substantial controversy surrounds theditgliof NIE in providing an analytical

framework to design institutions that would leadeaoonomic efficiency in countries where
markets perform well and economic efficiency iscread by efficient economic institutions

(Herrera, 2005). This is surely not the case f@ NWP, where the lack of appropriate
institutions has produced incorrect incentives thave led to a perverse path of rural
transformation. Thus, the high occurrence of dgwalent failure due to the functionality of the
current institutional environment cannot be expmdirby conventional neo-classical economics

and requires institutional analysis.

Moreover, concepts that originate from the NIE feavork will therefore be carefully considered
in the development of an institutional frameworkhe newly proposed institutional framework
would attempt to stipulate institutional arrangetsethat will enhance rural development
through the improvement of social capital, loweritignsaction cost and ensuring that the
institutional environment (rules of the game) suppohe overall objective of improving rural

development in the province.

2.10 Conclusion

This chapter deals with the framework of the NIEnad as its application. It is clear from the
literature that the NIE framework consists of saleesearch fields, each approaching their
concerns at different levels and with differentlsooMoreover, the NIE with its different fields

is extensively used by economists to measure tipadgtror to determine the role of the NIE on
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economic growth and the impact thereof on develoggm®&esults from these analyses suggest
that the different aspects of the NIE play an ingatr role or have a significant impact on the
different levels of development. This is evidendbnfi the picture of development in low

developing countries. Institutions in these caestrare mainly characterised by improper

governance structures which lead to low levelsuatess in agricultural development.

Moreover, the study will follow a different apprdathan that of recent literature that has used
the NIE framework to quantify the impact that ihgions have on economic growth and how
this relates to agricultural development. In thkisdy, the concepts of the NIE framework,
together with lessons learned from studies in ottmuntries will be used to develop an
institutional framework that will address the spiecichallenges that inhibit agricultural
development in the NWP. In this study, the NIE ldotherefore be regarded as a robust
guideline that could help to determine the sorinsfitutions needed (either formal or informal)
to improve economic performance and rural develogm@&he challenge is to integrate all these
research fields (NIE concepts) into an overall gaya that will serve as the basis from which

institutions can be formed to improve rural tramsfation in the NWP.
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CHAPTER 3

Overview of the Socio-Economic, Economic and Institional
Profile of the North West Province

3.1. Introduction

The North West Province (NWP) is spatially a medisime province, covering 116 320 kmor

9.7 % of the total surface of South Africa. Theynce was created in 1994 by the merger of
Bophuthatswana, one of the former homelands, amdvédstern part of the Transvaal, one of the
four former South African provinces. The mediurpesprovince is mostly rural in nature with
much of the area consisting of flat areas of spadté¢rees and grasslands. The province is also
host to a wide array of plant and animal speciessystems and habitats, which is largely due to
the diverse nature of the province’s landscape aadation in climate (Tswelopele

Environmental, 2008).

The rural regions of the NWP accommodate 65 % efithabitants and have a low population
density and a deprived infrastructure, especiallthe remote rural areas. The province is also
regarded as one of the poorest in South Africae mainstay of the economy of the NWP is
mining, which generates more than half of the progis gross domestic product and provides
jobs for a quarter of its workforce. In additioimhe diverse nature of the province and its
proximity to major metropolitan markets, with theopince of Gauteng to the east and the
country of Botswana to the west, creates vast dppities for economic growth and agricultural
development. However, in achieving its growth a@egelopment targets, the province is facing
several challenges, foremost amongst which arestiwal imbalances in the province, the

unsatisfactory performance of its municipalitiesd @ degree of financial instability.

The overview provided in this chapter is importémt understanding the interrelated linkages
between the socio-economic, economic and institatiprofiles of the province when it comes

to the development of an institutional frameworlatthvill promote agricultural growth and
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development in the province. It will also provisheportant information for understanding the
sectoral linkages between the different economitose involved when a shock (i.e. change in
agricultural production due to changes in the ingstnal framework supporting agricultural

development) is imposed on the economy or a spesgfitor of the province.

In the next section, the socio-economic statushefprovince will be discussed to provide a
better understanding (contextualisation) of theremir level of development in the province.
Moreover, the socio-economic overview of the proeinwill also provide valuable information

on the state of social structures and institutitmst will support agricultural development

initiatives in the province. This will be followddly a discussion of the primary infrastructure
that supports agricultural development as well m&@nomic overview of the province. The
latter will provide a better understanding of tleative importance of the different economic
sectors in the province. In the third section, tkerent institutional environment supporting

agricultural development is dealt with, due tamtportance in the study.

3.2. Socio-economic demographics

The structure of the population in relation to grevince’'s economy is an important building
block in understanding the reasons for agricultui@lelopment and underdevelopment. The
structure of the population is discussed belowhvepecific reference to its profile, poverty,

health, and social security indicators.

3.2.1 Population profile

The total population of the NWP in 2006 was estedadt between 3.3 million and 3.9 million.
It is important to note that the change in the proal boundaries due to the municipal
demarcation process of 2005 saw the province lnsestimated 4 805 Knof its surface area,
resulting in a population decline of between 499 add 825 977, depending on the sodrce.
However, despite the reduction in the total popaitabetween 2005 and 2006, the province

! Both StatsSA and Global Insight are reputablessiof population figures.
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reported a fairly moderate average annual popuairowth rate of 0.56 % from 1996 to 2006
(see Table 3.1).

Table 3.1: Population of the North West Province (296 — 2006)

Source 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

StatsSA 3.35 3.40 3.48 3.56 3.53 3.66 3.68 3.79 3.80 3.82 3.37

Global Insight | 3.49 3.53 3.58 3.63 3.68 3.73 3.77 3.82 3.87 3.91 3.09

Source: Tswelopele Environmental (Pty) Ltd (2007)

The moderate growth rate can be ascribed to sefsstars, with the prevalence of HIV/AIDS

being one of the foremost contributors. In additiorthis pandemic, tuberculosis (TB), which is
more prevalent due to HIV/AIDS, along with a highfant mortality rate and a deficient

healthcare system, have also contributed towarotli population growth rate experienced in
the NWP.

However, despite the impact of health issues orulatipn growth over the past decade, it is
important to note the industrial and mining devetepts that are taking place in the province.
These two sectors are showing tremendous growpiecesly in the Bojanala Platinum and Dr
Kenneth Kaunda district municipalities of the NWEowth in these sectors might in due time
have the opposite effect, with potential migratiaffiecting population growth in the future.
Lehohla (2004) reported that the highest level ajration in the five years prior to the 2001
census was from the Gauteng Province to the B@dnlatinum District Municipality (BPDM).
This phenomenon was driven by growth in the minamgd industrial sectors, with more

employment opportunities being created.

Figure 3.1 shows the province’s four district muypadities (Dr Ruth Segomotsi Mompati,
Ngaka Modiri Molema, Kenneth Kaunda, and Bojandkiffum) and 21 local municipalities.
According to statistics from the Development BartkSmuthern Africa (DBSA, 2008), the
BPDM reported a 20 % decrease in its populatiomf&)01 to 2006. Despite this, however, it
remains the region with the largest populatiorhie province. Most BPDM residents live in the
former Eastern District region, which is also thestndensely populated region in the province

(208 people / km2) compared to the provincial ager@9 people / km?).
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Comparable to the BPDM, the Dr Ruth Segomotsi Mdampéstrict Municipality (RSMDM)
reported a 22.6 % decrease in its population, tlamsaining the region with the lowest
population and lowest demographic density of 10p&bdple / km2. In contrast to the
aforementioned two regions, the Ngaka Modiri MoleBiatrict Municipality (NMMDM) and

the Dr Kenneth Kaunda District Municipality (KKDMgported a population growth of 9.4 and
27.7 % respectively. Growth in the population ledge two regions has been stimulated by the
mining and industrial sectors. However, this his® dad a direct impact on the agricultural
sector, with especially the agricultural and minisgctors competing for the same natural
resources, i.e. land, water, etc. In addition, thigration of people into the region exerts
increasing pressure on provincial resources to mmegt food and social demands. This might
further contribute to the migration of rural farnoskkers into urban areas, as these labourers seek
increased levels of wealth and prosperity througipleyment opportunities associated with
higher wages in the mining and industrial sectors.
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Figure 3.1: District and local municipalities of the NWP
Source: ARC (2008)
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Of the total NWP population in 2006, the Black (&&n) population group accounted for the
largest proportion with 90.3%, followed by White8.q %), Coloureds (1.2%) and Asians
(0.2%).

3.2.2 Age distribution

Figure 3.2 shows a breakdown by age group of tted pwpulation of the NWP for 2001 and
2006. From Figure 3.2 it is evident that the papah of the NWP had a high proportion of
people aged between 10 and 14 years in both 2002@06. However, the highest proportion
of the NWP population was in the age group 5 toy@drs, with an estimated 65.7 % of the
population falling in the category 15 to 64 yeamhich by definition can be regarded as the

economically active portion of the population.

However, the age distribution seems to have beérebndifferent for those involved in the

primary industries and specifically in the agriouétl sector. It is believed that this sector is
aging at a rapid rate, mainly due to the inabitifythis sector to provide lucrative opportunities
for the youth to participate in and remain employeithin this sector (Provincial SWOT

Workshops / Personal Interviews, 2008). Most ef ybuth tend to disconnect themselves from
this sector to seek employment opportunities ireotectors. This is mainly driven by the
environment within which the agricultural sector tok province operates, i.e. high levels of
crime, political insecurity with regard to land ogship, poverty, etc. Moreover, technological
developments have further contributed towards fagmpractices being more technologically
advanced and oriented, resulting in fewer peoplego@mployed in the sector. Despite
technological advancements that will result in feweople being employed by the agricultural
sector, improving the institutional environment lwisult in more lucrative opportunities and

subsequently more people deriving an improvedileeld from the agricultural sector.
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Furthermore, the RSMDM s the region in the NWPhwvitie largest dependency group, with 41
people out of every 100 being economically depehd@®eople younger than 15 and older than
65 years are by definition included in the depewrglegroup. Within the milieu of the region
being the least populated and with the lowest paipn density, some concern might be raised
with regard to the availability and accessibility labour. The potential inability of the
agricultural sector to access labour will strongffect the productivity of the sector, and will
indirectly influence the level of poverty and ecamo hardship experienced by the population of
the region.

This is followed by the NMMDM (38), BPDM (31) andkiOM (30) in terms of the number of
people out of every 100 who are economically depehdDependency ratios for the NWP seem
high, which might raise concerns within the proe@ncHowever, when compared to the 2001

national ratio of 59 out of 100, one might arguat titne NWP’s ratio is reasonably moderate.

3.2.3 Economically active population

The potentially economically active population (BA® defined as the total population between
15 and 64 years of agdn 2006, 65.7 % (1.7 million) of the total NWP pdgiion could be

classified as economically active.
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A breakdown of the total EAP per district municipafor the NWP is shown in Figure 3.3. T
KKDM is the region with the highest EAP (53 %) fmNed by the BPDM (49 %), NMMDM (3
%) and RSMDM (39 %).
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Figure 3.3: Economically active population per murgipal district (2006)
Source: DBSA (2008)

Furthermore, it appears that the EAP per distniche NWP is fairly evenly distributed betwe
the male and female population (see Figure 3.4 Highest Ivels of differentiation are evide
in the BPDM and KKDM where the proportion of thelen&AP remotely outstrips that of t
female EAP. This can be ascribed to the employrdentinance of the mining sector in the

regions.
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Figure 3.4: Economically ative population distribution between males and femkes (2006
Source: DBSA (2008)

The composition of the economically active popwlagper race group compares closely with
provincial population composition, with 75 % of thglack (African) populatio being
economically active, followed by the White (67 %Jploured (92 %) and Asian (64 ¢
population groups.

3.2.4 Poverty

The high level of poverty in the NWP impacts on idewange of interrelated issues, includ
the level of education, the levef employment, household income, disparities betweadran
and rural residents, population density, healthceams, and access to basic services. More
poverty levels relate directly to the institutionflshmework present in the province. Th
alleviating poverty has the potential to address a wéage of other social disparities within

province. This could be achieved through an impdowstitutional environmet

Moreover, agricultural development, against thekdeap of the rural naturef the province and
its diverse natural resource base, makes it thal aehicle through which poverty alleviati

initiatives can be instituted. However, the cutrenvironment of economic pressure, depri
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infrastructure, time-consuming and unsuccessfu k@fiorm and redistribution programmes, etc.
within the agricultural sector needs to be improv&lich improvement could be brought about
by an improved institutional environment which wikm the basis of the successful alleviation

of poverty through agricultural development.

Table 3.2 reflects the percentage of people impt&ince living in poverty. An estimated 52.7
% of the NWP population lives in poverty, and altb relatively small fluctuations have
occurred over the past five years, the 2006 lewas &4 % higher than what it was ten years

earlier.

Table 3.2: Number and percentage of people in theWP living in poverty

Description 1996 1999 2001 2003 2004 2005 2006
Number of people 1547000 | 2017957 | 2000 398 1996 422 2160722 2195 356 1629 556
% of population 44.3 55.5 53.6 52.2 55.8 56.0 52.7

Source: Tswelopele Environmental (Pty) Ltd (2007)

This rate would have been even higher had the npatidemarcation in 2005 not reduced the
population. This is a matter of concern, as it msethat poverty reduction initiatives and
policies that have been implemented over the pagtears have not met the targets in terms of

alleviating poverty in the province.

3.2.5 Unemployment

Unemployment can be seen as a central mark forrgolevels in the NWP. Figure 3.5 shows
the levels of unemployment from 2001 to 2006. Ehé&svels are based on the expanded
definition of unemployment, which includes peopléhim the economically active population
who had not worked during the seven days prioh&imnterview, those who want to work and
were available to start work within a week of théerview, and discouraged jobseekers (those
who were unemployed but had not taken steps to Wiodk in the four weeks prior to the

interview).
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The rate of unemployment gradually increased from late 1990s to a high in 2004, with a
slight decrease to 41.7 % in 2006. This relatesety to the economic trends that were
experienced in the province, with unfavourable maand micro-economic conditions in 2001
that negatively affected economic growth, leadilmg @ 3.8 % increase in the level of
unemployment. However, the provincial economy veced in 2003, generating a 4.2 %
increase in the number of job opportunities. Alihlo the economy was growing at a slighter
higher rate (6.3 % per annum) in 2004, it was umdblcreate sufficient job opportunities to
sustain the same growth rate, which resulted in @derate increase in the level of
unemployment. In 2005, overall growth increasedLbyl %, mainly due to the mining sector
and associated enterprises. This growth contributevards the moderate decrease in
unemployment levels from 2005 onwards. Howevespde the drop in unemployment between
2004 and 2006, the level of unemployment in the N\fRains around 1 to 2 % higher than the
national average, ranking it as the province wité third highest unemployment level in the

country, behind the Eastern Cape and Limpopo poaan
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Figure 3.5: Unemployment in the NWP (1996 — 2006)
Sources: Tswelopele Environmental (Pty) Ltd (20DBSA (2008)

At provincial level, major inequalities exist be®veunemployed males and females, with the
male population accounting for 78 % of the totakmmployed population during 2006. In
addition, based on 2001 data from Wharton EconamEtrecasting Associates (WEFA), PPT
(2004a) estimated that the unemployment rate anmading3d/Vhite female population of the NWP
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was the highest in the country at the time, atsaimated 10 %, while that of the Black (African)

female population of the NWP was second higheS2&o.

The unemployment rate per district municipality agst the various population groups is
shown in Table 3.3. The unemployment rate amonigst Black (African) population is

significantly higher than amongst the other popatagroups in the province. Furthermore, the
unemployment rate amongst the female populationdsstrips that of the male population in all
districts of the province, with the highest unenyphent rate present amongst Black (African)
females. These discrepancies relate to the high & dependency on the industrial and mining
sectors as sources of employment (especially iB&#ieM and KKDM), and these industries are

known to predominantly employ males.

Table 3.3: Composition of the unemployed populatioby race and gender (2006)

Black White Coloured Asian
Region / District Male | Female | Male | Female | Male | Female Male | Female
%
Bojanala Platinum 36.99 60.95 0.60 0.81 0.24 0.32 0.03 0.06
Ngaka Modiri Molema 40.84 57.13 0.25 0.28 0.58 0.84 0.03 0.04
Dr Ruth Segomotsi Mompati 41.23 53.65 0.28 0.36 1.91 2.47 0.03 0.07
Dr Kenneth Kaunda 32.84 59.84 1.60 2.36 1.33 1.95 0.03 0.06

Source: DBSA (2008)

Figure 3.6 reflects the share of employment petosac 2006. Mining accounted for the largest
percentage of employment, at 23 % of the NWP pdiomaThis was followed by trade (20 %),
community services (19 %) and the agricultural ae(®.7 %). Together, trade and community
services accounted for almost 39 % of employmerthéenNWP during 2006. However, it is
important to bear in mind that although the mingegtor employs just a quarter of the NWP
population, other sectors such as manufacturimgtrétity, construction and transport are highly
dependent on the mining sector for their surviValus, any upsets and challenges in the mining

sector could potentially affect other sectors & MWVP as well.
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Figure 3.6: Employment per sector (2006)
Source: DBSA (2008)

Furthermore, although agriculture only accountedf@ % of total employment in the province
in 2006, it remains an important source of emplaytrespecially in the remote rural regions.
Moreover, the agricultural sector is also morellike play an even bigger role as an employer,

with government targeting the sector as one ofithn sectors for its development initiatives.

3.2.6 Education and literacy

Table 3.4 reflects the percentage of the populaged 20 years and older, by their highest level
of education. In 2006, 12.6 % of the total NWP yapon had no education, with the Black
(African) population accounting for 97 % of thesdividuals. In addition, an estimated 24.1 %
of the NWP population had only primary schoolingrd@ O to Grade 7) as their highest
qualification, with 36.7 % of the population having education or only a Grade 7 education and
below. On the contrary, almost 30 % of the popotathad a Grade 12 or Standard 10
qualification or higher, with 63 % of this figureeing accounted for by the Black (African)
population and a further 35 % by the White popalain the province.
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Table 3.4: NWP population aged 20 years and oldeby highest level of education (2002 —

2006)
Level of Education 2002 | 2003 | 2004 | 2005 [ 2006
Percentage
None 15.06 14.29 14.83 14.07 12.66
Grade 0/ R to Grade 3/Std 1 5.62 6.36 4.88 5.84 6.55
Grade 4/ Std 2 3.44 3.57 3.36 3.39 3.01
Grade 5/Std 3 4.32 4.4 4.1 3.71 4.32
Grade 6/ Std 4 5.9 5.86 6.26 52 4.36
Grade 7/ Std 5 6.83 6.68 6.95 5.84 6.29
Grade 8/ Std 6 9.43 9.16 7.87 7.92 8.08
Grade 9/Std 7 6.55 7.1 6.95 6.52 6.68
Grade 10/ Std 8 9.43 9.11 8.15 8.1 9.12
Grade 11/ Std 9 6.46 6.78 6.31 7.65 8.03
Grade 12/ Std 10 19.7 18.45 22.1 21.36 20.25
NTC I -NTC Il 0.51 1.33 0.51 0.59 0.87
Diploma / Certificate with less than Grade 12 / Std 10 0.7 0.5 0.51 1.04 1.09
Diploma / Certificate with Grade 12/ Std 10 3.16 3.62 4.28 5.07 3.75
Degree and higher 1.95 1.97 1.93 2.9 3.97
Don’t know / Unspecified 0.84 0.92 1.1 0.63 0.87

Source: Tswelopele Environmental (Pty) Ltd (2007)

The functional literacy (which indicates the peitegye of the population over 15 years of age,
who have completed grade 7 or higher) of each @ojoul group per district municipality is
shown in Figure 3.7. In general, functional lieyrdor the province is estimated to be 58.5 %.
This indicates the level of racial imbalance imtsrof functional literacy, with only 40.8 % of
the Black (African) population being regarded ascfionally literate compared to the White
(74.5 %), Coloured (53.5 %) and Asian (65.3 %) paiions.

At district level, the RSMDM population has the lest average functional literacy in the NWP,
with 52.9 % of its population being regarded asctiomally literate compared to 63.1 % in the

BPDM, which is the region with the highest averagetional literacy.

The level of functional literacy, especially in tiRSMDM, holds the potential to negatively
impact on especially the operational capabilitiethe agricultural sector in the region. Literate
employment opportunities in agriculture predomiharexist within agri-business and input
supply companies, with these forming an integrat pathe agri-supply chain. The success and

competitiveness of agri-producers in this vastlyaruegion depends on the effective and
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efficient functioning of their support structures ferms of ag-business and input supg

companies.
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Figure 3.7: Functional literacy of each populatiorgroup per district municipality (2006)
Source: DBSA (2008)

Furthermore,according to Tswelopele Environmental (Pty) Ltd Q2) functional literac
relates closely to the soceonomic differentials in the quality and quantfyeducation, whicl
makes it difficult to achieve equity and empowermernthe labour market. A |orly educated
population (as can be seen in the RSMDM) is limitedptions and opportunities and subjec
increased unemployment. Poor education also redtleescapacity of the population

meaningfully participate in societ

Moreover, low levelsof education limit the percentage of the populatibat qualifies fol
tertiary education, which in turn leads to greatequalities in the distribution of opportuniti
and wealth. This relates to the 69 % of the NWPputettion with a Grade 9 educen or lower,

with these people finding it difficult to find skeld employment and earn associated wi
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Thus, the poverty level of more than 50 % of thevprce’s population is potentially a stro
driver inhibiting access to education for a largepartion of the population. Together with t

high prevalence of HIV/AIDS, this is forcing manguseholds into deprivatio

3.2.7 Income

A depiction of the annual household income perridistunicipality is shown in Figure 3.¢
From this it can be saethat the Black (African) population is earning tleast throughout &
four district municipalities, with an average anhbhausehold income of 45 787. They are
followed by the Coloured (B4 018), White (R 144 809) and Asian 1B0 204) populations.
These income levels reflect a clear picture of ittequalities that exist between the differ
racial groups, and relate directly to poverty lsvelThis can also be observed from the (
coefficient of the province, reported to be abow& Placin(it among the most unequal regic
in the world. Taljaard (2007) reported that thaiG@ioefficient of the province varies betwee
and 1, with countries or regions with a low degoéenequality normally ranging between (

and 0.3 and those with a higegree of inequality ranging between 0.5 anc
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Figure 3.8: Average annual income of each populatiogroup per district municipality
Source: DBSA (2008)
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Furthermore, it is estimated that in 2006, appratety 468 256 households, or 56 % of the total
number of households in the NWP, were living bel minimum living level (MLL) — i.e.
moderate poverty — while there was also a high rasmnob people living in extreme poverty in
the province. This suggests that the provincea@snfjy an increasing challenge in terms of
absolute numbers falling in this category. Howewaecording to Magomola (2008), targets set
by the Provincial Growth and Development StrateB%IDS) to measure the proportion of

households living in poverty showed a 0.6 % de@aasce 2004.

Despite the decrease in poverty levels accordinghéoprovincial PGDS targets, Magomola
(2008) reported that an estimated 276 833 people Weing in extreme poverty in 2006,
representing 9 % of the provincial population ait time.

Before a final conclusion with regard to poverty ¢z formulated, indicators such as access to
basic services — i.e. safe drinking-water, sawitatelectricity, education, free healthcare and
shelter — must be placed in context. Figure 3flects the percentage of households that have
access to the above-mentioned services. This gvegsh drawn up using data from the
Department of Water Affairs and Forestry (DWAF) ahé Department of Local Government
and Housing, as well as Statistics South Africat&8A) data as used by Magomola (2008).
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Figure 3.9: Household access to service deliverydd6 — 2006)
Source: Magomola (2008)
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According to Figure 3.9, the quality of life of tipeovincial population has improved somewhat.

This is reflected in the increasing percentage ofiseholds with access to piped water,

electricity, and appropriate sanitation facilitieddowever, according to Mogomala (2008),

household access to basic service delivery rentmiav PGDS targets. In addition, he stated

that piped water and sanitation are the fastestawmpg categories, and he summarised the

improvements as follows:

* Provision of piped water within a radius of 200 rastfrom the dwelling improved from 48
% of households in 1996 to 87.6 % of househol&OD6.

» Access to sanitation improved from 30 % of housghah 1996 to 62.7 % of households in
2006.

* Provision of electricity at dwellings saw rapid irmpement between 1996 and 2001,
although after 2001 access to electricity by hoakkEhhas been increasing at a much slower
rate.

* A total number of 304 045 housing units had beerstacted in the province by 2006.

However, a number of challenges are being expeztbrdue to the rapid and uncontrolled
establishment of informal settlements, thus exatery problems associated with service
delivery. This also accounts for settlements ima® rural areas, where access to villages is

constrained by deprived infrastructure.

3.2.8 Health and healthcare

The health of people, especially those living imoge rural areas, is predominantly influenced
by environmental factors (i.e. social and naturdi).the NWP, the vast majority of people find
themselves in circumstances where factors suclr gsaity, water quality, sanitation, etc. have
a direct impact on their health. This situatioriugher exacerbated by their everyday exposure
to wood, coal and paraffin smoke from indoor cogkiimes, etc. This highlights the importance
of proper healthcare in the province, as it migkaivbe one of the most important factors

ensuring economic growth and a better standariviofyl for the people of the province.
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According to Tswelopele Environmental (Pty) Ltd @20, an estimated 25 to 33 % of the global
disease burden might be related to environmentabfaa This also applies to the NWP’s

healthcare system, its municipalities and its peowho are all being affected by environmental
degradation, changes in biophysical conditionsdégaate access to basic services and
healthcare, high levels of poverty, gender disjgitand structural inequalities. Furthermore,
hardship has always been one of the causes of hpadth, with poor people suffering from

greater ill health due to multiple factors suchrexlequate housing, water supply and sanitation,

as well as poor nutrition.

In addition, the difficulty with which poor peopkccess healthcare systems, which might be
partly due to their geographical location and eewicohardship (inability to afford transport,

etc.) on the one hand, and the burden experiengegbobernmental support structures being
unable to reach out to these people in remote areése other, contributes towards their already

challenging socio-economic circumstances.

Table 3.5 illustrates the healthcare indicators #@mhds for the NWP, showing that the
healthcare system experienced a 12 % decline inuh@er of doctors per 100 000 people of the
population from 2001 to 2006. The number of nues100 000 people also reported a 10 %
decrease from 2005 to 2007 (previous year's dataawailable), with the number of hospital
beds declining by 21 % (2001 — 2006).
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Table 3.5: Healthcare trends and indicators (1996 2007)

Description 1996 1999 2001 2003 2004 2005 2006 2007
Life expectancy in years at birth 53.1 51 48.2 47.2 47.1 50.7 50
Population older than 65 years 134.9 159 194.4 156.7 190 196.1 176.8

Number of public sector doctors per

100 000 of population 10 n 15 82 14 9 10

Number of doctors per 100 000

. 12 17 17 10 12 15
of population

Number of medical practitioners per

100 000 of population 136 14.8 14.9

Number of nurses per 100 000 of

population 90 88 81
Numbe_r of student nurses per 100 000 of 17 20 2
population

Numbe_r of beds per 100 000 of 3 58 53 16 16 16 18
population

HIV/AIDS infection rate of woman

) . 251% | 23.0% | 25.2% | 299% | 26.7% | 31.8% | 29.0%
attending antenatal clinics

TB cases per 100 000 of population 469 528 526 560 711 702

Number of public hospital beds 9271 9 080 7522 5911 5911 5982 5982 4392
Number of private hospital beds 660 932 986 1005 1538

Number of clinics 268

Source: Tswelopele Environmental (Pty) Ltd (2007)

However, despite the decline in overall governmbéetlthcare personnel and equipment
(hospital beds), the support structures in termprivate doctors, private hospital beds, health
practitioners and student nurses reported an isereanumbers for the period. Unfortunately, a
large portion of the NWP population is unable toess the private health support system due to

inequalities and poverty.

Additionally, in support of the health structureinmerous actions have been taken by local and

provincial government to improve the health sitoitiof the province. These actions were

summarised as follows in the fifteen-year reviewtloé province by the Premier's Office

(Magomola, 2008):

* Increase in the number of public health facilit@eviding Voluntary Counselling and Testing
services;

* Improvement of health facilities to render Preventof Mother-to-Child Transmission (PMTCT)

services;
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» Creation/Improvement of the Community Home-Basete@aogramme, which offers a basket of
services including counselling, physical care, ragthool support, provision of material relief,
and prevention strategies;

 Intensified recruitment of professionals with seaskills;

* Implementation of 24-hour Primary Health Care (PH)vices in each sub-district of the
province;

» Development of a Hospital Facility Reconfiguratidaster Plan;

« Construction of 23 health posts in Bojanala (1®ntal (3), Southern (1) and Bophirima (4);

» Establishment of an EMRS training college to tramergency care technicians (ECTs) to meet
demands;

» Design and submission of a provincial health stmecfor Environmental Health Services;

» Implementation of a Protein Energy Malnutrition Sofe;

» Training of doctors and nurses in clinical forensiedicine;

» Establishment of a database of key performancesarea

+ Establishment of an effective labour relations ssrvinent.

3.2.9 Prevalence of HIV/IAIDS

In South Africa, the public health situation isdaly dominated by the HIV/AIDS pandemic,
with the UNAIDS AIDS epidemic update for 2007 ingtimg that South Africa is the country
with the highest number of HIV infections in thenb This will probably make it the single
most important driver that will shape the futureiaband economic developments and trends
within the NWP.

From Figure 3.10, the total number of people whe ldIV+ and those already suffering from
AIDS from 2000 to 2010 can be seen. When compatiegprevalence of HIV/AIDS in the

NWP with that of South Africa during 2005, one finthat 31.8 % of people in the NWP were
infected compared to 30.2 % nationally. This leveprevalence makes the NWP, jointly with
the Eastern Cape, the province with the fifth hggheumber of infections amongst South
Africa’s nine provinces during 2005. In the fiftegear review of the province 1994-2008, it
was reported that HIV prevalence among pregnantawowas found to be slightly lower than
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the provincial rate, at 30 % in 2005 and 29 % iO&0 In addition, a further decrease in the
prevalence of HIV amongst young pregnant woman éetwhe ages of 15 and 24 years seemed

evident.

According to Figure 3.10, the infection rate con&d to rise up until 2006, after which the
number of HIV+ people is anticipated to declinetie run-up to 2010. The total number of

people with AIDS will continue to increase due teypous infections (cumulative effect).
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Figure 3.10: Total number HIV+ people and people sk with AIDS in the NWP
(2000 - 2010)
Source: ASSA (2002)

In addition, HIV/AIDS could be seen as one of th@an factors that will directly impact on the
primary level of the agricultural sector. The dise negatively impacts on the productive
potential of unskilled farm labourers, and subsatjyen the productivity of the industry. This
could lead to an increase in the rate of the adopaf technology to replace human resources,

which will have negative consequences for the Weatid prosperity of rural populations.

3.2.10 Tuberculosis

Tswelopele Environmental (Pty) Ltd (2007) statedt tlhe tuberculosis (TB) death rate is often
used as an indicator of HIV/AIDS, since reduced imity as a result of HIV/AIDS makes an

individual more susceptible to contracting TB andreually succumbing to the disease. Figure
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3.11 reflects the trend of TB infections from 1982006 in the NWP. From this, it is evident
that the infection rate increased substantiallyalijmost 50 % during this period, from 469
infections in 1999 to 702 in 2006. Moreover, Typale Environmental (Pty) Ltd (2007)
reported that the number of deaths ascribed tonilthe NWP increased at a rate of 3.8 % from

2004 to 2005, and is similar to the rate experidmeionally.

\ \ \ \ \ \
| | | | | —
2005 ‘ ‘ ‘ ‘ ‘ l
2004 ‘ ‘ ‘ ‘ ‘ l
2003
| | | | |
| | | |
1999 . . . . l
é) 160 260 360 460 560 660 760 860
Number of infections

Figure 3.11: Total number of TB infections in the NWP (1999 — 2006)
Source: Tswelopele Environmental (Pty) Ltd (2007)

3.2.11 Life expectancy

In 2006, the life expectancy at birth of peopledieg in the NWP was 50.7 years (see Figure
3.12). This is almost the same as levels repodi#ing 2001 (51 years). However, life
expectancy at birth for the NWP population from 2@0 2005 was significantly lower than that
between 2001 and 2006. The higher life expectqmegicted for 2006 could be explained by

government initiatives aimed at improving healtlecdelivery in the province.
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Figure 3.12: Life expectancy at birth in the NWP (201 — 2006)
Source: Tswelopele Environmental (Pty) Ltd (2007)

3.2.12 Social security

In South Africa, the total number of people reaegvgrants increased from 2.4 million in 1996
to 11.2 million in 2007. The NWP reported a simti@nd, with just over 1 million people in the
province receiving grants, which implies that alinose third of the NWP population received

some type of grant during 2007.

According to Tswelopele Environment (Pty) Ltd (2p05ocial grants and pensions in the NWP
remain an important instrument in the fight agaipsverty, as they provide the “social safety
nets” aimed at limiting social and economic inegyand uplifting the poor and marginalised.

Provincial budgets provide increased allocationssfacial spending, because it is an area in

which an almost immediate impact on people’s gualitlife can be observed.

Table 3.6 reflects access by beneficiaries to sgceants in the NWP from 1996 to 2006. During
2006 a total of 634 225 children in the NWP receicare grants compared to 646 613 during
2007 (not shown in table). This reflects a 1.9f%eéase from 2006 to 2007, with this number of
grants being 244 times greater than in 1996.
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Table 3.6: Access to social grants in the NWP (19962006)

Description 1996 1999 2001 2003 2004 2005 2006
ggft';e” receiving child , ¢q 6 081 66 818 206 421 340574 467 558 634 225
Elderly receiving

pensions 130083 | 146845| 161019 172046 178 676 184 01p 4383

Total beneficiaries o

. 184 681 | 215385| 294 466 462 418 637 312 774 280 5290
special grants

Old-age  beneficiaries
per 35.9 43.8 43.8 45.3 46.9 48.1 57.3
1 000 of the population

Source: Tswelopele Environmental (Pty) Ltd (2007)

Tswelopele Environmental (Pty) Ltd (2007) reportkdt the increased number of child grants
could be ascribed to the significant increase (1iZn@s) in the number of AIDS orphans present
in the province from 2000. During 2007, AIDS orpkaaccounted for 3 % of the NWP
population. With consideration of the prevalentéily/, as well as the number of HIV-positive
pregnant woman, it is highly likely that the numlo€rAIDS orphans will increase in the near

future, which could have a significant impact osiabsecurity (child grants).

Currently, as stated by Tswelopele Environment&y)(Rtd (2007), social security plays an
important role in the lives of vulnerable commuesti These grants have a significant impact in
alleviating economic pressure on households anglpexssociated with the recipients of these
grants. However, questions might be raised reggrdhe long-term sustainability of the
contribution of these grants, and unless other nreasare put in place to create incentives for
these people to participate in the economy, thebaurof people receiving grants will continue

to increase, and the overall dependency on grariteiNWP will keep growing.

3.3  Economic structures and performance of the Noht West Province

In this document, the different economic sectorshef NWP are discussed to provide a better
understanding of the relative importance of thesetags and the contribution of each to the
provincial economy. As mentioned, it will also pide important information for understanding

the sectoral linkages between the different econ@actors involved when a shock is imposed
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on the economy or a specific sector. Firstly, aereiew of the current provincial infrastructure
is provided, followed by an economic overview. Diugethe project’s focus on agriculture,

greater emphasis is placed on the agriculture settbe province.

3.2.1 Infrastructure as a necessity for sustainableconomic growth and development in the
North West Province

The economically active population, coupled witre throvince’s physical resources and

infrastructure, is an important basic source foy aaonomy to grow. On the supply side, the
population has the potential to contribute to ecoicogrowth through involvement in labour

market activities and entrepreneurship. On therdthed, physical resources provide the inputs
required to produce goods, thus creating jobs arsdireng food security. Moreover, adequate
and reliable infrastructure provides the physic#dtdges between different inputs needed for the
economy to be functional. Therefore, in order éttdr understand the economic structure and

performance of the NWP, the existing infrastructame its conditions will be reviewed.

3.3.2 Rail and road infrastructure

In the context of the NWP economy, the rail anddrodrastructure is the main connection for
producers, manufactures and the mining industgctess local markets and input suppliers, i.e.
physical inputs and/or human resources. At presleatabsence of an international cargo airport
in the NWP makes it difficult for local producerscamanufacturers to unlock the potential of
export opportunities. The request submitted byGhaéinet for an international trading licence
for the airport in Mafikeng (capital of the proviajcholds vast potential in the near future for
local producers to ease access to internationakehavpportunities, contributing towards
economic growth and stability in the province.
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Figure 3.13 illustrates the railway infrastructpresent in the province. Although an adequate
rail infrastructure exists within the province, itisnctionality and reliability is questionable.
Producers, local government and other role playgtsn the provincial economy have strongly
expressed their views with regard to the poor fonetity and trustworthiness of the railway
system (Personal interviews, 2008). Recently, lstgel prices have contributed towards the

problems already being experienced, with infrastmec (rails) being stolen and sold as scrap

metal.
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Figure 3.13: Railway infrastructure in the NWP
Source: ARC (2008)

Against this backdrop, the road infrastructure feriime backbone in ensuring physical linkages

between the primary, secondary and tertiary ecoesmiesent in the province (see Figure 3.14).

Although an adequate road infrastructure existhénprovince, increased pressure as a result of
the railway system not being functional, along wifte growth in the mining and manufacturing

industries, has seen primary and secondary roddsatate to their current poor condition.
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The poor condition of several roads and especsatjondary roads in the province presents the
agricultural industry with a stumbling block in emsg economic growth and development.

This is of particular significance for agricultui@dtivities and linkages in the remote rural areas
where producers are predominantly dependant omdacy roads to access their supply and
product markets. Moreover, the condition of thad®— especially in the remote rural areas of
the province — has far-reaching consequences Xtaied the direct impact on agricultural and

other industries. Poor roads have made it difficuhd in some instances impossible, for local
government to assist populations residing in infarsettlements in the remote rural regions of
the province. Local government is not able to mewbasic healthcare, education or financial

assistance to these people. Their living conditidimectly impact on the economic hardships
they experience, with the majority being illiteratenot able to access employment opportunities

that could improve their standard of living.

This situation has a significant impact on the @agtural sector, which is one of the leading
employers of illiterate/unskilled people in the yirewe. With poor roads making it difficult to

reach rural settlements; producers are forced tapete for labour resources within other
regions or industries, specifically the mining isthy, which is the sector that accounts for the
largest share of total employment. This will diheampact on wages paid for unskilled and
semi-skilled labour, and subsequently on the sughdlity of farming practices. The spillovers

resulting from potentially higher wages will mosbpably not contribute towards the welfare of

the rural poor, but rather towards that of peopkding in the urban areas.

Thus, the operational infrastructure and especidily road infrastructure of the NWP is
fundamental to the development of the provinciaineamy. The condition of this infrastructure
will impact directly on each sector’s performanndhat it has a direct impact on the efficiency
and sustainability of producers, manufacturers #ga@dmining industry, as well as the socio-

economic climate of the province.
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Figure 3.14: Road infrastructure n the NWP
Source: ARC (2008)

3.3.3 Electricity infrastructure and electricity supply to the agricultural sector

The electricity shortage that was experienced ab#ginning of 2008 had severe consequences
for both the national and provincial economies. tthe NWP, electricity supply shortages
contributed towards the challenges already beicgday the operational infrastructure, with
most sectors in the NWP being highly dependent lectrécity to remain productive and
sustainable.

The mainly rural nature of the NWP and the rapidrease of informal settlements in the
province make it difficult to provide electricityr @ccess to electricity for the entire provincial
population and all its economic sectors. Howeusimg medium-voltage distribution lines and
substations as a benchmark to examine infrasteictwith the red dots indicating the
distribution substations (see Figure 3.15 belotiy evident that electricity availability is sptea

throughout most of the urban and semi-urban arédkeoprovince, thus ensuring electricity
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supply to the major economic sectors, which incltidemining, manufacturing and agricultural
sectors in the BPDM, NMMDM and KKDM (Figure 3.15).

However, some concern might be raised with regardhe availability of infrastructure to
provide electricity to producers, manufacturers amtividuals in the remote rural areas of the
province. This applies especially to regions iea RSMDM, where agriculture is the foremost
contributor towards the region’s economy and itpydation’s wellbeing. The inability of
producers and the agro-industry to access eldggtiitithese regions will negatively impact on
the efficiency of their production practices. Mplier effects that result from insufficient
production practices could hamper potential groaikd development in the agricultural sector,
with producers and the agro-industry being unableftectively utilise technology, i.e. internet,

telecommunication, centre pivots, etc.
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Figure 3.15: Medium-voltage distribution lines andsubstations in the NWP
Source: ARC (2008)
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3.3.4 Agricultural markets

The NWP, with its diverse resource base and infresire, provides producers with the
opportunity to grow and produce a wide range ofipots. However, crucial to the success of
these enterprises is the availability and accdgygilmf markets and also proximity to those

markets.

Livestock production accounts for a large perceamtaigthe agricultural production practices in
the province, with Vryburg, Stella and surroundargas being classified as the region with the
most suitable natural resource base for cattleymtooh in South Africa. These areas are sweet
veld which means there is less need for makingdrasilage which is a major cost saving as
machinery is expensive. Animal diseases are als® dé a problem than in the higher rainfall
areas. Other livestock enterprises are also pramsethe province, with a large number of
mutton, dairy and goat producers (see Figure 3.28hese production activities are well
supported by the availability and accessibilityligéstock markets for either the live trade or
slaughtering of animals. In addition, these marleee well within reach of most producers, with
auction yards being situated in most of the mediartarge towns. Auctions are normally held
on a weekly basis throughout the province. Supp®nif the livestock marketing infrastructure
is the presence of several abattoirs in the previmbere animals can be slaughtered on a daily
basis.

