
 

Interest rate cut positive for SA agriculture

According to Paul Makube, senior agricultural economist at FNB Business, the current reduction in interest rates coupled
with the possibility of further cuts later in 2020 - if GDP growth rebounds and inflation remains contained - will have a
positive impact on profit margins, impacting the farmers' ability to service loans positively.
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The South African Reserve Bank (SARB) recently cut the repo rate by 25 basis points to 6.5%, citing the deteriorating
growth outlook in 2019, the relatively tamed inflation and a moderation in inflation expectations.

Harvesting is currently in full swing in the summer grain and oilseed areas and a lot of fuel is utilized including the
transportation to the country’s silos. Moreover, as we approach a new agricultural season those with cash on hand will
consider stocking up, by buying fuel in bulk, as there is no guarantee that prices will remain stable due to exchange rate
and global oil price volatility. It is expected that farmers will, weather permeating, raise the planted area in the new season
following a 5% contraction during the 2018/19 production season.

A further benefit for farmers who are currently experiencing cash flow constraints is the overall impact of a decline in crude
oil prices on the entire agricultural value chain as inputs such as fertiliser, herbicides and pesticides are derivatives of
crude oil.

Makube says the recent strength in the rand exchange rate will have a positive impact on input prices in the sector as it
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lowers the prices of imported inputs such as fertiliser, pesticides, and herbicides. Fertiliser and fuel are the major inputs in
crop production particularly grains and account for approximately 35% and 11% of total variable costs.
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