It is not all doom and gloom for agriculture

23 November 2015: Despite the severe drought currently facing the
agricultural industry, FNB remains optimistic about the financial well-
being of its farming clients.

According to Dawie Maree, Head of Information and Marketing at FNB
Business Agriculture, the true severity of the current drought will only be
realised in the coming year. The optimal planting period for some
Mpumalanga maize producers has passed and indications are that only 75
- 80% of the planting has been completed. Following the fair rain last
week, most of this region should be able to complete planting, in land
that has already been prepared.

The North West region and western parts of the Free State still have time
to plant. If these areas receive good rains within the next month, with
follow-up rain later during the production cycle, farmers could still
harvest a reasonable crop.

“However, if dry conditions persist, the outlook for an average to good
crop will undoubtedly deteriorate. FNB continuously consults with
various industry experts to get an indication of possible changes in
weather patterns and planting conditions in order to proactively assist
clients,” says Maree.

Recent reports of a sharp decline in the price of meat must also be
viewed in context. While there is downward pressure on the weaner calf
price due to oversupply in the market, this has not yet filtered through
the supply chain in order to benefit consumers,” says Maree, adding that
the oversupply in the weaner calf market resulted from farmers off-
loading more livestock due to the dry conditions.

He says that in the long run the situation will normalise and farmers who
are able to hold out now will benefit from higher prices at a later stage
when the market experiences shortages in supply. Once grazing
conditions improve, farmers will rebuild their herds and curtail the supply
of animals to the market.



Consumers should take advantage of possible lower prices now, as they
are bound to increase in future. In addition, export producers have
benefitted from the weakening of the Rand and those farmers who would
have soft grain commodities available for sale from previous seasons, will
benefit from expected higher local price levels. This might offset the
impact of a possible lower crop for the current production season.

Although the previous droughts did not have that much impact on
consumers, this time the situation may be quite different. Middle class
consumers are also feeling the pinch as a result of water-restrictions and
more so due to the heat-wave conditions experienced over the last
couple of weeks.

Maree says the current drought conditions are affecting the whole
economy. The South African Reserve Bank (SARB) increased the repo-rate
by 25 basis points last week, partly on the back of increased food price
inflation expectations, a direct result of the drought conditions
experienced in most parts of the country. The increase in interest rates
will add more pressure on the disposable income of consumers, resulting
in lower demand for luxury agricultural products.

As a result, the impact will be felt much wider than just the agricultural
sector. He says the drought may also have socio-economic consequences.
Job creation in the agricultural and related manufacturing sectors will
slow down should the dry conditions continue into 2016.

Despite the anticipated impact of the drought, FNB is not overly
concerned about a substantial increase in farmers who may not be able
to meet commitments. Our book is very healthy, well diversified and
many farmers have the ability to increase gearing levels slightly. This will
enable the bank to review individual needs on merit with the view to
possibly restructure or refinance facilities of farmers in need.

“We believe that our agricultural client base and our relationship team
have proven themselves as superior and we remain totally committed to
the industry. Our “through-the-cycle” credit extension policy will enable
us to assist most of our farming clients despite one or two below average
seasons. We have been involved in agriculture for longer than 175 years,



have invested substantially in both the primary and secondary agriculture
sectors and will continue to do so within the current regulatory credit
environment,” concludes Maree.