Markets for poultry are mostly concentrated in thetropolitan areas of Gauteng. However, the
distance to these markets might be of some conespgcially for producers towards the north-
western parts (RSMDM) of the province.

Similar to poultry, the major fresh-produce markats mainly concentrated in the metropolitan
areas, with markets in Klerksdorp and Welkom alsindp of significance to fresh-produce
producers in the NWP (fresh-produce markets areateld by the orange dots in Figure 3.16).
However, only a portion of the citrus crop is maekethrough fresh-produce markets, with the
remaining part being packed for export marketsaddl $0 a processing plant like that in Brits,
which is owned by the Magaliesberg Citrus Coopera{MGK).
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Figure 3.16: Markets for fresh produce from the NWP
Source: ARC (2008)

Furthermore, several producers throughout the poevhave successfully established long-term
perennial enterprises (olives, pecan nuts, etdt)y producers within the proximity of fresh-
produce markets (BPDM) being able to utilise thigrketing channel. However, distance to
these fresh-produce markets poses a problem fatupess in the north-eastern parts of the
province. Successful enterprises have made poovisr potential on-farm processing facilities,

which enable them to access higher value marketadnaround their respective regions.

The predominant share of cash crops like maizeflasuwer, wheat, etc. in the province is
marketed through local agribusiness (co-operationskhough the marketing of these crops
might be straightforward, one should bear in minat the storage characteristics of most cash
crops require that they be stored in enclosed aréage delivery of these crops to such storage
places is part of the marketing process. Therefbeeuse of silo locations in the province could
be seen as an appropriate barometer for cash-adgets. Figure 3.17 shows the distribution of
silos within the NWP. Most of these silos area&i&a within the central parts (NMMDM) of the
province, with a few towards the north-eastern arThe central parts of the province are
associated with the so-called maize triangle oftl®d\frica, with the majority of the NWP’s

maize and sunflower crops being produced in thgeore
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Figure 3.17: Distribution of silos in the NWP
Source: ARC (2008)

3.3.5 Water catchment areas

The NWP is known to have limited water resources the bulk of its water originating from

the Vaal River system. This has resulted in whtng transported over great distances, from
high pumping elevations, to a number of rivers atammns, including the Buffelspoort,

Hartebeespoort, Klein Marico, Kromellenboog, MarBosveld and Moletedi dams (see Figure
3.18). To control the distribution of water, theoyince is divided into 4 water management
areas, namely Crocodile Marico, Lower, Middle, ddgdper Vaal. From these management
areas, the bulk of the water is distributed towaa@ous municipal regions by the Rand, Botshelo,

Sedibeng, Magalies and Midvaal water companiesttN&est Provincial Government, 2008).

Figure 3.18 shows most of the rivers in the NWReally all of the province’s interior rivers can

be described as seasonal and are not classifietkliable sources of water for human
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consumption or productive use. Moreover, mosthef ivers within the province are short in
length with minimum dilution effects, and with theturn flow negatively impacting on two of

the major river-flow systems, namely the Vaal amel€rocodile.

The major sources of pollution in these rivers atgan/industrial effluent return flows, mining
effluent and dewatering, diffuse resources, as aglon-compliant sewage works as a result of
lack of financial and human resources, eutroplooatetc. Such pollution poses a threat to the
urban, rural and agricultural uses of water inphavince (North West Provincial Government,
2008). Furthermore, there is intense pressurenoienground water resources to meet specific

water demands, especially with regard to the rumadjng, and primary agricultural sectors.
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Figure 3.18: Rivers of the NWP
Source: ARC (2008)
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Figure 3.19 provides an overview of the dams andation schemes (the pink areas reflect
cultivated land under irrigation, while the blueas represent dams in the province). One of the
major agricultural irrigation schemes, the Vaalddarrigation scheme, is within the vicinity of

the Bloemhof Dam, situated to the south-west of gha&vince. The dam supplies water to
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approximately 43 700 ha of irrigated land. Otheajon irrigated areas include the regions
surrounding Brits and Rustenburg, with lands thatteh from the Hartebeespoort Dam to
regions in the vicinity of the Groot Marico. Snallirrigation schemes are present throughout

the province.

e

odamote
@ =nonrt T anar mx - o
A Limpopa L_E\,:r
Botswana Bela BF
7 Seix-ael
\ - F - =
= Hotame

"'f:‘ 1 T
— Eater Taun ._&_"}L"'\_.ﬂ"
e Yy o
'-'fi:;}—_ o Fre, Eéte ’2( h
a0
a = weram
arthvernn Cape i W l‘\z\_ S fraceng f

g oogems. s R s o

= Tearisabans ¥gatcionalz renl o o 3 &

ﬁ =_BP::‘--'1=5‘9' aelose ";rl! g <."3 LEu r-—...S‘ 01020 40  e0 S0 100 130 14d T

e L "\_ ,.-»{ e e T — Fa

Figure 3.19: Water bodies and irrigation schemes ithe NWP
Source: ARC (2008)

Furthermore, several producers without accesstwhieceent areas or rivers utilise underground
water resources for the irrigation of cultivatedda. This, together with other industries that
follow the same means to answer to their water siebds put immense pressure on this

resource.

Ultimately, acceptable infrastructure exists in tpeovince for its economy to function
accordingly, ensuring growth and development. ldesome concern might be raised with
regard to the functionality and conditions of sfieally the road and rail infrastructure, with
these providing the physical link between the primaecondary and tertiary industries in and

around the province.
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3.3.6 Economic performance of the North West Provice

The economy of the NWP is relatively small, havbegen valued at R 103 billion in 2006, thus
making the province the third smallest contributawards the national gross domestic product
(GDP) with 6.4 % (StatsSA, 2007a). The NWP regbdereal GDP growth rate of 4.4 % in
2007, compared to the slightly lower real GDP gtovdte of 4.3 % in 2006. Despite the 0.1 %
increase in the GDP growth from 2006 to 2007, twwvth remained lower than the rate of 4.9
% in 2005 (see Figure 3.20).

The NWP’s GDP followed a similar trend as that elgreced nationally; however, the GDP
growth in the province (4.3 %) remained slightlyidve the national GDP growth of 5.1 % in
2007 (not shown in Figure 3.20).

1 afall

o — P

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Years

Figure 3.20: GDP growth of the NWP
Source: StatsSA (2007a)

Figure 3.21 shows the gross domestic product ggomg GDPR) and the average annual GDPR
growth rate (1996 — 2006) for each of the distnuinicipalities in the NWP. In 2006, the
BPDM accounted for nearly 56 % of the total conttibn towards the NWP GDP (at 2000
constant prices), making this region the economeréa of the NWP. Moreover, the BPDM
reported the highest average annual GDPR growéh(88 %), followed by the RSMDM (0.9
%) and NMMDM (0.1 %). In addition, the KKDM revesl the smallest GDPR, with a negative

average annual GDPR growth rate of 0.17 %, indigattnat the region’s economy is growing at
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a slower rate than prior to 1996. The negative BRfPowth rate reported by the IDM is
largely as a result of the negative 3.5 % averageia GDPR growth rate reported by the (
of Motlosana Local Municipality (Klerksdorp) andetmegative 3.1 % reported by the City
Merafong Local Municipality. Other local municiftaés in the KKDM, including the Maquass
Hills Local Municipality (Wolmaransstad, Leeudorstgd) reported a positive average ani
GDPR growth rate of 2.1 %.
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Figure 3.21: GDP per district municipality (2006) and average growth rate (199¢ 2006)
Source: DBSA (2008)

Moreover, the notable contribution of the BPDM abbk ascribed to the diversification of t
region amongst the primary, secondary and tertratystries. The primary sector’s contribut|
towards the GDPR of the BPDM is largely supportgdttee mineral resources present in -
region. In addition, part of the region is chaesised by ideal soil and climate and rele
infrastructure (close to metropolitan markets, dasts.), enabling the production of a w
variety of crops, including higlr value horticultural crops. Moreover, the BPDMuikes two o
the largest cities in the NWP (Brits and Rustenpusgound which several of the ma

secondary and tertiary sectors are concent|
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3.3.7 [Economic sectors

According to the Pro-Poor Tourism Pilots ProjectSauthern Africa (PPT, 2004b), the main
economic sectors of the NWP are the agriculturahjmg, and tourism sectors, with these being

seen as the main drivers for economic growth irptiogince.

Between 1996 and 2005, the NWP economy reportedased growth rates for all sectors in the
province (see Table 3.7). Foremost amongst these whe agricultural and mining sectors,

which reported an increase in their growth rated.@fand 2.9 % respectively. In contrast to

this, the transport sector showed a decline iaverage growth rate of 7.9 % (1996 — 2001) to
2.3 % in 2005. Furthermore, compared to the natiamerage, agricultural and mining were the

only two sectors that reported higher sectoral ¢nonates than the national averages of 4.1 %
and 2.4 % respectively. Despite growth rateshesé two sectors being higher than the national
averages, the 5.1 and 3.2 % growth reported bwadhnieultural and mining sectors respectively

remained below the Provincial Growth and Developn&mtegy (PGDS) targets of 6.6 and 7.4

% respectively for 2005.
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Table 3.7: Average annual sectoral growth rates (B% — 2005)

1996-2001 | 2001-2004 2005
o Annual PGDS Target

Description NWP NWP | RSA

%
Agriculture 0.4 2.2 5.1 4.1 6.6
Mining 0.3 16 3.2 24 7.4
Manufacturing 0.8 1.8 2.7 5.1 7.1
Construction 9.3 7.8 8.8 11.9 7.5
Trade 2.8 6.7 4.6 6.5 5.9
Transport 7.9 6.4 2.3 55 9.1
Finance 5.9 4.9 3.4 55 6.8
Community Service 0.3 2.3 4.1 4.4 4.6

Source: Tswelopele Environmental (Pty) Ltd (2007)

The contribution of the different economic sectimwards the total GDP of the NWP and South
Africa as a whole is shown in Figure 3.22. It Isaz that the contributions of the NWP’s

primary and secondary industries differ considerétiim the national average.
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Figure 3.22: Percentage contribution of each econamsector towards total provincial GDP
(2006)
Source: StatsSA (2007a)

In 2006 the NWP’s primary industries (agriculturedamining) contributed 28.5 % towards the
provincial GDP, compare to the national averag®.8f%. In terms of secondary industries

(manufacturing, electricity and construction), th&/P’s contribution (9.5 %) was considerably
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lower than the national average of 21.3 % in 2006e contribution of tertiary industries (trade,
transport, finance, and community services) towdngsGDP of 62 % in the NWP compared

well with the national average of 61 % in 2006.

3.3.8 Primary industries

Compared to the other provinces, the NWP’s primgagtor is the largest (see Figure 3.23),
contributing 31 % towards the total primary seabdrthe South African economy. This is
followed by the provinces of Limpopo (30 %), Mpularadja (29 %) and KwaZulu-Natal (29 %).
Due to the agricultural focus of this project, arendetailed overview of the agricultural sector in
the NWP is provided in the next subsection.
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Figure 3.23: Provincial contribution to primary sedor GDP (2006)
Source: StatsSA (2007a)
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3.3.8.1 Agriculture, forestry and fishing

The overview of this sector incorporates all esshiphents that are primarily engaged in farming
activities, as well as commercial hunting, gameppgation, forestry, logging and fishing. The
economy of the province in terms of agricultureekiry and fishing is dualistic and comprises a
well-developed commercial part and a predominastlysistence part in the communal areas of
the province. These communal regions are knowhetaitilised in an unproductive manner,
which might be due to a combination of reasonduting the ownership of these lands (mostly
owned by tribal leaders and utilised at their diton), overgrazing, lack of government support,
social environment, etc. The situation surroundbeghmunal areas has contributed towards
agriculture being secondary to the mining indusiryterms of the contribution towards the

primary industry of the NWP.

Figure 3.24 shows the provincial contribution toggatotal national agricultural production. The
NWP accounts for only 6.9 % (fourth smallest) oé ttotal national aggregate, meaning a

provincial contribution of 2.7 % towards the recabeconomic outout (see Fiaure 3.23).
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Figure 3.24: Provincial contribution towards national total agricultural production (2006)
Source: SatsSA (2007b)

Furthermore, based on the NWP’s gross value ad@dA), the agricultural contribution
towards total provincial GVA remained small, reachan estimated R 1.9 billion in 2004. This
reflects a decline in agriculture’s contributionG¥A from 7.1 % in 1996 to 5.2 % in 2004.
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Against the backdrop of the province’s relativelgspable agricultural infrastructure (as
discussed in sections 3.3.1 to 3.3.5), productiotpwt is largely dependent on climatic
conditions and agricultural product prices. Cutisgrapproximately 54 % of the province’s
surface area has been transformed by agricultutle,am estimated one third of South Africa’s
maize being produced in the province. The fedileas in the northern parts of the province
allow for extensive mixed-crop farming, which indis crops such as tobacco, citrus, paprika,
wheat, peppers, cotton, groundnuts and sunflow&ggiculture towards the eastern, wetter parts
of the province comprises livestock and crop fagnwhile the semi-arid central and western
parts support livestock and wildlife farming. Tfaourable geographical location close to the
main hubs of Gauteng, as well as its eco-touristargi@l, makes it one of the most sought-after
destinations for foreign travellers visiting Sowtfrica. The main corridors for tourism in the
province include the casino and leisure resortSwi City and the Lost City, as well as the
Pilansberg and Madikwe national parks.

Farming units and gross farm income per region

The major towns in the NWP, grouped per districhioypality, are shown in Table 3.8. The use
of district municipalities as a means to divide firevince into different agricultural regions

assists in the economic overview of the sectoriarfdrther used to facilitate cross-referencing
and comparisons with the results of the study. d&a on the towns included in Table 3.8 is
sourced from the regional breakdown of the agnizaltsector in the NWP, according to the
Statistics South Africa census of 2002 (StatsSA420

Table 3.8: NWP agricultural regions

Region District municipality Major towns in statistical region

RSMDM Dr Ruth Segomotsi Mompati Vryburg, ChristiaPdokwani, Schweizer-Reneke
BPDM Bojanala Platinum Brits, Madikwe, Rustenburg

NMMDM | Dr Ngaka Modiri Molema Delareyville, Huhudiichtenburg, Mmabatho,

KKDM Kenneth Kaunda Klerksdorp, Potchefstroom, \&atlorp, Wolmaransstad

The farming units and gross farm income (GFI) pstridt municipal region of the NWP are
shown in Figure 3.25. According to the agricultw@ansus of 2002 (StatsSA, 2004), a total of 5
349 farming units could be found in the provincehat time, with 1 621 (30 %) of these within
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the RSMDM (Vryburg, Christiana, Phokwani and ScleeeiReneke). Although this region
accounts for the highest number of farming unitseported the second largest aggregate GFI
(R 1.1 billion in 2002). In terms of the other i@gs, the second highest number of farming units
(1 536) was to be found in the KKDM, with that reigibeing the foremost contributor towards
GFI with R 1.8 billion. This was followed by thePBM (1 153) and NMMDM (1 039),
contributing R 1.09 billion and R 1.03 billion resgively towards the provincial agricultural
sector in 2002.
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Figure 3.25: Farming units and gross farm income ithe NWP
Source: StatsSA (2004)

Agricultural employment in the NWP

The agricultural sector in the NWP accounts for%.of total employment, making it the fourth
largest employment sector in the province (seerEi@ub). Table 3.9 shows the number of paid
employees per gender and occupation in the agri@lisector per region. From this, the BPDM
(Brits, Rustenburg and Madikwe) is the most impartamployment region, accounting for
nearly 29 % of total employment in the agricultusdctor in the NWP. Of the 24 729
employees, 10 003 (or 40 %) are casual or seasamiaers. This is followed by the NMMDM,

with 27 % of total employment, of which nearly 66a¥& casual or seasonal workers.
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Table 3.9: Number of paid employees per agriculturboccupation in the NWP

Region Total Farn;lon::rgzgr;‘ers / Full-time employees Casua{lve:)r}dk;iasonal
All Male Female Male Female Male Female Male Female
RSMDM 23 353 15526 7827 362 25 6818 664 8 345 7138
BPDM 24 729 14634 10 095 532 113 10 022 4056 4079 5924
NMMDM 15093 10261 4832 263 27 4 555 303 5441 4502
KKDM 22 819 15479 7 340 468 28 9388 2289 5624 5023
Total 85 994 55 900 30 094 1625 193 30 783 7312 23 489 22 587

Source: StatsSA (2004)

The remuneration paid to full-time, casual and gealsagricultural workers is shown in Figure
3.26. The part-time employees in the BPDM (40 &erfrabove) earn 17 % (R 138 million) of
the total regional remuneration paid to agricultwwarkers. This is slightly higher than the

average of 14 % paid to seasonal or casual wonkehe other three regions.

160,000
140 000
120,000 B
100000 +
80000

B0000 17

40000 1

Ermployee remuneration (R'000)

20,000

o

RSMD M BFDM AR A kDM
Region

| aFul-time \@Zasual & Seasonal |

Figure 3.26: Total employee remuneration in the NWK2002)
Source: StatsSA (2004)

Gross farm income (GFI)

Figure 3.27 shows the gross farm income for thenrdarision “agricultural commodities” per

region in the NWP. Field crops and livestock dre foremost contributors towards gross farm
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income in all regions of the province. The conitibn of horticulture to gross farm income is
fairly moderate in most regions in the provincefbwihe exception of the BPDM, where it
accounts for an estimated 26 % of gross farm inceaneed.
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Figure 3.27: Gross farm income by agricultural divsion and region in the NWP
Source: StatsSA (2004)

Livestock

The estimated cattle, sheep and goat numbers peinpe are shown in Figure 3.28. Based on
the quarterly average number of animals from Ma92@ May 2004, the NWP livestock
industry is relatively small compared to that ofieat provinces in South Africa, accounting for
6.6 % of the number of animals nationally. Desgite small size of the livestock industry, the
province accounts for 12.9 % (fourth largest) @ thtal South African cattle herd. In the case
of sheep, the NWP is the province with the thirdabest number of sheep in the country,
representing 3 % of the national sheep flock.eims of goats, 11.4 % of the national goat herd
Is found in the NWP, making it the province wittetfourth largest herd nationally. In terms of
more intensive livestock enterprises like pig fargjian estimated 10 % of the national pig
numbers are found in the NWP (not shown).
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Figure 3.28: Estimated cattle, sheep and goat numtse(quarterly average May 2002 — May
2004)
Source: NDA (2004)

Furthermore, the NWP reported an 18 % increasésimotal livestock numbers from 2005 to
2006, making it the province with the second highesrease in livestock numbers after the
Northern Cape with 24 %. Production followed aikmtrend, with the NWP reflecting a 16 %
change in its livestock (animal) production fronD8@o 2006 (StatsSA, 2007b).

Figure 3.29 shows the contribution of the differdimestock enterprises in terms of animal
numbers marketed in the NWP. Beef cattle are dhenfost contributor towards the physical
livestock output of the province with 60.6 %, falled by pigs (28.4 %) and sheep (9.2 %). Beef
cattle, pigs and sheep combined account for alB8s2 % of the province’s total physical
livestock output.
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Figure 3.29: Share of livestock products in the NWP
Source: StatsSA (2004)

The major livestock production regions in termstlid number of animals sold are shown in
Figure 3.30. The majority of animals are produeethin the RSMDM and KKDM regions,
with these two regions accounting for nearly 80 £4he province’s total animal production.
The RSMDM is the largest cattle-producing regiod.§26) of the province, with 49.7 % of total
NWP beef cattle being produced in the region. @&sKKDM, beef cattle and pigs account for
30.8 and 77.4 % respectively of animal productiontbe region, making it the largest pig-
producing region in the NWP.
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Figure 3.30: Livestock production per region in theNWP (2002)
Source: StatsSA (2004)

Although dairy cattle only account for 1.4 % ofdivanimals sold, these animals make a
meaningful contribution to livestock products prodd in the province, with fresh milk and

cream accounting for 52 % of the total value okd$itock products sold. Another notable
contribution is from the poultry sector (not shoinrFigure 3.30), with chicken eggs accounting
for 45 % of the total value of livestock produatddsin the NWP.

With the province being completely landlocked fishing and fishery resources occur largely in
the provincial impoundments. This resource is pneidantly utilised by the tourism and eco-
tourism industry, with fishing in the dams done thod$y recreational and sport fisherman.
Additionally, for many rural communities in the pmoce, where food security is a major

problem, fishing is a source of protein.
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Field and fodder crops

In terms of the major field and fodder crops praatlan the NWP, maize (for the purpose of
grain and/or silage) and sunflower combined eaméd.7 % share in terms of total physical
output of these crops. The other major field aydbler crops making a meaningful contribution

include wheat, groundnuts and lucerne (see Figl®).3
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Figure 3.31: Share of most important field and foddr crops in the NWP
Source: StatsSA (2004)

Most of the arable crops within the NWP are exteslgi produced under dry-land conditions.
Hence, only 1 % of the total hectares planted \wthize for grain are irrigated. However, this
accounts for 7 % of the total provincial maize gielSunflower and groundnut production is
similar to that of maize, with 0.75 and 11 % of thed planted being irrigated. However, other
major crops, including wheat (56 %) and lucerne %)% are predominantly produced under

irrigation.

The regional distribution in terms of physical autp of the major arable crops is shown in
Figure 3.32. In terms of physical output (metnag) the NMMDM produces the most arable
crops of which maize (mostly white maize) contrégsi83 % followed by sunflower (13 %) and

wheat (2 %). Other regions where maize and whaadttute a major part are the RSMDM, and
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to a lesser extent the BPDM. It is important toneenber that parts of the RSMDM and
NMMDM fall within the maize triangle of South Afric
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Figure 3.32: Regional arable crop production in theNWP
Source: StatsSA (2004)

Horticultural crops
The physical output share (metric tons) of hortio@l crops produced in the NWP are shown in

Figure 3.33. The major horticultural crops prodlae the NWP are potatoes (20 %) followed
by oranges (17 %), onions (17 %) and carrots (14 %)
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Figure 3.33: Share of selected horticultural cropg the NWP (metric tons)
Source: StatsSA (2004)

Figure 3.34 reveals the regional outputs of setkdterticultural products produced in the
province. Horticultural production is extremelyoprinent in the BPDM (Rustenburg, Brits,
Madikwe). Nearly half (41 %) of horticultural proction in the BPDM is made up of onions
(20.8 %) and oranges (19.8 %). As for the RSMDM KIKDM, vegetable production is most
prominent, with potatoes accounting for 80 and 95 o%total horticultural production
respectively. Citrus production is almost entirabsent in the RSMDM, NMMDM and KKDM.
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Figure 3.34: Regional production of selected hortidtural products
Source: StatsSA (2004)

One should bear in mind that the production ofusit(fruit) and vegetables requires intensive
cultivation, adequate water supply and suitablmaie. Therefore, the areas available in the
NWP for extensive horticultural production practicare limited (see Figure 3.34 above). The
main horticultural production practices in the BPlgcur along the Crocodile, Harts and Vaal
rivers. Production in the RSMDM and KKDM relies imig on water from boreholes, with
intensive cultivation being used to conserve thailalble water (North West Provincial
Government, 2008).

3.3.8.2 Mining and quarrying
This section discusses the extracting and bengéiniaf naturally occurring minerals, including
solids, liquids, and crude petroleum and gasesist includes underground and surface mines,

quarries, and the operation of oil and gas well$ @hsupplemental activities for dressing and

beneficiating for ores and other crude materialb@8d-Econ, 2007).
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The province is host to two of the world’s largpkitinum mines, extracting 94 % of the total
platinum nationally in 2004. The province furttercounts for 46 % of granite and 25 % of
national gold production. Other mineral resouritesude uranium, iron, manganese, chrome,
palladium, nickel and copper (Tswelopele Environtak(Pty) Ltd, 2007).

Tswelopele Environmental (Pty) Ltd (2007) stateal tthespite a decrease in the mining sector’s
long-term contribution towards the national econpmytill accounted for 55 % of the NWP’s
gross geographical product (GGP) in 2004. FiguB® 3hows the contribution of the mining
sector towards the provincial GVA, as well as teetsr's growth rate. In 2004 the mining
sector grew by 9.6 %, contributing 41.5 % to the IRBVGVA. This sector is mostly supported
by the quarrying sub-sector, considering that praeal platinum production falls into this

category, followed by gold and coal mining.

1997 1998 1999 2000 2001 2002 2003 2004

‘— Share of provincial GVA —e— Annual Grow th rate, 2000 prices ‘

Figure 3.35: Mining sector’s contribution to provincial GVA and growth rate
(1997 — 2004)
Source: North West Provincial Government (2005)

Moreover, the mining sector plays a pivotal rolemproving the livelihoods of people residing
in the NWP, and especially those in the KKDM andDBP with mining being the main
economic activity of these regions. In 2006 theing sector accounted for 23.1 % of total

employment in the province (see Figure 3.5).
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3.3.9 Secondary industries

The secondary industries of manufacturing and @ing, utilities and construction are the
smallest contributors towards the NWP’s GDP, witlb % overall. These industries’
contribution towards the economy of the NWP hasstamtly declined for the past few years,
with only a slight improvement in 2007 from 9.49% % (North West Provincial Government,
2008). A brief definition and discussion of eadhtlwese sectors’ contribution towards the

economy follows in the subsequent sub-sections.

3.3.9.1 Manufacturing and processing

The manufacturing sector is defined by Urban-Ec@A07) as the physical or chemical
transformation of materials or compounds into neadpcts. In the NWP, manufacturing is
almost exclusively dependent on the performancetlér sectors, with non-metallic mineral
products (24.9 %), metal products, machinery andsébold appliances (18.3 %), and food,
beverages and tobacco products (19.5 %) accoufdmipe majority of manufacturing during

2004.

The province’s manufacturing sector is largely oeshtround the five major cities, namely Brits,
Rustenburg, Potchefstroom, Klerksdorp and Mafikemigich account for more than 50 % of
total manufacturing production in the province. eTdector’s contribution to the national GDP
increased from 18.2 % in 2005 to 18.6 % in 2006weler, the sector reported only a 7 %
contribution towards the NWP’s GDP in 2005, aftdr.2 % decline in sector growth from 2004.
In 2006, the sector accounted for 7.5 % of pro@hemployment, making it the sixth largest
employment sector in the NWP (see Figure 3.7).

3.3.9.2 Utilities

The utilities sector includes the supply of elextyi gas and hot water, as well as the production,
collection and distribution of electricity, the mdacturing of gas and the distribution of gaseous
fuels through mains (Urban-Econ, 2007). The madilities for the NWP are electricity and
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water. Throughout the province, most urban andistréhl areas have access to electricity for

domestic and industrial use (see Figure 3.15).

Tswelopele Environmental (Pty) Ltd (2007) identfi¢he availability of water as being the
province’s most significant constraining factortémms of provincial development. It is a region
of relative water scarcity, characterised by rdirtfaat varies from 750 mm per annum in the
east to around 400 mm per annum in the west. Tdrer@a number of dams in the province, but
these are mostly allocated to agriculture and mginemd to a lesser extent to domestic and
industrial use (see Figure 3.18). Therefore, ievglent that the utilities sector is one of the
smallest contributors towards the NWP’s economyy ancounting for 0.6 % of employment in
the province.

3.3.9.3 Construction

According to Urban-Econ (2007) the constructiont@emcludes site preparation, the building
of complete constructions or parts thereof, civiigieeering, building installation, building

completion, and the renting of construction or dimoo equipment with operators.

The construction sector increased its contributeothe national GDP from 2.4 % in 2005 to 2.6
% in 2006. This resulted in a notable 13.3 % iasecin the sector's growth rate nationally.
However, in the NWP, the sector reported 8.5 % ¢jnoim 2005, contributing 1.7 % to the
provincial economy and employing 5 % of the proiahgopulation in 2006 (Tswelopele
Environmental (Pty) Ltd, 2007).

3.3.10 Tertiary industries

Tertiary industries consist of trade and retaihaficial services, transport and community
services, and government services. According welapele Environmental (Pty) Ltd (2007),

tertiary industries relate to the consumption ofaltre rather than the production of wealth.
Growth in these industries is directly related tovgh in consumer expenditure, and, therefore,
growth in income. Tswelopele Environmental (Ptydl K2007) furthermore stated that tertiary
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industries are often associated with the knowleslggnomy, as knowledge and information are

worth more money and drive the technological dgu@lent of the country.

In South Africa, tertiary industries contribute radhan two thirds to the national economy (see
Figure 3.36). However, this is much lower in ttese of the NWP, with tertiary industries
contributing 40.3 % to the provincial economy in030 In 2006, the contribution of tertiary
industries increased to a notable 50.6 % (not showsgure 3.36). Despite the increase in the
tertiary industries’ contribution towards provinici@DP, it still remains well below national
levels. This is an indication that in comparisorother provinces, the NWP relies more heavily
on its primary and secondary industries when it €@no ensuring economic growth and

development.

1996 2001 2004 2005

Years

‘ @ North West Province m South Africa ‘

Figure 3.36: Tertiary sector’s contribution to locd and national economies
(1996 — 2005)
Source: North West Provincial Government (2007)

Despite the province being rich in minerals, alamith its diverse natural resource base in
support of primary industries, the tertiary indiest contribution to the NWP is directly related
to literacy levels in the province (see Figure 3.Blence, low levels of functional literacy might
be one of the reasons why the province relies nhe&vily on the primary and secondary

industries for growth and development.

103



Overview of the Socio-Economic, Economic and lrtstibal Profile of the NWP

3.3.10.1 Wholesale and retail trade; hotels and resirants

According to Taljaard (2007), this sector entailsokesale and commission trade, retail trade,
the repair of personal household goods, the santenance and repair of motor vehicles and
motorcycles, as well as hotels, restaurants, lmamsteens, camping sites and other forms of

short-term accommodation.

Tswelopele Environmental (Pty) Ltd (2007) reportiedt this trade sector is extremely sensitive
to business cycle fluctuations, and consequentgfdbal economic fluctuations, with it being an
ultimate and direct reflection of consumer demarndowever, the wholesale and retail trade
sector increased its contribution towards provinGBD from R 4 billion in 1995 to over R 10
billion in 2005. The same accounted for the prodhGVA, with the sector increasing its
contribution by 22.6 % from R 5.3 billion in 1996 R 6.5 billion in 2004. In addition, the
sector accounted for 20.1 % of employment (secangekt) in the province during 2006 (see
Figure 3.5).

The growth in the wholesale and retail trade sector be ascribed to the increase in Black
purchasing power and high rates of urbanisation déin@ enlarging the total market, causing
dramatic changes in market composition. Evidenbughout the NWP is the high level of

spending on education, utility payments, medicad chousing bonds, motor vehicle instalments,

furniture and electrical appliances (Tswelopeleiommental (Pty) Ltd, 2007).

3.3.10.2 Transport and communication

Transport and communication as an economic seefersr to activities concerned with land

transport, railway transport, water transport, émsport, pipelines, the activities of travel

agencies, post and telecommunications, courievitet, as well as storage and warehousing
activities (Urban-Econ, 2007).

Transport plays a multi-faceted role in the ecomordevelopment of South Africa, and

especially in the NWP (see Section 3.1.1). Therdmrtion of the transport and communication
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sectors towards the annual GDP in percentage tevmss a substantial part of total national
GDP, while tonnages moved in South Africa increasery year. The contribution of the
transport, storage and communication sector towaatisnal GDP dropped slightly from 10 %
in 2000 to 9.9 % in 2001, with the gross valuehef $ector increasing from R 80 million to R 88
million (Bierman, 2007).

3.3.10.3 Financial and business services

According to Urban-Econ (2007) the financial andibhass services sector includes financial
intermediation, insurance and pension funding, reslate activities, renting of transport
equipment, computer and related activities, reteand development, as well as legal,
accounting, architectural, engineering and othehnrigcal activities, and business activities not

classified elsewhere.

During 2005, the financial and business servicetose contribution towards the NWP’s GDP
was a noteworthy 13.6 %, which was equal to R 1Bami This reflects a 1.8 % increase in the
sector’s contribution towards the provincial GDRwveEen 1995 and 2005. In addition, the
sector’s contribution towards the provincial GVAegr by 4.4 %, reaching a 7 % contribution
towards the economy in 2004. However, despites#etor making a noteworthy contribution

towards provincial GDP, it only accounted for 4.%%total provincial employment in 2006.

3.3.10.4 Tourism

Urban-Econ (2007) stated that tourism is not amewsoc sector in its own right, but rather a
part of other sectors, especially the trade, trarispnd finance sectors. However, due to its
increasing importance as an income and employnmreatar in South Africa, and specifically in
the NWP, it seems relevant that this sector shbaldiscussed separately from the other sectors.
The World Trade Organization defines the tourisict@eas “activities of persons travelling to,
and staying in places outside their usual envirortpfer not more than one consecutive year,

for leisure, business and other purposes. Thd esyaonment of a person consists of a certain
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area around his/her place of residence, plus &éroplaces he/she frequently visits, e.g.

workplace”.

Similar to the financial and business servicesaethe tourism sector accounts for 13.6 % of
the NWP’s economy, while the sector’s contributiorthe national economy increased by 0.6 %
from 21.4 % in 2005 to 22 % in 2006. However, ¢hewth experienced in the NWP remains

well below the national level of 8.3 % (North Wé&sbvincial Government, 2008).

3.3.10.5 Community and government services

This sector includes public administration and deéeactivities, the activities of government,
government departments and agencies, as well di i private education, health and social
work, sewage and refuse disposal, sanitation andasiactivities, the activities of membership
organisations, as well as recreational, cultural aporting activities, the washing and dry-
cleaning of textiles and fur products, hairdressang other beauty treatments, and funeral and
related activities (Econ-Urban, 2007).

The community and government sector reported aedserin its contribution to the NWP’s
GDP from 13.6 % in 1995 to 12 % in 2005. Howewathough the percentage contribution
decreased, the total value contributed toward theipcial GDP increased from R 4.5 million in
1995 to R 11.6 million in 2005. This is an indioat that the overall GDP of the NWP has
grown faster than the community and governmenbseas can be seen in the backlog present in
the province. The sector has made a meaningfutribation in terms of employment,

accounting for 19 % of total employment in 2006(8&gure 3.5).

3.4 Institutional environment

Agricultural development initiatives in the NWP gremarily been implement by the different
levels of government in the province. The govemina South Africa is divided into three
democratically elected spheres: national, provinared local municipal. The provincial and

local level development initiatives and policiese aguided by the national policies and
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legislation. However, local government (includethoalistrict councils and local municipal

councils) is primarily concerned with the co-ordina and implementation of development
initiatives in the NWP (North West Government, 2D01Thus, in reality, these governance
structures have to address the development ispogsrfy, income differences, aggravate social

problems, uneven land distribution, etc.) in thevponce.

Provincial government is to co-ordinate and supguwetactual implementation of developmental
activities at municipal levels. As such, the prmé needs to integrate sustainability and
environmental concerns in the provincial and Ideakl decision making system. However, the
provincial departments responsible for such isareslacking technical capacity (North West
Provincial Government, 2008). Moreover, distriainitipalities have the responsibility to co-

ordinate and support weaker local municipalitiethieir development efforts. Despite efforts to
increase the capacity of local governments by irgatarger and more resourceful entities
through the merging of districts and local munitipss, they still lack the technical capacity and
resources to address agricultural developmentdin #reas (North West Provincial Government,
2008).

However, as early as 1997, government assessedatlalable institutions and resources and
acknowledged that they have little to contribute dnsure the success of agricultural
development in the province without cooperative ggament and public/private partnerships
(North West Government, 1997). Despite the ackadgeément, few attempts have been made
to engage in cooperative government or public/peiyaartnerships. Controversially, they have
tried to rectify development issues through theoahtiction of the Integrated Development Plan
(IDP). The IDP is a five-year plan (up-dated omyearly basis) guiding all the development
activities in a specific region. The Local GovesmhTransition Act (second amendment 1996)
made the preparation of IDPs by local councilsgall®bligation. The Municipal Systems Act
(2000) further stipulates on this responsibilityo(th West Provincial Government, 2001). The
IDP is a strategic management plan defining theldgwnent direction and guiding all functions
of each municipality, thus, providing a tool to iassmunicipalities in achieving their
development mandate. However, the outcomes ofif®s do not address the problem of
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insufficient resources and technical capacity ndede ensure successful agricultural
development in the province.

To address the shortcomings within the institutioesponsible for development, private/public
partnerships need to be formed that will ensurefiliedevelopment and utilisation of human
and other resources for development. A few privagétutions have realised the importance of
successful agricultural development in the proviacd have launched their owned development
and support initiatives (see for example Temo Agvices, as discussed in Chapter 4). Despite
these individual attempts by private industry t@iove development success in the province,
formal partnerships with the main development tosbns (government) are still lacking.
Institutional arrangements should be consideredhiwistructures of government, education,
training and extension services, traditional anddeno agriculture, research, culture, religion,
lobby and vested interest groups, political andlioigical organisations, the information sector,
markets, policy makers, etc.

Moreover, provincial and local level developmenitidtives and policies are guided by the
national policies and legislation. The Constitntibowever allows provinces to establish
provincial legislation, and the local governments dnact by-laws. Thus, National and
provincial policies, initiatives and priorities thaertain to the agricultural sector have an impact
on the design and implementation of any of the ipa®/s sector development plans and
initiatives, making them part of the institutioredvironment (rules of the game). The following
sub-section will therefore detail on the broad @eB and priorities that will influence
agricultural development in the NWP.

3.4.1 Broad policies and priorities

The policies and priorities that will influence agitural development initiatives in the NWP
have been captured adequately by the North Wesarmapnt of Agricultural, Conservation,
Environment and Rural Development NWDACERD) in 20@7id are duplicated in the next

section for ease of reference.
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3.4.1.1 Strategic plan for South African agricultue

The strategic plan for South African agriculture tlse product of cooperation between
Government, AgriSA, the Transvaal Agricultural Umi¢TAU) and National African Farmers
Union (NAFU). The vision for the sector impliesathall stakeholders will be involved in
sustainable, profitable participation in the So@fhican agricultural economy. It recognises the
need to maintain and increase commercial productmhbuild international competitiveness and
to address the historical legacies and biaseg¢isatted in skewed access and representation. It

gives a clear picture of where South African adtume wants to be in the long-term.

3.4.1.2 Accelerated and Shared Growth Initiative oSouth Africa (ASGISA)

ASGISA has identified the agricultural sector as avf the economy sectors destined for
accelerated growth, and thus provides a platfornvioich improved economic performance can
be built.

ASGISA seeks to deal with the constraints thathntpositive economic movement, aiming for
a higher range of investment, job creation and duasomic growth. The current key constraints
include:

» Relative volatility of the currency and interplajpaeng main indicators,

» Barriers to entry and competition in sectors oféhenomy,

» Cost and efficiency of the national logistics syst&nd some infrastructure,

» The regulatory environment and burden on smallraadium enterprises,

» A shortage of suitably skilled labour and disjothgpatial settlement patterns,

» Deficiencies in state organisation, capacity anatsgic leadership.

ASGISA and its interventions aim to optimise pubhgestment and a better environment for
private sector growth, and it implements a rangerofects to address specific barriers. These
systematic interventions should result in highericadfural output, redistribution of income,

higher exports and increased investment in agrastniks.

109



Overview of the Socio-Economic, Economic and lrtstibal Profile of the NWP

The National Department of Agriculture has idestifi five key focus areas/projects for
ASGISA, including a 50 % increase in land undeigation, improved livestock productivity,

accelerated land reform, biofuels and the developmikagricultural development corridors.

3.4.1.3 Provincial Growth and Development StrategyPGDS)

The Provincial Growth and Development Strategy (BBDs a provincial master plan to

implement the outcomes of the National Growth amdddopment Summit.The vision agreed

upon at the Provincial Growth and Development Sutnwinich is also outlined in the North

West 2014jdentified the following national priorities for taborative action:

* Promoting and mobilising investment and creatingedé work for all,

» Ensuring economic empowerment for all, especialbck people, workers, the disabled,
women and youth,

» Eradicating poverty and addressing the legacy detwdevelopment,

» Strategically engaging in globalisation to the @ebstantage of the province

Moreover, the PGDS intends to specifically focusagnicultural and rural development. It is
intended to address backlogs in basic needs isebtor; capacitate and empower cooperatives
and emerging farmers in terms of facilitating ascds markets, finance infrastructure,
machinery and agro-processing technology and shithslst also promoting efficient land usage
and environmental sustainable agricultural proaunctiThe PGDS furthermore seeks to improve
agricultural and rural institutions, encourage aedelop partnerships. This has seen various
initiatives from the PGDS during 2009, which inctuithe following:

» Taung Irrigation Scheme (resuscitation and expa)sio

The Western Frontier Beef Beneficiation Programme
» Land reform initiatives (redistribution and restitun)

* The Wolmaransstad goat processing project

* The Multi-Purpose Livestock Handling Facilities

* Mechanisation programmes

e The Agricultural Master Plan

» Hydro-culture (hydroponics)
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» Developing cooperatives

* Small-scale dairy initiatives

* LADA (sustainable resource management)
* IWRM and Poverty Alleviation (DWAF)

3.4.1.5 Agricultural Black Economic Empowerment Prgramme (AgriBEE)

This programme focuses on the promotion of BlackrBmic Empowerment (BEE) initiatives

in the agricultural sector. Its aim is to stimulgt®wth in agri-business, facilitate development
and provide support for enterprise and entreprealedevelopment in the agricultural sector, as
well as to increase levels of black participatiespecially of women and youth) in the

ownership and control of the economy.

