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AGRI SA’S SUBMISSION TO PARLIAMENT’S PORTFOLIO COMMITTEE ON LABOUR 
Workshop regarding a National Minimum Wage
Cape Town, 17 September 2014
Introduction
Being a major employer of a largely un-unionised labour force, Agri SA welcomes the opportunity to address the Parliamentary Portfolio Committee on Labour regarding a possible national minimum wage.  Agri SA acknowledges the important role that farm workers play in the sector.  The agricultural sector is unique in the sense that a farm is a place where farm owners, managers, workers and their families live and work together on the same property.  In many instances, close relationships existed between farmers and workers for generations.  Sound relationships ensure a harmonious and productive workforce. 
You will note, however, that we are of the view the imposition at a higher national minimum wage than what is currently applied in agriculture, presents a challenge with a number of unintended consequences.  This may lead to fewer jobs in the sector and probably more import competition from neighbouring countries.  
Background of the organisation
Agri SA, a federation of agricultural organisations, was established in 1904 as the South African Agricultural Union and consists of nine provincial and 24 commodity organisations.
Essentially Agri SA, through its affiliated membership, represents a diverse grouping of individual farmers regardless of gender, colour or creed. Its affiliates has well established farmers as well as new entrants as members.  Agri SA’s policy advocacy includes work on trade negotiations, industrial policy, taxation, financing, land reform, labour laws, training, farmer development, environmental affairs, water rights and water pricing, other input-related issues, farm safety, law and order, infrastructure, technology development and transfer, statistical information and local government.
Agri SA is a member of high-level business, trade and agricultural entities, including Business Unity South Africa (BUSA), the World Farmers’ Organisation (WFO), the Southern African Confederation of Agricultural Unions (SACAU) and the Cairns Group Farm Leaders.  BUSA is in the process of developing a position paper on the national minimum wage which will inform the position of business in this regard.
Government policy objectives
In chapter 6 of the National Development Plan (NDP) government has set a goal of creating one million additional jobs in the agricultural sector by 2030.  This will require a major turn-around of the current job shedding trend which is prevalent. The NDP refers specifically to expanding irrigation agriculture in such a way that it will benefit upstream and downstream industries, but also commercial agriculture with a potential for creating jobs. Special reference is made to the potential of horticultural products, table grapes, citrus, subtropical fruits and vegetables – all dependant on irrigation – to contribute towards this objective, considering their growth potential and labour intensivity.  
What is needed is a policy environment that is supportive for job creation to achieve these goals. In this regard the NDP recognises the importance of conducive labour market practices, but also other imperatives which could contribute towards growth in the sector. It is, however, necessary to note that the National Planning Commission’s assumptions were based on a lower minimum wage (R67/day) which was applicable at that stage.   
The NDP illustrated their proposal with regards to job creation opportunities in agriculture with the following diagram:
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Background on the sector
South Africa’s agricultural industry is known as a very diverse sector with farming activities ranging from intensive labour practices to less intensive labour practices. The modern commercial farming, which employs the majority of workers but also apply technological advanced farming systems, exists alongside small-scale farmers with few if any hired workers. Some sub-sectors rely mainly on low-skilled workers, also for seasonal activities. The trend in the sector is changing in favour of having fewer but higher skilled workers.  This complies with the challenge of providing quality jobs – albeit fewer jobs - including that of higher wages and complementary benefits. 
According to the results of the Census of Agriculture, the number of farming units in 1993 were estimated at 57 980. This figure declined to 45 848 in 2002 and even further to 39 982 in 2007.  Employment trends also showed a decline between from 1 093 265 in 1993 to 796 806 in 2007.  Whilst the decline of farming units continues, roughly 20% of commercial farms are responsible for 80% of total production.  This does not imply that the larger farms are always more cost-efficient, but rather that larger farming units have the ability to mechanise and, as wages rise, mechanisation becomes more attractive. This is a general phenomenon in global agriculture.  It could, therefore, be expected that this trend of an increase in the consolidation of farming units and higher levels of mechanisation will continue.  This will continue to result in a lower number of jobs but increased employment opportunities for staff with higher skill levels and higher levels of remuneration.
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Effect of the structural adjustment in the minimum wage
The sectoral determination for both farm and forestry workers governs the wages and conditions of work in the sector.  According to statistics from the Department of Agriculture, Forestry and Fisheries, agriculture’s wage bill amounted to approximately R14.5 billion or 13.3% of total cost in 2013/2014.  Furthermore, farmers in many cases provide their workers with other services, including housing, transport, water and electricity (the so-called social wage), which are not fully factored into the wage bill. Government is also considering the introduction of a statutory provident fund for farm workers, which can escalate the wage bill and on-farm cost structure.  
In most other sectors, there is not a comparable situation. The fact remains that there are hidden costs in relation to labour in agriculture which should be taken into account when dealing with adjustments to wage levels.
The ability of farmers to pay higher wages should be considered against the backdrop of a sector that is a price taker not a price maker.  Minimum wages have gradually increased since 2003. In a study examining the impact of the minimum wage on the agricultural sector, done by Professor Haroon Bhorat from the University of Cape Town, he concluded that the minimum wage had a negative impact on employment and that employment declined by 17% the first year after the imposition of the minimum wage in 2002. 
The significant increase of 52 percent in the minimum wage in 2013 had a major impact on the sector.  1996 producers applied for relief thereof in terms of Section 50 of the Basic Conditions of Employment Act.  Many jobs were lost. It should be noted that this happened, irrespective of favourable climatic and market conditions for which, in agriculture, there is no guarantee. In adverse conditions, the affordability of a structurally higher pay bill may be detrimental for many farmers. It does take time to bring about structural adjustments in the sector. The 73 000 job losses recorded by Statistics SA for the second quarter (2013/2014) year-on-year, nevertheless, signals an enhanced downward trend.  
Apart from the unintended consequences, a national minimum wage that is set higher than the current minimum wage in the agricultural sector will impact heavily on the sector and could result in even more job losses.  Such an intervention would most probably only benefit workers already employed but will exacerbate the already high levels of unemployment, especially for new entrants (including youth) in the labour market.  
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Social and competitive challenges of a higher national minimum wage
The higher national minimum wage could be highly attractive to foreign workers resulting in an increase in foreign workers entering the country for better economic prospects.
Minimum wages for workers in agriculture in the neighbouring countries are as follows:
	Neighbouring country
	Monthly minimum wage for agriculture