3.4.1.6 Micro Agricultural Finance Institutions of South Africa (MAFISA)

MAFISA is a government-supported financial interien scheme designed for a second
economy target market. Its vision is to empowed &nprove the livelihoods of the rural
working poor, entrepreneurs and farmers within #ggicultural sector, by providing micro-
agricultural financial services on a large, acd#ssicost-effective and sustainable basis in the
rural areas. This could well be a gateway for enguhigher success rates for development
initiatives in the NWP.

3.4.1.7 Land Reform

The democratic government in 1994 opted for a tpreeaged land reform policy to redress the

historical injustices of the past. This includes:

» Land restitution, to restore land or provide finahcompensation for people dispossessed of
the land after 1913,

e Land redistribution, which is about making land i&alde for agricultural production,

settlement and non-agricultural enterprises,
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» Land tenure reform was introduced to give farm weeoskand labour tenants security of tenure,
over houses and land where they work and stay.

However, the pace of land delivery over the lastygars has been very slow, i.e. only 3.5
million hectares have been delivered. Settlemeatiets designed at the inception of the
programme were also problematic. Government haa becommitted to the 30 % target and,

more specifically, to delivering 6.2 million heatarin the next 15 years.

3.4.1.8 Agriculture Programme of Action (AP0A)

The APOA consist of different priorities as setdiwernment to accelerate growth and provide
assistance to small-scale farmers in the secondoetyp to ensure sustainable development.
Moreover, MinMec has identified the following fivrategic priorities to drive the Agriculture
Programme of Action:

» Broad-based AgriBEE and integrated food securityonsolidate and focus on efforts that
empower black people in agriculture such as LRAISZNP, SHGs, CASP and MAFISA.

» Sector investment, labour absorbing and competitalee chains — attract bigger investments
into new and existing farming and agri-businessugtdes in order to increase their
competitiveness and profitability.

» Bio-security and disaster management — restorddsmtde in the capacity and organisation of
South Africa’s bio-security system.

* Research, extension, education and training — dpuéke human and institutional capacity for
service delivery.

» Cooperative government and building of partnershipapplication of Intergovernmental
Relations Framework Act, 2005, in the implementatad ASGISA and other government

programmes.
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3.4.1.9 South Africa’s National Biodiversity Stratgy and Action Plan (NBSAP)

NBSAP’s strategic goal is to conserve and managedtial and aquatic biodiversity and

thereby ensure sustainable and equitable benefitset people of South Africa, now and in the

future. Its strategic objectives include:

e Achieving an enabling policy and legislative frantelv that integrates biodiversity
management objectives into the economy.

e Enhanced institutional effectiveness and efficieramyd to ensure good governance in the
biodiversity sector.

¢ Integrated terrestrial and aquatic management,iwiit minimise the impact of threatening
processes on biodiversity, enhance ecosystem ssndnd improve social and economic
security.

e Enhancing human development and well-being throsgistainable use of biological
resources and equitable sharing of the benefits.

e Establishing a network of conservation areas thdtoonserve a representative sample of

biodiversity and maintain key ecological process@®ss the landscape and seascape.

3.4.1.10 Environmental Poverty Relief Programme (ERP)

The National Environmental Poverty Relief Programiseone of the key thrusts in the
environmental sector over the five-year planningiqee This programme comprises the
following pillars:

e Working on waste,

e People and parks,

e Working for tourism,

e Sustainable land-based projects.

In the spirit of cooperative governance, the Deparit supports the national Department of
Environmental Affairs and Tourism by coordinatingputs and project proposals from all
stakeholders. This implies assisting with commulhi#ison, project facilitation, monitoring the

implementation of projects and reporting in ternfsttee Public Finance Management Act
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(PFMA), the Division of Revenue Act (DORA), and tBepanded Public Works Programme
(EPWP).

3.4.1.11 North West Environmental Implementation PAn

The North West Province Environmental Implementaftdan of 2002 is a statutory instrument
which facilitates the development of a long-terrstainable development policy, legislative and
planning framework for the province, of which thBPEwill be part. The specific output of the
EIP will result in the alignment of policy, legisilan, plans, programmes and decision-making,
which will result in a more effective, integrateddacooperative governance of environmental
management functions and activities. The provinEmironmental Implementation Plan (EIP)
provides for a number of recommendations on codperagovernance and environmental

management for specific functions exercised inpifoeince.

3.4.1.12 World Summit on Sustainable Development (85D)

The WSSD in 2002 reflected on an action plan ancefint for sustainable development.
Underpinning the WSSD is the idea that humanityreashed a turning point. The international
world can either continue with present policies efthincrease poverty, hunger, sickness and
illiteracy and cause the continuing deterioratibe@systems on which life on earth depends, or
it can change course towards sustainable develdpi@&AT, 2002). This saw the development
of the Johannesburg Plan of Implementation of 2002h relates to:

» Poverty eradication,

» Changing unsustainable patterns of consumptiorpaodiiction,

* Protecting and managing the natural resource Hassaomic and social development,

» Sustainable development in a globalised world,

» Health and sustainable development,

» Sustainable development of small island developtatgs,

» Sustainable development for Africa and other regjiamtiatives,

* The means of implementation,

* The institutional framework for sustainable devehamt.
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3.4.1.13 Support for Environment and Sustainable Delopment in the North West
Province (SESDNW)

This project is aimed at developing the Legislatiramework and Mechanisms, the Provincial

Spatial Development Framework, the Zone Mapping &trdtegic Environmental Assessment,

and the Institutional Capacity Building, as wellasefficient and effective funding mechanism

for environmental projects. Moreover, it will seekensure sustainable rural development in the
NWP.

3.5 Conclusion

It is evident from the overview that a large prdpmr of the population residing in the NWP
finds themselves in some degree of economic hgrdshinis is exacerbated by the high level of
unemployment. Even though economic growth in thevipce has contributed towards a

moderate decline in the level of unemploymentilitr@mains higher than the national average.

The inability to reduce unemployment levels at$hene rate as economic growth should not be
ascribed to the NWP economy’s inability to genematfficient employment opportunities, but
rather to the inequalities amongst people and Iragi@ups residing in the NWP. Foremost
amongst these is the high level of functionalahgtcy, which relates closely to socio-economic
differences in the quality and quantity of eduaatibmiting the employment opportunities of
these people. This has directly contributed towafte income inequalities present in the
province, with people with low or no education fimgl it difficult to access skilled employment
opportunities and to earn associated wages. Merethe lack of access to health care and basic
services such as clean running water, sanitationsihg and good nutrition contributes towards
unemployment and subsequently to the economic higrdseing experienced by many in the

province.

However, numerous actions by local and provincialeggnment have seen improvements,
especially when it comes to eradicating the back#dy regard to basic governmental service
delivery, as well as the improvement of the healtecsystem. However, despite the decline in

overall government healthcare personnel and equipnseipport structures from the private
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sector have improved, contributing towards theidedh the mortality rate amongst infants and
children under 5 years of age, as well as an iseréa life expectancy at birth. Moreover,
predictions indicate a decline in the prevalence H)Y/AIDS in the foreseeable future.
However, the current prevalence of HIV/AIDS andoasated diseases is of some concern, with
this being probably the single most important dritbet will shape the future socio-economic

and economic development of the NWP.

Furthermore, within the socio-economic environmant passable infrastructure, the NWP
economy reported a reasonable growth rate ovepdle decade, with the agricultural, mining
and manufacturing sectors accounting for the highestoral growth rates. However, mining,
finance and community services were the foremostritutors in terms of their contribution
towards provincial GDP, which resulted in tertiamgustries accounting for the largest share of
provincial GPD.

As for the agricultural sector, field crops (maizeinflower) and livestock (beef cattle, pigs)
were the foremost contributors to gross farm incomall regions of the province, with the

contribution of horticultural products (potatoesjians, oranges) being modest in specific
regions of the NWP.

In conclusion, the interrelation between the samonomic environment and the agricultural
sector in the NWP is of the utmost importance. réuty, social security is used as an
instrument to fight poverty, with nearly one thiodl the population in the province receiving
grants, as these grants provide the “social safetg” aimed at alleviating economic pressure
and ensuring access to food. However, questiong Ipearaised regarding the long-term
sustainability of these grants. Despite the cbation that agriculture is already making towards
the upliftment of the people, there needs to batgreemphasis on the agricultural sector as a
vehicle for sustainable development. However, dhieve this, shortcomings in the current
institutions responsible for development initiafvi@ the province need to be addressed. This
will require that public/private partnerships amnied between government and the private

sector.
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CHAPTER 4

Opportunities and Limitations for Agricultural Grow th and
Development in the North West Province

4.1 Introduction

A dynamic agriculture is central to social and ewoit growth, especially in areas where
general welfare and farming fortunes are closeligdd. However, sustainable development in
any region or country is guided by the potentiappy and demand, opportunities and
constraints of its natural resource base, humasures base and capital base. The same is true
for the North West Province (NWP), which harbouigreat potential for agricultural growth and
development. However, unlocking opportunities préed by the province’s agricultural sector

will require a collective effort as several chafies and threats inhibit its development prospects.

As stated earlier, a SWOT analysis was conductecdch of the local municipalities in the
NWP to get a better perspective of the potentigootunities as well as the factors inhibiting
growth and development. In total, 21 SWOT analystskshops were held throughout the
province. These workshops were structured in ¢inen fof panel discussions for all role-players
in the private/commercial agricultural sector, dalled by workshops for role-players from the
public sector. The private/commercial sector whdgs were arranged in collaboration with the
farmer unions, organised agriculture and the agmitasses present in the respective municipal
regions. As for the public workshops, local mupadities assisted with an awareness campaign
to ensure the participation of role-players invalva agriculture from the public sector’s side.
They also assisted in identifying and issuing &mans to specific knowledgeable people in their
respective regions, i.e. extension officers, cdumeimbers, small-scale farmers, etc. In general,
the SWOT analysis workshops were attended by reptatives from organised agriculture,
farmers’ unions, cooperatives, input suppliers, ksargovernment officials, commercial and
small-scale farmers, etc. The sessions were gugled discussion leader who orchestrated the

discussion according to the SWOT methodology. Fthi®, conclusions were drawn on the
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potential agricultural opportunities as well astéas that inhibit growth and development in the

province.

The chapter will therefore detail the conclusionattwere drawn from these workshops. It is
divided into two sections. The first part will fia€ on the key factors (weaknesses and threats)
that inhibit growth and development in the provincEhe second will focus on the agricultural
opportunities (strengths and opportunities) thateweentified in the SWOT workshops.

4.2  Factors Inhibiting Growth and Development in the North West Province

The rural character and diverse natural resourse bathe NWP provides immense potential for
agricultural growth and development, which couldilitate the empowerment of small-scale
farmers. However, before agriculture can be prechdd a point where this potential can be
successfully tapped, the factors inhibiting groatid development of agriculture in the province

must first be addressed.

According to the workshop findings, the key factorsibiting growth and development in the
different regions of the NWP revolve around humagtdrs; the institutional environment and its
supporting structures; physical infrastructure aatural resources. These issues are discussed
in the sections that follow. Note that severaltlod factors listed in the tables below were
essentially the same for all four district munidifies and these are listed only once to avoid
duplication.

4.2.1 Human factors inhibiting development

According to the SWOT analysis, the NWP, like m@sbvinces in South Africa, faces

significant human development challenges featumglequate skills, lack of entrepreneurship
and people’s predetermined mind-set (nomadic) sadmg production practices and lifestyle.
In addition, the SWOT analyses identified sevetAkeo human factors that have an inhibiting
effect on the growth and development of agriculiarthe NWP. These include lack of adequate

education and training, health related issues,lackl of management skills. However, greater
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investment in people can reduce poverty and proraotsomic growth and stability. Such
investment and the outcomes it produces could sezile as a sturdy foundation for facilitating

sustainable human development, and subsequentre@ogmwth.

Table 4.1 shows the different human factors idmatifduring the SWOT analyses that are

believed to constitute obstacles to developmettierrespective municipalities of the NWP.

Table 4.1: Human factors inhibiting growth and devéopment in each district municipality

Municipal Regions Human Factors Inhibiting Growth and Development

Ngaka Modiri Malema * Migration of people from rural agricultural to comnal/rural areas
» Ramotshere Moila (skilled workers)

> Distsobotla » Beneficiaries selected for redistribution prograrsnmet competent or
» Mafikeng capable of farming

> Ratlog » Lack of trust between farmers and government

» Tswaing « Small-scale farmers not applying efficient farmipactices (due to a

lack of government support structures and assistaclgemes)

» Lack of knowledgeable and skilled extension officer

» Conflict between beneficiaries of redistributiomgrammes

» Conflict of interest between municipality, tribakdders and Land
Affairs as to what land should be utilised, and how

» Limited numbers of trained agricultural workers @himery operators|,
etc.)

» Absence of study groups to assist upcoming farmers

» Insufficient training of new upcoming farmers

» Closing of training facilities

* HIV/AIDS and tuberculosis

» Tendency of politicians to misuse agriculturaliatives for their own
gain

 Difficult for upcoming farmers to obtain land

» Catchment areas not properly managed (i.e. darigation areas, etc.)

» Unsatisfactory management of development projects

Dr. Ruth Segomotsi Mompati * Low labour productivity coupled with low skills leis
> Kagisano * Lack of creativity and slow reaction from producees counter the
> Naledi changes taking place in the agricultural sector
» Mamusa » Competency levels of civil servants (all levelggoernment)
> Greater Taung » Lack of capacity coupled with understaffed governmmstitutions
> Molopo (municipalities, DACE, etc.)
> Lekwa-Teemane « Insufficient practical components in training pragimes coupled with
insufficient training of upcoming farmers
» Lack of managerial skills
» Dependency syndrome of inhabitants from the NW&édgjrants)
Dr. Kenneth Kaunda * Wrong mindset (attitude) of upcoming farmers
» Ventersdorp e Lack of sufficient mentorship
> Tlokwe + lllegal land occupation by communities on restitiiznd
> Matlosana «  Crime (stock theft, etc.)
» Magquassi Hills
» Merafong City
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Municipal Regions Human Factors Inhibiting Growth and Development

Bojanala » People are poor and unemployed

» Madibeng e Bureaucratic red tape

> Moretele * Farmers in communal areas are landlocked. Thesefa are assigned
> Rustenburg a piece of land by the tribal leader with the ovsh@y of the land

> Kgetlengrivier remaining with the tribal leader. Thus, farmersnio have security of
> Moses Kotane ownership of the land they produce on.

Most of the human factors inhibiting growth and elepment in the NWP stem from a lack of
proper education, training, employment opportusitier capacity within governmental
departments (see Table 4.1). These factors alstilwate to the level of crime in the NWP.
Although several other factors might contribute @oss crime, it is indirectly related to
unsatisfactory levels of education and training. (unemployment and economic hardship) as
well as the inability of local authorities to enderthe law. The increased level of crime holds
several threats for agricultural growth and develept in the NWP, and is one of the main
reasons for the migration of skilled farmers andk&cs from the sector. Within the current
economic climate, the migration of knowledgeablepgte from the agricultural sector holds
severe consequences for both the development amnercial legs of the sector, with a

potential decline in productivity and effective nanship.

Furthermore, a disturbing weakness is the inabdlftfarmers in the NWP to be creative in their
production and marketing strategies. This relatgsecially to the current global agricultural and
economic environment faced by producers. Hencoe,ctieativity of these producers relates
directly to their entrepreneurial skills, which che regarded as one of the prerequisites for

success in modern day agriculture.

Besides the threat of crime and a lack of entremareship, the lack of capacity and knowledge
within NWP government institutions pose additiorslumbling blocks for growth and
development, especially with regard to the succésshplementation and management of
development programmes and projects. Moreovek, tdhcommitment on the part of various
government officials has resulted in poor basicviser delivery. This relates directly to
problems that are experienced by farmers with comated water supplies, etc. The problems
in governmental departments in several instancegnate from officials not being properly

committed or competent to execute their respecésponsibilities.
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Another human factor that poses a stumbling blackafyricultural growth and development in
the NWP, unrelated to education and training, pestéo the incidence of conflict between
beneficiaries, tribal or community leaders and goweent in the land reform and restitution
process. This results from a conflict of interdstiveen the different parties as to what and how
redistributed land should be utilised (i.e. thedemcy of politicians to misuse agriculture for
their own gain). The consequence of these quageterally results in illegal occupation of

restituted land by communities, which effectivedkes farmland out of production.

4.2.1.1 Education and training

With reference to Table 4.1, it is clear that th&/Rl could be regarded as a province with
relatively poor human resource development indibesh in the skills levels of the workforce
and the resources spent on training. Training eetchining to build human capital and
marketable skills such as basic literacy, entreguweal skills and training in non-traditional
occupations for vulnerable groups is critical farieultural development to succeed. Such
training would contribute towards better functiatyalin government structures and support

systems, as well as integrating the poor into tmaroercial cycle and labour markets.

Furthermore, lack of schooling for employment citmites to the influx of people into the urban

areas in search of jobs and the mushrooming ofnmdb settlements around urban areas. It is
also argued that this continual flow of labour tosgtowns and cities in search of nonexistent
jobs contributes directly to the underdevelopmédrthe rural areas. Far greater priority should
be given to developing strategies and actionsrfgoroving the skills and competencies of the

people in all types of economic activities, espécegricultural and related fields.

A new strategy is needed that involves educatiahteaining to develop both the practical and
technical capacities of graduates to engage inyatoge activity scientifically, efficiently and

cost effectively. According to this strategy, edign and training should be focussed on
developing the capacity of farmers and their wakefhe civil servants who exercise oversight
responsibilities for the implementation of the was sectoral policies also need to be

capacitated, in order to enhance the effectivedsming of both human and natural resources in
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a way that translates to the overall welfare ofdbeiety at large. Attention should also be given
to the development of effective programmes to fothe leadership and management skills
required for the effective use of strategic appheacto the performance of management.
Provincial government departments and other agerstieuld develop their own programmes
for training and development within the broad pplgoals of the country and integrate the
allocation of resources for these activities intorporate strategic development (such as
strategies for improving the quality of services§ldudget planning (Sacht and Jaiyesimi-Njobe,
2002).

4.2.1.2 Entrepreneurship

A factor that is often overlooked in the public ipglarena is the role that entrepreneurship and
growth of businesses play in rural developmentvegd of the commercial and small-scale
farmers have lagged behind with regard to valueradthitiatives. Producers have lost pace
with the changing market environment since the gldegion of the control boards (one-channel
marketing system), so that they remain productioved instead of market/demand driven, and
do not apply proper free market management systeifisus, it is argued that these two
characteristics could assist producers in opposertpin challenges that are presented by the
rapid and constant changes in the agriculturaln®ssi environment. Moreover, it is important
that entrepreneurship and creativity in farmingutidbe recognised as one of the necessary

conditions for a healthy agricultural economy.

One of the great challenges that faces the NWMRdsdevelopment of policies that promote
entrepreneurship, which can be defined as rapiditreof new and innovative businesses that
foster opportunities and rural economic health. miany instances, the agricultural policies in
place show no confidence in the entrepreneuriditylaf farmers and concentrate solely on

production. This undermines the building of a \eatarming community (Du Toit, 2003).
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4.2.2 Institutional factors inhibiting development

Table 4.2 shows various institutional factors thmght constitute obstacles to development in
the respective municipal regions. The major olstaas depicted in Figure 4.2 relate to the
malfunctioning of government institutions as wedlthe absence of development implementation

and management structures that are required ttdéeigrowth and development in the NWP.

Table 4.2: Institutional factors inhibiting development in each district municipality

Municipal Regions Institutional Factors Inhibiting Growth and Development

Ngaka Modiri Malema « Justice system in a state of collapse (police,r#gclaw enforcement

» Ramotshere Moila etc.)

> Distsobotla * Interpretation and application of the BEE principle

> Mafikeng « Agricultural groups have different agendas (not emeuth-piece tq

> Ratlog communicate problems to the different levels ofeggament)

» Tswaing * Ministry of Agriculture and Land Affairs not funciing together as
one ministry

« Uncontrolled settlement programmes leading to ttakdishment of
informal settlements

« Insufficient cooperation between municipalities amgricultural
unions

« Lack of processing facilities

« Municipalities have lack of capacity to give effget support to the
agricultural sector

« Lack of an effective monitoring and evaluation systto ensure
proper implementation of agriculture related prtgec

e Funding criteria for beginner farmers not emphasisirisk
management

e Absence of proper information and support from DA@Bor work
ethic, shortage of experience and knowledge, weaBadty to
maintain knowledge, poor decision making)

« Poor border control (inflow of illegal immigrants)

¢ Insufficient financial services and funding sourfasfarmers (unable
to provide farmland as security because ownershgongs to
government)

« Lack of coordination and a collective support systir upcoming
farmers

e Uncompromising labour laws

* No reliable agricultural database

« Poor access to markets for upcoming farmers

« Lack of government protective measures for thecagitiral sector

Dr. Ruth Segomotsi Mompati e Police and judiciary system not capable of enfgydaw and orde
» Kagisano (insecure climate, especially within the farmingieonment)

» Naledi * Ownership system with regard to communal lands

» Mamusa ¢ Inadequate government support systems for commamalbeginne
> Greater Taung farmers (Policies from which support is derived essentially wrong)
» Molopo » Poor governance that relates to negative busimeggament

> Lekwa-Teemane + Insufficient communication between local governmentd primary

agriculture
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Municipal Regions Institutional Factors Inhibiting Growth and Development

« Poor state and functionality of the health system

e Lack of proper support systems from government a@der
management guidelines, etc.)

< Insufficient investment into research and technglatgvelopment
from the government sector

« Unreliable infrastructure (i.e. telecommunicatietgctricity, etc.)

< Lack of working agreement between different govezntrdepartments

Dr. Kenneth Kaunda » High land prices

» Ventersdorp * Poor veterinary services

> Tlokwe + Absence of proper marketing structures

> Matlosana * lllegal land claims (contribute towards drawn-card reform process
> Maquassi Hills + Lack of proper development plans

» Merafong City

Bojanala « Lack of proper land audits by municipalities

» Madibeng * Rezoning of high potential agricultural land

> Moretele « Lack of education and entertainment for youth
> Rustenburg » Absence of properly functional farmers groups
> Kgetlengrivier + Lack of SDF (Spatial Development Framework)

> Moses Kotane + Distorted markets

« Collapse of governmental experimental farms

Human factors remain at the root of most shortcgsiiand tribulations experienced within
government institutions as well as the developmemtlementation and management of support
structures. Furthermore, human factors and tmegact on the functionality of the different
institutions, especially government institutionsupled with structural weaknesses, added to the

dimension of challenges apposing growth and devedoy in the NWP.

In addition, several of the institutional challeagéepicted in Table 4.2 relate to the
implementation or execution of policies on grousdel and refer to the slow process of land
restitution and land reform in the NWP. Many rplayers in the province are of the opinion
that the slow restitution process creates an enwiemt of uncertainty amongst producers that
negatively affects production capacity and fooduség in the province. Moreover, the slow
restitution process has resulted in the establishnogé informal settlements on previously

productive (restituted) agricultural lands.

Ancillary to the ineffective implementation or exsion of policy on ground level is the
inadequate post-settlement support (i.e. fundirgning, mentorship, etc.) provided by local
government. This has contributed to the failures@¥eral development projects in the NWP.

Hence, according to findings from the SWOT analyseeffective implementation and
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inadequate post-settlement support could mainlgdagibed to the incapacity and understaffing
of departments of local government on the one hand,the formulation of inadequate policy
and policy guidelines on the other.

The same applies to the extension services in W& Nwvith several extension officers not being
capable of fulfilling their duties or responsib@g$. Moreover, when educational shortcomings
and other factors including poor infrastructureadequate financial resources and weak
institutional structures are taken into accoungsthfactors combined limit the extent to which
extension services can support commercial and uipepfarmers, with the latter invariably
located in the most remote rural areas and thusgbdifficult to access. Failure of extension
support to emerging farmers triggers a chain reacthat impedes the good faith between
farmers and public institutions.

Findings from the SWOT analyses reveal an entidéfgrent picture for development projects
that are administrated and managed within the fisactor. Agribusinesses in the NWP have
recognised the importance of successful land ref@gmogrammes, and have developed
supporting mechanisms which are implemented widaigtevels of success. The successes of
these structures can mainly be ascribed to capawity knowledge within the relevant
institutions. Thus, cooperation between privatel @aoblic sector seems to be essential to
ensuring growth and development in the NWP.

4.2.2.1 Support and mentorship

Successful land redistribution programmes are ef titmost importance in ensuring food
security and increased wealth and prosperity favseéhinvolved. Controversially, past
experiences of land redistribution programmes s$kéte picture of a poverty trap rather than
increased wealth and prosperity. In the NWP, h@newmost agribusinesses together with other
institutions have identified the need to providsistance to land redistribution and restitution

beneficiaries, enabling them to develop from begirto commercial farmers.
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Temo Agri Services (TAS) in Brits is an examplesath a support mechanism that is developed
and managed by Magaliesberg Cooperation Group (MGKhe division comprises a joint
venture between MGK and the Temo farmers’ trusticlviwas established for the benefit of
emerging farmers and forms part of Temo Agri inwesit, a black-owned company who
invested in MGK, acquiring 22 % of MGK shares iBBE transaction.

The TAS division operates as one of MGK’s busingisssions, which enables them to have

access to the vast resources available to other M@d{ness divisions and provides services

such as production loans, crop insurance, produatiputs, marketing, logistics and mentorship.

However, the strength of the division lies in itemtorship programme, designed to train and

develop emerging farmers. The objectives of thesidin include:

» To ensure that farmers acquire the necessary tdhskills required to succeed in grain and
oilseed farming;

» To train farmers in farm management;

» To train farmers in financial planning and budgetin

* To train farmers in human resources management.

Farmers that join the programme become benefisiamie¢he Farmer Share Trust, which owns
10 % of the acquired 22 % of MGK shares. This &gmthem to participate in the programme,

thus receiving the necessary support and mentorsgipred to be successful.

However, another great challenge faced in the N¥/ihe development of policies that assist
private institutions to successfully develop andplement mentorship schemes or ventures,
including the promotion of joint venture (JV) schesmbetween agribusiness and government.
Mayson (2003) pointed out that JVs are an incrghgicommon feature of the land and agrarian
reform process in South Africa. This entails tbhptoming farmers with land rights, reform
beneficiaries or corporate entities receive finahsupport from government, with commercial
farmers and corporate entities engaging in joimicatjural or other land-related production.
These schemes normally give land reform benefesasiccess to capital and land, and bring in
the expertise of commercial farmers or agribusiegssvhich empowers them to become

successful in their practices.
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4.2.3 Infrastructure

According to Mboweni (2005) at the Fedusa thirdioral congress, “the maintenance,
upgrading and expansion of infrastructure deserveraainent position among any list of
reforms needed to propel growth to a higher plarBierefore, government in cooperation with
public entities has the task of developing and ta&img the infrastructure needed to stimulate
marketing development and other activities that edep on marketing, i.e. production,
processing, etc. Importantly, decisions on inftagtire must be taken in consultation with

affected communities in the NWP.

Table 4.3 shows the different infrastructural shges and flaws identified as inhibiting growth
and development in the respective municipal regadriee NWP.

Table 4.3: Infrastructure inhibiting development in each district municipality

Municipal Regions Infrastructural Factors Inhibiting Growth and Devel opment

Ngaka Modiri Malema ¢ Infrastructural system not functional (i.e. rail,oad, pow
» Ramotshere Moila telecommunication)

» Distsobotla » Lack of processing facilities

> Mafikeng « Irrigation channel system old, leaking a lot of evat

> Ratlou + Long distances to markets

» Tswaing

« Degradation of resource base due to inadequatenfgnc
» Lack of auction facilities for small-scale farmers
e Lack of irrigation system for small-scale/develapfarmers

Dr. Ruth Segomotsi Mompati « Lack of proper pounds for stray animals

> Kagisano » Lack of adequate fencing in communal/rural areas

> Naledi « Secondary roads in dilapidated condition

» Mamusa « Poor health status (absence of, malfunctionindioics)

; E:)elg‘;%r Taung « Breakdown of schools, police stations, etc. in remmaral regions

> Lekwa-Teemane « Inadequate drainage systems

Dr. Kenneth Kaunda « Absence of proper marketing structures

> Ventersdorp « Absence of information centres where farming infation can be sou
> Tlokwe

» Matlosana

» Magquassi Hills

» Merafong City

Bojanala ¢ Old operational systems of municipalities causeatal problems
> Madibeng + Lack of training centres

> Moretele « Lack of educational entertainment facilities foe tyouth

> Rustenburg » Lack of nearby markets for developing farmers

» Kgetlengrivier .

Inadequate or no public transport infrastructure
e Lack and collapse of government experimental farms
« Lack of adequate infrastructure to control storntewand flooding

» Moses Kotane

128



Opportunities and Limitations for Agricultural Gralwand Development in the North West Province

Foremost amongst infrastructure deficiency concertise state of transport, which serves as the
gateway to markets and inputs for producers irNW&P. In addition, concerns were raised with

regard to social development infrastructure, inclgdhe health system, schools, police, etc., all
of which indirectly influence the functionality @he agricultural sector in the province. The

following sub-sections will elaborate on the mamfrastructural challenges or shortages

highlighted in the SWOT analysis workshops (sedd 4l8).

4.2.3.1 Railways

The state of transport and railway links is caumecbncern in the NWP as these systems form
part of a crucial element of the transportationtesys and are a significant factor in the
movement of products both within and beyond thede of the province. However,
deterioration of the system over the past decadedwlted in it not being adequately suited for

all the specific needs.

4.2.3.2 Roads

The decay of railway infrastructure and functiotyahas placed excessive demands on roads in
the province. This has contributed towards thereiased dependency of producers and
manufacturers on road transportation to access sugiply and product markets. However,
insufficient infrastructure in terms of limited a&ss to main roads results in added difficulty for

producers in accessing their relative markets.

Furthermore, the deteriorating condition, espegiafl secondary roads, adds to the scale of the
problems faced by producers in accessing their etarkDevelopments and related activities of
the mining industry coupled with low maintenance dne foremost reasons for the poor
condition of roads in the NWP. As a result, farsnare faced with increased transportation

costs, which negatively impact on their profitatyili
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4.2.3.3 Fences

The lack of adequate fencing holds severe ramifinatfor the NWP and its natural resource
base. Roaming livestock and stray animals coupi#iu the lack of an effective pound system
pose a major problem for both farmers (whose cggisdamaged) and the general public at
large (whose safety along the roads is at stak&)reover, effective management of livestock
herds is impossible without basic infrastructurehsas fences. This has resulted in overgrazing,
especially in the communal areas of the NWP. Heoeergrazing is directly linked to erosion

and subsequently the degradation of the naturalres base in the NWP.

In addition, results from the SWOT analyses retieal the roaming of stray animals also serves
as a vector for the spread of transmittable andisgases in and around the province and holds a
serious threat for the livestock sector. The aakrof a transmittable disease such as Foot and
Mouth (FMD) would not only affect the province, bwbuld have a significant impact on the
national economy. This is especially concerninthimithe backdrop of inadequate veterinary
services, coupled with the inability of the Depagtinh of Conservation and Economic Affairs
(DACE) to monitor potential outbreaks in the NWPhere is also no vaccination programme in
place to deal with outbreaks of transmittable dissaamongst small-scale or developing farmers
(no specific educational information/guidelines amal training for these farmers regarding

vaccination programmes, etc.).

Theft of fences could be regarded as the main resanadequate fencing in the NWP. Most
recently, high steel prices have contributed towatte problem, with fencing material being
stolen and sold for scrap metal. This relates lbadke ineffective enforcement of the law and
justice system in the province. Serious actiorukhbe taken against these perpetrators, as their

actions could have far reaching consequences mpfarthe province but also for the country.

4.2.3.4 Social development

Poor functioning and the relative breakdown of sbalevelopment systems (healthcare,

education, and justice, etc.) in the NWP relatesht lack of capacity within the respective
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provincial departments, coupled with infrastructucgeficiencies (roads, water, electricity,
buildings, etc.). This applies especially to teenote regions of the province where access to

operational requirements are limited, as menticatzue.

In addition, the results of the SWOT analyses ssigtfeat the province’s healthcare system,
especially in the deep rural parts of the provinsesharacterised by areas with no clinics, or
clinics that are often in a neglected conditiord anth doctors and medical staff that are seldom
effective in their treatments. Moreover, unempleytand low levels of income due to lack of

education and skills levels result in many housghdleing extremely vulnerable to problems in

the functioning and accessibility of the healthecaystem in these regions. The situation in the
NWP is further exacerbated by the incidence of KANJS and other diseases such as

tuberculosis that become more infectious becaust\0fAIDS.

Besides making inhabitants of the NWP more sudglepto other diseases, the major impact of
HIV/AIDS is the devastating effect that it has awvdlopment and growth through its impact on
the workforce’s ability or capacity to be produetivAs a result of increasing frequency of ill-
health, the individual is unable to perform at aceptable level, which directly impacts on
wages earned. Hence, the immediate impact on dloeehold is a decline in income that

exacerbates poverty and destitution for those &gaocwith the infected person.

A similar environment is experienced in the eduoal system, with certain regions that are
characterised by no schools or schools in a dgproemdition. Such institutions are normally
understaffed, or in some cases vacancies are tijednqualified or incompetent employees.
This has contributed to the poor level of humanetigyment in the province, and resulted in

people being more susceptible to economic hardstmigpoverty.

Furthermore, concerns were raised with regardeaatisence of agriculture and related subjects
in schools. This has contributed towards the uilfanty of the youth with regard to agriculture
and could be considered as one of the reasonkddow level of interest in farming. Moreover,
the lack of proper agricultural education and infation has led to the outflow of young people

from the sector, creating a vacuum with regarchéortumber of well trained and knowledgeable
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people in agriculture, thereby threatening the risustainability of commercial agriculture. It
has also contributed to the ageing population incatjure, presenting a stumbling block

towards achieving greater success with farming.

The inadequate functioning of the police serviced the inability of the judiciary system to
enforce the law in the NWP has created an inseclingate in most regions of the NWP,
especially amongst the agricultural community. sTias seen several leading farmers and their
workers migrating from the rural regions, which Hasther contributed to the vacuum of

knowledge and skills in the sector.

4.2.4 Natural resources

The NWP economy is firmly based on its natural vese base, with mining and agriculture
being the foremost contributors to economic groartd development in the province. Over the
years, government has given agricultural developradngh priority, with its role being critical

to the overall social and economic developmenhefNWP.

However, concerns have been raised with regarchwranmental degradation in the NWP.
Although natural factors such as drought and ckntdiange can contribute to land degradation,
poor land use management and planning are thedweses of land degradation. NEPAD (2002)
as reported by the DEAT (2008) indicates that emritental degradation and the unsustainable
exploitation of natural resources threaten to redilne future productivity of agricultural land
and natural resources. Hence, the effects of thegtadation are often stated in terms of lost
productivity, which threatens food security andtcimites to poverty as well as the migration of
people residing in both rural and urban regionghefprovince. Musvoto (2008) is of the view
that the impact of degradation stretches beyond dinect impact of production losses.
According to Musvoto (2008), the direct relationsktetween the degradation of soils and the
degradation of water related services results éenséicondary costs of land degradation, which
include the decreasing resilience of the ecosydiesn,of ecosystem services and damage due to
siltation of water bodies. This can best be illaigtd by an example, namely inappropriate tillage

practices, which can result in poor soil structurBoor soil structure can result in reduced
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infiltration and this often leads to increased fffiramd soil erosion, resulting in pollution of

water bodies and negatively affecting aquatic ety as illustrated in Figure 4.1 (Musvoto,

2008).

Increased Decline in
Reduce Increased runoff agrochemicals [~ aquatic live
infiltration & soil erosion & silt in surface
Z waters
Decline in
groundwater
Slower nutrient / storage
recycling Poor soil
. structure
Poor soil ’l‘ Increased
structure \ summer
drought or

()

Decline in fauna

irrigation

Low soil organic [
matter

Increased
flooding

Figure 4.1: Degradation process and the effects dhe environment
Source: Musvoto (2008) as adapted from Holland 2004

Thus, natural resource degradation could be searcasss-cutting issue and is intricately linked
to food security, poverty, urbanisation, climateamge and biodiversity. As described in the
previous paragraphs, agriculture can trigger lamgradation processes, and these processes can
interact synergistically with feedbacks having oheéntal consequences. Therefore, one of the
major challenges will be to ensure that agricultdoes not degrade the underlying natural
resources through the development of business flassd on suitable farming practices that

will ensure viable utilisation of the natural resoeibase.

4.2.4.1 Natural resource degradation in the NWP

A study by Hoffmaret al. (1999), as reported by the civil society mobiligatproject (Jordaan,
et al, 2006), revealed that the NWP is listed fourth oluthe nine provinces in terms of the

collective natural resource degradation index. édwer, in terms of soil and veld degradation
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indices, the province is listed in fifth and fouglaces respectively. The statistics also indicate
that the combined degradation index in the commanas is approximately 2.5 times higher

than in the commercial farming areas.

As for soil degradation in the NWP, Jordastnal., (2006) reported a fairly high index of 149.
The severity (degree and extent) of soil degradatanges between 4.4 for the commercial
areas, and 6.0 for the communal areas. Moreoggipms within the Bojanala Platinum district
municipality (Madikwe, Lehurutshe, Mankwe) showdgb thighest degradation index values,
with cropland and grazing affected by wind and wageosion. Furthermore, the Vryburg
district, which lies within Dr. Ruth Segomotsi Moatp district municipality, struggles with

farmland that has been covered by wind-blown sand.

Jordaanet al, (2006) suggested that veld degradation in thePNWsls occurred due to bush
encroachment/thickening, loss of basal cover athgbs in species composition. Jordeial,
(2006) further reported that these causes aretsonioven that it is extremely difficult to point
out a single causative factor. For instances, Itiss of cover or changes in the species
composition can lead to bush encroachment. Bushething for whatever reason, however,
also leads to changes in the species compositidnsaaccompanied by a decrease in the basal
cover. Hence, the authors studied the majority d@®&icts) of the province and came to the

conclusion that veld degradation seemed to be lalgmothroughout the province.

4.2.4.2 Natural resource factors inhibiting growthand development

This section reflects aspects of the province'sumatresources that the SWOT analyses
identified as inhibiting growth and development.he$e factors do not vary significantly

between the different district municipalities amtate closely to land degradation, as a result of

both human activities and natural causes.
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Table 4.4: Natural resource factors inhibiting growth and development in each district

municipality

Municipal Regions

Natural Resource Factors Inhibithg Growth and Development

Ngaka Modiri Malema
» Ramotshere Moila
» Distsobotla

» Mafikeng

» Ratlou

» Tswaing

Rainfall (fluctuations in average annual precipitatbetween seasons
and regions

Overgrazing of communal lands

Badly maintained fire belts (contribute towards amtcolled veld
fires)

Climate very moderate and unsuitable for agricaltyroduction in
most regions of the province

Pollution of underground water and river systemslfumctioning of
municipal sanitation systems)

Variation with regard to soil depths (even diffgrion the same lands
Sporadic droughts

Dr. Ruth Segomotsi Mompati

VVVVYY

Kagisano

Naledi

Mamusa
Greater Taung
Molopo
Lekwa-Teemane

Extreme weather conditions (Erratic rainfall patsercoupled with
severe droughts, sudden floods, etc.)
High levels of water evaporation
Inability of small-scale farmers to access undargtbwater (water at
depths that make pumping unaffordable)

Underground water supply is unreliable (over-uifisn
resource)

Water contaminated by informal settlements

Poor quality of irrigation water (polluted by thealunctioning of
upstream municipal sanitation systems)

Salinity (inadequate drainage infrastructure)

Bush encroachment as a result of overgrazing

Poisonous plants

Uncontrolled veld fires

Contagious animal diseases (livestock and gameetitat region from
other areas)
Poor rehabilitation of soils by the mining sectadds to destruction gf
the natural resources)

of the

Dr. Kenneth Kaunda

Alien species encroachment on productive farm land

> Ventersdorp * Water shortages (underground water; Maquassi hills)

> Tlokwe » Dolomite underground structure holds threat for thiisation of
> Matlosana underground water

» Magquassi Hills

» Merafong City

Bojanala ¢ Invader trees (absorbing enormous quantities oéryat

> Madibeng » Relatively high incidence of hail

> Moretele  High summer temperatures coupled with low averageall
» Rustenburg

» Kgetlengrivier

» Moses Kotane
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4.2.4.3 Water

Due to unpredictable rainfall, high evaporatioresaand low conversion to runoff, the NWP, like
other provinces in South Africa, is a water-strdssevince, where demand is fast approaching
available supply.

The surface water reservoir in the NWP is mainlgnfrrivers, dams, pans, wetlands and
dolomitic eyes fed by aquifers. However, perensiaface water resources are generally scarce
and unsustainable, particularly in the semi-arigtern portion of the province. Many of these
reservoirs are dependent on runoff water, with flua® a percentage of the precipitation ranging
from less than 1 % in the west to approximately ih%e eastern region, and the average runoff
of 6 % being well below the national average of Y¥6rth West Department of Economic
Affairs and Tourism, 2008). The main rivers in tpevince include the Crocodile, Groot

Marico, Hex, Elands, Vaal, Mooi, Harts and Molopeers.

These rivers nourish three of the most importattheaent areas in South Africa, all of which
fall within the borders of the NWP, namely, the VRaser catchment in the South, the Limpopo
River catchment in the north east and the OrangerRiatchment in the west. Concerns have
been raised with regard to the management of tbasdment areas, especially regarding the
control of alien plants. According to the North $¥&overnment (2008), alien plants (e.g.
bluegums and poplars) are responsible for excesdiggraction of water from the catchments,

which negatively influences the availability of watn the province.

Large reservoirs of subterranean water in the fainfractured aquifers and dolomitic
compartments are present in the NWP. Howeverargehto this resource is considered to be
one of the lowest nationally, with an average st&léhan 10 mm per year in the western regions
of the province. Therefore, emphasis needs tol&ee@ on the sustainable utilisation of this
water resource, given that excessive abstractightmesult in sinkholes, which holds a threat to

both human settlement and the agricultural sector.
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Thus, the NWP relies heavily on its undergroundewatsources to meet agricultural, industrial
and mining demands. However, according to conceamsed during the SWOT analysis
workshops, excessive abstraction coupled with drtajgwhich are more a rule than an
exception in the western parts of the province, e these resources become unreliable and
more difficult to access. This applies especiadlyconsumers/users in the remote rural regions
of the province, where the underground reservaielfehave deepened to the point where it is
uneconomical to pump. This holds a severe thr@aadriculture, given that it not only forms
the backbone of economic activities in these rematal regions but also serves as a means of
survival for people residing there. The deepei@vgls of underground water might impact to a
lesser extent on the urban regions, with usersgbalhe to access surface water, depending on
their location. However, the situation requireatthovernment intervene to protect the levels of
underground water and by doing so address the trdatlds towards the sustainability of
agriculture in the rural regions. Government wik required to monitor the levels of
underground water and when necessary enforceddtierldl Water Act 36 of 1998. According

to the act, water for human and animals consumjsi@notected.

Moreover, the pollution of surface as well as ugdaund water raises serious concerns among
most users in the NWP. Pollution due to salineatiacid mine drainage, industrial effluents
and storm-water runoff in urban areas has seemuhéty of water decline. This could have
serious implications, especially for human heahild ¢he productivity of the agricultural sector
in the province. As discussed earlier, agricultpraductivity is directly related to food security

and health, so that water pollution holds dire eguences for the NWP and its inhabitants.

The opportunity for the expansion or introductidmew projects entailing water intensive crops
or enterprises appears to be limited in the NWMRe prognosis for such enterprises is clearly
one of high risk against the backdrop of the curwester concerns. Emphasis should rather be
put on the improvement or revival of current irtiga projects for which water is already

allocated.
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4.2.4.4 Soll

In general, land and soil in the province show sigh degradation. According to the ARC
(2008), this degradation can be ascribed to wirthveater erosion. This, in turn, can be ascribed
to factors such as degradation of the land covérctwis directly related to factors previously
highlighted, i.e. lack of adequate fencing, inappiEe farm management practices,

uncontrolled veld fires, etc.

However, soils in the western, and especially tbehawestern and central western regions of
the Dr. Ruth Segoma Mompati District MunicipaliiRgMDM) are predominately deep, with
excessively drained red or yellow sands contai®i#& % clay in the upper parts. Soils in the
southeast regions, on the other hand, tend to mewbat shallower, characterised by red and
yellow loamy sands or a light sandy loam that soausceptible to subsurface compaction, and
in some instances to surface crusting (ARC, 20@)ltivation is more common in the southeast

region of the district.

Soil texture and characteristics are rather diffefer the various regions in the NWP. Hence,
soils in the east of the province, specifically &ods the plains in the western parts of Bojanala
Platinum District Municipality (BPDM), are mainlynderlain by shales and diabase of the
Transvaal sequence and the pedisediments origindtom these rocks. These soils are
regarded as moderately deep to deep, and domibgtesti sandy loam or sandy clay soils. Soll
types in the south-western region of BPDM are sintib those of the western parts, but tend to
be shallower. Regions in the north of the distmeinicipality are covered by moderately deep to
deep black or red, strongly structured clay solawever, rocky outcrops are visible in certain

areas of the BPDM, and are more evident towardsehg&al regions (ARC, 2008).

Several commonalities can be found between soilthér Ngaka Modiri Molema District
Municipality (NMMDM) and the RSMDM, with the bulkfahe NMMDM being covered by
moderate deep to deep red and yellow sands to $ightly loams that drain excessively to
imperfectly. These soils are also highly suscéptib wind erosion in the absence of vegetal

cover. Soils in the NMMDM are fairly extensivelyltvated, except for the north-western parts.
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Soils in the north of this district consist of sWej black clay and heavy textured red soils
(ARC, 2008).

Soils in the Dr. Kenneth Kaunda District MunicipgliKKDM) consist of predominantly
shallow, sandy loams and abundant rocky outcropls deep to deep sandy loam soils being
subdominant (ARC, 2008).

4.2.4.5 Climate

Global climate change threatens the success and pécagricultural development and
consequently of poverty eradication. Rural comriesi especially subsistence and upcoming
farmers in remote regions, are usually those moktevable to climate changes. These people
have the fewest resources available, and genedaldfinformation poses a further burden in
adapting to climate change. This is especiallg fiar the NWP, where climate variations are
coupled with great variations in rainfall betwe&e mountainous, wetter eastern region and the

drier, semi-desert Kalahari plains in the west.

The NWP is primarily a summer rainfall area, witht summers and cool sunny winters. The
rainy season usually occurs from October to Maruh @eaks in January in the central regions.
Average annual precipitation varies between 500 amoch 700 mm in the eastern parts of the
province, and between 400 and 600 mm in the cerggabns. In the western districts, annual
rainfall varies between 100 and 400 mm. Simultasbothere is a corresponding increase in
evaporation from east to west (Tswelopele EnviramadePty, 2008). Hence, in the south-
eastern region of the NWP, evaporation tends teekannual precipitation, which directly

contributes to arid and semi-arid conditions (Udgamon, 2003). According to a study that was
done by Hassan (2006) as reported by Tswelopel@diment Pty (2008), climate change will

result in a decrease in rainfall of 5 to 10 %, dedwith a projected increase in temperature of 1
to 3C and related evaporation rates. This will haveigaificant impact on the agricultural

sector, particularly on dry-land crop producersriiag in the NWP.

139



Opportunities and Limitations for Agricultural Gralwand Development in the North West Province

Furthermore, global climate change or global wagrhas resulted in the natural fluctuation of
climate cycles at different time scales, contribgtitowards increased intensity of extreme
weather patterns in the NWP. Unpredictable clincii@nges hold a primary threat to farmers in
the eastern parts of the NWP, as many of theseefarare involved in perennial crop production
(citrus, vinyards, etc.), with these crops beingsteensitive to climate changes (temperature,
frost, etc.).

Moreover, Tswelopele Environment Ltd (2008) repdrtéat a dramatic biome response to
climate change is predicted to change the climatmlslity of areas occupied by different

biomes, leading to a shrinking of the extent ofsthéiomes. Predicted changes in biome
boundaries could affect more than 75 % of the NWRhe year 2050, with existing savannah
vegetation shrinking towards the eastern cornethefprovince. It is important to take these
changes into consideration for the successful dgweént and implementation of future

agricultural projects in the province, as the raté®xtinction and reduction in the ranges of

species will increase as favourable habitats becoore narrowly distributed.
4.2.4.6 Grazing

The vast majority (71 %) of the NWP falls withiretsavannah biome while the remainder falls
within the grassland biome. This province coulddbgded into four major ecological zones
including Highveld, Bushveld, Middleveld and Kalah®esert, with the NWP being the
province with the second lowest plant diversityaffprovinces in the country (North West State
of Environmental Report, 2002).

The majority of land in the NWP is low and low t@derate potential grazing land, with grazing
capacity that ranges between 5 and 25 ha pef. ADver-utilisation of grazing is a serious
concern in the NWP. Communal areas are often drapatinuously at stocking rates that
exceed the carrying capacity of the landscape.s Hais resulted in the soil surface being
exposed, which contributes towards soil erosioducgon in the grazing capacity and bush

encroachment, putting additional pressure on reimgigrazing areas.

2 Animal unit (AU) refers to a large stock unit (LBWhich is equal to 450 kg
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Bush encroachment is perceived as another big @mental issue in the NWP. It directly
influences farming practices, as encroachment exjube availability of grazing lands.
According to Jordaart al (2006), the main reasons for bush encroachmehtelated natural
resource degradation are as follows:

» Overstocking;

» Poor or no camp systems;

* Poor or no veld management;

» The communal grazing system leads to open accefisofee within the area;

» Lack of responsibility because of lack of ownership

» Settlements on grazing lands;

» Drought and other natural phenomena,;

* Injudicious burning practices that lead to resoutegradation (bush encroachment, etc.)

Furthermore, in conjunction with injudicious burgipractices is the lack of proper fire belts and
resultant uncontrolled veld fires. Not only do antrolled veld fires have an enormous impact
on grazing capacity in the short term, they alsadl¢o further bush encroachment which
negatively impacts on grazing capacity in the ldgegn. Hence, the consequences of bush
encroachment stretch beyond the reduction of ggazapacity, as it also absorbs enormous

amounts of water in a province where water couldelgarded as a scarce resource.

However, the loss of rangeland cover constituteseaious factor inhibiting livestock
development in the NWP. Therefore, emphasis néedse put on farming practices and

programmes that preserve or restore rangeland coviee NWP.

4.3 Key Challenges faced by the Agricultural Sectoin the North West Province

The key factors inhibiting growth and developmestidentified by the SWOT analyses have
been discussed in the previous section, but italssfound adequate to highlight the challenges
faced by the agricultural sector in the NWP as fified by the NWDACERD in its strategic

plan. Significant challenges identified by NWDACER2001) include the sustainable use and

development of the natural resource base, low tfatfity and competitiveness. These
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challenges are manifested in a number of issueb, g@aviding its own, further challenges, and

are summarised in the Strategic Plan of the NWDADER follows:

Infrastructure backlogs: Insufficient basic on-farm and off-farm infrastrucé in the
developing agricultural sector and amongst emerdilagk farmers, especially in the old
homeland areas, is largely responsible for the Ipwofitability and constrained

competitiveness of the sector.

Constrained competitiveness and low profitabiliffhere is evidence that some sub-sectors
and value-adding activities are uncompetitive inaloand international markets. This is
caused by high input costs combined with low praidiyg, sub-optimal business strategies,
inefficiencies, and unfair trade practices. Theklaof competitiveness leads to low
profitability, which is again responsible for lomviestment in certain sub-sectors; poor
investment in agriculture is the major challenga teeds to be addressed to put these sectors

on the high growth path that is envisaged.

Inadequate human resources and skills base foctieeand efficient support, research and
delivery systems.Key programmes within the Department of Agricultesgerience human
resource capacity and capability constraints. [alter is particularly prevalent amongst the
specialist and technical advisory components of flmegrammes. As a result, the
Department's current human resource and skillssbasthese areas are not aligned with the
extensive global and technological changes tha¢ haken place over the past decade. This

ultimately has an adverse impact on service daliver

Exploitative and unsustainable use of natural ressm1 Degradation of the resource base is
linked to the fundamental poverty trap that mangvmusly disadvantaged people find

themselves in. Furthermore, this is linked to @beve problem of inadequate skills (among
both people and advisory staff) to develop and é@m@nt sustainable practices, and is
exacerbated by the State's incapacity to enfogisl&ive requirements when the commercial

sectors do not comply with these sustainabilitycficas.
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A number of specific challenges were identifiedtiy NWDACERD in 2007 as being critical in

terms of their potential impact on service delivexgues. These include:

Alignment of departmental service delivery mechisisvith local government’s institutional
arrangements;

Alignment of service delivery programmes with supGDS and ASGISA initiatives;
Implementation of the provincial growth and develgnt objectives;

Targeted implementation of the AgriBEE Charter;

Roll-out of the MAFISA programme in the province;

The challenges of land redistribution;

Low productivity in smallholder agriculture;

The social and economic impact of HIV/AIDS;

The high rate of unemployment and poverty in thevjprce;

Barriers to increased production, including farmikigowledge, appropriate technology,
access to resources, access to markets and buskiless

Exploring partnerships and cooperation in the adfucal value chain to improve market and
finance access;

Strengthening stakeholders’ relations in the sector

An ever-increasing demand for services, particulfndm emerging farmers and the game
industry;

Provision of comprehensive agricultural supportbeneficiaries of land reform and new
entrants into farming;

Food Security, Women and the Young Farmer prograsnme

Moreover, in addition to the challenges highlightgdthe NWDACERD in their strategic plan,

several shortcomings and flaws in the province heesalted in further challenges for the

agricultural sector, which include the following:

The rural nature of the province and the conditbbthe major physical infrastructure makes

it difficult for agriculture to be competitive.
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» Low population density in certain municipal regiarfghe province, which in certain respects
decreases the demand for agricultural productsjaasy inhabitants produce food on garden
or subsistence scale.

» Outflow of young people from agriculture to seebk jopportunities in other sectors of the
economy. Results from the SWOT analyses reveallieainability of the agricultural sector
(due to low profit margins) to compete againstuages paid by other sectors, especially the
mining sector, have contributed towards the outftdwoung people from agriculture. This
has led to the phenomenon of an ageing agriculpaaiilation in the NWP.

» Backlogs in basic service delivery and maintendmgeeveral municipalities of the NWP.
Although these have improved since 2004 to date,uticontrolled emergence of informal
settlements and the lack of an integrated apprdachousing delivery whereby sector
departments do not participate in the planningeffidient allocation of resources all increase
the burden of backlogs on local municipalities.

» Available resources are unevenly distributed ariielr diimited potential for improved delivery
of serves and growth.

» The vast majority of the population could be regdrés poor, with high levels of illiteracy
that affect their ability to obtain viable employmteopportunities. Moreover, the levels of
illiteracy have contributed towards the high leeéldependency on state grants, negatively
influencing the willingness of these beneficiartesbecome part of the economic active
population. The dependency syndrome could be dedaas one of the reasons why the
municipalities in the NWP have not established thelres as highly productive hubs
throughout South Africa.

» The NWP is faced with the challenges posed by th@ak and economic discrepancies
present in the province. Social inequalities hemetributed significantly towards the current
socio-economic climate, defined by high levels o¥erty.

» The prevalence of HIV/AIDS. This impacts direatlly productivity in the agricultural sector,
especially in the remote rural regions where adfuce forms the backbone of all economic
activities. Furthermore, other diseases suchlartulosis, which are more infectious due to
HIV/AIDS, infant mortality and the failing healtrare system all contribute to the challenges

faced by the agricultural sector. The health sibuaposes several threats to the success of
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development projects in the province, with the pobty that some beneficiaries will not be

able to fulfil their obligations to the projects.

Ultimately, most of the challenges in the NWP stfom administrative fragmentation and
incapacity amongst government institutions, coupleti the old and neglected condition of the
physical infrastructure. However, these deficieacare manageable and could be overcome
through better structured policies and closer coaijmn between government and private
entities, developing markets and institutions tleffiectively support agricultural growth.
Moreover, emphasis needs to be put on the stimualatf labour-intensive agricultural
production; supporting the weak and vulnerable va#iety nets; and investment in social
infrastructure and human capital to enable the podiake advantage of opportunities in the

growing labour markets.

Furthermore, within the complex and challengingraigeof the NWP, priority should be given
to education and training as a long-term resistdacehallenges and factors inhibiting growth
and development. This will facilitate a means byich the necessary human capital can be
built, and contribute towards an improved instdogl environment. Ultimately it would ensure
effective governance, and create literacy andsskilt will enable the poor to participate in the

main stream economy.

4.4 Challenges Facing Developing Farmers

As already mentioned, the NWP agricultural sectoid$ enormous potential for growth and
development. However, to increase agriculturaldpobivity and economic prosperity for

developing farmers, a number of constraints affigctspecifically these farmers must be
addressed. Several of these constraints stem fhmmchallenges experienced within the
agricultural sector, as discussed in the previmdians. The impact of these challenges on
small-scale farmers can be categorised into foardgroups, namely:

* Production limitations;

» Access to credit;

* Human capacity;
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* Market access.

It is important to understand and analyse the grablaccording to the broad categories above.
Norton and Alwang, (1993) argued that agricultuse ecnake a major contribution to economic
development through the production of surplus fand fibre, the utilisation of labour, as well as
the creation of capital and rural welfare. Moregube four categories closely relate to the
institutional environment’s “rules of the game” atite governance structures’ “play of the
game” of Williamson’s institutional framework. Racthat these two levels are principally
defined by the New Institutional Economics (NIE)The study will furthermore use this
framework to develop the necessary institutionghragements required to address the factors

inhibiting rural development.

4.4.1 Production limitations

In respect to production limitations, it has beearfd that the greatest constraints relate to
availability and affordability of key inputs sucls aeed, fertilisers, pest control products and
machinery for cultivation of the fields. In thegpafarmers in the communal areas were assisted
by government agencies, which have now been disethats part of the ongoing agricultural
restructuring process. Without any prior expereeroé how to cope with these production
eventualities, many farmers have had to abandaonirigr altogether, while others are trapped
into arrangements that do not benefit them andhéurteduce the profitability of farming in the
former homelands. This is what has happened, fetaice, in the old Bophuthatswana since
1994. The land reform programme in South Africa &las resettled many black farmers who do

not have the financial means to acquire the necgggauts.

4.4.1.1 Inputs

According to findings from the SWOT analyses, laflcapital is the most important constraint
facing developing farmers. There are many problass®ciated with high input costs and lack
of capital. Acquisition of production capital detenes the affordability of goods inputs such as

high quality seed, more effective fertilisers, betpest control, etc. Sustainable production
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greatly depends on using good inputs. The cosefiueeze has a serious impact on emerging
farmers, as their input costs often exceed potemt@me. Farm management becomes more
difficult when availability and affordability of jputs become of concern. Low quality inputs are
then used, which leads to decreased yields anduptiedy. Emerging farmers become more
dependent on input suppliers as their demand farawed supplies increases. Small-scale
farmers tend to experience more difficulty in aciong new and technologically improved inputs

than commercial farmers.

4.4.1.2 Farming practices

Farming practices include both cultivation techmisjuand livestock practices. According to
findings from the SWOT analyses, the traditionatadshould be discouraged that bigger
livestock herds represent greater wealth. Thigebeleates the incentive among farmers to
increase livestock numbers, irrespective of theiggacapacity of natural pastures, accessibility
of feed or the quality of the animals. The resals over-grazing, inferior quality animals and
erosion. Erosion causes deterioration of the alklpastures and arable land. In the long-term,

this vicious cycle further decreases the genedywtivity of the land.

Moreover, results from the SWOT analyses reveakatgr tendency for small-scale farmers in
the NWP to engage in intercropping practices. Mixeopping should not always be seen as
negative, for it does have some advantages. Skelk-garmers have low incomes and are
normally risk-averse. Intercropping gives a maebke cash flow and is a way of diversifying
income on scarce land resources. Mixed croppingtipes also spread the labour demands over
a longer time period. Furthermore, pests are ¢éss problem in intercropping systems, thus

reducing required input costs.

The importance of the necessary skills within fargncannot be overestimated. Not only are
technical skills important — managerial and decisizaking skills are too. Every commercial
farm, independent of its size, has to be profitabdiéaximum profit can only be realised when
the right decisions are made, and these decisiass$ pe based on data from efficient and well-

kept records. This emphasises the importance thf nanagement and record-keeping skills.
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Finally, to be sufficient in the demanding, highbompetitive environment of today’s

agricultural sector, farmers also need to practiggoved cultivation methods.

4.4.2 Lack of access to credit

Production capital is absolutely essential for targning operation. Because small-scale farmers
do not have collateral, they find it difficult teguire credit. Commercial banks, the Land Bank

and other money-lenders also consider small-secatgng farmers as being high-risk.

Usually, the farming units of small-scale farmers gery small, are found in relatively distant
geographical areas and have less developed infcaste. This results in relatively high
transaction costs. Micro-financing, when availabiesolves high interest rates due to high
administration costs, opportunity costs and riskngums. Informal credit providers include
money-lenders, merchants, pawnbrokers, landloaisjly and friends. These informal credit
sources usually know their clients personally. sTlowers the transaction costs, as screening
borrowers to reduce risks takes less time. Infbmmaney-lenders also use simple accounting

techniques, which lowers costs and reduces admatst time (Norton & Alwang, 1993).

Loans to small-scale farmers are small, so therpapk and time spent on evaluating potential
borrowers, collecting payments and supervising doanorder to reduce risks, are relatively
costly. Thus, where private and public sourcestexiney tend to lend to larger farmers, thus

reducing both administrative costs and the chaaotdsfault.

The South African Government regulates interegstawvhich are, in general, relatively high. A
lower inflation rate results in the lowering ofenést rates. This is beneficial to borrowers and
lenders, as lower interest rates result in cheapadit for borrowers and less risk for lenders.
This could lower the risk premium, which is normyalery high for small-scale farmers. These
farmers are poor and have a low income. One bad yeay therefore have disastrous
consequences. Weather usually affects farmetseimwhole area. Bad weather can cause a large
number of borrowers to default. The opportunitgtdor the informal sector to invest in small-

scale agriculture is relatively low, but quite hiigin the formal sector.
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The fourth cost incorporated into interest ratesy@opoly profit. Typically, it is expected that
monopoly profits will be high and that exploitatiohborrowers will occur in the informal credit
sector, due to entry barriers to formal credit sear(i.e. because of high risks and administration
costs). However, rivalry between informal moneyders ensures that monopoly profits stay
relatively low. The start-up capital needed is lasvloans are relatively small. When monopoly
profits rise, new competitors enter the market.e Tompetition between lenders then forces the
profits down.

The small size of farming operations, significantbyw farm income, lack of knowledge,
inappropriate technologies and precarious finareitions all contribute to making financing
more difficult and riskier. Banks need security their loans. This makes it difficult for an
individual farmer on communal land or a farmer whnots land to obtain financing. Small-scale
farmers with their own private property have sdagubut it is not adequate. The farms are small
and have little fixed capital (permanent improvetagrthus they are only able to acquire small
amounts of capital.

The communal areas of the NWP and the resettleareais around rural towns have low per
capita income, and high rates of unemployment deracy. These factors make it even less
attractive for investors to invest in agriculturedeother industries in these areas. An investor
wants a return on his/her investment and theseorfadiower returns and increase risk.
Consequently, there is a shortage of effectiventired services in these areas. This increases the

transaction costs, as potential lenders and borsohave to travel long distances to banks.

Finally, access to capital is critical, which emgisas the importance of considering alternative

institutional arrangements that will ensure actedmance for small-scale farmers.

149



Opportunities and Limitations for Agricultural Gralwand Development in the North West Province

4.4.3 Human capacity

According to the findings of the SWOT analyses, elegment programmes should not be
implemented if they do not improve the human céaygaai emerging farmers and that of their
collaborators. Without skills, the farmers are hileao apply new knowledge to improve farm
incomes. Farmers rely on the guidance of extensgowmices. However, extension services are

facing constraints of their own.

Moreover, health is an important issue that shawdtlbe neglected when considering human
capacity. People’s education, i.e. their knowledgd skills, and their health and nutrition, i.e.
their strength and vitality, can be correlated diseto their productivity and therefore their

levels of income.

4.4.3.1 Extension and support services

The NWDACERD has sufficient capacity in terms of thumber of extension officers.
However, according to findings from the SWOT anadysextension services are seriously
constrained by their lack of sufficient experieraee knowledge, poor infrastructure, inadequate
financial resources and weak institutional struesurThese factors combine to limit the extent to
which extension services can support poor farmetsy are invariably located in the most
inaccessible areas. Failure of extension suppoenterging farmers sets off a chain reaction
that destroys the good faith between farmers amdigunstitutions, and which will subsequently

contribute towards the low level of social cappetsent in the province.

Beugelsdijk and van Schaik (2001) argued that sam@gital is an important factor behind
economic development, since trust norms and neswvdiost economic and institutional
machinery. It has also been argued that long ssmomomic development efforts hinge strongly
on the levels of national, regional or local sodapital (Ostronm and Ahn, 2001, as cited by
Milagrosa and Slangen, 2005). As mentioned preslouPutman (1993) as cited by Jordadn
al., (2006) found that social capital has a major mrfice on horizontal networks, which in turn

were found to play a major role in economic growittNorthern Italy. Within the South African
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context, social capital is thus of major importassaece coordination and cooperation between
emerging farmers and extension services could s#s\ee solution to include emerging farmers

in the mainstream agricultural economy.

With respect to support and services, the emerggrgcultural sector cannot rely only on the
NWDACERD. Other institutions from both the privasad public sectors should also be
involved in programmes promoting skills trainingxtension services, development of
organisations and institutions, financial assistancreation of markets, as well as other

activities.

4.4.3.2 Youth and women

Women and youth should be the main targets of agmi@l training programmes. Results from
the SWOT analyses highlighted that young peopleibéxta general lack of interest in

agriculture. Programmes focussed on the youthdcorgate interest in the field, and would
increase the capabilities of agriculture’s futuodesplayers. Besides, including the youth or
improving their interest in agriculture would prdei a solution to the aging agricultural
population of the province.

Certain characteristics of the rural population evietentified that relate to the youth and their
general lack of involvement in agriculture. Fiysthost emerging farmers can be categorised as
being older, and with a high level of illiteracyinancial resources for farming operations are
mainly acquired from pensions. Households relyviheaon remittances and governmental
grants, and such aid forms a high proportion ofsebold incomes. Nutritional levels within the

rural community are deteriorating by the day.
In rural parts of the NWP, men and women play déife roles in agriculture. In rural small-

scale or subsistence farming operations, men &mvied in producing cash crops and animals,

whereas women are responsible for the househottldaaps.
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Further education for women holds significant adages. Higher levels of education for
women are demonstrably related to lower birth ratdsch in turn positively affects national

food security, employment figures, and general eooo well-being.

It should therefore be a priority to train the yoand women, to increase their literacy levels and
to create an incentive for them to become involiredarming operations. If children are
properly schooled and skilled, the adults of there will be literate. This will also lead to more

people being employed in other sectors of the emgno

4 .4.3.3 Institutions

Results from the SWOT analyses suggest that cobperaetween institutions is necessary to
ensure the full development and utilisation of hanaad other resources for rural agricultural
development. Institutional arrangements are bemgsidered within structures of government,
education, training and extension services, trawigti and modern agriculture, research, culture,
religion, lobby and vested interest groups, pditicand ideological organisations, the

information sector, markets, policy-makers, etc.

It is imperative to recognise the need for alignihg development strategy in agriculture with
institutional support structures. A perspectiverithinking traditional institutional systems and
the need for greater integration across the sdct@ae chain, which includes non-arable

farming activities, must be developed.

4.4.4 Market access

In the publications of the BATAT programme of theAd(2004), certain barriers with regard to
market access by small-scale farmers are mentiobd.most important obstacles applicable to
the NWP are the poor conditions of the roads tlaves communities in the rural areas,
inadequate information about supplies and pricask bf transport, storage problems, lack of

extension advice, and a lack of basic managemehbasiness skills.
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One of the greatest difficulties small-scale farsnekperience is access to markets for their
products. According to Lyne (1996), smallholdemiars in similar circumstances across the
country are further constrained by limited accesether factors of production, including credit
facilities and information. As Ortmann and Maclketf2003) note, even with small farms,
agricultural productivity can be improved if adetgiaccess to support services and markets is

guaranteed.

Many farmers find it difficult to transport theirqgducts to markets due to a lack of transport.
When transportation costs are high, farmers arélarta get their fresh produce to the market;
thus they resort to farm-gate sales, which redubes margins. Transport problems are
experienced mostly in communal areas in the oldéland regions. This is due to the fact that
the major markets for fresh produce are in Gautergle other, smaller markets in the NWP

exist only in the more urbanised areas and towns.

Many areas lack adequate market structures orcgarifi market facilities. Marketing facilities
should be created and revitalised where the nemtisexExtension officers must help farmers
identify potential markets and encourage farmersb& more market-orientated in their
production decisions. Agricultural production mbst guided by market demand. This means
that markets must be identified before productiommences. To do this, relevant and accurate
market information becomes essential. Farmers mbttin product-specific information to
inform their marketing and production decisionsrod®cts should be identified that can be

produced at optimal level and for which potentiarkets exist.

Small-scale emerging farmers do not have the cgptccompete with large, commercial farms.
Well-established commercial farmers seldom expeggoroblems with market access because
they have already acquired or have access to rsgessansportation, storage facilities,
information and marketplaces. A strategic planusdhde compiled to incorporate small-scale,
emerging farmers in the system, and to offer maakeessibility at such a level that they have a

fair chance of competing in the bigger and moresttgped markets.
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4.5  Agricultural Production Potential in the North West Province

The previous sections presented a detailed diswussn the factors inhibiting growth and
development within the NWP. However, most of thissstors are manageable and destined to
improve once the necessary institutional changesvade. Thus, unlocking the opportunities
presented by the agricultural sector will requindraprovement of the institutional environment.
As already mentioned, the improvement of the in8thal environment might entail the reform
of policies, institutions and laws, as well as neskand services, all of which will assist growth

and development, especially in the rural areas.

Moreover, agricultural production potential or chitigy is highly dependent on the interrelation
between several factors, with the natural resobese and its condition being foremosthe
following section provides an analysis of potengaterprises with respect to their production

capabilities, as identified in the SWOT analysigkgbops that were held throughout the NWP.

Table 4.5 reflects the commodities/enterprisesabigt for production in a specific district
municipality. However, it is important to bear mmnd that the suitability of production for a
specific crop or enterprise might differ for diféait regions within the district municipality.
Therefore, suitability for each crop within a distrmunicipality will range between suitable,

marginally suitable and not suitable.
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Table 4.5: Potential agricultural enterprises in tre North West Province

Commodity/ Enterprise

Ngaka

Malema DM

Modiri

Dr.
DM

Ruth  Mompati

Dr.
DM

Kenneth Kaunda

Bojanala DM

Citrus

Mandarins

Oranges

Lemons

x

Perennial Crops

Figs

Pomegranates

Prickly Pears

Olives

Pecan nuts

Table grapes

X | X | X[ X]|X

X | X | X | X |X

x

X | X | X[ X|X|x

Vegetables

Onions

Cabbage

Green Beans

Pumpkins

Carrots

Tomatoes

Sweet Potatoes

Potatoes

XX | XX |X]|X|X|X

XXX | X|X]|X|X]|X

XXX | X|X]|X|X]|X

X[ XX | X|X]|X|X]|X

Grains

Maize

Sunflower

Sorghum

Wheat

X | X | X | X

X | X | X | X

Soya Beans

X | X | X[ X]|X

X | X | X[ X]|X

Barley

x

Livestock

Goat meat

Goat milk

Beef cattle

Dairy cattle

X | X | X | X

Broilers

Eco-Tourism

X | X | X[ X|X]|X

X | X | X | X|X]|X

X | X | X | X|X]|X
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45.1 Beef

According to ECI Africa (2005) the commercial livesk farmers in the rangeland areas of the
NWP are able to respond positively to increased ateinfor beef products. The increased
benefit is not the only spin-off that will accrue the economy, as their increased incomes
translate into more employment and higher wagesexensive livestock farming does not use
much labour, this benefit is likely to be smalthalugh the multiplier effect of their purchases on

inputs and further processing may be considerable.

In most cases, farmers keep their cattle for ti@uhd purposes or for ploughing of fields. This
implies that animals are only sold at a very higlk,avhich results in lower quality of the meat
produced. Furthermore, problems in most ruralsaneelude concerns with low calving coupled
with low weaning rates, weak genes and a genec&l d& proper management practices. The
absence, and in some instances the lack of, ategssoper local market facilities poses an
additional burden for these farmers. Togetherseghfactors have contributed towards low
incentive levels for emerging farmers in the NWRtipgating in the mainstream beef cattle

economy.

To date, two major projects have been launcheddtify the above impediments. These include
the Western Frontier Beef Beneficiation Projectjohhs aligned with the objective of the North
West Provincial Growth and Development Strategy 8 as well as “an integrated red meat

industry in the Bophirima District” plan that wasmpiled by Scientific Roets Limited (2006).

Finally, the improvement of livestock productionliwnake a considerable contribution towards
addressing food security in poverty-stricken comitiesy If production can be improved to a
level where marketable animals are produced, theetiag of these animals can form a vital
source of income for poor households. Improvenétivestock production will also contribute

to reducing unemployment.
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4.5.2 Dairy cattle

The NWP was previously known as one of the majarydaroduction regions in South Africa,

producing around 18 % of the total national milkpgly prior to 1994. However, post
deregulation in 1994 the number of milk producerthe NWP declined dramatically, by 45 %.
The reduction in milk producers was mainly as ailtesf the deregulation, import relaxation,
legalised colouring of margarine and other govemmpolicies (North West Provincial

Government, 2008).

Furthermore, dairy farming is highly dependent ba availability of quality feeds and good
grazing. In much of the NWP this implies the néedirrigated pastures and the feeding of
locally produce grain. Hence, concerns were raisethe SWOT analysis workshops with
regard to the relatively scarce water resourceshagiil input costs of producing pastures and
grain in the light of current milk prices. Farmefsould therefore be careful when considering

new dairy farming practices.

4.5.3 Sheep and goats

Although sheep are found in all provinces, theyrame concentrated towards the arid parts of
the country (Eastern Cape, Northern Cape and We&lape), making the NWP one of the
smaller sheep production regions. Also, sheepym@d in the NWP focus primarily on meat

(mutton) production, not wool.

Besides being prone to animal diseases and stdtkalaeled concerns raised during the SWOT
analyses relate to people’s lack of proper expedeand knowledge with regard to their
livestock. In addition, concerns were raised wegard to the impact that sheep farming could
have in promoting land degradation, especiallyegions with sandy soils, as sheep are prone to
erode these soils. Therefore, sheep farming regjuitense and effective grazing management
to preserve the natural resources and subsequentynain profitable. If sheep farming is to be

considered, it should be in regions of the proviwbere the necessary and adequate mentorship
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is readily available to assist new entrants in @ppl effective and precise management practices

for the specific region.

According to findings from the SWOT analyses, géaiming is more lucrative to pursue

because of their browsing habits and the genegedeof knowledge and experience that local
inhabitants have with regard to these livestockatS are not particular in their diet and can thus
be used in fighting and controlling the bush enchmaent problem that has escalated to
uncontrollable proportions. In addition, goat protion practices can be combined with cattle

farming, as their grazing natures complement eéoéro

However, markets for goats exist primarily outsitie borders of the NWP, with the main
markets being in KwaZulu-Natal. This could be adem for local inhabitants as the distances to
the markets are perceived as a problem. Thoughtldtbe given towards the development of a
goat market chain within the province, as this willable local producers to fully exploit goat
production to their own benefit. This will alsoqrere that up-to-date accurate market
information will be readily available, so that pumgrs are able to make informed market

decisions.

Another concern that was highlighted during the SMW&Dalysis workshops entails the need to
address the control the impact of pests and parasiéstations in goats. Farmers are concerned
about the availability and presence of animal etdthnicians and clinics. The understaffed
state veterinary offices and the location of aniolalics make it difficult, especially for farmers
in the remotely rural regions of the NWP, to cohsuth animal health experts during disease
outbreaks, which occasionally inflict huge lossastweir herds. Local government could assist
these farmers by increasing the presence and airenlof knowledgeable health technicians and
state veterinarians throughout the province. Loskee to parasitic infestation can be kept to a
minimum through the introduction of goats that arenune to tick-related diseases like red
water. Moreover, as with other small stock (sheeghe province, goats are prone to theft and

predators, which will require intensive managengeattices.
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4.5.4 Poultry

Poultry production in the NWP consists mainly inotwf the poultry industry’s three sub-
sections, namely, broilers and eggs, or layers tfN&¥est Provincial Government, 2008).
However, it is difficult to separate these sectiasghere are naturally internal linkages between
eggs, broilers and the supply of day-old chicke (tiird section of the industry) as suppliers of

feed and chicks are linked to the broiler and lgreducers.

According to the National Agricultural Marketing @acil (NAMC, 2007), poultry is the fastest
growing animal protein source for human consumpiio8outh Africa, with an average industry
growth rate of 7 % per annum. This has resultgabuitry consumption growth outstripping any
other source of animal protein in the market. emnore, the NAMC (2007) reported that the
main reasons for the huge growth in poultry dememwald be ascribed among other things to
rising living standards leading larger numbersaisumers to choose protein filled diets, health
awareness, convenience, as well as to increaseketimgy by broiler producers and price

competitiveness relative to other protein sourcethe market.

Despite having large benefits, the poultry indussrydominated by a small number of large
corporate producers, resulting in the inabilityfaimers to obtain any real direct benefits in the
absence of target programmes to support smallég-sqzerations. The same applies to the
animal feed industry, which is concentrated intihads of a few firms to the extent that limited
opportunities exist for small-scale operations.

However, opportunities do exist for the establishin& broiler operations in selective nodes,
especially in more densely populated regions. Téwson for the establishment of broiler
operations in these nodes is to reduce travellistanices to potential markets. As the roads,
especially secondary roads, are in a degraded tommdiong distances between producers and
the markets will increase operational costs to éxéent that the enterprise is no longer
financially viable.
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The presence of the mines, especially in the BégaREatinum District Municipality, adds to the
positive dimension and opportunities for broileroguction in the NWP. When broiler
production is started, it is recommended that emtdrfirst be fixed with mines in the province.
Fixing the contracts before starting with productisill reduce the risk associated with market
fluctuations and price volatility, which are prolbalamong the most inhibiting factors for new

entrant farmers.

Another possibility whereby new entrants could beoanmodated is through joint ventures (JV)
in terms of the concept of out-grower schemes (May2003). These ventures hold mutual
benefits for both the company that provides theisis@nd the producer responsible for raising
the chicks. Normally, chicks and feed are provitiedhe contract grower (private farmer) to
grow the chicks to the age of 39 days. This elatés constraints such as operating capital,
transport burdens, etc. that the grower might enmteyu However, the profitability of the
enterprise will depend on management, as the gromi#r be held responsible for the
reimbursement of the inputs (chicks, feeds andahgr inputs that might be required) after the
completion of each consignment.

Moreover, the benefit to the principal company lieshe reduction of responsibility in certain
parts of the production chain. However, the ppaticompany remains reliant on the contract
farmer to supply at the level of quality and quntequired. Therefore, building the necessary

capacity of the farmers forms a central part otsss (Mayson, 2003).

Similar business models should be applied to layass the ones for broilers, with such
enterprises concentrated in the more populatedmedbd ease access to both formal and in some

instances informal markets.

Additionally, the integrated nature of the industnakes its supply chain relatively easy to
expand, as contractor or out-grower schemes exthtrmthe province where layer enterprises
are used to supply broiler production units witly-d&d chicks. The concept is based on the

principle whereby layers are distributed to cortoes or layer farms. The eggs are collected
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daily and kept in hatcheries. Once the eggs habhehday-old chicks are delivered to broiler
farms where they are reared till slaughtered, ntyrafter 39 days (Mayson, 2003).

4.5.5 Game ranching (Eco-tourism)

The South African wildlife ranching sector is rekaty young, but is one of the fastest growing
economic sectors nationally. Growth in this secgsrimarily driven by economic incentives to
landowners who have recognised that a much widegeraf income possibilities could be
realised compared to traditional livestock (Clodtaljaard and Grove, 2006). Ranchers in the
NWP provide consumable activities (i.e. recreationanting, trophy hunting, biltong and
wildlife meat) as well as non-consumable activifies. accommodation, game breeding, wildlife
viewing, adventure and agri-tourism). In genestidies have indicated that wildlife ranching
might offer better utilisation of the natural habi{browsers and grazers) compared to domestic

animals (Cloete, Taljaard and Grove, 2006).

Besides focussing only on game ranching as a aolrig enterprise, the concept of a game and
cattle farming combination was identified as a pobty in the SWOT analysis workshops.
Several farmers in the NWP are actively involved auccessful in combining the two
enterprises as certain species complement cattilaim grazing habits and this allows for
optimal utilisation of natural resources. Howeaeprerequisite for success in a combined game
and cattle farming unit is to determine the spec@sposition (including the cattle) that is best
suitable for the specific farm. This can be ddmeugh game management decision models that
use information regarding the physical charactesdiclimate, soil, etc.) of a particular farm as
well as species specifics (dietary needs, hectageded to behave socially, etc.) to identify the

appropriate species composition for the farm.

Moreover, agri- or eco-tourism in the NWP has masgiotential for growth, with a number of
national parks (i.e. Pilansberg, Madikwe) and thweeld heritage sites (including Taung Skull
World, the Cradle of Humankind and the Vredefortni®) within its borders. A growing
number of international and local tourists visiégsh destinations annually. This could hold vast

potential for the inhabitants of the NWP if it isti@ely promoted.
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However, game farming and agri-tourism are veryh&igated enterprises, which require the
right personality, extensive knowledge, intensivanagement practices and large capital
investments. For these reasons it is proposedatpatrequisite for farmers that want to engage
in game farming or agri-tourism should have had/ipres exposure to the industry. Moreover,
the implementation of such a plan should be couplgith extensive training and ample

mentorship.

4.5.6 Grain Crops

Despite the NWP being known as a livestock reampmgvince, it also has potential for

agricultural production under dry-land conditiomsléor irrigation.

Maize is the most important grain crop in Southicefy being both the major feed grain and the
staple food for the majority of the population. stérically, South African maize production
consisted of equal quantities of white and yelloaiz®, but over the last few years it has moved
towards 65 % white and 35 % yellow. The NWP cdmiied 18 % towards the total national
maize crop during the 2006/07 season (Strategior&mwental Focus Ltd, 2008).

Maize in the NWP is produced for either grain dage purposes. Production is mostly carried
out under rain-fed (dry-land) conditions, with agkt proportion of the maize crop being
irrigated. Potential exists within in the NWP tgpand current production; however current
input costs have led to high levels of financiakriassociated with maize production. The
situation will surely change over time as graircesi increase or as technological developments

result in higher average yields.