	Namibia
	N$888.00 per month
	R888.00 per month

	Botswana
	P408.00 per month
	R570.00 per month

	Mozambique
	2,500 meticals  (U$61.5)
	R615.00 per month

	Zimbabwe
	US$ 59
	R590.00 per month

	South Africa
	
	R2420.00 per month


It will, most probably, also enhance the attractiveness for South African farmers and others to invest in neighbouring countries where vast comparative advantages exist in terms of cost and quality of land, water and labour.  We will also witness an increased substitution of local production by imports from neighbouring countries.  Imports of products such as sub-tropicals, sugar and vegetables are most likely to narrow the opportunities of local producers, including that of growing the employment capacity of agriculture.
Affordability of higher wages by the sector
It is also evident from an analysis done by the Bureau for Food and Agricultural Policy (BFAP)
 in 2012/2013 that a negative net farm income (NFI) is generated under scenarios where wages rise to more than R105 per day and that structural adjustments will be made to accommodate the higher wage rates.  In an analysis of different scenarios with higher wages ranging from R70 to R150 per day, it was found that most farmers cannot afford more than R105 per day without compromises on employment levels.  The analysis showed that alternative mechanisms would needs to be found like mechanisation, more skilled labour and the consolidation of enterprises to become more efficient. 
It is difficult to estimate how much labour will be shed throughout the industry if a national minimum wage were to be introduced and wages increased significantly above the current wage levels in the sector. However, the trend in job losses has shown that the sector cannot absorb more significant wage increases.
On the other hand, the BFAP report also pointed out the worker’s dilemma by which a worker earning even R150 per day, could not afford balanced daily food for a household of two adults and two kids.  In this regard a compromise would be needed between the relevant nutrition and energy provided by staple food portions.  
National Minimum Wage:  Factors for consideration
1. Productivity sets the level of prosperity and not demand stimulation through merely higher wages.  Adjusting minimum wages or wages in general will, if not accompanied by productivity improvements, aggravate the challenges, i.e. lack of investment, balance of payment pressure, cost of doing business and high levels of unemployment which the economy is already facing.
2. Competitiveness, according to the World Bank, can be defined as the set of institutions, policies and factors that determine the level of productivity of the country.  Productivity determines competitiveness, return on investment and eventually economic growth.  Lacking competitiveness will ultimately defeat the noble goals of social upliftment, employment creation, etc, also if minimum wages are set out of context.
3. The context is also described by the World Competitiveness Report of 2014/2015.  “The efficiency and flexibility of the labour market are critical for ensuring that workers are allocated to their most effective use in the economy and provided with incentives to give their best effort.  Rigid labour markets were an important cause of high youth unemployment, especially in Arab countries”.
4. South Africa is currently ranked 56th out of 148 countries in terms of world competitiveness with Brazil, often viewed as the epitome of labour relations at 57.  In terms of labour market efficiency, South Africa and Brazil are ranked 113th and 109th respectively.  “The health of the work force in South Africa is ranked 132nd out of 144 economies – as a result of communicable diseases and poor health indicators more generally.  Higher education and training remains insufficient (86th) and labour market efficiency (113th) is affected by extremely rigid hiring and firing practises (143rd), wage inflexibility (139th) and continuing significant tensions in labour-employer relations (144th).
5. It is clear that the “labour context” is viewed as extremely problematic which will require circumspection for a national minimum wage not to proverbially break the camel’s back, especially given the current unemployment rate of 25 percent.
6. Sectoral considerations, rural vs urban labour characteristics, skills availability, employer contribution to the social wages and differing minimum wages currently will have to be factored into a national minimum wage to avoid unintended consequences.  Whether this is possible is questionable.
7. The level at which a national minimum wage can be established will also require careful scrutiny e.g. the minimum wage in agriculture and forestry is currently set at R2 420 per month whilst for a wholesale and retail shop assistant is set at R3 063.  The level at which the minimum wage is fixed could entail drastic increases for certain sectors and likely to be unaffordable.
Conclusion
A minimum wage set at a higher level as the current wage determination for agriculture will result in more structural adjustments to accommodate the higher wages.  This happened in the past and will do so again.  These adjustments include the shedding of jobs, increased mechanisation and the consolidation of farming units endeavouring to maintain competitiveness and profitability.  The collective effect of such an intervention together with other risk factors for agriculture should be carefully considered.  The objective of a million additional jobs to be created in agriculture by 2030 will be the result of decisions of this kind that we are taking today.  

� Farm sectoral determination:  An analysis of agricultural wages in South Africa; a report by the Bureau for Food and Agricultural Policy (BFAP); December 2012
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