Moreover, maize production holds better prospemtsarmers in parts of the Bojanala Platinum
District Municipality, especially the old Bophutlsatana regions. The heavier turf/clayish soils
allow farmers to obtain acceptable maize yieldfeout applying fertiliser. As fertilisers account

for the bulk of the input costs, these producely aeed basic crop production knowledge to be

successful.
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Sunflower is a crop that, compared to other crppsforms well under drought conditions, and
this is probably the main reason for the crop’sydampty in the marginal regions of South Africa.
The NWP is regarded as one of the main sunflowedyming regions, accounting for 41 % of
the national yield during 2006/07.

Sunflower is considered to be highly suitable iopcrotation systems, especially with maize.
However, increased input costs have seen the ghdfiyy of sunflowers come under tremendous
pressure. Thus, sunflower production will be mhrerative in the regions with higher clay
content or turf soils (old Bophuthatswana regiores, lower inputs are required to obtain
acceptable yields. Moreover, if bio-diesel becorresmportant factor in the South African fuel
reserves, new markets will open that will presemdrdtive opportunities to expand current
production.

The drought resistance, heat-tolerance and adéptaisisorghum to conditions in arid regions
make it one of the crops with high potential foparsion in the NWP. The NWP produced
around 5.8 % of the national yield during the 20@06¢eason. Sorghum could be produced for
either the grain market or human consumption, with crop being regarded as a cereal with a
high nutritional content contributing towards foaecurity. Besides, sorghum is a good

alternative to maize in low potential, shallow soil

However, due to little research, this crop is thestrsusceptible to insects, diseases and weeds,
which could result in high levels of pest and weedtrol applications. This would negatively
impact on the financial profitability and feasibjliof sorghum production. Moreover, large

capital investments will be required to improve fitent’s viability against pests.

Wheat is by far the largest winter cereal crop f@dnn South Africa. However, total local
production is not enough for domestic requirementisich compels South Africa to import
approximately 2.8 million tons of wheat annuallymeet local demand (Strategic Environmental
Focus Ltd, 2008). Therefore, expansion of wheatpction could be stimulated by the great
local demand.
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Although wheat in the NWP is mainly produced unidegation, which limits the expansion of
wheat production in the province to the currenigation schemes, the expansion of wheat
production in the irrigated regions will directlelate to wheat's profitability compared to
alternative winter crops (i.e. barley, canola). nels wheat production developments in the
NWP should focus on the improvement or rehabibtatof previous irrigated development

schemes that have collapsed, or those that angrodtctive.

45.7 Oil seed and beans

Soybean production is relatively small in the NW#Hth produce mainly being utilised for

soybean oil, which is used for domestic cooking ameht substitutes (North West Provincial
Government, 2008). The SWOT analyses revealedhlegproduction of oil seeds in the NWP
constitutes both irrigation and dry-land. Alternatimarkets in the form of bio-fuels might
present themselves in the near future. Howeveghesm oil's relatively high cost to alternative
products such as vegetable oils would most probdisigourage the adoption of soybean oil in

the bio-fuel production process.

According to the Dry Bean Producers’ Organisati@®06) most of the commercial dry beans
are produced in Mpumalanga (54 %), followed by F3¢ate (22.5 %) and NWP (13 %). Dry
beans are considered to be an ideal rotation ciMpreover, a dry bean/maize crop rotational
system can result in an increase of the long-teraid yof maize. On high-yield soils the
introduction of a dry bean/maize crop rotation egsicould drastically improve the profitability
of both the dry bean and maize crops. Howevas iecommended that the rotational system
should only be applied once every four years astiould be on soils suitable for both dry beans

and maize (Dry Bean Producers’ Organisation, 2006).

4.5.8 Vegetables

The production of vegetables requires intensivéivatlon and adequate water supplies. Thus,
the area that can be farmed with these crops ilNWW@ is fairly limited. However, the SWOT

analyses revealed those vegetables that coulddvengunder intensive irrigation conditions in
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the NWP include: paprika, potatoes, cabbages, malens, tomatoes, etc. Therefore, the
commercial production of vegetables should be feedsn the main irrigated areas along the
Crocodile, Harts, and Vaal rivers as well as thellmn areas along Rustenburg, Marico and
Molopo. Irrigation for vegetable production fronoreholes is also available in the Vryburg,
Ottosdal and Ventersdorp areas, where intensivivatibn is used to conserve the available
water (North West Government, 2008).

Additionally, vegetables could be grown under luktesystems such as hydroponics. This will
allow producers to extend the range of vegetabtedyted, as the hydroponic system enables
producers to regulate the production environmeiithese production techniques, however,
require large capital investments coupled withrilevant expertise and knowledge. Adequate
training and mentorship will thus be a prerequidibe new entrants to be successful in

employing hi-tech systems for vegetable production.

Potatoes are the single most important vegetalddugt in South Africa. The vegetable is
known to be intolerant to high temperatures angrauced primarily under irrigation in the
NWP. Moreover, potatoes use water relatively mefciently than most cereals during
production.

However, the incidence of a large number of diseasgotatoes makes it highly management
intensive, requiring a well-planned crop rotatigstem. It is advisable to alternate potatoes for
at least three years with cereals such as maia@ gorghum or wheat, or alternatively grass
types. Crops such as sunflowers, beans and o#gatables should rather be avoided in the
rotational system. Moreover, increased productiosts have seen producers with average
yields realising financial losses. Thus, potatsésuld only be considered in commercial

production practices where available irrigated latidws for a proper rotational system coupled

with favourable product prices.
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4.5.9 Perennial Crops

Perennial crops are those that naturally have @ ¢wawing or establishment period before they
start to yield returns to the farmer. However, ¥agous topographic features divide the NWP
into a number of sub regions; each with its owntimli$ climate, thus holding several

opportunities for the expansion of citrus and otperennial crop production practices. These
distinct climates enable farmers in certain regitmggrow citrus and other perennial crops,
which include lemons, oranges, pecan nuts, taldpey, figs, prickly pears, pomegranates and

olives.

Perennial crop production requires large initigdita layouts coupled with a substantial amount
of running capital for the first few years, as protion will only start to yield returns a few years
after establishment. Citrus crops (i.e. lemonanges) are very susceptible to climatic factors.
Farmers in the NWP should therefore only engageitiis production under ideal climatic
conditions. Additionally, extensive knowledge askills are a prerequisite for success in
producing perennial crops. Thus, government nédedsommit to ensuring both financial

assistance and education/training and mentorshipefioeficiaries to be successful.

Moreover, the SWOT analyses revealed accessibilitgarkets as an additional factor inhibiting
the establishment of perennial crops in the pravinioo the NWP, the bulk of perennial crops are
marketed through fresh produce markets, with ttetadce to markets being a burden for
producers on the outskirts of the province. Hempcecessing facilities, especially for citrus in
the Bojanala District Municipality, present prodreén the vicinity with additional marketing
options. Adding to market prospects of perenmiapgroducers is the potential of obtaining an
international cargo licence for the airport in Mag. This will provide producers with the
opportunity to move their frontiers from local tternational markets. Accomplishing access to
international markets will require the establishinehadditional infrastructure (warehousing,
etc.). On the other hand, entering the internatiomarket would create employment

opportunities for the local community, reducing pdy and economic hardship.
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Lemons are amongst the most cold sensitive crops ofiallsc However, climatic temperatures
in the NWP allow producers to engage in lemon pectida throughout almost all regions of the
province. Furthermore, the production of lemongha NWP should only be pursued under
irrigation. Municipal regions that are not suitlibr lemon production in the NWP include the
Molopo, Naledi, Moses Kotane, and Madibeng locahmipalities (ARC, 2008).

Oranges are subtropical in origin and cannot tolerate sevieost. Orange production is
therefore confined to areas with mild and almogstifree winters where temperatures seldom
drop below 2C. Moisture is a limiting factor in orange prodoat and to ensure that moisture
stress does not suppress growth and productiomgergroduction in the NWP should be
pursued under irrigation. Also, due to their prcithn requirements, oranges could only be
produced in a few local municipalities which incduthe Kgetlengriver, Rustenburg, Moretele,

and Ramotshere local municipalities (ARC, 2008).

Pecan nutsrequire a continental climate, with hot summerd eold winters in moist to semi-
arid areas, preferably under irrigation. Therefem@as with short, cold winters and long, very
hot summers are ideal. Pecan nuts could be prddaiceost throughout all areas of the NWP
where soil and water allow, except for the follogvilocal municipalities: Molopo, Kagisano,
Naledi, Moses Kotane, Madibeng local municipalii@RC, 2008).

Table grapes,similar to oranges, cannot tolerate severe frostaor during their harvesting
season. Production of table grapes could be pdrsuaéer irrigation almost throughout the
NWP, except in the following municipal regions: Mpb, Kagisano, Naledi, Moses Kotane,

Ventersdorp, and Merafong local municipalities (AROO08).

Fig production is mainly pursued under intense so#liance, high summer temperatures,
moderate winters and relatively low humidity. metNWP, figs should be cultivated under
irrigation to ensure optimal production. Howewe introduction of new hybrid cultivars from
Israel enables producers to pursue fig producthiooughout the NWP (ARC, 2008).
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Prickly pears are most tolerant of varied soils, temperatured @oisture levels. The plant
grows best in sunny positions, with well-drainedcidyaloam and protection from cold winter
winds. Moreover, prickly pears are the only crdttcould be produced under rain-fed
conditions in the NWP. Rain-fed production praesicould be pursued in the following regions
of the NWP: the Naledi, Greater Taung, Lekwa-TeemaRatlou and Mafikeng local
municipalities. Moreover, prickly pears could b@guced under irrigation in the Molopo and

Kagisano local municipalities (ARC, 2008).

Pomegranatescan be grown in a wide range of soils, with a semiclimate characterised by
mild winters and hot summers being the ideal clenfdr optimal growth. In the NWP,
pomegranates could be produced under irrigatiothen Molopo, Kagisano, Naledi, Greater
Taung, Lekwa-Teemane, Ratlou, Mafikeng, Ramotsterd Tswaing local municipalities
(ARC, 2008).

Olives could be produced for both oil and table consuompti However, frost pockets, poor
drainage and salty soils should be avoided wheabkshing new plantations in the NWP.
Olives in the NWP are primarily produced undergation and could be pursued in the Greater
Taung, Kgetlengrivier, Rustenburg, Kenneth Kauridafikeng, Ditsobotla and Tswaing local
municipalities (ARC, 2008).

4.6 Conclusion

Within the background of the structure of the NWEBoreomy and its wide production
capabilities, there is no doubt that agriculturd wontinue to play a key role in terms of food
production and job creation. However, the effemtiess with which the sector is able to do this
will depend to a large extent on how well someh&f turrent constraints facing the sector are
addressed. The main constraints identified artutisnal weaknesses and poor infrastructure.
These relate especially to the deprived conditibrmany secondary roads linking farms to

markets and sources of needed farm inputs.
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Functionality within government institutions neddsbe revived, as it serves as the foundation
from which most of the factors hindering growth addvelopment need to be resolved.
Additionally, government support is needed to b@ossting agricultural industries as well as to
motivate the establishment of new initiatives tdr@ds current and emerging problems in order

to enhance the competitiveness of the sector imipe@l, national and global markets
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CHAPTER 5

Institutional Framework for Agriculture Development in the North
West Province

5.1 Introduction

Besides the province-specific problems and cha#iertyghlighted in the previous chapter, the
long-standing equity issue in the South Africa’si@gtural sector has emerged as an additional
dilemma that inhibits growth and development in lfeeth West Province (NWP). Since 1994,
the South African Government has been implemergiogmprehensive land reform programme
to address the long-standing equity issues. Hoxyeewveral independent observations suggest
that the land reform programme has not led to goronement in agricultural production and
income generation, and many land reform benefesaare threatened with insolvency (Ortmann
& Machethe, 2003; Van Schalkwyk, Groenewald & Jep&003). In many situations where
surplus production has been realised by the srmalesand emerging farmers, lack of access to
markets has forced them into extremely exploitagxehange arrangements that further erode
their welfare and drive them deeper into destituffigan Schalkwyket al., 2009). It has thus
become clear that land ownership, though a senmatter and undoubtedly politically sensitive
and highly emotive, is another dimension of thebpgms facing the previously disadvantaged

communities of the NWP.

Undoubtedly, the situation in the NWP calls foramative approaches to improve the success
rate of development initiatives i.e. capacitate lthwal population, create jobs, expand income-
earning opportunities, etc. The main focus of ¢hiesiovative approaches, however, should be
to improve the current institutional environmenbtee that will facilitate a platform from where
development initiatives can be implemented sucaoégsf Moreover, as Bradhan (2007) has
stated, institutional frameworks can be regardethasnajor difference between the economics
of the rich and the poor. The institutions of aminy can be seen as the mechanisms that shape

its economic performance and subsequently the ssagerural development (Coase, 2000 as
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cited by Herrera, Van Huylenbroeck and Espinel,5200Therefore, to reach the point where
potential opportunities in the NWP can be unlocledenabling institutional environment needs
to be established within the NWP. This should cosep institutions and institutional

arrangements that will address the factors inmigigrowth and development in the province.

The Department for International Development (DF2D0Q3) were of the same view, suggesting
that in order for innovative approaches to bertBtpoor, it must address the underlying factors
that limit agriculture’s contribution to povertydection. Terluin (2001), as cited by Valentinov
and Baum (2008), was of the view that institutiostalictures alternative to those of urban areas
needed to be put in place to satisfy the needsiral farmers and dwellers. This chapter will
therefore seek to identify specific institutionhbt would address the main factors inhibiting
agricultural growth and development in the NWP.

5.2  Creation of an enabling institutional environmet

The most important challenge to unlocking the maopportunities available to local
communities in the NWP does not lie in rural or emutivileged communities. The most
important prerequisite for the success of develogra#forts is creating an enabling institutional
environment. According to Van Schalkwgk al., (2009), an enabling institutional environment
should allow good administration, cooperation bemvenational, provincial and local
government structures, a participatory approactetelopment, and involvement of the private
sector and non-government organisations (NGOSs).

Based on this, the following sub-sections will de#h the different institutions and institutional
arrangements needed to address the main factobstimip growth and development in the NWP

as identified through the SWOT analysis workshops.

5.2.1 Infrastructure

According to the DFID (2003), effective infrastruat is essential to nearly every aspect of rural

agricultural development. Likewise, the World Ba(ik994) stated that the adequacy of
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infrastructure helps to determine one country’sceas with development initiatives and
another’s failure. Therefore, based on this, omghtrargue that the most important factors in
unlocking the opportunities for development in Ni&/P lie with its physical infrastructure and

the condition of that infrastructure, which is oititely one of the crucial factors supporting the
institutional environment. This is argued by Greéxberman & Domink (2002), who

highlighted the important role that road and pulttensport play in supporting development
initiatives. However, Leinbach (2000) has arguledt investments in transport, especially if
confined only to road transport, as is commonly tase, without a corresponding effort to
improve services more broadly remains as a ‘necgssa not a sufficient’ condition for change

to occur. He noted that many other factors inteevi® condition people’s actual behaviour and
that transport investment rarely acts as a catdiystchange in rural development as is
commonly supposed. Wilson (1973), on the otherdhawgued that where transport is a
‘binding constraint’ or is operating in an enviroanh of ‘prior dynamism’, i.e. where factors are
ripe for change, investment may act as a catadygent for rural development. This is surely the
case in the NWP, with the condition of roads, esgcin the rural regions of the province,

being a binding factor that inhibits the succesdefelopment. A number of other authors
(Dawson and Barwell, 1993; Howe, 1999; Lebo & Slihgl 2001; Starkey, Ellis, Hine &

Ternel, 2002) have also pointed to the importancenore efficient transport services as an

essential mechanism for rural development.

In the South African context, government has trepoesibility to maintain and upgrade most
roads in the province (North West Provincial Goveent, 2008). Besides, it is also clear from
the SWOT analyses that communities (both formaliafatmal) rely on government to maintain
and upgrade the infrastructure in their region.wkleer, the SWOT analyses also revealed that
most rural roads are in a poor condition. The ilitglof government officials to adhere to their
responsibility contributes towards a decline in sbeial embeddedness (i.e. social capital) of the
region and subsequently the province. Recall $batal embeddedness is the first level of the
economics of institutions as presented by Williamsti might be difficult at first to relate social
embeddedness (i.e. customs, social norms anditrag)itto the maintenance of infrastructure.
However, social embeddedness is measured throwgdl sapital, which reflects on trust, norms
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and networks. Important in this case is that $océgpital also consists of non-contractual

elements such as trust.

Beugelsdijk and Schaik (2001) highlighted sevetatlies that have shown the importance of
trust in economic development, and similarly inafudevelopment. Thus, the inability of
government to adhere to their responsibility of meining and upgrading of infrastructure (in
this case, roads) has far reaching consequencesethte firstly to a decline in social capital,
and secondly, inflict higher transaction cost gmtoducers. Transaction cost relates to the third
level of the economics of institutions, namely govamce structures. Moreover, increased
transaction cost in itself can have devastatingotfffor rural development in the NWP as it will

lead to lower levels of profitability and conseqtigmo non-viable farming practices.

Moreover, the debate on road infrastructure inNWéP should be re-orientated, away from a
focus on investment by government in roads towandse holistic changes in the transport

conditions, as this will be a key component of fatdevelopment. Ling and Zhongyi, (1996)

reported that China, which had the world’s largasigramme of investment in rural roads for

the purpose of addressing rural development, cltaitgefocus in the 1990s so that broader
social development objectives were integrated adrimvestment decisions. This means that
roads and social infrastructure needs are addresisadtaneously. Investments made by
government to maintain and upgrade roads shouléfdre not only have economic growth as a
priority, but should also take into consideratidre tsocial impact of such investments. The
utilisation and expansion of the railway netwoid, €xample, would also contribute towards the

improvement of rural development in the NWP.

Other infrastructure indices such as water andretédy supply are also indicators of successful
development. According to the results from the SW@nalyses, water and electricity
supply/availability is a cause of concern in ensgrithe successful implementation of
development initiatives. Garvin (2005) reportedtthinfrastructure owners worldwide are
turning to the private sector to help with infrasture expansions and modernisation.
Therefore, to improve social capital and lower s&otion cost in the province it is recommended

that government should form partnerships with lamahmunities, businesses and farmers. For
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instance, government should engage with these grgsipn meeting its obligation to provide
adequate water supplies to its citizens, partibular the underprivileged communities in the
NWP.

A further suggestion is that government should gkate the formation of water user associations
in farming areas dependent on irrigation waterreas with the potential to be under irrigation.

According to a study of Qiao, Zhao and Klein (2008ater user associations were found to be
the best solution in areas that experience sh@tafjevater resources, poor management of
water, inefficient use of water resources, etc. rédwer, the authors concluded that water user
associations safeguard farmers’ interests, hehpdace labour inputs and disputes about water,
reduce irrigation costs, and promote efficient watge. This reflects on improved governance
and subsequently the reduction of transaction cdste entire local infrastructure should be

developed with maximum participation by the bemgditand surrounding communities.

Another important issue is the provision of elextyi to rural and other communal areas. This
could also be addressed through the formation bligprivate partnerships. Adhering to these
demands through the formulation of networks andgeoation with other role players in both the
private and public sectors will contribute towarmsproving social capital and lowering

transaction cost, especially for those residinghi@ rural areas. Moreover, improved social
capital and lower transaction cost will facilitdtegher levels of trust, better relationships, less
uncertainty, etc. between government and citizenshe province, so contributing towards

successful rural development in the province.

Telecommunications is yet another example of imfuasural shortage, especially in the rural
regions of the province. Technological advancethis field have seen farmers increasingly
using these new forms of communication, such as smsils, the internet, etc., as a way to
source market information or stay up-to-date witinrent market and production affairs (Rao
and Pattnaik, 2006). This also relates closeip¢osecond level of the economics of institutions
namely the institutional environment also called trules of the game”. It is also at this level
where agents such as small-scale and commercméfarinvolved in the production, marketing

and distribution of agricultural products might dgarotection against opportunistic behaviour
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(see Chapter 2). Milagrosa (2007) and Jordaarnvesaod Khaile (2008) suggested that most of
the interventions against opportunistic behaviotai price and pricing strategies. Thus, easy
and frequent access to information would assistlssnale producers in rural areas to protect
themselves again opportunistic behaviour from slaéars and other marketing agents by being

informed of market related prices, etc.

Moreover, the use and flow of information also telo the levels both of social embeddedness
and governance structures. Recall that William¢d000) stated that the four levels of
institutions are fully interconnected with eachethUzzi (1996) argued that trust facilitates the
exchange of information, which is crucial for rutghnsformation but difficult to value and
transfer via market ties. In this case, trustrsete the ability of both government and private
institutions to supply farmers in rural regionstwihe necessary mechanisms whereby they can
receive and send information. Malecki (2000), #@sdcby Beugelsdijk and Schaik (2001),
suggests that once the networks for informatiow feoe established, information becomes less
expensive. This will lower transaction cost, tluamtributing towards higher profitability and

success in rural development.

However, government should urgently attend to teedrand electricity infrastructure if rural
development is to be successful. According to Brepartment of Transport, Roads and
Community Safety North West Province (2008), theding needed for the upgrade and
maintenance of roads is in excess of R 2.4 billighile the budgets for 2009/10 and 2010/11
only make provision for R 783 million and R 685 lioih respectively. Thus, the current budget,
as well as those for the next two years, is wellowethe basic requirements for road
maintenance. It is also reported that the totat éor upgrading the electricity infrastructure in
the North West Province may amount to R 1 billidrhis is likely to result in major backlogs in
both these services. As a result, the provincéaced with a great challenge in terms of
electricity supply and road maintenance as it gitsno resuscitate its economy so as to speed

up development and meet national development figsri
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Thus, infrastructures play a critical role in theesess of rural development. As recommended
earlier, government should engage with the privagetor to ensure that the infrastructural

expansion, modernisation and backlogs are addressed

5.2.2 Rural Finance System

Analogous to infrastructure requirements is thedrfee finance. From Chapter 4, it is evident
that access to finance poses significant challef@emost farmers and especially small-scale
farmers in the rural regions of the province. HBesj the difficulty of accessing finance also
contributes to the transaction cost imposed onsflexific beneficiary or applicant, negatively

affecting his/her profitability.

The failure of formal/traditional credit institutis in the NWP to provide small-scale farmers
with the necessary financial support highlights theed for innovative thoughts regarding
alternative finance systems. The World Bank (1298)gests that rural finance systems might
include various forms of banking arrangements, eoaives, mutual benefits societies and
solidarity groups, etc. Moreover, findings frone tWorld Bank (1998) suggest that these types
of rural finance mechanism generally attract aldealientele and that they have had a good
loan recovery record. In contrast, a study byBlaek of Mozambique (2008) challenged the
effectiveness and sustainability of most of theardmance mechanisms highlighted by the
World Bank (1998). This saw international non-irdfGOs (CARE international) piloting the
introduction of proven micro-credit facilities salle for coping with rural finance
intermediation obstacles such as Accumulative $mvand Credit Associations (ASCASs), Rural
Finance Associations, village banks and other comiypugroup or member based facilities.
However, due to financial repression and an unswdibe approach to rural finance and
economic development, exacerbated by the intedstirl war in Mozambique, no meaningful
conclusions could be made as to which finance systeuld improve credit supply in the rural
regions of Mozambique (Bank of Mozambique, 2008).

Yaron, McDonald and Charitonenko (1998) argued thattraditional subsidised programmes

used by government as a mechanism of finance togimagricultural growth and development
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in rural areas generally fails. This is also emidén the NWP, with most government
programmes having failed to yield the desire outtemOn the other hand, Yaron, McDonald
and Charitonenko (1998) found that the introductibrwell-designed and self-sustaining rural
finance systems like village banks was highly sesfid in improving rural development in
Indonesia. Giehler, Yinhong, Changging and Pal.Jrcame to the same conclusion in their
study, which showed that village banks were a wakaolution for microfinance in the rural

regions of China.

Similar to the above, Westley (2004) strongly prsgab village banks as a financial system to
address finance shortcomings in rural regions.eldborated by stating that the introduction of
rural village banks may work better than tryinduce urban commercial banks out to rural areas
with a lack of lending experience that may conggita formidable barrier to their entry into rural
markets. Nigrini (2001) were of the same viewuang that the characteristics of the rural areas
such as poor infrastructure, low population densitgh levels of illiteracy, and limited business
activities further restrain formal financial instiions from addressing the financial needs of the
rural population. Moreover, results from researchatin America revealed that village banks
have a stronger poverty focus; therefore, by intonaly, strengthening or expanding the concept
of village banks may help to alleviate social pesbé at the same time that it extends the reach

of the rural finance system (Westley, 2004).

Furthermore, Nigrini (2001) argued that many resiears emphasise the importance of utilising
a community’s resources such as villagers’ skittggination, initiatives and financial potential

to establish self-help institutions that addressrtheeds. He elaborated that a community of
people, by identifying their own potential, gainnfidence in themselves and their capacity to
meet their own economic needs. This puts dwelldrs perspective the statements of Terluin
(2001) as cited by Valentinov and Baum (2008), whiee argued that alternative institutional
structures than those of urban areas might be netjto satisfy the needs of rural farmers and.
Moreover, Cross and Coetzee (2001) advocated tiportance of decentralised financial

services, i.e. financial services organised byldieal community. They elaborated by arguing
that these self-help groups emphasise intermediaiahe local level, i.e. they mobilise local

financial, human and social resources and provaeices such as savings and credit facilities.
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The solidarity and trust that exist among membéthecommunity, as well as local knowledge,
management and pressure, decrease the adverseosetew moral hazard problems that are

often associated with local financial intermediari€ross and Coetzee, 2001).

Village banking is therefore proposed as a posdblation for access to finance for rural and
communal farmers in the NWP. This institutionalagement will link borrowers, groups and
micro-finance providers in a way that will reducansaction cost and the risks in providing
external finance to rural people. Moreover, theppsal is seen as a critical institutional
arrangement that is important in uplifting the pdwswever, institutional arrangements could be
altered as the concept grows and new needs surfBlee.arrangement will provide assistance
with respect to production limitations, create @&scéo credit, provide greater access to the

marketplace and, in the long run, develop humaaagp(Nigrini, 2001).

5.2.2.1 Role of the village bank

One of the weaknesses of subsistence and smadl-fmahing operations is their inability to

acquire financial assistance. The concept of gélldanking is based on a simplified banking

system comprised of two basic elements: communityesship and a link to commercial banks.

A village bank is a community-operated facility thaperates as a financial service provider.

The village bank plays the multiple roles of (Nigyi2001):

* Encouraging the natural inclination of poor pedjglesave for their own benefit. Studies by
Spio, Groenewald and Coetzee (1995) as well as rivaBenjamin and Piprek (1997)
indicated that rural people do have the abilitysave. Nigrini (2001) suggested that the
importance of savings in rural areas has often Imegected since it was assumed that rural
people cannot and will not save due to low incoewels and a high propensity to consume.
He elaborated by suggesting that in many instanites,demand for saving facilities is
actually greater than that for credit.

» Establishing a community capital base for the comitguto access funds. Credit is often
needed for either production purposes or other resen consumption expenses. The
presence of a village bank eliminates potentiall@tation by local moneylenders at high

interest rates (Nigrini, 2001).
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» Handling and managing housing, welfare and agucaltsubsidies; and
» Ensuring not only that financial resources arevée#id adequately and effectively into the

community, but also that there is accountabilityhat point of delivery.

5.2.2.2 Village banking as a micro-financing instittion

According to Nigrini (2001), village banks are sdmimal financial institutions that create
access to basic banking services on a sustainabig by utilising a community’s rules, customs,
relationships, knowledge, solidarity and resourc®an Schalkwyket al., (2009) were of the

same view, suggesting that village banks are fomakd micro-financing institutional structures
linked to the formal financial market in a commaltlyi viable manner that ensures the
underprivileged rural community obtains access toclmneeded financial services. The
sustainability of rural institutional structuresp@ads on effective community participation

through ownership, and the community accepts cbntro

According to Nigrini (2001) and Westley (2004), lage banking is community-based and

targets rural communal areas. It is directed towahne provision of effective financial services

in support of sustainable economic and agricultdeaielopment. This is achieved by the:

» Provision of a comprehensive range of financiaVises, including savings, transfers, loans,
and insurance services;

» Development of credit capacity for the communityg #s members;

 Effective utilisation of local and foreign economésources; and

» Development of effective institutional capacitytire community to ensure sustainability for

development projects.

Moreover, the emergence of village banks throughio&itworld has its roots in several aspects,

which amongst other include (Nigrini, 2001 and \Buhalkwyket al.,2009):

* The fact that rural people have always shown amigfffor saving financial proceeds by
keeping livestock, etc. This relate to traditiosodial embeddedness). This level of
institutional arrangements takes centuries to cbamgplying that the traditions of these

people need to be altered for them to considemgatheir financial proceedings in other
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forms. Current traditions might not contribute trds rural development, especially with the
aim to establish small-scale farmer that can berpurated into the mainstream agricultural
value chain and subsequently the formal economize d@stablishment of micro-financing

schemes (village bank) provide participants wittaficial incentives that are different to their
tradition, and contribute towards rural development

» Poor people have a natural inclination to saver theiceeds so as to provide for the future,
because of the hopelessness of their situationchwhelates directly to access to formal
markets, finance and other social institutions.

» Elderly people save because of a reduced needp@rding. Instead of them hiding their
money, village banks provide them with the oppadtfuto deposit it into a micro-finance
institution that is easily accessible and wherey tivéll be able to receive interest on their
capital.

* Women save to provide for their families. Thesérsgs were normally very informal, with
money hidden in the house, under the bed, etc. d&3tablishment of micro-financing
schemes in the rural regions would present womein &n incentive to save their money in
the village bank, where they will receive intereattheir investment. This way of business
reduces uncertainty and risk for the investors.

* Between 16 and 18 million South Africans live imaiuareas, i.e. an estimated 41 % of the
total population, and do not have access to forbalking services. Micro financing
institutions, like those proposed, could providm@dt half of the population with a formal
place to save or borrow money.

 Commercial banks are withdrawing from rural setdets due to the lack of business
justification to serve these areas. The lowersiaation cost associated with micro-financing
institutions (village banks) justifies their estahment in rural areas. Moreover, these types
of institution would ensure successful rural depetent, as the Strauss Commission of
Inquiry (1996) reported: “the provision of appraid financial services in the rural areas
should be one of the important mechanisms in theeldpment strategy for unlocking

development potential”.

Therefore, the general benefits to government agrtwdture that would result from village

banks include:
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* The development of an effective community-baseditutgnal capacity that ensures
sustainability of agricultural initiatives, resultj in a revitalised rural economy that generates
job opportunities for rural people.

* Village banks can be developed and considered aimstitution to be used for effective
delivery and recovery of credit to small and mediized agricultural enterprises, because of
its client knowledge base. Strong member partimpawill result in strong peer pressure,
which guarantees a high recovery rate on credit.

* Mobilisation of domestic savings to match opportyinwill ensure effective use of
government funds for investing in people as thalpctive and creative core of the economy,
especially with the majority of the rural poor.

» Cooperative partnerships will facilitate the corapon of farmer profiles and adequate
management of client risk, as the ability to follovembers’ liquidity increases.

* Locally-based institutional capacity will promotéet ability of the grass-roots farming

community to access available financial services.

Instead of complaints about its lack of facilitii@ance, etc., the key is for each community to
focus upon its own human, financial and other pmdénas its exports, tourist potential and
attraction to outside investors could grow fromsthiThe first imperative is to meet local,
regional and national needs from local sourceswfmaterials, skills, imagination and products.
Every society, from the least to the most soptastid, has needs. Wherever there is a need,
there is a potential job, business, profit and mepment of those services that support growth
and provide the multiplier effect of wealth creatioFinding opportunities for development is

the purpose and function of local community streesuand the interactive planning process.

5.2.3.3 Operation of the village bank

Village banking is a micro-finance institution (MFnd it shares common characteristics with
other such institutions. However, micro-financstitutions differ greatly in size, their financial
performance and the services they provide (Nigr2tip1; Hardyet al, 2002). The most
common services provided by MFIs are the provisibreredit to small enterprises and poor

households. Some MFIs also provide other sernateh as insurance, financial advice and
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training to their clients. Micro-finance clientsostly consist of poor people in rural areas who
find it difficult to access credit. Hardst al. (2002) give the following description of MFI clien

“The primary clients or clientele of MFIs consistisnost by definition of those who face severe
barriers to access financial products from conwaai financial institutions. These barriers
comprise mainly high operational costs and riskdiec An MFI’s clientele may for example be
distributed in remote locations, possess few nabtdi assets, whether they be physical or
financial, and live in an environment where enfomeat of formal property rights and other

contracts is expensive and uncertain”.

The possible clients of proposed village bankshie Worth West district will basically be the
same as other MFI clients, since the main focushefvillage bank will be to make credit
accessible to small-scale farmers and poorer holgin the rural areas. Providing financial
services to small-scale farmers will make creditemaccessible. The village bank will provide

the financing for inputs and services necessarpifoduction.

Farmers will use part of their produce for theirowonsumption and the surplus will be
delivered to the village bank, which will then metkhe crops on behalf of farmers. Marketing
can be done through various channels, such authee$ market, fresh produce market, direct
sales, contracted sales, etc. It is foreseenthimawillage bank will market large volumes of
produce, as many farmers are likely to make ugbexfe services, which gives the village bank
more bargaining power. The better bargaining posfahe village bank may result in better
prices for the farmers. Economies of scale camtlised due to the large volumes marketed,

reducing transaction cost. For example, transpusts per unit will be lower.

Income from the sale of produce should be usedatofpr the inputs, services, transport and
marketing costs, salaries of the village bank, fhreners’ debt and other costs. Once all the
expenses have been paid, farmers receive the .prafitis system will allow farmers to

concentrate on production. As small-scale farmegsseldom financially strong, they are largely
risk-averse. As the village bank provides credd does the marketing, it carries the financial

risk for the farmer. This system also protects vilage bank from financial losses due to
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unpaid debt, as the village bank does the marketinge products for the farmers and pays for
inputs. It is thus obvious that the village bamksystem provides solutions for many problems

small-scale farmers encounter, and it has numexduantages.

5.2.3 Equity sharing

Narayansuwami, (1991) argued that it is widely ggised that the access of physical, technical
and financial resources is not always a sufficieomdition for rural development. In some
instances, the strength and weaknesses of organalset-up as well as behavioural factor play
a significant role in determining the nature andeoaf rural development (Narayansuwami,
1991). Moreover, Nepal (2009) argued that locgharsation/producers have been overlooked
in development theories for a long time mainly heseaof a technocratic understanding of
development. Finally, though, development plannkesn began to search for reasons for the
unsatisfactory results of past development stragegnd have formulated new strategies that
enhance local organised efforts. Amongst his figdj Nepal (2009) noted that the promotion of
local organisations of producers is an importantcimeism for involving people in rural
development. People can then influence decistomaigh their joint efforts and common voice.
Producer organisations provide ownership to loesipte in development activities and ensure a
fair share of benefits. In this context, equityashg can be seen as a viable mechanism for

insuring participation in rural development (Ne009).

De Lange (2004) was of the same view, arguing #agity schemes allow previously
disadvantaged people to enter into agriculturelaiver risk. Besides, Boyce (2006) stated that
equity schemes are a mechanism that raises themeaad broadens the ownership base of land
in South Africa, and it is for this reason that tBepartment of Land Affairs (DLA) has
integrated equity schemes into government progranmhat seek to contribute to rural

development.

A debate however exists about the merits and désnefiequity schemes in generating the
expected results with regard to rural developmée view is that, equity schemes exist in the

interest of commercial farmers as the way of sprepdhe risk of farming business to the
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workers (Fast, 1998 and Mayson, 2004 as cited byc&02006). Moreover, Fast (1999)
particularly points to the danger of losing thigtime investment opportunity for farm workers
if the scheme goes into liquidation. The otherwvis that equity schemes are the best
mechanisms to provide the poor with an opportutatgarticipate in the farming business (Lyne
and Knight, 2004; Winberg, n.d., as cited by Boy2@06). In addition, Lyne and Roth (2004)
argue that the emergence of equity sharing schemeshich previously disadvantaged
employees acquire shares on the commercial farnvghioh they work, has opened exciting
prospects for redistribution of wealth and inconteeams while empowering workers and
improving their productivity, retaining quality magement and preserving the credit-worthiness

of the farming enterprise.

In the NWP, farm workers and labour tenants can bénefit, especially through equity sharing
projects. According to Van Schalkwgk al., (2009), several agricultural equity sharing pritgec
exist for emerging or existing farmers in the NWFhus, equity sharing can offer an alternative
solution for creating an enabling institutional Bomment where village banking is not feasible.
This solution can also be implemented alongsidiagél banking projects. It is important that
farm workers and communal farmers in the NWP shdutd economically empowered to
increase their standard of living. This is possiiirough partnerships between large commercial
farmers and their labourers. The workers can bpograred by sharing equity in the farms
where they work. This would also provide more sigdor farm workers and allow them to
share in profits. New entrants or small-scale f&srcan also be incorporated into partnerships
with existing commercial farms in a sustainable w&gveral forms of partnerships exist and the
advantages and disadvantages are more or lesanme sWith development, equity sharing
seems to be one of the models that have yieldezkssdn the past. Advantages of the proposed
institutional structure include (Townsend and Ngated. and Van Schalkwyk al.,2009):

» The fact that knowledge can be accessed immediatstgording to results from the SWOT
analyses, lack of proper knowledge is regardednasod the factors inhibiting development
success in the NWP. Thus, within the institutiofaimework of equity sharing, the new
entrant or beneficiary will be able to access ldcelwledge from the commercial farmer with

whom the agreement is set.
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» Capital can be made available. In most instancesiew entrant or small-scale farmer will
introduce new capital into the farming businessblolying shares in the operation. This
capital injection holds vast potential as it canulse to expand current operations, engage in
new activities, for vertical integration or the l@pement of equipment and machinery, etc.

* Risks are spread: Linked to the spread of finarcsél is also a reduction of production risk
for the new entrants, as the commercial farmergsranlot of experience and know-how to the
farming practices.

* In-service training can take place: The institusibinamework of equity sharing will allow for
the new partner to engage in production activitieder supervision or with guidance from
the commercial farmer, enabling the new entramédon by doing. This holds the potential to
significantly reduce transaction cost, compared ®tuation where the new entrant engages
in production on his own, as mistakes could be ke@ minimum with the guidance of the
commercial farmer.

» Existing markets can be spread: The equity shdranmgework present a means from where
production practices could be expanded, as nevarmtstare likely to introduce new capital or
access to sources of capital into the businesss nitght allow the newly formed partnership
to spread the existing market by adding value ¢ar fporoduce through trademarks, etc.

» The pace of development is much quicker: As stategtakes could be kept to a minimum,
enhancing the potential for success. Moreover, eetrants or partners will also be able to
learn by doing under the supervision of the commkfarmer, reducing transaction cost and
contributing towards the success of developmetiterprovince.

» All parties want to make a profit; all parties wilierefore try their best to ensure optimal

profit.

According to Townsend and Ngatea (n.d.) and VaraRualyk et al., (2009), the disadvantages

of equity sharing are as follow:

* Full ownership is not possible with new entrantssorall-scale farmers that will acquire
shares in the farming operation,

» Small-scale farmers can possibly be dictated tdeicision-making: New entrants or small-
scale farmers might lack the knowledge or know-hoveertain aspects of farming, which

may make it easy for well established farmers atngas to dictate the decision making.
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Although this approach in some cases could be hmlein terms of eliminating potential
production losses, etc. it is not the best meargiwling the new entrant or farmer. The new
entrants should have the opportunity to participaeaningfully in the decision-making
process as this will assist in the learning procasswell as establishing a feeling of
ownership.

The danger of a total take-over exists if the cerapon agreement has not been carefully
drawn up.

Developers normally make the biggest contributiamsl only minority shareholding is

available for them.

Decision makers should not blindly engage in theppsed institutional framework as changes in

various factors, i.e. economic, climate, policy. ehight influence equity sharing considerations

(Bauer, 2009). The following scenarios may leadisien makers to decide that equity sharing

is a suitable vehicle (Van Schalkwgkal.,2009):

Projects where much capital is required: Equityrisigghas to ability to present access to new
capital either through financial institutions omnentrants.

Projects that require a high level of managemeamitsnand experienced partners (commercial
farmers) who could lead the business through theiay beginning phases of operation.
Multi-disciplinary  projects (production, labour rmnegement, marketing, financial
management).

Labour-intensive projects.

Where farmers lack their own capital.

Where there is insufficient knowledge.

Once it is decided that the best option for develept in a specific scenario is to engage the

framework of equity sharing, certain conditions $mrccessful partnerships need to be adhered
to. According to the OECD, (2006) and Van Schalkwtal.,(2009), these include that:

Parties must trust each other: As discussed iresiqus section, trust forms part of social

embeddedness and is of utmost importance for ssittearal development.

* An outside partner must be fully informed regarditige long-term objectives of the

partnership: This will ease the process of decisiaking and planning, as all parties involve
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will understand the rationale behind the processeafsions and planning.

» Partners must have sufficient capital at their aégph to finance the project: Finance and
access to finance should be seen as probably thet mmportant aspect of getting the
partnership and subsequently the business gointhoW capital no production practices will
be able to commence, making it unattractive foroaeyto get involved.

» Cooperation agreements must be completed and wodérky everyone: It is important that
there are guidelines as to how operations, funditgy,will be approached and managed. This
will reduce the potential of future conflict andléme.

» Parties must be satisfied with agreements thatreaehed: Dissatisfaction will almost
definitely lead to the failure of the partnership.

» All parties must be fully informed regarding the gog&ation process as well as the
performance of the partnership after the agreemmasnbeen reached.

» A seizure programme must be in place and be impi&de

» Fair profit-sharing must take place: It is impottdmt the arrangements around profit sharing
are clear before production commences. This reldtsely to the long-term objectives of the
business, meaning that the role-players involvedikshdecide whether all profits will be paid
to the partners as agreed upon or whether a cgréagentage will be kept for improvements,

expansion or replacement of stock, machinery, etc.

Thus, the institutional framework of equity sharipr@vides an alternative to village banking as
a vehicle for successful development in the NWR mdentioned, equity sharing could also be
combined with village banking as a means of engudccess to finance, mentorship, etc. for
new entrants or beneficiaries of development itites.

5.2.4 Agribusinesses

Agribusinesses or the former agricultural coopeestiare an important player in agricultural
development as they are regarded as institutiotls kviowledge, capacity, know-how and a
responsibility towards the agricultural sector. eTWSDA (2002) was of the same view, stating
that agribusinesses in the 2tshtury have an important role in rural communijtisbere they

are an integral part of the social fabric. The sdmnolds for the NWP, besides, agribusinesses
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consist of vast resources, especially the humaitatapat is needed to ensure the success of

agricultural development in the province.

Dorward, Kydd, Morrison & Poulton (2005) arguedttiahen development is examined using
the concepts of institutional economics, the figgdinndicate that unsuccessful development is
characterised by high transaction cost and rislgkwiaformation flows, and subsequently a
weak institutional environment. Agribusinessedha province possess the means to address
several of these issues, thus they could well sesve means to reduce transaction cost through
appropriate and sufficient production contractgpdy of inputs as well as improved information
flows to small-scale producers. This relates dlogewhat Sexton and Iskow (1988) defined as
the traditional role of cooperatives, when theygasged that the role of cooperatives has been to
improve farmer returns by lowering production amansaction cost in the market channel,
counter-balancing the negative economic impactsnafket power, and reducing producer
income risk. Thus, one might conclude that thditi@al role of agribusinesses actually entalil
the improvement of the institutional environment farmers, which will contribute towards

successful development in the NWP.

Moreover, the following sub-section will detail neoon the role of agribusinesses with regard to

development in the province.

5.2.4.1 Role of Agribusinesses

Consolidation and increased coordination throughloaitagri-food sector have rapidly reshaped
the role of agribusinesses. Sykuta and Cook (200dre of the view that the increased
concentration, both up and downstream, has raisedpectre of the traditional agribusiness role
in counter-balancing market power. They argue thatincreasing demand for coordination
among players throughout the agri-food system poiata different role for agribusinesses,
namely contracting. This especially applies inaions where vertical integration of productive
resources is impractical, for instance in the sisedle producing sector of the NWP.

Cooperatives could therefore assist small-scalelymers with production contracts that will

reduce their risk and ensure access to marketsitracting is not a new concept and is already
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employed by agribusinesses in the NWP. Moreovgribasinesses in the province have

expanded this initiative especially to incorporateall-scale farmers into their system through
other complementary initiatives (Van Schalkwatkal.,2009). The different agribusinesses that
are not already involved in such a programme shbelc&encouraged and assisted to play the

same role as those already involved.

Agribusinesses are well positioned and have therspce and knowledge to provide the right
kind of support to small-scale farmers. It is #fere essential for them to cooperate with
government and to help make new farmers succefgul Schalkwyket al., 2009). Results
from the SWOT analyses reveal that developmentatiies run by agribusinesses in the
province are very successful, but they do facetcaimgs, one of which is access to funding. As
mentioned previously, public private partnershipghis regard may solve this problem. The
establishment of new agribusinesses in areas wherexisting ones do not operate must also be

considered.

Moreover, contracting is only one sphere of the tblat agribusinesses could play in ensuring
that development in the province is successful. d Adthough contracting could provide
assistance in various forms, including access piaainputs, markets, etc., agribusinesses must
also be given the responsibility of mentorship ésvrentrants or small-scale farmers. This was
also stress in the 2010 Budget Policy Speech oD#ggartment of Agriculture, Environmental
Affairs and Rural Development, where the MEC fori@gture stated that agribusinesses should
play a bigger role in mentoring small-scale farmeré&s mentioned, the lack of proper
knowledge and know-how is often the cause of failuvhen it comes to development.
Agribusinesses should therefore emphasise the tampme of mentorship, ensuring that the

small-scale farmers in their respective regiongikecthe necessary support.

Agribusinesses also have an important role to pidiie former homeland areas. These regions
are unigue in the sense that they are so-calledl tand, which makes the implementation of the
proposed equity sharing scheme unfeasible, as swipeof the land normally lies with the tribal
chief. Agribusinesses should therefore extendrth@e as input suppliers and providers of

markets through contracts to facilitate a procelssresthe tribal chiefs and representatives from
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the other parties involved could engage in convensdo see how these lands can be used in a
productive manner. This proposed solution shoeldvhere tribal chiefs grant the beneficiary a
formal tenure system that will give him the righdsproduction on the specific piece of land.
The proposed system might result in problems suxholataining access to credit, as the
beneficiary will not be able to provide security t@mpital required. Agribusinesses should play
a pivotal role in this regard as well, followingetlsame procedures as done by the Temo Agri
Services. This will ensure the productive utilisatof land in the NWP that was previous
unproductive. Moreover, the village banking concepthese regions holds vast potential in

bridging the challenges of capital.

5.2.5 Training and education in the North West Proince

Insufficient education and training was identifieédring the SWOT analysis workshops as one
of the underlying reasons for most human relatetbfa inhibiting growth and development in
the province. Gomes and Camara (2004) arguedhbatducation of rural people is of utmost
importance to ensure successful rural developmeMoulton (2001) stated that without
education and training, by definition, a personntarcomprehend the instructions on a bag of
fertiliser. This emphasises the importance of aslsing education and training in the province.
Moreover, education and training relates to thdititgonal environment, as presented by
Williamson in his framework for the economics aftitutions. Recall that this level refers to the
so-called “rules of the game”. The institutionaveonment plays a significant role in shaping
events at the governance level. This implies thahing and education will be an important
factor in determining how small-scale farmers goulproducing, marketing and distributing

their produce.

Gomes and Camara, (2004) argued that educatiorrainéhg strategies need to be integrated
within all aspects of sustainable rural developmémtough plans of actions that are multi-
sectoral and interdisciplinary. This means creatiaw partnerships between people working in
agriculture and rural development, and people vgrkin education. Van Schalkwydt al.,

(2009) were of the same view suggesting that aiggaatory partnership for education and

training should be implemented to allow for the @i@neous strengthening of the development
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process and the provision of farmer training angpsut in various aspects of agricultural
production and marketing. Moreover, Van Schalkwylal.,(2009) elaborated by arguing that a
number of issues pertaining to the circumstancesvddll-scale and emerging farmers in South
Africa and the mechanisms that will hasten thelf ifutegration into the nation’s agricultural

economy are still not clearly understood. In ligiit this, a comprehensive action plan is

essential, and should feature an interactive addi@aming and research process.

5.2.5.1 Integrated research-training-mentorship prgramme

Within the background of the concerns that wasethduring the SWOT analysis workshops, it
is proposed that an integrated research trainiogramme based on learning-by-doing processes
be drafted and implemented as a strategy to impexigation and training in the NWP.
Learning-by-doing programmes are nothing new infitlel of education and training for rural
people, with the so-called farmer field schoolst thave proved to be very successful in other
African countries (Chain Empowerment, n.d.). ladiéidn, Asiabaka (n.d.) argued that in many
of the traditional learning models, problem defonis tended to be skewed towards research
interests more than to farmer-perceived problenmgreas learning by doing is more focused on
supporting small-scale and emerging farmers acegrtlh their specific key constraints. He
elaborated by arguing that traditional trainingtegss viewed farmers, extension officers and
researchers as three separate strata and théoéhkeen them have normally been weak or non-
existent. Therefore, the programme should integnasearch, training and direct field
production. This will enable participants to tasiv techniques learned, with a curriculum that

could be modified accordingly to accommodate enmgrggsues.

Moreover, Van Schalkwylet al., (2009) suggest that research should examine thstreints
faced by recently settled farmers, including thepawct of working capital, practical skills,
mentorship, market access, etc. in order to enthatetraining adheres to the needs of small-
scale and emerging farmers. The training of thasaers in the NWP should be tailored to the
findings of research and should focus on the fathow

» Training in small-scale livestock production;

» Training in small-scale field crop and horticultupaoduction;
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» Training in the operation of farm machinery;
» Training in the application of simple irrigatiorctenologies;
» Training in the principles of farm budgeting andrsoercialisation;

» Training in principles and procedures of agricidtunarketing and pricing techniques.

The umbrella research-training-mentorship programdescribed above will provide the
framework for implementing the agricultural andaludevelopment strategy of the NWP. The
strategy should build on existing know-how, researand potential, while developing skills for
commercial farming through targeted training andhtoreship that explores new opportunities in
the province. It is expected that farmers traimedhe activities will be able to apply the

technigues on the farms on which they have bed¢ledet

5.2.5.2 Target groups

In the African context, women and youth are moreropo changes in technology and play a
major role in agricultural production, as they pdevfood for their families (Elias, 2002).
Training women will ensure that surpluses of foodps will be produced, as most of them are
currently unemployed. Women usually produce thaforops in African cultures (Norton &
Alwang, 1993). This production activity will enguenough food for consumption and will

increase the incomes of rural families.

Education and training involves a change in humahabiour, and systematically enhances
one’s abilities to investigate, analyse, innovatd Eearn, which are crucial for economic growth
(Bwalya, 2007). This is particularly true for agritural growth. The objectives of agricultural
training should therefore be to raise agricultymalductivity, the standard of living of the rural
population and thus farmers, and the rural welfarthe province by targeting woman and the

youth.
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5.2.5.3 Operation and functioning

Based on the shortcomings identified in the SWO&Rlyses, the training process should

comprise technical, management and institutiomaitng. Technical training should provide the

necessary technical skills and knowledge to farmergreate an understanding of how to

produce using available resources. The trainingtroonsist of producing various commaodities,

maintenance and production expansion. Managemantrig should focus on the management
and entrepreneurial skills of individual farmersoirder to develop leadership in management of
agricultural ventures and should consist of:

* Farm management,

» Basic business skills,

» Basic book-keeping,

» Basic record-keeping, and

* Marketing.

Institutional training programmes should focus monedeveloping groups who are involved in
community projects. Institutional training showlahsist of:

* Development and implementation of the Constitution,

* Meeting procedures,

* Project management, and

» Leadership.

5.2.5.4 Extension

Gupta and Kunwar (n.d.) argued that extension Hag &ole to play in the rural development of
any country’s agricultural sector. Therefore, asten training should play a significant role in
the NWP’s development programme. Besides the tgimmf new extension officers, those
currently working in the field should be encouragedtudy further and carry out research, and
also become involved in training the less experdnafficers. As discussed above, mentorship
is of utmost importance for successful developmehe province. Mentorship should be one

of the main responsibilities of extension officergdhe province. However, according to results
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from the SWOT analyses, many mentorship programanesnot functional, especially those
operated by governmental institutions, which isnmhadue to lack of proper knowledge among
extension officers. Training of these officers ahdir involvement in research could increase

knowledge and involvement with the community.

5.2.6 Market access solutions

Some solutions with regard to the marketing prollefsmall-scale farmers have been analysed
and discussed in various other documents. The BRATAcument compiled by van Renen
(1997) is probably the most comprehensive of thbmTehis section is based on that document,
using what is applicable to the NWP. The develaopnamd maintenance of rural infrastructure,
including marketing infrastructure, has been urad@m almost entirely by government.
Participation by local communities, farmers andiéra was often neglected. This neglect has
led to ineffective planning, and a lack of interestd commitment from the supposed
beneficiaries towards using and maintaining thelife@s. Local organisations, agencies and
groups should be central in planning and settingripies for these facilities, and should also
contribute in some way to the provision of infrasture. The most cost-effective storage of
agricultural produce allows delivery to match theasly consumption demands, while still

catering for seasonal delivery schedules and proyid buffer to cushion delivery delays.

Moreover, marketing extension can rarely be fouod the effective implementation of

marketing development programmes. An efficientkeing extension network is essential, and

it should carry out the following:

* Advice on product planning: Carefully selecting msoto be produced according to
marketability is essential.

» Facilitation of the provision of market informatiofhe information must be relevant and
have a direct impact on farmers’ activities.

» Secure markets for farmers: Assisting small-scalmérs to find markets.

» Advice on improved marketing practices: Advisingdatraining farmers in improved

harvesting methods, grading and standardisatiarkgagng, handling and storage methods.
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* Promote group marketing: Because of the small dgiissimarketed by individual small-scale
farmers, group marketing could assist in transpiortaand group bargaining.

» Advice on establishment and operation of rural reemkAdvising and/or assisting the local
authorities in planning rural markets, in designithgir structures and advising on their

improved operations.

Marketing information services have the functionsgétematically and continuously collecting

and processing marketing data, and of making iilaWe to market participants in a form

relevant to their decision-making. The purposesuwgh information services is to continuously

enhance market transparency through:

» The creation of stimuli by indicating market oppmrities.

» The stimulation of competition amongst supplierd ataders.

* Promoting the adaptation of supply to the develagmédemand.

» The reduction of seasonal and erratic price vamatand associated market risk.

» The provision of data as a precondition for thenpiag and control of market interventions.
A marketing information service must be relevangamngful, reliable and easily accessible.
Information must be available promptly, as markgtimformation services lose their

usefulness over time.

In the initial stages of economic development, @dtural market information may not play a

very important role. A need for an information \g8ee first appears with rising market

production and a decline in the significance ofssstience production. Therefore, its content and

extent should be in relation to such developmelmt.order to broaden access to agricultural

marketing, the following broad strategies shoulgbeinto effect:

» Firstly, remove the obstacles, whether legislatiegulatory, institutional or otherwise.

» Secondly, enhance the small-scale farmers’ alidityeize opportunities through training and
advice.

» Thirdly, ensure that they have the informationpreses and services to succeed.

» Fourthly, set up a marketing support structurensuee sustainability and growth.

» Finally, ensure that they have a voice and reptasien at both organisational development

forums and at decision-making bodies, as this isre/they will shape their own destiny.
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5.2.7 Strategic framework for the creation of an eabling institutional environment

To ensure that the proposed institutions and utgtital arrangements are implemented in a
constructive manner to address the challengesigigbt in the previous chapter, a strategic
framework will be required. The compilation of theategic framework is based on the shared
experiences and knowledge obtained during the S\&@ilysis workshops as well as the expert
consultation sessions/workshops. Following the SVé@alysis workshops, expert consultation
sessions/workshops were held with all the relevate players (agribusinesses, organised
agricultural, input supply companies, agricultupabcessors, banks, government, etc.) in the
province to determine potential steps, actionsjireqents, objectives, etc. that will be required
to ensure that the proposed institutional frameweak be implemented successfully. Davis,
Reardon, Stamoulis & Winters (2002) highlightedttleaidence from developing countries

points towards the growing importance of industnpwledge when developing strategies for the
improvement of rural development. From the knogkdbtained from the field sessions and

inputs from the sector, a strategic framework wasteld that defines four main objectives.

The first objective is to create micro-finance and other essentiditit®ns. Initially, the
potential role-players should be identified thatildocontribute towards the establishment of
micro-finance and associated institutions (i.e. pgyatives, financial institutions, organised
agriculture, etc.). This is important for othestitutions such as the NWDACERD, NGOs, the
DBSA, the Land Bank, etc. that already exist arat girovide some of the services. Links with
these organisations will make implementation fasted ensure that resources are used more

efficiently. The communities benefiting from demeient projects must also be identified.

Secondly, the system must be implemented and regulaA number of actions are needed to

create the proposed rural finance concept, namely:

* Involving the community in the management and dpamaof the village bank. This will
create a sense of ownership among residents afaimenunity that will contribute towards
support and investment certainty within the insigto.

» Creating constitutions and business plans. A d@oitisih and business plan would assist in

identifying the long-term objectives of the enté&spr Besides, a proper constitution and
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business plan will increase investors’ and othée mlayers’ participation in the initiative,
increasing its chances of success.

Determining the services that are needed. Paatitgpshould decide on the range of financial
services (savings, transfers, loans, insuranceg, dWoreover, this will guide the development
of credit capacity.

Developing infrastructure.

Linking with commercial banks. This will not onlynprove the credit capacity of the
community, it will also improve the institutionahjgacity, which will contribute towards
sustainability of development projects funded by ithitiative.

Developing good communication channels betweenpialgers. Communication in any form
of business is vitally important for survival angcsess. Good communication will ease the
process of decision making and doing business riboting towards the efficiency of the

initiative.

The second objectiveis to promote market-orientated production. Fstnategies will ensure

achievement of this objective with the first betagbuild strong market signals, for which the

following actions are needed:

Identify surplus producers in the region.

Introduce agri-business skills through training,inting arrangements, franchises, joint
ventures, etc.

Establish closer liaison amongst the main stakeeld marketing, research and production
units in the NWDACERD.

Strengthen market information systems and dissdioma

Establish a more professional, comprehensive amdllfo relevant market information

bulletin.

The second strategy is to ensure availability antkly distribution of agricultural inputs.

Agricultural cooperatives and the various inputdigss have an important role to play in this

regard, as these institutions are the main sugpéed distributors of agricultural inputs. The

actions needed are to:

Develop a market network with distribution inceetv
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» Strengthen local seed production and distribution.

» Encourage marketing of organic fertilisers like gmst and kraal manure.

The thirdstrategy is to ensure farmer participation in lteek markets. The actions needed are
to:

* Improve cattle breeds.

» Improve the frequency and spread of cattle auctions

* Provide access to new technologies.

This strategy should be closely linked to the atities developed under the Western Frontier
Beef Beneficiation Programme and the Nguni Cattlevélopment Programme. These

programmes are part of the initiatives of the NWIERD to improve rural development in the

NWP. The objective of these programmes is to enthat all small-scale farmers are involved
in the total value chain of beef production andptesent small-scale cattle farmers with
improved genetics.

The fourth strategy is to promote agricultural dsication. This can be done with the
following actions:

» Design support and capacity-building programmesiwmplus producers.

* Promote intensive livestock and horticultural protion.

* Improve cattle breeds.

» Encourage the creation of a line of credit for draatl medium-sized enterprises.

* Promote investment in agriculture.

This strategy could also be related to the initegi as discussed in the previous paragraph.

Moreover, thethird objective is to improve marketing efficiency, for which teeare four

strategies. The first strategy entails the buddof a strong wholesale industry through the

following actions:

» Enforcing marketing tiers to avoid inter-tier cortipen.

» Designing support and capacity-building programr(@cing, packaging, advertising and
handling).
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The second strategy needs to establish dependagipéyvia the following actions:

Establishing rural produce collection depots: Thelepots are similar to the handling
facilities that are foreseen to be established H®y Western Frontier Beef Beneficiation
Programme.

Strengthening market information systems: This @¢alko be addressed by NWDACERD
Western Frontier Beef Beneficiation Programme tglouhe establishment of livestock
cooperatives. These cooperatives could cooperidlepnoducer’'s organisations such as the
Red Meat Producers’ organisation to improve the féd information to small-scale farmers

in rural regions.

Promoting marketing cooperatives. The Western ti@oBeef Beneficiation Programme will

also address this action through the establishroérheir livestock cooperatives. These
cooperatives will automatically contribute towardanketing, as more and higher quality

animals would be grouped in production units.

The third strategy expands local markets. The ¥ahg actions are needed:

Promoting local produce markets.

Establishing domestic market links.

Improving aggregate demand through provincial goremt incentives.
Promoting the concept of market days.

Promoting the establishment of marketing coopeeatand other marketing organisations.

The fourth strategy aims to reduce marketing cosftEhis strategy also relates to the

NWDACERD Western Frontier Beef Beneficiation Pragrae, with the actions under the

programme that can be used to reduce marketing ddstvever, take note that the following

actions will be essential in reducing marketingtcos

Creating strategic market infrastructure.

Promoting marketing cooperatives.

Intensifying marketing infrastructure developmesiagghter facilities, feeder roads, auction
yards, marketplaces, etc.).

Encouraging the establishment of produce collediigpots.
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Thefourth objective is to promote household food security, and itthase strategies. The first

is to improve agricultural productivity, for whig¢he actions needed are to:

* Promote the production and distribution of betedsvarieties.

» Promote the adoption and application of produgtieinhancing technologies.

» Encourage the wide application of sharecroppingtaedadoption of intensive livestock and
horticultural production.

* Promote the use of kraal manure and ashes wherepajate.

Strategy two aims to improve rural communities’es=xto food, with these actions:
* Encouraging the growth of informal rural markets.

» Promoting the concept of rural market days.

» Disseminating food preservation technologies.

* Promoting local food processing, e.g. hammer ngllin

The third strategy is to reduce risks. This canldiee with the following actions:

» Using a variety of tools, including futures, protlan contracts, etc.

» Encouraging crop diversification: Intercropping caeo play a valuable role. The different
intercropping possibilities suitable for the di#et regions, land, rainfall, etc. could be
communicated to small-scale farmers through theeresxon services provided by both

government and private entities such as coopegmtive

The above provides a framework that can be usetminptement the proposed institutional
changes necessary for new entrants or small-saateefs to unlock the opportunities present by
agriculture in the province. These institutiondd aarrangements are initiated based on the
problems and challenges experienced by small-Saateers in the province. Thus, achieving
the objective of ensuring that these institutions ia place will certainly contribute towards

higher levels of success associated with developmehe province.

However, rural development does not only encompassmprovement of livelihoods through

the introduction of new farmers to the agricultusactor, it can also include institutional
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arrangements that will contribute towards sustdamamployment and business opportunities in
the province.

5.3 Conclusion

The greatest challenge faced by all involved in ithplementation and development of rural
development projects and programmes is the creatican enabling environment. This will
make a greater contribution to assisting rural Wgraent than establishing development
projects in rural areas without the necessarytutginal support. It can be concluded that small-
scale farmers in the NWP will only be able to makdéving on their farms if the proposed

institutional environment is created.

The system of village banking provides general tsmhis to most of the problems, i.e. credit
access, market access and especially productiotatioms. Equity sharing is a solution to the
credit access problem, but also helps to overcatmer ghortcomings such as the lack of skills,
infrastructure, inputs, knowledge and good manageémiquity sharing and village banking can
be applied together or as alternative solution$ie ihvolvement of agricultural cooperatives

brings another alternative to the table.

These solutions will never be successful withoet itlecessary training. The action strategy for
such a programme will be a learning-by-doing precedgth small-scale and emerging farmers
being supported and assisted with their key coim¢¢ta To achieve the above, a research-
training-mentorship programme is proposed. Prodacshould always be market-orientated.
Included are the marketing solutions provided ia BATAT document as compiled by van
Renen (1997). By implementing the proposed satsti@n enabling institutional environment

could be created that will help emerging farmersitoceed.
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CHAPTER 6

Model Selection

6.1. Introduction

The South African government, as much as it hasspansibility to redress the imbalances of
the past, also has the challenge to balance equily efficiency in a free market economy

(Awosola, 2006). Therefore, attention needs tailven to institutional support structures and
how they could reduce the impact of policies tlwaius on redressing the historical injustices of
the past. The study therefore seeks to quantéyptitential impact of the proposed institutional
framework (see previous chapter) on developmetiaimnies in the province. The quantification

of the proposed institutional framework is the setmain objective of the study.

This chapter provides an overview of the selecobran appropriate model to quantify the
impact of the proposed institutional framework $oistainable rural agricultural development in
the North West Province (NWP). The land reformigol(i.e. redistribution of 30% of
agricultural land) will be use as a proxy to qugnthe impact of the proposed institutional
framework. Amongst others, the chapter elaboratesnpact analysis most frequently used to
measure the impact of policy interventions and supgtructures. This will be followed by an
in-depth discussion on the Social Accounting Mat{@AM) and its applications, the
Conningarth Social Accounting Matrix database Fer NWP, adjustments made and concluding
remarks.

6.2 Impact analysis

Taljaard (2007) defined impact analysis as a me&mrsnpirically estimating the consequences
of an exogenous change/shock on the economy arBedustry in particular. He further stated
that impact analysis is normally focused in twadirons, firstly the impact of other activities on

the industry under investigation and secondly tmpact of that specific industry on other
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industries. Normally, impact analysis is condudbgdpolicy makers or advisors who want to
determine how a particular industry will evolve owiene so that they can plan accordingly. In
addition, impact analysis also provides interegpadties with information as to how much
employment, income, taxes, etc. a specific industtyld generate or lose within a specific

economy.

However, the contribution of a specific industrythim an economy could be influenced by
several factors, among which the institutional emwinent, policy interventions and lack of
proper support structures can be regarded as tlseimportant. Impact analysis can therefore
also be used to answer questions surrounding tpadtof alternative institutional framewaorks,
policies interventions and support structures erldck thereof on a specific industry. This is
especially true in the context of agricultural depenent, where new entrants or beneficiaries
rely heavily on support structures and protectmmeimain sustainable in the imploring faces of
production. Moreover, in an open economy, indastare not isolated from each other. This
implies that an impact on one industry will holdpincations for another. Researchers at the
United Nations (1999) believed that when a fulldfied impact analysis is conducted, it is
impossible to isolate the total impact of a patacundustry on the entire economy. They also
believed that the results from an impact analyses anly useful if they can be formulated
consistently as changes in the vectors of finalateini.e. changes in final consumption, exports,

fixed capital formation and inventories.

Hussainet al., (2003) were of the same view as the United Natidhat the impact of a
particular industry on the entire economy cannotidmdated. They argued, though, that the
impact of a particular industry on the rest of #s®@nomy could be classified on three levels, the
first being the direct effects. By direct effectdussainet al. 003) referred to the initial
immediate effects caused by the specific actiwtijch will subsequently initiate a series of
iterative rounds of income creation, spending agdpending, resulting in what are termed
indirect and induced effects. Secondly, the irdireffects refer to changes in production,
employment and income as a result of the directcedf on the industry sector that may be
directly or indirectly related to the initial imp@d sector. The third level of impact, namely

induced effects, refers to general changes in thesdhold sector’'s earnings and spending
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patterns because of the direct and indirect effe€tgyether, these three effects or impacts make
up the total effect or impact of an exogenous ckaog a particular industry or economy.
Furthermore, Hussaiat al (2003) defined leakages as those expendituresiédak” out of a
specific area and that should therefore not beudesd in an estimation of the total impact at

local level.

According to Hussairet al. 003), the most popularly used impact analysis oahnclude
backward and forward linkages, Input-Output modaltsj Social Accounting Matrix (SAM)-
based models (i.e. general and partial equilibrionmdels, multiplier analyses, etc.). The
following sub-sections provide a review of thesethods with the objective to determine the

most suitable ones for achieving the aims of thdyst

6.3 Backward and forward linkages

Backward and forward linkages normally result framincrease in activity in any one sector. A
stimulus in a sector initiates backward linkagesotigh its extra demand for inputs from
upstream industries, while forward linkages arideemw extra supplies from a sector induce

downstream industries to expand their own prodadewels (Townsend, 1997).

Initial work on backward and forward linkages cae traced back to Rasmussen (1957),
followed by Chenery & Wanabe (1958), Roberts (19923 more recently, Townsend (1997).
These authors provide a detailed account of homeasure linkage effects. However, of late,
the measurement of backward and forward linkagedbaome standard practice in input-output
analysis, and will therefore not be discussed itaitl@as it is not seen as the most effective

method to use for this study.

6.4  Input-output approach to modelling

Input-output analysis was developed by Wassily tiebin the late 1930s. Leontief (1986) as
cited by Townsend (1997) stated that:
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“Economic theory seeks to explain the material etspand operations of our society in terms of
the interactions among such variables as supplydangand or wages and prices. Economists
have generally based their analysis on relativélypke data — such quantities as the gross
national product, the interest rate, price and waygels. However, in the real world things are
not so simple. Between a shift in wages and thienate working out of its impact upon prices
there is a complex series of transactions in whictual goods and services are exchanged
among real people. These intervening steps areedgasuggested by the classical formulation
of the relationship between the two variablesis ltrue, of course that individual transactions,
like atoms and molecules, are far too numerousoftmservation and description in detail.
However, it is possible, as with physical particles reduce them to some kind of order by
classifying and aggregating them into groups. T$ithe procedure employed by input-output
analysis in improving the grasp of economic thegogn the facts with which it is concerned in

every real situation.”

Townsend (1997) explained further that the infororatin input-output analysis concerns the
flows of products from each industrial sector cdesed as a producer to each sector considered
as consumers. This information from which an irpuiput model is developed is placed into an
inter-industry transaction table. Input-outputl¢ésbtherefore present a database with which to
analyse the local economy. Similarly, TaljaardQ(Z0suggested that an input-output table in its

simplest form can be used in describing the locahemy.

According to Van Seventer (1999) and Taljaard (30@7ere are three basic applications of
regional input-output tables. Firstly, regiongbirt-output tables can be used as a framework to
study the relative regional characteristics. Sebgritiey are handy as a policy analysis tool.
Thirdly, such tables can also be used to investitfa¢ impact of new investments projects and
new or changed production activities, or the exthiexternal market shocks on the local
economy. This fits well with the aim of the presamalysis, to quantify the impact of the

proposed institutional framework on the differegtieultural sectors in the NWP.

Taljaard (2007) argued that the basic strengtmpiit-output analysis lies in its ability to explain

inter-sectoral economic relationships within an remay, whether regional or national. By
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contrast, Midmore (1991) as cited by Taljaard (200Gtes that the weaknesses of an input-
output analysis are firstly that it relies on lineaverage relationships. Secondly, it precludes
substitution between inputs in productive processgsassumes that inputs are perfectly elastic
in supply, and thirdly, that the infrequent publioa and long period of gestation of most

national input-output tables is a serious drawbadkwever, when developments in the analysis
of transactions within an economy are expandedcdhude the whole economy and its linkages,
the original input-output transaction matrix canda in the wider accounting framework of a

Social Accounting Matrix (SAM). A SAM base modehrc therefore be seen as a better
instrument to quantify the potential impact of reposed institutional framework (see Chapter

5) for the improvement of rural agricultural dev@heent in the NWP.

6.5  Social Accounting Matrix approach to modelling

Several explanations for the structure and functgmf a SAM can be found in the literature.
Amongst others, Round (1981) defined the SAM asgles-entry accounting system where each
macro-economic account is represented by a col@mexjpenditures or payments and a row for
income receipts. King (1985) was of the view titet SAM principle is nothing more than that
of double entry bookkeeping in accounting, witheaiess of accounts in each of which incomes
and outgoings must balance. The double entrieadrieved by only a single entry in a matrix
that resembles an oversized chessboard. Pyat8)1@&ines a SAM as a square matrix
designed to provide a record of transactions usirgingle-entry form of bookkeeping. More
recently, Mabugu (2005) agreed with the definitigmevided by the previous authors, stating
that the SAM is in essence a double-entry accogmgpresentation of the flow of goods as well
as services and payments between sectors, classesrmmmic actors and other accounts. He
went on to say that the SAM is a comprehensiveagijgegate, consistent and complete data

system that captures the interdependence thataewittin a socio-economic system.

Taljaard (2007) suggested that a SAM is in a semsgar to an input-output table, with a SAM
being a comprehensive, economy-wide data framevgpiGally representing the economy of a
nation or region. The data system includes botimsand economic data for an economy. The

data is usually sourced from input-output tablestiomal income statistics, and household

206



Model Selection

income and expenditure statistics (Sen, 1996). réfbee, the SAM is broader than an input-
output table, showing more detail about all kinflgr@ansactions within an economy. The United
Nations (1999) expanded on the description by éxiplg that compared to an input-output
table; the SAM technique elaborates more on theélmald sector. As an extension of the input-
output framework, the SAM approach allows one towstimow the household, government and
other sectors are formed. Moreover, McDonald amdt P2004) elaborated by stating that two
basic important distinctions between a SAM and @aveational input-output table are that the
SAM captures the full circular flow, whereas th@utroutput table only captures part thereof.
Besides, the input-output table does not recordildedf the interactions in factor markets, i.e.
there is no functional link between activities anstitutions via factor markets. Further, input-
output tables do not record the transactions betwbe various institutions in an economic
system, or between the various components of anoaaic system and the rest of the world,

with the exception of commodity transactions (McBloh& Punt, 2004).

Moreover, Taljaard (2007) suggested that the ggigirinciples behind the SAM are caught
within the concept of circular flows and the reguients of double entry bookkeeping. The
economic concept of circular flow, presented inurgy5.1, relates to a particular angle from
which an economic system is viewed and traced ({dganth Economists, 2009). Following the
flow in one direction involves tracing the flow gbods and services (commodity accounts),
while going the other way around, the circular fltnaces the flow of funds. Conningarth
Economists (2009) and Taljaard (2007) further hgitied the idea that institutions, including
households, enterprises and government, act asrssefl factor markets and purchasers in
commodity/ product markets, whereas the opposiiepto activities. In addition, activities
also purchase intermediate products from the contgnothrkets, whereas, transactions to the

rest of the world can take place through both cority@nd factor markets.
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Figure 6.1: Schematic presentation of economic ciotar flow
Source: McDonald & Punt (2003:4); Taljaard (200l £onningarth Economists (2009).

The SAM therefore provides a conceptual basis &dyae both distributional and growth issues
within a single framework. For instance, the SAMws the distribution of factor incomes of
both domestic and foreign origin over institutiosksses and the redistribution of income over
these classes. The SAM also depicts the experdibiirthese classes on consumption,
investment and savings made by them (Sen, 1996)addition, Taljaard (2007) stated that
household incomes are normally not the same as easation of employees. The United
Nations (1999) explained that household income aaly be obtained after the process of
distribution of income. For example, in addition the compensation of employees, the
household sector receives dividend interest odefsosits and transfers from other sectors like
social security benefits. In terms of paymentsjdehiolds pay income taxes, interest on loans,
insurance contributions, fines, as well as persmkied other type of transfers. The net receipts
then form the disposable income. Disposable insoafeother sectors are formed in a similar
way. By expanding these distributions and redistions in an input-output framework, a SAM
can be formed (Taljaard, 2007).
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McDonald, Kirsten and Van Zyl (1997) and Conningaconomists (2009) highlighted that
many alternative layouts can be used for constigci SAM. In general, six sets/types of
accounts (all with numerous sub-accounts) can stenduished in the SAM, including:

» commodity accounts,

 activity (or production) accounts,

+ factor accounts,

* institutional accounts (household, enterprisesgowérnment),

» capital (savings/investment) accounts, and

* rest of the world accounts.

Table 6.1 shows a typical outline of a SAM, witle tommodity accounts recording the demand
and supply commodities. The column entries idgntidmmodity transactions according to
whether they are domestic or imported, inclusivéaoff revenues. The row entries sub-divide
transactions in commodities between intermediate faral demands, where final demands are
disaggregated across different institutions, th@tahaccount and exports, inclusive of export
subsidies. In equilibrium, total demand for comitied is equal to total supply for

commodities, i.e. the row and column totals eq@steDonald, Kirsten and Van Zyl 1997)

McDonald, Kirsten and Van Zyl (1997) further remaltthat the activity accounts record
domestic production activities. The row entriegntify the production of commodities by
activities, while the column entries sub-divide gotion expenditures between intermediate
inputs and value added, and value added will bkdor@own into payments to different factors,
expenditure taxes, e.g. VAT, paid by activitiesd @ertain types of imports. The column sums
for the production accounts record the total inpatactivities and are equal to the row sums, i.e.

total outputs by activities.

Factor accounts represent income earned by anchexpe made by certain factors, which

typically include labour and capital sub-accounidey receive income from the sales of their
services to production activities in the form ofges, rent and net factor income received from
abroad. In turn, these revenues are distributdtbtseholds as labour and distribution profits,

and to firms as non-distributed profits (Conningd@tonomists, 2009).
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According to Taljaard (2007), institutional (orgsational) accounts, including households,
enterprises and government, provide informationudldmow the institutional arrangements
(patterns of poverty rights and preferences of dbeiety) interact to determine the nature of
transactions (final demand for goods and servidesveen the production accounts and
institutions, as well as between institutions. B&torer, Provide (2003:4) suggested that
households usually earned the majority of theilome from factors, with the possibility of
supplementing their income with transfers from ofinstitutions or the rest of the world (RoW).
Total household income is normally distributed ke#w consumption, transfers to other
households, direct taxes and savings. Incorpotatisthess enterprises earn income from non-
distributed firm profits and transfers. Surplusdme is distributed between taxes and transfers
to other institutions, transfers to the RoW, andemwise consumption (if applicable) and
savings. Government receives income from variaMssburces, from the ownership of factors
(if applicable), and from transfers from other ingions and the RoW. Expenditure is made up

of transfers and government consumption demand/igR¥rp2003:4).

All transactions relating to investment and theding thereof are normally recorded in the
capital accounts. Domestic institutions and th&\Rman contribute to the pool of savings, as
shown in the capital row account. Savings injedtéd the economy through direct investment
are captured in the capital row account. Finaly RoW account(s) record all transactions

between domestic institutions, factors or commoddgounts and the RoW (Provide, 2003:4).

Roberts (1991) noted that a SAM is characterisedhbydisaggregated treatment of the non-
production-oriented accounts, with inter-industignsactions confined to a single sub-matrix in
this type of framework. Despite the extensionrdgbimation, the most noteworthy difference
between a SAM and input-output table is the indosof both row and column entries for the
various types of factors of production. These nthp value-added payments from the
production sectors to the owners or providers ef fdctor services, i.e. institutions. Roberts
(1991) further emphasised that, unlike aggregatemal accounts or input-output tables, the

SAM highlights the issue of income distribution.
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According to King (1985) a SAM has two objectiveBhe first, as already mentioned, relates to
the organisation of information, usually informatiabout the economic and social structures of
a country in a particular year, though it couldoabe for a region in a country, a city, or any
other unit of interest. The second objective iprtovide a statistical basis for the creation of a
plausible model. This will assist in analysing hthe economy works as well as to predict the
effects of policy interventions, institutional cligs, etc. in a country or region. Pleskovic and
Trevino (1985); McDonald (1999) and Conningarth Bmmists (2009) support this by

suggesting that the most important feature of a Si&Mbhat it provides a consistent and

convenient approach to organising economic dataafeountry or region, irrespective of the

characteristics of the country or region. The SAdtherefore a valuable accounting and

descriptive tool.
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Table 6.1: Typical outline of a macroeconomic SAM

Expenditures/ | 1.Commodities | 2. Activities 3. Factors 4. Househadd| 5. Enterprises| 6. Government{ 7.Savings | 8. Rest of the| TOTAL
Receipts investment | world
1.Commaodities Intermediate Private Government Investment Exports Demand
inputs consumption consumption
(USE matrix)
2.Activities Domestic Activity
production income
(MAKE matrix) (gross output)
3.Factors Value-added Factor incomed~actor income
from RoW
4.Households Factor income Inter- Transfers  to Transfers to Transfers  tog Household
to households| household households households households income
transfers from RoW
5.Enterprises Factor income Transfers to Transfers  tg Enterprise
to enterprises enterprises enterprises income
from RoW
6.Government | Sales taxes, Indirect taxes, Factor income Transfers to Transfers to Transfers  tg Government
tariffs,  export| factor use| to government, | government, government income
taxes taxes government, | direct direct from RowW
factor taxes | household enterprise
taxes taxes
7.Savings Household Enterprise Government Balance of| Savings
investment savings savings savings payments
8.Rest of the| Imports Factor income Transfers  tg Government Foreign
world to Row Row transfers to exchange
RoW outflow
TOTAL Supply Activity Factor Household Enterprise Government Investment Foreign
expenditures | expenditure | expenditure expenditure expenditure exchange
inflow

Source: Provide (2003:4) as adopted from Lofgreal. (2001)
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6.5.1 The Conningarth Social Accounting Matrix (SAM)

Conningarth Economists (2009) developed a serieSAdfls for the different province with a
2006 base year. This is the most recent SAM adailtor the NW, and will therefore form the
basis for the impact analysis. The NW SAMs wersebaon the supply and use tables (SU-
Tables) published by StatsSA. The SU-Tables weesl tio identify the disaggregated accounts
to be included in the SAM. The following providas inventory of the number of constituent
components that make up the entities of the Comnthg\NW SAM (i.e. the structure of the
SAM).

» Activities 37 components

» Commodities 37 components

» Factor payments: Labour 44 components

» Factor payments: Capital 4 components

» Enterprise 4 components

* Household 48 components

* Government 6 components (expenditure side)
» Capital account 2 components

* Foreign trade 6 components

The 37 commodities included in the North West SAMrespond to the goods and services
produced by the various activities in the SAM. ténms of remuneration of labour reflected in
the labour account for the NW SAM, four populatigroups (i.e. Africans, Asians, Coloureds
and Whites) have been specified, along with tweleeupations groups, which is similar to the
structure used in the National SAM published byts84. As mentioned, the study will also
draw on the national SAM to quantify the nationaipact of the proposed institutional
framework. According to Conningarth Economists Q@0 the classification of occupation
groups in the North West SAM is a fair reflectiohtloe different skills levels employed in the
provincial economy. With regard to the remuneratd capital, factor account and enterprises,
the same composition was used for both of theggesn{i.e. public enterprises, private business
enterprises, taxi enterprises and informal busesss The household account has been sub-

divided into 48 different household types, corresfing to the four population groups, with
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twelve income categories per group. Finally, tbeegnment account has been sub-divided into
National, Provincial (education, health, welfaradather), and Local Government structures.
The Rest of World Account (RoW) has been sub-divioto the Rest of South Africa, and the
Rest of the World.

6.6 SAM Based Models

It is important to note, however, that the SAM & a model (Pyatt, 1988) but that it provides a
valuable and descriptive tool that can be used umleg policymaking (McDonald, 1999).
Moreover, Sen (1996) argued that the SAM is a teglanrelated to national income accounting
that provides a conceptual basis for examining lgptwth and distributional issues within a
single analytical framework in an economy. Pya888) suggested that the relation between the
SAMs and the models that are based on them hasat@gpects, as for each SAM-based model
there is a corresponding SAM. However, the corevdes not hold, if for any given SAM there
are a variety of possible models. Thus, although d¢hoice of SAM restricts the choice of

models, it does not determine it uniquely.

McDonald (1999) emphasised that the importance AMS as a basis for wide-ranging
economic models has increased substantially owes.ti As mentioned, it is possible to build
more than one macro-economic model based on a SAMoole and Matthews (2002) argued
that when analysing the impact of a set of policynstitutional changes, economists often need

to choose between partial and general equilibritethodologies.

Computable general equilibrium (CGE) models arasscof economy-wide models widely used
in policy analyses. These models are regardetieasldminant framework for economy-wide,
multi-sectoral models. Moreover, Lofgren, Harris Robinson, (2002) explain that recent
improvements in model specification, data availgbdnd computer technology have improved
the payoffs and reduced the costs of policy analypssed on CGE models, paving the way for
their widespread use by policy analysts througlbetworld. Dixonet al., (1992) were of the
view that CGE models are preferred to partial elguim models for understanding/quantifying

possible impacts from exogenous shocks. Thisgaume the production and consumption sides
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of the economy in question are determined conctiyana CGE model framework. Moreover,
Kilkenny & Robinson (1990) elaborated by suggestingt CGE models are appropriate for
analysing a variety of macro-economic issues, m#uey include factor markets, government
accounts, and the major macro balances. They do paint out that firstly, the advantage of a
CGE model compared to other econometric modelsriéiseir consistency and the fact that they
are sectorally disaggregated. Secondly, in contiasthe partial equilibrium models, the
economy-wide nature of CGE models further enhameasm. Dixonet al (1992) further
argued that CGE models could be seen as a powedihique for quantitative analyses of the
effects on industries, government, regions, océapatand households due to changes in a
myriad of exogenous variables, including taxesddraestrictions, government expenditure,

welfare policies, commodity prices, technology, @ngtironmental regulations.

Since one of the secondary objectives is to quatité impact of an exogenous variable (change
in the institutional framework) on endogenous Malga (GDP, employment, etc.), the use of a
CGE model is more complicated, which make it leso@irable. As mentioned, the study will
use the land reform program (i.e. redistributin@a36f agricultural land in the NWP), as a proxy
quantify the impact of the proposed institutionedniework on the economy of the NWP.
Moreover, the only way to quantify the impact oé throposed change/shock through a CGE
model framework is to alter the value of the endhmges variable (production) in the underlying
SAM. This alteration in the SAM will, however, shaa structural change in the economy,
which will result in the model being invalid. Bdss, Layman (2000) was of the view that the
greatest disadvantage of using CGE models is liealeivel of expertise and resources needed to
operate these models is far greater than that qsirel when using for example partial
equilibrium or similar models. Moreover, Robinsand Ldfgren (2005) advise that, when
designing or choosing among different modellingrfeavorks, it is important to consider the
users of the analysis, the structure of the econbeiyg modelled, the availability of data, as
well as issues of interesCeteris paribussimpler models are always preferred to onesalat
more complex, because they are easier to use tasjdsinderstand, making their findings more
convincing.

Therefore, it seems evident that a partial equilibrmodel or derivative thereof will be best

suited for measuring the impact of the proposedtut®nal framework in the present study.
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Furthermore, O'Teele and Matthews (2002) highlightthat a partial equilibrium model

concentrates on a particular section of the econamityr all other variables being treated as
exogenous to the model. This concentration allowrfiuch more detailed modelling of a
specific industry compared to CGE models.

The model adopted reflects the “partial macroecanaquilibrium model” that was developed
by Conningarth Economists. The Conningarth modstsutechnical coefficients and the
Leontief inverse to transform the North West SAMoira model that is used to quantify the
regional impacts of the proposed institutional feavork. The partial macroeconomic
equilibrium model quantifies the nature and magtetwf the macroeconomic impacts that
emanate from the proposed institutional framewarkerms of its impacts on macroeconomic
performance indicators such as Gross Domestic toflaDP), employment, investment,
household income and expenditure, etc. Moreowerntodel will also draw from the National
SAM as compiled by Conningarth Economists to gdwrtkie national impacts of the proposed
institutional changes in the NWP.

The analyses take into account the direct, indiesctvell as induce effects of the proposed
institution framework. For example, the direct aop that emanates from the proposed
institutional framework refers to the visible effe@ccurring within the agricultural sectors of
the province. The indirect impact refers to the#ects occurring in the different economic
sectors linked with the agricultural sector, writhe induced impact refers to the chain reaction
triggered by the salaries and profits that are ghea back into the economy in the form of
private consumer expenditure. Besides, the moldel allows for the quantification of the
potential impact that the proposed institutionahfework might have on government revenue,
which reflects directly on local governments’ alyitio improve social services and subsequently

the socio-economic environment.

In addition, SAM based multipliers are also caltedafor the NWP. Multiplier analysis
estimates the effects of one-time increases in@xags variables on endogenous variables in the
accounting framework and it is mostly used for sierm policy analysis. Pleskovic and

Trevino (1985) as cited by Sen (1996) argued thdtiplier analysis is very useful in estimating
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the effects of exogenous variables, such as ineféesrease in outputs, employment and
incomes, with each being disaggregated in relabotine classification system embodied in the

social accounts.

6.6.1 Input structure of the model

As mentioned, the North West SAM database as ceahgily Conningarth Economists (2009)

was chosen because it is the most recent SAM #laifor the NWP. Unfortunately, the

underlying SAM did not include disaggregated def@ilthe different agricultural sectors in the

province. The process of disaggregating the aljui@l sectors presented various problems, of

which limited data was foremost. Data for the agtural sector of the NWP is often missing,

unreliable or outdated. This is especially true fmta on the input compositioof the

agricultural sector in the NWP. The input comgositof the agricultural sector refers to the

inputs required for successful farming. The SANBBase captures this input data through:

» its commodities account; which reflects 34 différegrdustries from which the agricultural
sector sources its production inputs;

* its human resources requirements; number, skidll$eand salaries of personnel;

* in Gross Operating Service (GOS), which includegitaa to public and private business
enterprises, tax and informal enterprises; and

* general capital investments, which include invesithemade to acquire machinery,
equipment, buildings, civil constructions, etc.

To overcome the paucity of data, the agricultueaiter of the NWP was disaggregated, making
use of the input composition of the different aghicral sectors as depicted in the SAM
databases of the Mpumalanga and the Northern CepgnBe. This approach assumes that
production activities in the corresponding agrictdt sectors of these three provinces are
conducted in a comparable manner. An input stracttas compiled from the input composition
of the different provincial agricultural sectors éstimating a proxy, or percentage, of each input
in relation to the total value of production. Timput structure was then used to determine the
input composition for the different agriculturaksars of the NWP by multiplying the respective

percentages of each input with the total producteported by the different agricultural sectors
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of the NWP. The data derived from this procesput composition) was then used to quan
the impact of the proposed institutional frameworkthe respective agricultural sectors of

NWP through the SAMsased partial macroeconomic equilibrium mc

The agricultural sector of the North West SAM base was disaggregated into seven diffe
sectors, including cereals, citrus, other fruitegetables, livestock, dairy and other farmr
sectors. The cereal farming sector representshallgrains and oilseeds (i.e. maize, wh
sunflower, etc.) prduced in the NWP, the other fruits sector includeth the deciduous fru
and the sultropical fruit sectors. The other farming sectomprises mainly data from tl

poultry sector.

6.7 The model

Technical coefficients and the Leontief inverse & used to transform the NW SAM into
partial macroeconomic equilibrium model. This wasplaed to quantify the impact of tt
proposed institutional changes in the provinceteéhnical coefficient is defined as the quan
of intermediate inputs that carticular sector requires from another sector mheoito supply :
rand unit of output, i.e. the quantity of intermegei inputs from sect i that is required by sect

j to supply a unit of output from secij. This can be formulated as follo\

X:;
SO ST =12 1< (= VOSSOSO (5.1)
Where:
aij is a technical production coefficient indicatingetamount of products from secto

needed to produce one unit of product in secttaghhical coefficient
Xij is the delivery of interiediate goods from sectors i to j;

X is total gross input (output) of sectc

The following holds for specific elements in a saation table
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The technical coefficients nrix is a collection of technical coefficients arsdaften indicated b

a capital letter ‘A’

[911 28 T ﬂm]
fz3  Qzz  Ozn
Aj gz a1 aumlwhere (i=1,....... ) AN (JTL, e i (5.3)

With the application of equation 5.1, a system ofpat equations for different agricultul

sectors in the NWP can be calculated. For exar

X1+ X2+ ... +xntF1=X;
Xo1+ Xoo+ ... .. +xnt F2=X
(i=1...n) and (J=1....,N) ceeeriiiiiiiiiiiii e (5.4)
Xnit Xn2t ... .. +%nt+ Fn=X,
Where:

F, isthe final demand of a specific ser.

This can also be illustrated

Fi. = Xi—X1—X2-. ... %n
Fooo = Xo—%1—X2-....%n

(=1..n) and (=1....N)ueeeeriiiiiiiiieiiiiieiee e (5.5)
Fn = Xo=%1—%2-.... %n

After the elements in the transaction table aresedrd to technical coecients, then

Then, let all x in equation 5.5 b
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Fi = X1 —ap Xy —agXo - . .. .ainXy
Fo = Xo—a1 Xor—a2X2-. .. ankn

(=1...n) and (j=1....0) ceeerni e (5.5)
Fo = Xn—anXni—anXnz- . . . .annXn

By grouping similar terms:
Fi = (-a)Xi—apXe-. .. .ank
Foo =  —aXi+(1-a)Xn-... &k,
(i=1..n) and (=1....N) ceeriiiiiiiiiiieeeeeeeeeee (5.5)

Fo = —anXar—aXn2- . .+ (1 —an)Xn

This can be written in a matrix format as:
F = [l AN 1 S SRR (5.6)

By multiplying equation 5.6 on both sides with theerse(l-A)?, the result will be:

N S (N Tl (N )RR (5.7)
And

DG (- T OO (5.8)
As is:

AF = (FA)YAF s (5.9)
Where:

AF reflects the change in final demand; and

AX reflects the change in output/production.

The inverse ofl — A% is known as the Leontief inversén summary, the model is concerned
with solving for the sectoral output levels (X) theatisfy final demand for those outputs (F)
given the inter-industry structure of productiomhe model is used to determine a production
plan that is consistent with a desired final demaadtor, given the inter-sectoral transaction

matrix (A).
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Besides, the Leontief inverse were also used toutze the GDP or value added, labour and
production multipliers for the NWP. Miller (199@)s cited by Taljaard (2007) cautions that
when interpreting multipliers, it should always kept in mind that, in essence, multipliers are
simple ratios. Economic multipliers only provid&timates of the total impact resulting from an
initial change in economic output (i.e. final demgan It is also important to remember that
multipliers vary greatly from one industry to aneth This depends, however, on where
production input purchases are made in a specitiastry to another (Taljaard, 2007). Thus,
using the average multiplier that estimates basedaofunction that resembles complete

homogeneity and no linearity, multipliers for adustry or sector are likely to be overestimated.

The multipliers are calculated as follows:

ValUe Added S e e eeeee e (5.10)

Total production

Where GDP or value added is measured as the t@ita ¥hat is added to each product produced
by the various activities. According to ConninggaEconomists (2005), value added for a
specific sector is calculated as the differencevben the revenue that the sector earns and the
amount it pays for the products of other sectorssés as intermediate goods. Thus, the value
added can be calculated from a SAM as the sum of:

* Remuneration of employees,

» Gross operating surplus (which include, amongstrsthprofits and depreciation),

+ Net indirect taxes.

LaDOUr = 2 e s oo e e e eeeeees s ee e ee s (5.11)
Production

As indicated by equation 5.11, the labour or empleyt multipliers indicate the extent to which
economic sectors contribute to job creation. Tusld well be an indication of each sector’'s
contribution towards distributing salaries and wsagetween various types of labourers, which,

in turn, should impact positively on the alleviatiof poverty (Conningarth Economists, 2005).
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P OUUCH N O et e e e e e s eeeeee e e e e e et ee e e s eeeenees (5.12)

Production

Conningarth Economist (2005) explains that in eoaigs, production measures the total
turnover generated by each sector in the economgoduction is therefore the sum of the
demand for intermediate activities as well as ttaltvalue added by the specific activity. The
formula for calculating production multipliers ie@wvn in equation 5.12. The direct production

multiplier therefore equals 1.

For all three multipliers listed, the total effeasnsisting of the direct, indirect and induced

effect are calculated and reported in Chapter 7.

6.8 Conclusion

From the literature, it is evident that quite a fevethodological approaches can be used to
conduct impact analyses. Although this chaptelere®d only some of these methodologies, it
is apparent that most of them rely on an underlgatabase that captures the flow of activities
within the economy. These models and databasesbeansed to analyse the economy.
Moreover, the principles underlying some of theselets and databases have become standard
procedure in others. This can be seen in thetivadi backward and forward linkage approach
used to measure linkages in an economy. The ptexiapplied in this approach have become
standard practice in input-output analyses, whirehb@sed on an input-output table. The input-
output table is nothing other than an inter-industansaction table that is concerned with the
flows of products from each industrial sector cdesed as a producer to each of the sectors
considered as consumers. Moreover, when analy#igvan economy is expanded to include
the entire economy and its linkages, the origimglut-output table can be set in the wider
accounting framework of a SAM. A SAM database d¢harefore be seen as the most

appropriate database for conducting full-fledgedast analyses.

The advantages and disadvantages of several SA&tthagpact models are also highlighted in
this chapter. However, based on the argumentemies above, it seems clear that a partial

equilibrium approach is best suited for the objextf the study. The study will therefore adopt
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the partial macroeconomic equilibrium model of Ciogarth Economists. This approach
applies technical coefficients and the Leontiefeirse to transform the underlying North West
SAM into a partial macroeconomic equilibrium modé&lhe SAM database unfortunately lacked
a disaggregated agricultural sector, which meaattahdisaggregation of the sector was done by
making use of the input compositions of other pnoes. This enabled the study to quantify the
impact of the proposed institutional framework dre tdifferent agricultural sectors of the

province instead of only showing its impact on $ketor as a whole.
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Results from the Impact Analysis

7.1 Introduction

This chapter reports on findings of the impact gsial Considering the government’s view of
the land reform programme as an important mecharismensuring rural agricultural
development, scenarios for the quantification efphoposed institutional framework were based
on the land reform policy. The policy proposest th@% of all agricultural land should be
transferred to previously disadvantaged people @352 In addition, the formulation of the
scenarios includes the success rate of past deweldpinitiatives. A partial macroeconomic
equilibrium model (as discussed in Chapter 6) isduto simulate the impact on different
scenarios as discussed in the following sectibhe North West and National SAM serve as the
underlying databases for the partial macroeconaqgiglibrium model to determine both the

local and national impact of the proposed institogil framework.

In addition to the partial macroeconomic equililbmitmodel, economic multipliers are also used
to estimate the likely economy-wide impact of siatetl changes or shocks imposed at micro-
economic level. Van Seventer (2005) suggests rthatiplier analysis be done in addition to
macro equilibrium analysis as this helps to exptam functioning of an economy in a specific
region. In contrast, Taljaard (2007) claims tha¢ meeds to keep the key assumptions (i.e. fixed
relative prices and perfect elastic supply) of econic multipliers in mind when interpreting
projected effects based on such an analysis. Thtes types of Leontief multipliers, namely
labour, production and value added multipliers, also calculated to measure the potential

impact of the proposed changes.

Results from the partial macroeconomic equilibritmodel depict the direct, indirect and
induced macroeconomic impact of the proposed uigiital framework. Similar results from

the multiplier analysis are reported. The follogvisection details the formulation of the
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different scenarios for the NWP. This is followley a detailed discussion of the results of the

partial macroeconomic equilibrium model and, fipathe multipliers.

7.2 Formulation of Scenarios

Since 1994, the land reform policy has been reghia® one of the main mechanisms for
achieving, among other things: the restoratiom ohore equitable pattern of landholding, the
alleviation of rural poverty through the creatidnopportunities for employment (including self-
employment), the economic development of ruralgregparations (both symbolic and material)
for historical injustices, and economic growth (If52008). Land reform is, therefore, a central
part of government’s strategy to ensure growth @dedelopment in all provinces of the country.
However, the land reform programme has largelyetato meet its objectives. Lahiff (2008)
argues that the failure of the land reform prograsmmost obvious in the crude statistics of the
hectares of land transferred, the failure to restme the agricultural economy, the widespread
under-utilisation of much of the land that has béemsferred, the high proportion of non-
functioning communal property institutions and taek of any firm evidence of job creation or
poverty alleviation. Moreover, land reform and sedpuent development, according to Lahiff
(2008), results mainly from the challenges anddatséaced by entrants or beneficiaries new to
the agricultural sector, especially within the tuemggions. The majority of these challenges and

threats were discussed in Chapter 4.

The literature on development and land reform aseaehanism of development in South Africa,
reveals little about the success of beneficiariepanticipants in the NWP. Following their
investigation of the success of projects fundedthyy Comprehensive Agricultural Support
Programme (CASP) in the Free State Province, ldsdaiddaan and van Schalkwyk (2009)
report that one in every five projects (20%) cobddregarded as successful. The authors define
success: “as the ability of a project/farming ogierato uplift rural households in a successful
and sustainable manner”. This definition of susosas adopted to formulate the scenarios for

the impact analysis.
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The baseline scenario used for the impact analifsesefore, closely mimics the government’s
proposed legislation to transfer 30% of agricultlaad to previously disadvantaged people by
2025. The scenario assumes 30% land redistribuibapled with a 20% success rate in the
NWP.

Furthermore, the potential impact of the proposetitutional framework on the success rate of
development and land reform projects is also sitadla It is well documented in the literature
that institutions do influence economic performarared, consequently, economic growth.
Kherallah and Kirsten (2002) argue that a two-waysality exists between institutions and
economic growth. This means that some institutioage a profound influence on economic
growth and that economic growth and developmergnoftesults in changes in institutions.
Several studies, including North (2000) and Khatalland Kirsten (2002), conclude that
functional institutions could positively influend¢actors such as transactions cost, co-ordination
possibilities, and vertical integration, all of whi contribute towards the success of
development. While the literature gives significgnalitative evidence for the significant role
played by institutions in ensuring economic grovaifid development, quantitative evidence
appears to be absent. As a result, the successuséd for the different scenarios are derived
from qualitative evidence which suggests that fimmetl institutions do contribute towards
economic growth and development. It is, therefagsumed that the implementation of the
institutional framework, as outlined in Chaptembll lead to an increase in the success rate of
development initiatives in the NWP. To quantifyetlpotential impact of the proposed
institutional framework, the success rate is assumoerange between 20%, as reported by

Idsardi, Jordaan and van Schalkwyk (2009), and>man success rate of 65%.

The various scenarios used to determine the patemiipact of the proposed institutional

framework for land reform in the NWP is as follows:

* The first scenario assumes that 30% of productigacaltural land is transferred to
previously disadvantaged people in the NWP, wi85% success rate. This implies that the
introduction of the proposed institutional framet@as outlined in Chapter 5) might lead to a
75% increase in the success rate compared to Hedirba scenario. The development of the

proposed institutional framework draws on the cptE®f the New Institutional Economic
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Framework, as described by Williamson (2000), andu$es on enhancing economic
development and social improvements by realigningdj ianproving the current institutional
environment using four dimensions. These dimerss@e social embeddedness, institutional
environment, governance structures, resource dibocand employment. This proposed
structure addresses the challenges and issuegtimipigrowth and development as identified
by small-scale farmers in the NWP and consequémibyoves the success rate.

* The second scenario assumes a 30% redistributiqgpraofuctive agricultural land coupled
with a 50% success rate, and

» The final scenario explores a 30% transfer of petista agricultural land, assuming a success
rate of 65%.

As mentioned, it is assumed that over the shomedium term the development success rate in
the NWP will not exceed 65% on average. This apsiam is based on the development
process, especially with regard to the transfelanfl to previously disadvantaged people, as a
mechanism for accelerating rural agricultural depetent. Lahiff (2008) reports that land is
purchased by the state without first identifying tihhtended new owners of the land, meaning
that the approach is “supply led” rather than “dechded”. This implies that prospective
beneficiaries may not be directly involved in therghase decision or in the immediate post-
purchase planning for the land, opening up theipibi$g of a top-down, “statist” approach. As

a result, it is likely that beneficiaries who armat meally interested in farming will receive land,
increasing the possibility of failure. Even weditablished agricultural producers, both
commercial and small-scale, struggle to remainasuable in an ever-changing economic
environment (including variable consumer trends pnde volatility). Trade liberalisation has
also contributed towards the high level of compmtitbetween producers worldwide. These
factors all contribute to difficulty in remainingustainable. Thus, besides the institutional
obstacles faced by new entrants or beneficiariesyynother exogenous factors also influence the

success of development.
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7.3  Simulating the Impact of the Proposed Institutbnal Framework

The following sections detail the results obtairiein the partial macroeconomic equilibrium
model, thus addressing the sub-objective of detengithe impact of the proposed institutional
framework on development initiatives such as tleppsed land reform programme in the NWP.
The potential impact of the proposed institutiofraimework on development initiatives was
pursued by simulating different scenarios as dsetdisabove. For convenience, a summary of
these different scenarios, with their abbreviatiand assumptions, is given in Table 7.1.

Table 7.1: Summary of the scenarios

Assumptions
Description Abbreviation Percentage of land
Success rate
transferred
Baseline scenario BLS 20 %
Scenario 1 SC1 35 %
- 30 %
Scenario 2 SC2 50 %
Scenario 3 SC3 65 %

Moreover, results from the model are detailed feves different agricultural sectors in the
NWP. These sectors, as discussed in Chapter ladeicthe cereal and grain sector (CGS), the
citrus (CS), other fruit (OFS), vegetable (VS),ektock (LVS), dairy (DS) and the other
agricultural sectors (OAS). For the purpose of study, the CGS encompasses all grains and
oilseeds and the OFS includes both deciduous dstdogical fruits produced in the NWP. The
OAS is primarily compiled from data from the poulindustry in the NWP.

The simulation results for these different sectresreported on in four sub-sections namely the
impact on Gross Domestic Product (GDP), employménysehold spending (social), and

government (fiscal) impact.

7.3.1 Impact on Gross Domestic Product

As discussed in Chapter 3, the economy of the N8ViRelatively small. In 2006, its GDP was
valued at R 103 billion making it the third smallesntributor towards the national GDP. The
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agricultural sector of the NWP contributed an eated 16.8% or R 17.3 billion to the total
provincial GDP in 2006. Despite the relatively dnwontribution of the agricultural sector
towards the NWP GDP, the sector is still regardea anajor role player in ensuring economic

growth and development in the province.

According to the simulation results for the partiahcroeconomic equilibrium, the outcome of
the BLS (i.e. transferring 30% of productive aglteral land with a 20% success rate) reflects a
0.19% decrease in national GDP. In other wordsthia scenario, the national agricultural
production will decrease by almost a fifth of a qeet should government proceed in
implementing their latest proposed legislation regg that 30% of all agricultural land in the
NWP be transferred to previously disadvantaged Iee(meteris paribus Results from SC1,
SC2 and SC3 show a decline of 0.16%, 0.13% and®®ihOnational GDP, respectively. The
decline in national GDP results partly from theedtr decrease in agricultural production
activities in the NWP, as well as the decreasééndemand for input from other industries and
the decline in consumer spending power. The latters to the indirect and induced impact of
the scenario under review. Moreover, as mentianedhapter 6, the indirect impact refers to
those effects occurring in the economic sectorketinto the agricultural sector, such as the
input-supplying industries. The induced impacterefto the chain reaction triggered by the
salaries and profits that are ploughed back ineogbonomy in the form of private consumer
expenditure. For example, results from the BLSdai# that the indirect and induced effects
have contributed 28.7% and 36.9%, respectivelyatda/the 0.19% decline in the national GDP.
The induced effects of the BLS seem to be highan the indirect effects which suggests that a
reduction in agricultural production will have agsificant impact on consumers’ spending
power in the NWP. This is most likely a result lofver profits causing new entrants or
beneficiaries to struggle to remain sustainablevals as a reduction in the number of workers

employed by the sector.

Figure 7.1 shows the impact that the different ades have on the contribution made by the
agricultural industry towards the provincial GDFFrom Figure 7.1, the BLS report an 18.5%
decrease in agricultural contribution towards thevmcial GDP. The reported decrease equates
to an estimated R 3.2 billion. Results from SCA.§%), SC2 (12.4%) and SC3 (9.4%), suggest
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a lower impact which equates tc 2.6 billion, R 2.1 billion and R.6 billion, respectively.
Despite the relatively small size of the agricudtusector, it is evident that in the best ¢
scenario (SC3), the implementation of the land rrafprogramme will still have a significa

impact on the economy of the NW

18.50%

12.48%

15.50%

mBLS mSC1 mSC2 mSC3

Figure 7.1 Impact of provincial GDP

Disaggregated simulation results from the parti@craeconomic equilibrium model for t
different agricultural sectors in the NWP suggésit tand transfers in the CGS will have
biggest impact on the contribution of thgricultural industry towards provincial GDP (s
Figure 7.2). Under the assumptions of the BLS,G&S reports a 6.19% or R 1 billion decl
in agricultural contribution towards provincial GDH he relatively large impact of the CGS
mainly due to tb size of the sector in relation to total agricdtuproduction. The CG
accounts for 51.3% of total agricultural productiarthe NWP. Land transfers in the livestc
sector have the second highest impact on agri@lltontribution towards proviral GDP at
4.19%. Comparing the BLS with SC3 for the CGS, réq@orted impact on GDP is remarka
lower. For example, the BLS reports a 6.19% declm the contribution of the agricultu
sector towards GDP compared to a decline of 3.19%SC3. Thissuggests that the
implementation of the proposed institutional framekvmight reduce the impact by 3% or
estimated RB96 million. This also applies to the LVS with atgntial improvement of 2.22"
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when compared to the impact under the assumptibrthe BLS. The 2.22 % improveme

equates to an additional contribution ¢ 380 million towards the GDP of the NW
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CGs LVS 0AS DS VS s OFS

Percentage

Agricultural Sectors
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Figure 7.2: Impact of the different agricultural sectors on agricultural contribution
towards provincial GDP

As mentioned previously, t total impact of the different scenarios and agtigall sectors a
depicted in Figure 7.2 consists of the direct,nect and induced impact. Of these three leve
impact, the direct impact is shown to be the big@ersall scenarios. However, 1indirect and
induced impact also make meaningful contributiod®r example, both indirect and induc
impact, in the case of the CGS under the assumpmticthe BLS, are reported to contribt
33.6% and 13.3%, respectively, to the total decliné.@t% in agricultural contribution towarc
provincial GDP. In value terms, the indirect impaccounts for an estimatec 36 million of
the total R1 billion decline in provincial GDP. This is siraily so for the induced compone
which accounts for R 1rillion. The reduction is accounted for by a deelin salaries paid 1

workers, jobs lost and a reduction in profits thia normally ploughed back into the econc

Conclusively, as mentioned, imbalance and inefficiefostered by the previous gonment
policies necessitated changes in policy to redhedrhbalance and enhance competitivene:
the industry. Therefore, the policy of land reforgnjustified. However, implementing su
policy should be radical and should not overloo& thasic ad enabling environment withi

which the farmers operate. From the results, évident that when the policy is implementec
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balance with the required institutions needed ®at@ an institutional environment that will
support rural agricultural development, the impactthe local economy will be significantly

lower.

Moreover, government also need to consider the ¢mpd land redistribution within the
different agricultural sectors of the province.offarthe results, it is evident that the redistributi

of arable land from commercial to small-scale fasneill have the biggest impact on the
economy of the province. It is therefore propoed government should seek other alternatives
for establishing small-scale grain or oilseed preds in the province. One such an alternative
lay within the former homelands, with large aratdgions that are unproductive. Government
could engage tribal leaders to ensure that thesks lare revitalised through the establishment of
small-scale grain and oil-seed producers on the. |adhowever, this initiative should be engage

along with the creation of an enabling environnfenthe selected beneficiaries.

7.3.2 Impact on employment

The agricultural sector plays an important roleemployment in the NWP. As highlighted in

Chapter 3, the sector is the fourth largest andl@yspn estimated 8.7% of the total workforce
in the province. The sector is renowned for primgdemployment opportunities, especially in
the rural regions of the province. This is alsensén the composition of the workforce

employed by the industry with 70.6% of employeeamrded as unskilled, 28.4% as semi-skilled,
and 8.8% as skilled.

Moreover, labour is a key element in the agricaltyoroduction process. Figure 7.3 shows the
potential impact on employment once governmentsfeas 30% of agricultural land in the
NWP. Analogous to the impact on GDP, land redistion in the CGS results in the highest
number of employment opportunities lost. Consigrihe BLS, an estimated 25 307 people
could lose their jobs in the NWP. These include threct jobs that will be lost in the
agricultural sector itself, as well as the indirand induced impact. However, simulated results
from the partial macroeconomic equilibrium modelea that the proposed institutional

framework might reduce the number of jobs losthe €GS by an estimated 3% for every 15%
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increase in the success rate. Thus, should sucatesscrease from a mere 20%, as assum
the BLS, to 65%, as usddr SC3, the number of jobs lost will decline b 126 to 23 181 in

total.

It is interesting to note that the OAS has the sdcbiggest impact on employment.

mentioned, this sector comprises mainly the poulgustry. Considering the size of t
industry, it is clearly more labour intensive thiom,instance, the CGS or LVS. The same is
for the fruit and vegetable industries. Althougie impact of these industries appears tt
small based on the numbers alone, these industrgesigniicantly more labour intensive. TI
resulting labour/production ratio means that larahdfers in these sectors lead to more pe

losing their jobs per R of production than in the CGS and the LVS if slkenarios are appliet

('000)
e
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Figure 7.3: Number d job losses in the different sectors of the NW

The impact as reflected in Figure 7.3 includesdiect number of jobs lost in the agricultu
sector of the NWP as well as in other related itriess of the economy. For example, wi
considering théBLS for the CGS, the biggest impact on number bEjmsses is accounted
by the agricultural sector itself with 82.8% (segure 7.4). This is followed by tr
manufacturing and trade industries (4.8%), the waaoson industry (3.4%) and the fineal and

business industry (1.7%).
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Figure 7.4: Distribution of job losses that resultfrom the different scenarios in the cerea
and grain sector (CGS)

7.3.3 Impact on household spendin

According to the North West National Accounting kitat(NW NAM), total household
expenditure in the NWP amounted t 68.5 billion in 2006. Of this amount, 88% 60 billion)
is attributed to private consumption expenditur&,2% (F 7.7 billion) to taxes, and the re

savings and transfers to households in othevinces or countries.

Results from the partial macroeconomic equilibrionodel reveal that household spending in
NWP is likely to decline by 1.6% or 1.1 billion under the assumptions of the BLS. 3tdhe
institutional framework be implemented w the desired results, as set out in SC1, the inga
household spending will decline by 191 million, which indicates that the total impaueil
equate to just over R billion compared to the 1.1 billion for the BLS. In the best ca
scenario, as dimed in SC3, the impact on household spendingsismated to decline by
considerable 72 million to a total impact of 624 million. Thus, the impact on househ
spending in the NWP could be reduced by 52.1% shthé proposed institutional framork

fulfil the targets set out in SC

Figure 7.5 reveal how these impacts will transpite the different household income levels

the different agricultural sectors. Figure 7.5whdahe impact in the CGS. This can be used
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benchmark for th@ther agricultural sectors as the distributionhaf types of impact is simil;
across the different sectors. The different hookkeimcome groups were disaggregated

high, medium and low income households. This djsagation was done based onll levels
and associated wages. Skilled employees were fthereclassified under high incon

households, senskilled under medium income and unskilled under iogome households

Lowincome
nouseholds
27%

Highincome
households
54%

Meduim income
households
19%

Figure 7.5: Disaggregation of the impact on houseld spending to tiree different
household income level

From Figure 7.5, it is evident that the spendindpigh income households will be most affec
by the redistribution of agricultural land in th&6S of the NWP. This is followed by a reduct
in the spending poweof low income households by 27% and medium incdroeseholds b
19%. Thus, it could be concluded that, out of tiht@l decline of 11.1 billion in househol
spending in the BLS, high income households accdontR 594 million, followed by low
income louseholds with a decline in spending power (297 million and medium incon
households with a decline in spending power 209 million. Moreover, of the 594 million
decline in spending by high income household 522 million (88%) is estimated tce of a
private nature with the rest being taxes, transfersther households and savings. The s

applies to the medium and low income grou
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7.3.4 Fiscal Impact

Government, through its three spheres (nationakipcial and local), bears the main burden of
responsibility for ensuring a better life for altizens of South Africa. This was emphasised
through the government’s pro-poor programmes whighlargely the functional responsibility

of provincial and local government. These inclgdeial and municipal services which have a
direct impact on the quality of life for all Sougtfricans, especially the poor. However, without
income or a reduction in national governments inedhere will be no or a smaller budget, and
thus a reduction in spending in all three sphefegpwernment. An understanding of the way in
which funds are allocated at both national andllgo&ernment levels is important to interpret

the results. The paragraphs below touch brieflyhenallocation of government funding.

Income for provincial and local governments is rhaisourced from national government,
following a top-down approach to allocating fund$he chief source of income for national
government is tax, with the four main contributtwsing personal income tax, company tax,
value added tax and customs and excise tax. Asioned, provincial government is financed
by transfers from national government. Normalhgde transfers are in the form of equitable
shares, which account for 90% of the transfersheogrovince, and conditional grants, which
account for the remaining 10%. The equitable share allocated “horizontally” among the
different provinces of South Africa according te thquitable share formula. This formula takes
into account the different economic profiles, denapyic variations and socio-economic
circumstances to allocate the funds. Conditionahty are normally earmarked to fund national
priorities in the specific province (such as hogsiHIV/AIDS and infrastructure (Idasa, 2006))

and are allocated accordingly.

Similarly, most local government funds are trarsfieom provincial and national government
through equitable shares and conditional grantslocal government’s equitable share is split
between all the municipalities using a formula thakes into account the differences in
revenue-raising capacity between municipalitiesl #re historical and geographic imbalances.
Conditional grants are normally transferred fromioreal departments and funded from the

department’s equitable share allocations (Idas@6R0 Thus, the impact on GDP, labour and,
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consequently, income of both private and commemsiéities impacts on the income receivec
national government. Due to the -down approach of transferring fusydthe impact is likely t
spiral down to local government level. As mentinthe functioning and allocation of fun

from national down to local government should benkan mind when interpreting the rest

According to simulation results from 1 partial macroeconomic equilibrium model, the tc
fiscal impact of the BLS amounts to an estimat(332 million. This impact is most visible
national government’s income which is likely to oesse by an estimated 297 million,
followed by local ggernment (municipalities in the NWP) decreasingR 35 million, and the
NWP government itself decreasing by a mer100000. The low impact on the NW
government’s budget is probably due to the equetadilare formula which determines

amount of fund transferred from national to provincial governisexs discussed abov

Figure 7.6 illustrates the fiscal impact of thefeliént agricultural sectors and scenarios use
the study. The BLS for the CGS suggests that natigovernment’s income \l decrease by
R 160 million. Taking into consideration the impaéthe proposed institutional framework, 1
impact might decline to R7 million in the case of SC3. This reflects al4% decrease froi
the worst to best case scenario. In the cathe LVS, results for the BLS suggest that natic

government’s income will decrease b 63.2 million compared to B3.2 million under SC3
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Figure 7.6: Fiscal impact
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The decline in government’s income could hold severplications for the province. This is
especially true when one considers that a dedfirgovernment’s income is likely to result in a
decrease in the budget for the province (includfng.example, education, health, and safety).
This will surely result in worse socio-economic diions for the province, aggravating the
economic hardship experienced by those living iralruegions in particular. Although it is
impossible to prevent the impact that the land rraf@erogramme will have on the province,
negative effects could be significantly reduced tmge improvement of the institutional
environment. This refers especially to an indotuél environment (as proposed in Chapter 5)

which addresses the challenges faced by new eswaieneficiaries in the agricultural sector.

7.4  Multiplier Analysis

In addition to the simulated results from the pdrtmacroeconomic equilibrium model,
economic multipliers were also used to estimateettenomy-wide impact of simulated shocks
imposed at micro-economic level. In this studyremmic multipliers are of great value as they
enable a comparison of different sectors’ multipé#fects for given economic quantities, which
allows one to determine which sector or sectorehhe greatest impact on specific economic
guantities per R 1 production change. Howevemastioned, it is also important to remember
that the justification of SAM-based economic muildp as a methodology for impact analysis
rests on the appropriate interpretation of theltesurhus, the key assumptions of fixed relative
prices and a perfectly elastic supply of economigtigpliers needs to be borne in mind when
interpreting the results from the multiplier anady$or the different sectors. The economic
multipliers for the different economic sectors betNWP were calculated based on the NW
SAM. For the purposes of this analysis, the NW SiMsls aggregated from the original 34
different sectors to 9 sectors as shown in theltseestrhe results of this analysis are discussed
below.

7.4.1 Labour multipliers

Labour is an important element in production in &P, especially in labour-intensive sectors

such as agriculture. Moreover, Conningarth Ecosbr(2005) are of the view that labour
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multipliers measure job creation and indicate tkierg to which each sector contributes towards
the creation of employment opportunities and, wdtiely, each sector’s contribution towards
distributing salaries and wages amongst variousstyys labourers. This, in turn, should impact
positively on the alleviation of poverty. In thentext of this study, labour multipliers could also
be interpreted as the number of jobs that coultbsiedue to unsuccessful land redistribution in
the province. However, the labour multipliers pdevan indication of the number of full-time

job opportunities created per R 1 million produstad a particular activity.

Table 7.2 summarises the labour multipliers catedldor the economic activities of the NWP.
According to the results, agriculture has the largirect labour multiplier in the NWP. The
reported direct labour multiplier of 6.63 indicatdsat for each R 1 million of agricultural
production, 6.63 full-time agricultural job opponities are created in this sector. Seeing it the
other way around, one can also argue that the tegbtabour multiplier of 6.63 suggests that for
every R 1 million rand of production taken out dfetsector through unsuccessful land

redistribution practices, 6.63 full-time job opperities are lost within the sector.

The indirect labour multipliers listed in Table 7liRstrate the impact (backward linkage) that a
particular sector has on all other industries shggply inputs to that particular industry. In athe
words, the indirect labour multiplier reflects thamber of full-time job opportunities that are
created in the input-supplying sector as a redu#t B 1 million increase in the original sector.
From Table 7.2, it is apparent that the indirebblar multipliers for economic activities in the
NWP range between 2.98, for building and constomgtand 0.79, for wholesale and trade. The
agricultural sector reports an indirect labour mplier of 1.97. That is slightly lower than that
for the mining and building and construction sestoif the weighted average of 1.71 for all
economic sectors in the province is compared, tid@dct labour multiplier for agriculture is

slightly higher.
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Table 7.2: Labour multipliers

Labour Multipliers

Activities i

Direct Indirect D|r_ect+ Induced Total

Indirect

Agricultural 6.63 1.97 8.60 0.66 9.26
Mining 3.01 2.22 5.23 1.00 6.22
Manufacturing 3.26 1.17 4.43 0.29 4.71
Wholesale and Trade 2.99 0.79 3.78 0.65 4.43
Electricity and Water 1.57 1.04 2.60 0.44 3.04
Building & Construction 3.76 2.98 6.74 0.69 7.43
Transport, Storage and 1.25 1.77 3.02 0.75 3.77
Communication
Fma_mmal insurance, real estate and 167 181 3.48 0.88 4.36
business services
Corn_munlty, social & personal 555 165 720 1.06 8.26
services
Weighted Average 3.30 1.71 5.01 0.71 5.72

According to Taljaard (2007), the induced effectsasure the economic impact which results
from salaries and wages paid to employees in bahparticular or direct activity and the input-
supplying sectors. Conningarth Economist (2005)lars that these additional salaries and
wages lead to an increased demand for various owitde goods needed to be supplied by
various economic activities throughout the broastmnomy. In the economy of the NWP the
reported induced effects range from 0.29, in mastufang, to 1.06, for community, social and
personal services. The agricultural sector repantsnduced effect of 0.66 which is slightly

lower than the weighted average of 0.71.

The sum of the direct, indirect and induced effeptsvides an indication of the total
employment effects resulting from a R 1 million ofa in agricultural production. In the case
of agriculture, an estimated 9.26 full-time job oppnities are created on average as a result of
a R 1 million change in production. The conversalso true, suggesting that a R 1 million
reduction in agricultural production could leadat¢éoss of 9.26 full-time job opportunities in the

sector.
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7.4.2 Production multipliers

Conningarth (2005) explains that the economic tgrmaduction” refers to the total turnover (i.e.
guantity produced multiplied by the correspondinigg) generated by each activity/sector in the
economy, which can be measured as the sum of timeriediate inputs plus the total value added

by the specific sector.

Table 7.3 summarises the production multiplierse@i indirect and induced effects) for
economic activities in the NWP. The direct mulgplfor all the economic sectors, as shown in
Table 7.3, is equal to 1 (i.e. production dividaditself). The indirect multiplier for agriculture

is the second highest at 0.68 following the 0.93hef building and construction sector. This
implies that an increase of R 1 in production ia #gricultural sector has a backward effect of
R 0.68 (i.e. an increase in sales) on the econ@@dator supplying inputs to the agricultural
sector. The induced effect of the agriculturalt@e@amounts to 0.22, indicating that a R 1
increase in agricultural production will resultanR 0.22 increase in salaries and wages paid in
the province and a consequent increase in consspesading. This could also be reversed with
the redistribution of land which is seen as a ehiar growth and development in the province.
Should the redistribution of land result in a Retrase in agricultural production, salaries and
wages would decrease by R 0.22 and, consequenitgumer spending as well. This might
seem like an insignificant decrease in consumendipg, but considering the current land
reform programme and the success rate that it tlais\eed to date, the decrease in consumer
spending will have a significant impact on the ewag of the province, which will result in

even more economic hardship for people in the piaui
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Table 7.3: Production multipliers

Production Multipliers
Activities i
Direct Indirect Dlrgct+ Induced Total
Indirect
Agricultural 1 0.68 1.68 0.22 1.91
Mining 1 0.65 1.65 0.34 2.00
Manufacturing 1 0.38 1.38 0.09 1.48
Wholesale and trade 1 0.23 1.23 0.22 1.46
Electricity and Water 1 0.36 1.36 0.15 151
Building & Construction 1 0.93 1.93 0.23 2.16
Transport, Storage and 1 0.63 1.63 0.25 1.89
Communication
Fmanmql insurance, real estate 1 0.67 167 0.30 197
and business services
Corn_munlty, social & personal 1 057 157 0.36 1.94
services
Weighted Total 1 0.57 1.57 0.24 1.81

The total production multiplier for the agricultuigector (1.91) compared well with that of the
other economic sectors in the NWP. Moreover, thadyction multiplier of 1.91 is slightly

higher that the weighted total for the province.

7.4.3 Value-added Multipliers

For the purpose of the multiplier analysis, GDRaue added is defined as the sum of the value
added of all the sectors of the NWP economy. Téleesadded multipliers for the different
sectors of the NWP are shown in Table 7.4. Thealgural sector reported an estimated direct
value-added multiplier of 0.36, which indicatesttRa360 000 of direct value is added for every
R 1 million worth of primary agricultural productian the province. Moreover, R 210 000 of
indirect worth will be added for every R 1 milliamf primary agricultural production. In total,

R 1 million of primary agricultural production ilme¢ NWP will result in a total value added of
R 640 000.
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Table 7.4: Value-added multipliers

Value-added Multipliers

Activities Direct Indirect Ialdrﬁgtct[ Induced Total

Agricultural 0.36 0.21 0.57 0.07 0.64
Mining 0.49 0.21 0.70 0.11 0.81
Manufacturing 0.28 0.12 0.40 0.03 0.43
Wholesale and Trade 0.29 0.09 0.38 0.07 0.45
Electricity and Water 0.35 0.12 0.47 0.05 0.52
Building & Construction 0.23 0.27 0.50 0.08 0.58
Transport, Storage and Communication 0.36 0.20 0.56 0.08 0.64
EL”S?:S;' sonance real estate  gnd g 54 0.21 0.55 0.10 0.65
Community, social & personal services 0.33 0.18 0.50 0.12 0.62
Weighted Total 0.34 0.18 0.51 0.08 0.59

Comparing the agricultural sector value-added ipliti with that of the other economic sectors,
it is evident that the agricultural sector is stlghrabove the weighted average of 0.59. To be
more specific, the agricultural sector value-adaedtiplier is reported to be the third highest in
the NWP following that of the mining and the fin&icinsurance, real estate and business
services sectors. Moreover, the weighted totatgims of original value added per activity) for
the direct, indirect and induced value-added miidtip equates to 0.34, 0.18 and 0.08,
respectively. These figures imply that on aver@geighted in terms of original value added) a
R 1 million change (increase or decrease) will tesua additional corresponding increase or
decrease of R 340000 worth of direct value added,80 000 worth of inputs required
(backward linkages) and R 80 000 worth of additics@nsumer spending resulting from the

additional salaries and wages that are paid oefriployees in the economy.

7.5 Conclusion

Firstly, the chapter dealt with the results froma trarious scenarios as simulated by the partial
macroeconomic equilibrium model. It is evidentnfrohe results that the proposed land reform
programme will have a significant impact on therewmay of the NWP. Although the impact of

the proposed land reform programme is unavoidabiproving the success rate (through the

creation of an enabling environment) will signifitly reduce the potential impact of the
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proposed land reform programme on GDP, labour fpsseusehold spending and a potential
decrease in government budget (fiscal impact). imb&ect and induced impact, as calculated
by the partial macroeconomic equilibrium model, fdso emphasised that the impact of
redistributing agricultural land will stretch beybthe agricultural sector itself, with significant

impact on other economic sectors of the province.

Secondly, the chapter featured the results of ten@mic multiplier analysis, reporting on
labour, production and value-added multiplierstfe economic sectors of the province. Similar
to the partial macroeconomic equilibrium model,edir indirect and induced multipliers and
effects were reported. Results from the multiglianalyses validated the results from the partial
macroeconomic equilibrium model, suggesting thae tbhnsuccessful redistribution of

agricultural land will have severe ramifications foe NWP economy and its people.

In conclusion, the results of both analyses hawedimed the importance of a proper functional
institutional framework (as outlined in Chapter &pecially one which will support developing
agricultural in the NWP. Without the implementati@of such a framework, agricultural
development initiatives will have a negative impant the local economy, which will further

depress the socio-economic conditions of the po&vin
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CHAPTER 8

Conclusions and Recommendations

8.1 Introduction

Rural agricultural development has been targetedjdyernment as one of the main ways in
which to improve the lives of previously disadvayad people. The same is true of the North
West Province (NWP), with large amounts of taxpayeroney being invested in agricultural
development initiatives, most of which are unsustiéds This has seen consensus being reach by
government that agricultural development initiasivand projects are in severe difficulty. The
study therefore aimed to develop an institutiomahfework that will serve as a mechanism to
improve the success of rural agricultural developime the NWP. Hence, in order to develop
an appropriate institutional framework, literatune institutional economics and its role in rural
agricultural development was reviewed. In additianSWOT analysis was done and expert
consultation workshops were organised throughaNWP to determine potential opportunities
as well as factors inhibiting growth and developtiarthe province. This formed the basis for
the development of an appropriate institutionatmieavork for rural agricultural development in
the NWP. Moreover, by simulating the impact of ireposed institutional framework on the
economy of the NWP, the study addressed the corafamsearchers that theory is extensively

outstripping empirical research in the field oftingional economics.

The objective of this chapter is to review somehaf conclusions drawn from previous chapters
on the dynamics of rural agricultural developmeamd &he impact thereof on the economy of the
province. Firstly, conclusion on the validity dfet theoretical approach used to assist in the
development of an institutional framework for ruagricultural development will be discussed.
This will be followed by concluding remarks withspect to the environment as well as
challenges and factors inhibiting growth and ruagricultural development, after which

consideration will be given to the proposed institoal framework. The second part of the
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chapter will draw some conclusions on the methagiplesed as well as the potential impact of

the proposed institutional framework, followed lBgommendations.

8.2  New Institutional Economic Approach to Agriculural Development

If institutions are invisible, why do they matteAtcording to Ostrom (1992 as cited by Herrera,
2005), there are several reasons for this. In&tita shape the patterns of human interaction and
the results that individuals achieve. Herrera B)Gflaborated that institutions may increase the
benefits from a fixed set of inputs; converselyeytimay lower efficiency so that individuals
have to work harder to achieve the same benefjtsrater extreme conditions, to ensure their
existence as economic agents. Moreover, incentiveghe positive and negative changes in
outcomes that individuals perceive as likely taiteBom particular actions taken within a set of
working rules, combined with the relevant indiviuphysical, and social variables that also

impinge on outcomes (Herrera, 2005).

Thus, if we accept that an important reason for feikire of rural agricultural development
initiatives and projects in the NWP is due to taekl of sound and proper institutional structures,
then institutional economics is a suitable theoadtiframework with which to determine
appropriate institutions and institutional arrangets needed to ensure successful rural
agricultural development in the province. In ttéspect, the review of the literature in Chapter 2
is important as it allows us to conclude that insttnal economics indeed confirm a consistent
body of principles and concepts to identify keyexdp of physical, cultural and institutional
settings that are likely to affect the outcome wfl development initiatives in the NWP. With
respect to this, Kherallah and Kirsten (2002) veithat the New Institutional Economics (NIE)
is a useful framework that could help to determame initiate the institutions required to
improve economic performance and rural agricultudalelopment in developing countries.
Omamo (2006) was of the same view arguing thatatessical economics is good at identifying
and explaining problems such as diversified subiscg orientated agricultural, and what needs
to be done about these problems, but is largeénssibn how to go about addressing them. He

suggests that the NIE is well-suited to farming andwering how-questions.
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Thus, following the review of the theoretical franmek of the NIE and how it relates to the

success of rural agricultural development in theviorce, the second step was to review the
environment within which developments are takingcpl This is of importance as it provides
an overview of the current social, infrastructussdpnomic and institutional environment in the
province. It is important that one has a clearausihnding of the conditions and supporting
structures in the province before recommendingituiginal arrangements to improve rural

agricultural development. The following sectionllwherefore draw some conclusions from

Chapter 3.

8.3  Environment within which developments are takig place in the North West
Province

It is evident from the review in Chapter 3 that th&titutional structures supporting development
in the NWP have largely failed its residents witltaege proportion of the population finding
themselves in some degree of economic hardships @donomic hardship is partly a result of
the high level of unemployment in the province,haibe inequalities amongst the people and
racial groups that make it increasingly difficutt teduce unemployment levels. Foremost
amongst these difficulties is the high level ofdtianal illiteracy, with the quality and quantity
of education limiting employment opportunities tbe residents. This has directly contributed
towards income inequalities, with people with étdr no education finding it difficult to access
skilled employment opportunities and to earn asdediwages. Moreover, the lack of access to
basic healthcare and services such as clean rumwateg, sanitation, housing and good nutrition

have contributed towards the economic hardshiprexpsed by many in the province.

However, actions by local and provincial governmbate resulted in slight improvements,
especially with regard to the backlogs in basic egopmental service delivery and the
improvement of the healthcare system. Despitedtdine in overall government healthcare
personnel and equipment, support structures franptivate sector have improved, contributing
towards a decrease in the mortality rate of infamd an increase in the life expectancy of
people residing in the province. Moreover, praditd indicate a decrease in the prevalence of

HIV/AIDS in the foreseeable future which is of utshamportance for the success of rural
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agricultural development. This is probably thegnmost important driver that will shape

future socio-economic and economic developmertierNWP.

Despite slight improvements, a range of institudiostructures are not functioning adequately
which has resulted in the socio-economic envirortmaging unsatisfactory. This relates
especially to education, healthcare and basic cerdelivery. The situation holds serious
implications for the success of rural agricultudsEvelopment in the NWP, as development
beneficiaries will not be able to succeed in temfstheir social requirements without the

necessary institutional support.

In spite of a socio-economic climate reflecting th&dship of many in the province, the
economy has reported a reasonable growth ratetbggprast decade. The agricultural, mining
and manufacturing economic sectors had the higdeetoral growth rates in the province. As
for the agricultural sector, field crops and liveet were the foremost contributors to gross farm
income in all regions of the province, with the tdyution of horticultural being modest in most

regions.

Moreover, it was revealed that the governmentakitui®nal structures responsible for
implementing and monitoring development initiativesthe NWP lack the necessary technical
capacity. Despite government’'s acknowledgemeritttiey have little to contribute to ensuring
the success of agricultural development in the ipa®/ without cooperative government and
public/private partnerships, little attempt hasrbeeade to engage in cooperative government or
public/private partnerships. Thus, to addressstietcomings within the institutions responsible
for development, private/public partnerships needbe formed that will ensure the full

development and utilisation of human and otheruesss.

8.4 Challenges and Factors inhibiting Growth and Rl Agricultural
Development

To make recommendations as to what institutiorralctires and arrangements could activate a
process of institutional change to allow societytiie NWP to reach a new institutional

equilibrium, one that will ensure sustainable ruegricultural development, a bottom-up
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approach was used. Therefore, in addition to the principles, the challenges and factors
inhibiting growth and rural agricultural developmevere also considered. This highlighted the
importance of Chapter 4, where the results of tiOS analysis were discussed to identify

needs to be address to ensure successful ruraliligral development in the NWP.

Moreover, the results in Chapter 4 suggested tmatchallenges and factors inhibiting rural
agricultural development could mainly be dividedoinfour categories namely: human,
institutional, infrastructural and natural resoi.ce

The conclusion of Chapter 4 was that the NWP faagsficant human development challenges
(i.e. inadequate knowledge and skills, lack of emteneurship, predetermined mind-sets
surrounding production practices, etc.). This ddut ascribed mainly to inadequate education
and training. Inadequate education and trainirggdgrect result of educational institutions in the
province not addressing the educational needseafutal people. In certain areas, especially the
remote, rural regions, education and training f&ed were either closed down, understaffed or
unproductive. Insufficient education and trainiage also believed to contribute towards the
high levels of crime within the rural regions oktprovince. The increased crime level poses
several threats to the success of rural agriculaggelopment in the NWP, and is one of the

main reasons behind the migration of skilled fassreerd workers from the sector.

Capacity and knowledge within governmental insioing are believed to be an additional
stumbling block for the success of rural agricidtudevelopment, especially with regard to the
successful implementation and management of demropinitiatives in the NWPMoreover,

it is concluded that the problems in governmenggaittments in several instances originate from
officials not being properly committed or trainedileated to execute their respective
responsibilities.

Conflict between beneficiaries, tribal or communégders and government have been identified
as another stumbling block for ensuring successital agricultural development in the NWP.
These scuffles generally result in the illegal guation of restituted land by communities,

subsequently taking farmland out of production.
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Institutional factors inhibiting the success ofaluagricultural development relate primarily to
governmental departments and their respective .rol@he malfunctioning of government
institutions as well as the development, implem@mtaand management of structures required
to facilitate development initiatives remain coastits for development capacity in the NWP.
Hence, human factors remain the root of most sbuonitegs and tribulations experienced within
government institutions. This also relates to ilh@lementation or execution of policies on
ground level and refers to the slow process of k&fidrm in the NWP. Numerous role players
in the province are of the opinion that the slowstitation process creates an environment of
uncertainty amongst producers, negatively influegcproduction capacity and subsequently
food security in the province. Moreover, the slosgtitution processes have resulted in the

establishment of informal settlements on previoypsbductive (restituted) agricultural lands.

Ancillary to the ineffective implementation or exsion of policy on ground level is the
inadequate post-settlement support (i.e. fundirgnihg, mentorship, etc.) provided by local
government. This has contributed to the failuresefieral rural agricultural development
projects in the NWP. Hence, ineffective impleméntaand inadequate post-settlement support
could mainly be ascribed to the incapacity of ustidfed departments of local government on

the one hand, and bureaucratic red tape on the. othe

The same applies to the extension services in W& Nwith results from the SWOT analysis
revealing that several extension officers are ¢ @o fulfil their duties and responsibilities.
Moreover, when educational shortcomings and otaetofs, including deprived infrastructure,
inadequate financial resources and weak institati@ructures are taken into account, these
factors collectively limit the extent to which er&on services can support commercial and
upcoming farmers, with the latter invariably beiogated in remote, rural areas which made it
difficult to access them. Failure to provide esien support to emerging farmers triggers a

chain reaction that impedes the good faith betwaeners and public institutions.

Foremost amongst infrastructure deficiency concesitise state of transport which serves as the
gateway to markets and inputs for producers inNiP. Roads that serve communities in the
rural areas are in a deprived condition. Thus,afribe greatest infrastructural difficulties which
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small-scale farmers experience is accessing maidetiseir products. In addition, these farmers
are further constrained by limited access to offetiors of production, including credit facilities,
information flow, extension advice, etc. Moreovenany areas have inadequate market
structures or insufficient market facilities witlocsal development infrastructure (i.e. health
systems, schools, police, etc.) indirectly influegcthe functionality of the agricultural sector in

the province.

Natural resource endowments inhibiting rural transftion relate closely to land being

degraded as a result of both human influence ahdalaauses. Moreover, it is concluded that
most of the challenges and factors that inhibidlragricultural development are manageable and
destined for improvement once the necessary itisiital changes are made. However, the
effectiveness of the proposed institutional strreguand arrangements will depend to a large

extent on how well the challenges and factors ssudsed are addressed.

It is furthermore concluded in Chapter 4 that fiom@lity within government institutions needs
to be revived as these institutions serve as tlhmdation from which most of the factors

preventing the success of rural agricultural dgmelent need to be resolved.

8.5 Institutional structure and arrangement

As mentioned, findings from the previous chapteescd utmost importance to recommendations
of institutions and institutional arrangements resgktb improve the success of rural agricultural
development in the NWP. Moreover, while many opyraties might be available to local
communities, the most important prerequisite fa siccess of development efforts is creating
the right institutional framework. It is conclud@d Chapter 5 that the institutional framework
should allow good administration, foster cooperatlzetween national, provincial and local
government structures, follow a participatory apggto to development, and involve private

sector and non-government organisations.

Based on the requirements with which the proposstitutional environment must comply, a

few institutions and institutional arrangementsevproposed. The first detailed arrangements to
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address the current state of infrastructural sbariegs or backlogs. These include transport,
water supply, electricity and telecommunicatioitowever, due to the magnitude of the capital
outlay required, it was concluded that roads amdtetity supply should be addressed as a
departure point. These two infrastructural requeats are seen as the most important as they
could significantly reduce transaction costs angrowe social capital in the province. It was
proposed that government, which is responsibléferupgrade, expansion and modernisation of
this infrastructure, should engage with the privagetor to assist them in upgrading and
expanding the current infrastructure. Moreover,n@a (2005) reported that worldwide
infrastructure owners are turning to the privatet@eto help with infrastructure upgrades,

expansions and modernisation.

Following road and electricity supply, focus shift®wards the supply of water to rural regions
and underprivileged communities. Government caalsb link with the private sector by
forming public-private partnerships to ensure watapply to underprivileged communities.
However, for irrigation purposes, it was proposkedlt tso-called “water user’'s associations” be
established. Past studies revealed that watelsusgsociations are a suitable solution in areas
that experience water shortages, poor managemaevutef, insufficient use of water, and so on,
as is the case in some regions of the NWP. Morethvese studies have confirmed that water
user associations safeguards farmers’ interedis thi@educe labour inputs and disparities about
water, reduce irrigation costs, and promote efficiszvater use. This bring one back to
institutional economics, with water associationat twill provide an institutional framework or
arrangement that improves social capital and regltremsaction cost which is a prerequisite for

successful rural agricultural development.

The second institution or institutional arrangemdaals with a rural finance system. In the
literature, various different rural finance modate to be found. However, based on the North
West environment, a village banking concept wasp@sed. Moreover, several authors
including Nigrini (2001) and Westley (2004) stropgdroposed village banks as a financial
model to address financial shortcomings. Amonlgeir tmotivations for using the village bank
concept, the authors stated that the introductionral village banks will be better than trying to

lure urban financial institutions out to rural aeavith the lack of lending experience to rural
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markets that will constitute a formidable barrierentry. Moreover, research results from Latin
America revealed that village banks have a stropgeerty focus; therefore, by introducing,
strengthening or expanding the concept, villagekbamill help to alleviate social problems at

the same time as they extend the reach of thait fimance system.

Hence, a village banking system will provide gehsrdutions to most of the challenges and
factors inhibiting growth and rural developmenthe NWP. This institutional arrangement will
link borrowers, groups and microfinance providersai way that will improve social capital,
reduce transaction costs and address the instiilitienvironment in terms of providing
assistance with respect to production limitatiareating access to credit, providing an access

channel to the marketplace and, in the long rumeld@ing human capacity.

The literature revealed that it is widely recogdisieat access to physical, technical and financial
resources is not always a sufficient condition &nsuring rural agricultural development.

Therefore, in some instances, local organisationgr@ducers are an important mechanism for
involving people in rural development. Nepal (2P88ggests that equity sharing provides a
mechanism through which organisations or producars contribute towards addressing the
factors inhibiting growth and rural developmenthefefore, in addition to a village banking

system, the equity sharing concept was proposeah asstitutional arrangement to support rural

agricultural development.

Much debate exists around the merits and demdrigsgjaity sharing schemes in generating the
expected results. However, after reviewing sevarttles arguing in favour of and against
equity sharing schemes, it was concluded that ynaring schemes could be regarded as a
workable institutional arrangement for the improesrof rural development in the NWP.
Moreover, equity sharing is regarded as an ingtitad arrangement that could work especially
well for farm workers and labour tenants, but i$ lmited just to them. It was concluded that
equity sharing could be implemented alongside thage banking system or could also be seen
as an alternative should village banking not bsifda. Equity sharing provides another solution
to production limitations, but it also has the i@ to assist and overcome other shortcomings

such as lack of skills, infrastructure, knowledge good governance.
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Cooperation between the main institutions respdaditr rural agricultural development and
other institutions involved in the agricultural s®cshould also be improved. In order to
improve this, more light was shed on the role thgtibusinesses could or should play in
improving rural development in the NWP. It is clethat a new era has dawned for
agribusinesses, with the latest land reform pdieihich could see agribusinesses losing 30 %
of their business should the proposed 30 % of medor land be taken out of production.
Moreover, the literature revealed that agribusiegdsave an important role to play in rural
agricultural development as they are regardedstgutions with knowledge, know-how, and the
capacity to contribute towards the success of ragauicultural development. Agribusinesses
could adhere to their responsibility by providingwn entrants or small-scale farmers with
production contracts, mentorships, and so on taorgmarket access, finance, mentorship, etc.
It was noted that agribusinesses are also expéangmroblems of their own, especially with
regard to providing finance to small-scale farmdtss, however, proposed that these challenges

be addressed through public-private partnershipsdes agribusinesses and government.

Training and education was another issue that vdakeased in the proposed institutional
framework. Insufficient education and training wdsntified as one of the underlying reasons
for most human factors inhibiting growth and depehent in the NWP. Gomes and Camara
(2004) highlighted that, for education and trainisggategies to be successful in a rural
development context, they need to be integratedhinviall aspects of sustainable rural
development (i.e. into plans and actions that au#tisectoral and interdisciplinary). Moreover,
additional literature revealed that traditionalraluagricultural training systems have failed in
general, with farmers, extensionist, and reseasctinat were seen to be three separate strata with
normally weak or non-existent links between therhis entails that new partnerships be created
between all role players involved in rural agrioudtl development and education. Therefore, a
participatory partnership should be implementedltow for the simultaneous strengthening of
the development process and the provision of fatnaéming and support in various aspects of
agricultural production and marketing. In the tigt this, the study proposed and interactive
research training programme that is based on aitegby-doing process. A learning-by-doing
training process is not a new concept in rural cadpiral development, with the so-called

“farmer field schools” that have proved to be venccessful learning-by-doing processes in
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other African countries. The proposed traininggoamme should therefore integrate research,
training and direct field production. This will @ple participants to test new techniques learned,

with the curriculum that could be modified accoglinto accommodate emerging issues.

The last part of the proposed institutional framewaeals with an alternative to market access
for small-scale farmers. The BATAT document wasnid to be the most comprehensive in
analysing and addressing the various marketing l@nub experienced by small-scale farmers.
Moreover, in order to improve market access, it pagposed that an efficient market extension

network be established, followed by a marketingiimfation service.

Lastly, the chapter concluded with a proposed egiat framework to assist with the
implementation of the anticipated institutionalnfrwvork. The recommendation made with
regard to the strategic framework was based oextperiences and knowledge that was obtained
during the field work sessions undertaken for gtigly. Moreover, Davis, Reardon, Stamoulis
and Winters (2002) highlighted that evidence frosveloping countries points towards the
growing importance of industry knowledge when depelg strategies for rural agricultural
development. The strategic framework for the imq@atation of the proposed institutions and
institutional arrangements consists of four objexdtj each needing their own respective
strategies. The first objective focuses on theatawa of micro-finance and other related
institutions. The second objective is to promotrkeat-orientated production, the third focuses
on the improvement of market efficiency and theaffiobjective entails the promotion of
household food security.

8.6 Impact Analysis

As mentioned, simulating the impact of the propasstitutional framework on the economy of
the NWP, the study addresses the concern of rdmarthat theory is extensively outstripping
empirical research in the field of institutionaloeomics. Hubbard (1997) highlighted that due
to the complexity of institutions, they do not letilemselves to easily to measurements, thus
their economists are challenged with the broad @mplex task of measuring the institutions’
effect on markets and the economy among other elesme
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Conducting an impact analysis proved to be a chgdlewith quantitative research measuring
the impact of institutions on economic growth arevelopment that appears to be absent.
However, several qualitative studies have reve#iat functional institutions and institutional
arrangements do contribute towards economic grawthrural agricultural development. Thus,
based on qualitative literature, the study condutieat functional institutions do contribute
towards growth and rural development. It is, themes assumed that an improved institutional
environment will lead to an increase in the succass of development initiatives in the NWP.
The study, therefore, used the current land refpolity and associated success rate (i.e. 30 %
land redistributed coupled with a 20 % success) rasethe baseline scenario for the impact
analysis. The baseline scenario used closely mithie reality of rural agricultural development
in the NWP. Moreover, for the purpose of the impamalysis, alternative scenarios assumed
that the success rate of development will incrégsgs % from the current reality of 20 % up to

a maximum of 65 %.

Conclusions from the results of the impact analgses provided in the next section, firstly in

terms of the applied methodology and secondly camsig the major result of the scenarios.

8.6.1 Methodology

Two methodological approaches were followed to le#te objective i.e. quantifying the
potential impact of the proposed institutional ajegon the economy of the NWP. Firstly, in
order to run selected macroeconomic simulationstatic partial macroeconomic equilibrium
model calibrated to the North West Social Accoupfitatrix (NW SAM) was used. The partial
macroeconomic equilibrium model used for the puepokthe impact analysis is based on the
model developed by Conningarth Economist (2009)orddver, the SAM database did not
include disaggregated detail for the different @gtural sectors. Thus, the agricultural sectors
of the NWP were disaggregated into seven sectorshwhere used to determine the impact of
the proposed institutional changes on the respecgricultural sectors in terms of GDP
contribution, employment, household spending aedidtal impact.

Secondly a SAM-Leontief multiplier analysis was dooted based on the same SAM used as a
database for the partial macroeconomic equilibmaadel. Taljaard (2007) highlighted that two

key assumptions are made by typical SAM-Leontieftiplier models, including, firstly, fixed
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relative prices are assumed and, secondly, thdeqteelastic supply conditions, i.e. excess
production capacity in all sectors. Taljaard (20@#thermore argued that these assumptions
lead to the central assumption that sectoral priimucs completely demand-driven and that the
underlying production function assumes constanirnstto scale and no substitution among the

different inputs.

Despite these shortcomings, in order to estimatertacro-economic impact of potential changes
at a regional level, three sets of economic mugtipl (i.e. labour, production and value-added)

are calculated from an aggregated version of the M.

8.6.2 Main findings

In the case of the partial macroeconomic equiliorimodel, the different scenarios were
simulated to estimate the potential impact of tnfbnal changes on current rural development
initiatives, i.e. 30 % land reform in the NWP. Seomf the main results from the different

scenarios are discussed below.

Impact on GDP:

* Simulation results under the assumptions of theellves scenario (BLS i.e. 30 % land
redistribution coupled with 20 % success rate) ssgghat national GDP will reduce by
0.19 %;

» Under the same assumption (BLS), provincial GDP agtrease by 18.5 %;

* Results from Scenario 1 (SC1, i.e. 35 % succes$, fatenario 2 (SC2, i.e. 50 % success rate)
and Scenario 3 (SC3, i.e. 65 % success rate) exp@B.5 %, 12.4 % and 9.4 % reduction in
provincial GDP respectively;

« Simulated results indicated that land redistributio the Cereal Grain Sector (CGS) of the
NWP will have the biggest impact on provincial GDPhe BLS reported a 6.19 % decline in
provincial GDP. When considering the assumptidnS©@3, the impact on GDP will decline
by 3.19 %. Land suitable for livestock will havetsecond biggest impact with a 4.19 %
decline in GDP, and 2.22 % in the case of SC3.
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It is evident from the above that the proposedtutgdnal changes might be able to significantly

reduce the negative impact that current developnmatmtives could have on provincial GDP

and subsequently an array of other impacts willltédsom a reduction in GDP.

Impact on employment:

Analogous to the impact on GDP, land redistributiothe CGS results in the highest number
of employment opportunities lost. The relativedyge impact of the CGS is mainly due to the
size of the sector in relation to total agricultupgoduction. Considering the BLS, an

estimated 25 307 people could lose their jobs. sfgieming the assumptions of SC3, the
number of employment opportunities lost is likebydecline by 2 126 to 23 181 in total. The
agricultural sector will account for 82.8 % of tteeal employment opportunities lost due to
land transfers in the CGS, followed by manufacii@nd trade (4.8 %), construction (3.4 %)
and financial and business industry (1.7 %);

The labour intensive industries, i.e. poultry arejetable farming are also likely to have
significant employment opportunity losses compdeethe size of the respective industries in
the NWP, with poultry employing 19 783 fewer peofdkowed by vegetables decreasing by
2 325 people when considering the BLS.

Impact on household spending:

Household spending in general is likely to declme 1.6 % or R 1.1 billion under the
assumptions of the BLS. Should the institutiorrer@ges yield outcomes as assumed in SC1,
the impact on household spending is likely to aechy 0.14 % or R 191 million.

In the best case scenario (SC3), the impact onehols spending is estimated to decline by
0.91 % or R 624 million in total,

Considering the BLS, the impact on the differerdoime groups revealed that high income
household spending is likely to reduce by 54 %pfeéd by low income (27 %) and medium

income (19 %) households.

Fiscal impact:

Simulated results from the partial macroeconomigildgium model revealed that the BLS

will result in a total decline in government inconod R 332 million, with national
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government absorbing 89.4 %, local 10.5 % and pma&i government 0.03 % of the total
impact;

» As for the different agricultural sectors, the C8She sector reported to have the biggest
fiscal impact. Considering the BLS, the CGS wiiflict a decline of R 160 million in
government income. An improvement in the instanél framework could reduce the impact
to R 77 million. This reflects a 48.1 % decreasenfthe worst to best case scenario;

* In the case of the livestock sector (LVS), resdltsm the BLS suggest that national
government’s income will decrease by R 63.2 millammpared to the R 33.2 million in the
case of SC3.

Thus, although it is impossible to prevent the iotgevelopment initiatives (i.e. the land reform
programme) will have on the province, results frtdme partial macroeconomic equilibrium
model showed that the improvement in the instingloenvironment could significantly reduce
the impact.

The economic multipliers are calculated using agreggated version of the NW SAM used for
the partial macroeconomic equilibrium model. Thesgs, i.e. labour, production and value
added multipliers are calculated for all econonttivities in the economy as grouped in the
SAM. The direct, indirect and induced multiplievghich sum to the total multipliers, are all

reported on in Chapter 7. Some of the main mugtipesults include:

Labour impacts:

» Agricultural sector has the largest direct labowltiplier in the NWP, with 6.63 jobs
generated for every R 1 million of production. $haccording to the annual R 17.3 billion
output generated from agricultural production (frtme NW SAM), 115 133 full time jobs
(direct) are created within the agricultural seabthe NWP, which leads to an additional 34
209 full-time job opportunities in the industry §lying production inputs to the agricultural
sector (i.e. indirect effect). In terms of induceffiects, a further 11 461 full-time jobs are
created as a result of the demand for consumalt#eased from wages and salaries paid out in
direct and indirect sectors. The total employmeffect therefore adds up to 160 804 full-
time jobs created from the R 17.3 billion agrictdttoutput in the NWP.
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» Considering the impact of development initiatives. the land reform policies), the BLS will
result in a total agricultural production decliné 21 % (R 4.1 billion) to R 13.1 billion.
Direct labour opportunities generated by the adpiical sector are likely to decline by 27 631
to 87 501. The indirect effect will see labour ogpnities in the industries supplying
production inputs to the agricultural sector of #weo 8 209. Considering the induced effect
of 2 750 lost opportunities, the total impact of tALS on labour opportunities generated by
the R 13.1 billion in agricultural production i&éily to decline by 38 590.

» Should the introduction of the institutional chasgeeld the results as assumed under the best
case scenario (SC3), total agricultural productotikely to decline to R 15.5 billion. This
will result in 16 883 fewer jobs opportunities lbt, indirect and induced) being generated by
the sector in the NWP.

Production impacts:

* The R 17.3 billion output from agricultural prodiect in the NWP results in additional
indirect production to the value of R 11.8 billi@nd an induced production demand of
R 3.8 billion, aggregating to a total productiontfmut) of R 33 billion.

* In the case of the BLS, total agricultural prodostwill decline to R 13.1 billion which will
result in the additional indirect production to tkelue of R 8.9 billion and an induced
production demand of R 2.9 billion.

* In the case of SC2, the additional indirect proaurctvill be slightly higher at R 9.5 billion,
with the additional induced production at R 3 bili The total aggregated production
(output) for SC2 will equate to R 26 billion, which5.5 % higher than the BLS.

Value added impacts:

* The BLS will reduce agricultural output to the valof R 13.1 billion, which will result in R 4
billion worth of direct value added, R 2.7 billiamorth of indirect value added and R 923
million worth of induced value added.

» The potential ability of the improved institutionahvironment to reduce the impact of
development initiatives on total agricultural protian to the value of R 15.5 billion in the
NWP (in the case of SC3), will result in R5.5 mii worth of direct value added,
R 3.2 billion of indirect value added and R 1 bitliworth of induced value added.
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Similar to results from the partial macroeconongaigbrium model, it is clear that the proposed
institutional changes could significantly reduce tiotential impact of development initiatives
(such as the land reform programme) on the econaimiyge NWP. Thus, should government
fail to address the institutional shortcomings e tNWP, the success rate of development
initiatives will remain a mere 20 %, which will hewsevere consequences for the economy and

the people residing in the province over time.

8.7. Recommendations

In this sub-section, recommendations will be maaged on the findings and conclusions of the
study. The first part will focus on policy recomnagations, followed by the institutional
responses required as part of creating an enabliwmgonment, and finally recommendations

with regard to future research will be made.

8.7.1 Policy recommendations

Imbalance and inefficiency fostered by the previgaogernment policies necessitated changes in
policies to redress the imbalances of the past,eshince competitiveness in the agricultural
sector. Hence, it can be concluded that the patityand reform and other development
initiatives are justified. Implementing such aipglshould not overlook the basic and enabling
environment in which the farmer operates. To émd, a number of policy recommendations are
made based on the outcomes of this study:

* Relatively rapid and massive transfers of farml&an large scale commercial farmers to
settle more small-scale farm represents the palitraperatives of the land reform program.
However, the results show that implementing thiglleeform objective without the necessary
enabling environment will results in a poverty trEp most in the NWP. Development
policies should therefore discourage the implentemteaof the land reform program without
the initial creation of the required enabling eowiment.

* The impact of the land reform policy is reportedditier between the different agricultural

sub-sectors of the province. The land reform gadicould therefore foresee that agricultural
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sub-sectors which have a smaller impact on the aognare targeted for resettling small-
scale farmers on commercial owned farm land.

» Larger focus on the revitalization of unproductigeable agriculture land in the former
homelands is required in the NWP. This is in tlesthnterest of all stakeholders, as it will
reduce the economic impact of the land reform golic

* Analogous, development policies should focus onetfaelication of bush encroached regions
in the province, especially on land that's alre@dhnsferred. This will improve carrying
capacity and subsequently productivity and profiityb

» Policies should address the risk of productionsTdauld be done by creating incentives for

agribusinesses and other role players to assidt-soade farmers in their production practices

8.7.2 Institutional responses

As mentioned, cooperation between the differentitutgons involved in the agricultural sector

needs to be improved to ensure successful ruradudigral development. This will require the

assignment of roles and responsibilities to eachhef participants. However, government,

through their three spheres (national, provinciad &cal), should still remain the main player

implementing the proposed institutional changes ansuring successful development in the

NWP. Moreover, the role of government should bermvide an enabling environment which

will facilitate sustainable development. Althoutlils study made some recommendations as to

what institutions need to have in place to imprdegelopment success, provincial government

must also be responsible for certain initiativesolvhnclude:

» Investments in the training of employees, extensificers and beneficiaries of development
initiatives,

» Provision of effective extension services to depsaient beneficiaries,

* Investment in research initiatives (such as thigytto improve the success of development,

» Balance of development initiatives with food setyyri

» Crafting of clear selection criteria for possibknieficiaries of agricultural development,

» Provision of clear expectations to potential depeient beneficiaries, i.e. clearly define the
role and responsibility of beneficiaries,

* Improvement of infrastructure, especially in ruaiegas,
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* Maintenance of current infrastructure, i.e. marketads, auction facilities etc.

* Improvement of the process of post-settlement stpfm development initiatives, i.e.
provincial government must have a holistic appraaghost-settlement support.

» Ensuring that ownership is created within developnigtiatives,

» Ensuring incentives that will stimulate agricultuseoduction,

» Improvement of the rate of land reform,

* Improvement and maintenance of social structureshospitals and police stations.

Similar to provincial government, national govermmnshould also assist in the creation of an

enabling environment that will improve developmsuatcess. All major policies that impact on

the agricultural sector or that directly relateimdirectly relate to agricultural development are

determined by national government. The role ofonal government, therefore, relates more to

the policies supporting rural agricultural develan Thus, national government should:

» Develop agricultural development policies that ‘@evelopment friendly” and structured in
such a way that they will minimise the impact oe khcal economy and its people,

» Develop policies and structures (as proposed insthey) that will protect development
beneficiaries from exploitation by the mainstreasoremy,

» Create and maintain the capacity to negotiate anteqt development beneficiaries from
international competition, especially in the eatgges of production,

* Reduce the bureaucratic red tape surrounding dgnialidevelopment support programmes
and policies,

* Promote the effective implementation of developnpaicies,

* Provide research support for various disciplineat thvill promote rural agricultural
development,

» Provide support to agricultural training institutg

» Develop and maintain supporting infrastructure, ludimg logistics which are one of the
largest challenges,

* Ensure the successful establishment and sustainhlilee production practices of
development beneficiaries, and

» Provide support to private institutions in theivd®pment initiatives.
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With regard to the last point, government shouléksé establish alliances with private
institutions (i.e. agribusinesses, banks, organggttultural, and so on) to form public/private
partnerships in their search for successful devetoy. Moreover, institutions such as the Land
Bank have recognised that, as an institution, iy mat always directly provide for all the
elements, as some are not in its competence. Hawthey will seek out partners and create
alliances to ensure that, collectively, the keyr@utients that a farmer requires to be successful
are delivered. The alliances and partnershipsremteito will ensure delivery on the most
important aspects for the success of emerging fa;mehich are land, capacity and skills, and

financial resources.

The role and responsibility of other participatimgtitutions like agribusinesses and organised

agricultural should relate to the direct and inclirenarketing and operational functions that

cannot be managed efficiently by development beisgfes. These functions should be

reviewed on a regular basis and include amongst®th

» The provision of timely and accurate industry stats i.e. crop estimates, price expectations,
stock levels, national and international industwerwiews, production cost, etc. Moreover,
the impact that these indicators might have on ecifip enterprise should be clearly
communicated to the beneficiaries and they shoealddsisted with management decisions as
to how to oppose some of the challenges that neigginate from this,

* The provision of mentorship to development benafies,

» Assistance with training initiatives, i.e. learnibg-doing concepts,

» The support of government with industry informatiogsearch initiatives, capacity transfer of
research results and new technological developmettts

» Support of public institutions (i.e. universitigbe national agricultural marketing council,
etc.) with agriculture-related research,

» Assistance to development beneficiaries to endt@etto provide inputs on various forums
where agriculture-related policies are discussedrmgotiated,

» Assistance to development beneficiaries in overogntine red tape of governmental support
structures,

» Assistance to development beneficiaries in eastegss to both input and output markets.
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There are certainly many other support servicessthi®aprivate agricultural industry can provide
to support rural agricultural development. Howewlie most important is to supply these
farmers with independent, accurate and timely mfation and to see that they use it in an
appropriate manner. After all, another importasie rof the industry is to reduce the cost of

doing business for development beneficiaries.

8.7.3 Future research

The study concentrated on the institutions requit@densure sustainable rural agricultural
development in the NWP, as well as the impact eke¢hinstitutions on the economy of the
province. Although the empirical analysis hightiggh the importance of institutions in
determining economic outcomes, to my knowledge therostudy has attempted to measure the
impact of proposed institutional changes on econayuicomes. Thus, it is recommended that
more research on sustainable methodologies forrtakileg institutional analysis of this nature
be conducted. The emphasis of determining the ¢imp# institutions should, however, be
shifted from the traditional assessment of benefisulting from property right regimes or
allocation of mechanism in isolation under trangactost-minimizing criteria, to assessing the

impact of different institutional hierarchies oreténtire economy of a region or country.

In conclusion, given the importance of institutibeaonomics in determining the outcome of
rural agricultural development initiatives, it iscommended that economists should pay more
attention to research that will ensure that thditutgnal environment in specific regions
satisfies the demands of the people residing isghegions. This may require that different
institutions and institutional arrangements be dged through research initiatives than those
present in urban areas. It is furthermore recont®eérthat rural agricultural development be

used as an interesting case study to further dp\b®research field.
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